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All material in this The explanations and examples in this publication reflect This publication covers some subjects on which a
publication may be the interpretation by the Internal Revenue Service (IRS) court may have made a decision more favorable to tax-
reprinted freely. A of: payers than the interpretation by the IRS. Until these
citation to Your Federal differing interpretations are resolved by higher court deci-Income Tax (2003) • Tax laws enacted by Congress,

sions or in some other way, this publication will continuewould be appropriate. • Treasury regulations, and to present the interpretations by the IRS.
All taxpayers have important rights when working with• Court decisions.

the IRS. These rights are described in Your Rights as a
Taxpayer in the back of this publication.However, the information given does not cover every

situation and is not intended to replace the law or change
its meaning.
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Important Changes for 2003
This section summarizes important see Capital Gain Tax Rates in Credit in chapter 39 and Publica- gross income is more than
tax changes that took effect in tion 968, Tax Benefits for Adoption.chapter 17. $139,500 ($69,750 if you are mar-
2003. Most of these changes are ried filing separately). See chapterRetirement savings plans.  TheDividends taxed at capital gaindiscussed in more detail through- 31.following paragraphs highlightrates. After December 31, 2002,out this publication.

Social security and Medicarechanges that affect individual re-qualified dividend income is taxedChanges are also discussed in
tirement arrangements (IRAs) andat the new capital gain rates. See taxes. The maximum wages sub-Publication 553, Highlights of 2003
pension plans.Qualified Dividend Income in ject to social security tax (6.2%)Tax Changes.

Traditional IRA income limits.Chapter 9. increased to $87,000. All wages
If you have a traditional IRA andTax rates changes. The follow- are subject to Medicare taxStandard mileage rates. The are covered by a retirement plan ating items highlight the changes to (1.45%).standard mileage rate for the cost work, the amount of income youthe tax rates. The 2003 tax tables

of operating your car decreased to can have and not be affected by theand tax rate schedules are in- Military Family Tax Relief Act of
36 cents a mile for all business deduction phaseout increases. Thecluded near the back of this publi- 2003. This legislation made themiles driven. See chapter 28. amounts vary depending on filingcation. following changes. See PublicationThe standard mileage rate al- status. See chapter 18.

553 for more information.• The 10% tax rate bracket for lowed for use of your car for medi- Deemed IRAs.    A qualified
most filing statuses is ex- cal reasons decreased to 12 cents employer plan (retirement plan) • The 5-year period that canpanded. a mile. See chapter 23. can maintain a separate account or qualify you to exclude theannuity under the plan (a deemedThe standard mileage rate al-• The 15% tax rate bracket for gain from the sale of a yourIRA) to receive voluntary employeelowed for use of your car for deter-married taxpayers filing jointly

main home can be sus-contributions. An employee’s ac-m i n i n g  m o v i n g  e x p e n s e sand qualifying widow(er) is
pended by certain memberscount can be treated as a tradi-decreased to 12 cents a mile. Seeexpanded.
of the uniformed services ortional IRA or a Roth IRA.chapter 19.• The 27%, 30%, 35%, and Limit on elective deferrals. Foreign Service while on offi-

38.6% tax rates are reduced Lifetime learning credit. The The maximum amount of elective cial extended duty.to 25%, 28%, 33%, and 35%, amount of qualified tuition and re- deferrals under a salary reduction • The tax-free treatment of therespectively. lated expenses you may take into agreement that could be contrib-
death gratuity paid to survi-account in figuring your lifetime uted to a qualified plan increased to
vors of U.S. military membersChild tax credits increased. learning credit increased from $12,000 ($14,000 If you were age

You may be able to take credits of $5,000 to $10,000. The credit for deaths occurring after50 or over). However, for SIMPLE
up to $1,000 for each qualifying equals 20% of these qualified ex- plans, the amount increased to September 10, 2001, in-
child. But you must reduce your penses, with the maximum credit $8,000 ($9,000 if you were age 50 creased from $3,000 to
credits by any advance child tax being $2,000. See chapter 37. or over). $12,000.
credit payment you received in

Child and dependent care credit. Self-employed health insurance • Amounts received as a quali-2003. See chapter 36.
The following changes apply to the deduction. You can deduct fying military base realign-

Advance child tax credit child and dependent care credit. 100% of your self-employed health ment and closure fringe
payment. You must reduce your insurance premiums as an adjust- benefit are now excluded• The credit can be as much as2003 child tax credits by any ad- ment to income. from taxable income.35% (previously 30%) of yourvance child tax credit payment you

qualified expenses. Health coverage tax credit.received in 2003. The amount of • The rules for filing a return
Certain older workers can claim ayour advance payment is shown on • The maximum adjusted gross that apply to members of the
credit for amounts they pay forNotice 1319. This notice was income amount that qualifies armed forces in a combathealth insurance premiums. Formailed to you in 2003. If you do not for the highest rate increased zone are extended to includemore information, see Health Cov-have this notice, you can check the to $15,000 (previously members of the armed forceserage Tax Credit in chapter 39.amount of your advance payment $10,000). in a designated contingencyon the IRS website at www.irs.gov
Certain amounts increased.• The limit on the amount of operation.or call us at 1–800–829–1040.
Some tax items that are indexed forqualifying expenses in-If you received an advance pay- • Qualified military benefits in-inflation increased for 2003.creased to $3,000 for onement but did not have a qualifying clude benefits underEarned income credit (EIC).qualifying individual andchild for 2003, you do not have to dependent-care assistanceThe maximum amount of income$6,000 for two or more quali-pay back the amount you received. you can earn and still get the programs.fying individuals.Do not enter the amount of your earned income credit increased. • The additional tax on distribu-advance payment on your return. If • The amount of income that is The amount depends on your filing

you filed a joint return for 2002, but tions from a Coverdell educa-treated as having been status and number of children. The
for 2003 you are not filing a joint tion savings account or aearned by a spouse who is maximum amount of investment in-
return (or a joint return with the either a full-time student or qualified tuition plan, does notcome you can have and still be
same spouse), you are considered not able to care for himself or apply to a distribution madeeligible for the credit has increased
to have received one-half of the herself increased to $250 a to $2,600. See chapter 38. on account of attendance at aadvance payment. month if there is one qualify- Standard deduction. The military academy.

ing individual and $500 a standard deduction for taxpayersMarried filing joint standard • Reserve component mem-month if there are two or who do not itemize deductions ondeduction. The standard deduc- bers can claim anmore qualifying individuals. Schedule A (Form 1040) has in-tion for married taxpayers filing a See chapter 34. above-the-line deduction forcreased. The amount depends onjoint return has increased. See
overnight travel expensesyour filing status. See chapter 22.chapter 22.

Tax benefits for adoption. Sub- Exemption amount. You are such as transportation, lodg-
ject to the income and tax liabilityNew capital gain rates. For allowed a $3,050 deduction for ing, and meals. See chapter
limits, the adoption credit and thegains after May 5, 2003, the 10% each exemption to which you are 28.
exclusion from income of benefitscapital gain rate is reduced to 5% entitled. However, your exemption

• Income tax relief is granted tounder an adoption assistance pro-and the 20% capital gain rate is amount could be phased out if you
families of astronauts who diegram for the adoption of a child withreduced to 15%. In addition, the 8% have high income. See chapter 3.
in the line of duty.special needs is $10,160 regard-capital gain rate for qualified 5-year Limit on itemized deduction.

less of the amount of qualifiedgain does not apply to gains after Some of your itemized deductions
adoption expenses. See Adoptionthat date. For more information, may be limited if your adjusted ■
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Important Changes for 2004
This section summarizes the im- • 14 cents a mile for the use of work, the amount of income you Tuition and fees deduction. Be-

your car for medical reasons, ginning in 2004, the amount ofcan have and not be affected by theportant changes that take effect in
and qualified education expenses youdeduction phaseout increases. The2004 that could affect your esti-

can take into account in figuringamounts vary depending on filingmated tax payments for 2004. • 14 cents a mile for the use of
your tuition and fees deduction var-status.More information on these and your car for determining mov-
ies depending on your modified ad-Limit on elective deferrals.ing expenses.other changes can be found in Pub- justed gross income. The tuitionThe maximum amount of electivelication 553. and fees deduction is explained indeferrals under a salary reductionRetirement savings plans.  The chapter 21.Standard mileage rates.  For tax agreement that can be contributedfollowing paragraphs highlight

years beginning in 2004, the stan- to a qualified plan increases tochanges that affect individual re-
dard mileage rate for the cost of $13,000 ($16,000 if you are age 50tirement arrangements (IRAs) and

or over). However, for SIMPLEoperating your car increases to: pension plans.
plans, the amount increases toTraditional IRA income limits.

• 37.5 cents a mile for all busi- $9,000 ($10,500 if you are age 50If you have a traditional IRA and
ness miles driven, are covered by a retirement plan at or over).

■

Important Reminders
Listed below are important remind- • The September 11, 2001 ter- formation and Publication 596, Spouse covered by plan.
ers and other items that may help rorist attacks. Even if your spouse is covered byEarned Income Credit (EIC).
you file your 2003 tax return. Many an employer-sponsored retirement• The terrorist attacks involving Payments received by Holo-of these items are explained in plan, you may be able to deduct

anthrax occurring after Sep- caust victims.  Restitution pay-more detail later in this publication. contributions to your traditional IRA
tember 10, 2001, and before ments received after 1999 (and if you are not covered by an em-
January 2, 2002.Write in your social security certain interest earned on the pay- ployer plan.

number. To protect your privacy, ments) are not taxable and do not  Roth IRA.  You may be able toThe Act also exempts from fed-social security numbers (SSNs) are establish a Roth IRA. In this type ofaffect the taxability of certain bene-eral income tax certain amounts re-not printed on the peel-off label that IRA, contributions are not deducti-fits, such as social security bene-ceived by survivors.comes in the mail with your tax in- ble but earnings grow tax free andfits. For more details, see chapter For more information, see Pub-struction booklet. This means you qualified withdrawals are not tax-13.lication 3920, Tax Relief for Victimsmust enter your SSN in the space able. You may also be able to con-
of Terrorist Attacks.provided on your tax form. If you Advance earned income credit. vert a traditional IRA to a Roth IRA,

filed a joint return for 2002 and are If a qualifying child lives with you but you must include all or part ofBenefits for public safety
filing a joint return for 2003 with the and you expect to qualify for the the taxable converted amount in in-officer’s survivors. A survivor
same spouse, enter your names come.earned income credit in 2004, youannuity received by the spouse,
and SSNs in the same order as on may be able to get part of the creditformer spouse, or child of a public
your 2002 return. See chapter 1. Retirement savings contribu-paid to you in advance throughoutsafety officer killed in the line of tions credit. If you contribute tothe year (by your employer) insteadduty will generally be excludedT a x p a y e r  i d e n t i f i c a t i o n an individual retirement arrange-of waiting until you file your tax re-from the recipient’s income regard-numbers. You must provide the ment (IRA) or to a retirement plan

less of the date of the officer’s turn. See chapter 38.taxpayer identification number for sponsored by your employer, you
death. The provision applies to aeach person for whom you claim may qualify for a tax credit. SeeSale of your home. Generally,chaplain killed in the line of dutycertain tax benefits. This applies Retirement Savings Contributionsyou will only need to report the saleafter September 10, 2001. Theeven if the person was born in Credit in chapter 39.of your home if your gain is morechaplain must have been respond-2003. Generally, this number is the

than $250,000 ($500,000 if marrieding to a fire, rescue, or emergencyperson’s social security number Foreign source income. If you
filing a joint return). See chapter 16.as a member or employee of a fire(SSN). See chapter 1. are a U.S. citizen with income from

or police department. See chapter sources outside the United StatesRetirement planning services.R e p o r t i n g  i n t e r e s t  a n d 13. (foreign income), you must reportIf your employer has a qualified re-dividends. If you have interest or all such income on your tax return
Parent of a kidnapped child. tirement plan, qualified retirementdividend income of more than unless it is exempt by U.S. law.
The parent of a child who is pre- planning services provided for you$1,500, you have to file Schedule 1 This is true whether you reside in-
sumed by law enforcement authori- (or your spouse) by your employer(Form 1040A) or Schedule B (Form side or outside the United States
ties to have been kidnapped by are not included in your income.1040) with your tax return. Also, and whether or not you receive a
someone who is not a family mem- For more information see, Retire-you cannot file Form 1040EZ if you Form W–2 or 1099 from the for-
ber may be able to take the child ment Planning Services underhave more than $1,500 of taxable eign payer. This applies to earned
into account in determining his orinterest income. Fringe Benefits in chapter 6. income (such as wages and tips)
her eligibility for the following.

as well as unearned income (suchTax relief for victims of terrorist Individual retirement arrange-
as interest, dividends, capital• Head of household or qualify-attacks.  Under the Victims of ments (IRAs). The following gains, pensions, rents and royal-ing widow(er) with dependentTerrorism Tax Relief Act of 2001, paragraphs highlight important re- ties).child filing status.the federal income tax liability of minders that relate to IRAs. See If you reside outside the Unitedthose killed in the following attacks • Exemption for dependents. chapter 18 for details. States, you may be able to excludeis forgiven for certain tax years.  IRA for spouse. A married part or all of your foreign source• Child tax credit.

couple filing a joint return can con-• The April 19, 1995, terrorist earned income. For details, see• Earned income credit. tribute up to the maximum amountattack on the Alfred P. Murrah Publication 54, Tax Guide for U.S.
each to their IRAs, even if oneFederal Building (Oklahoma See Publication 501, Exemptions, Citizens and Resident Aliens

City). Standard Deduction, and Filing In- spouse had little or no income. Abroad.

Page 2
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Child tax credit. You may be to authorize the IRS to discuss your please use it. Otherwise, see the nue Service has expanded cus-
able to claim a tax credit for each of return with a friend, family member, last page of this publication for a list tomer service for taxpayers.
your qualifying children under age or any other person you choose. of IRS addresses. Through the agency’s Everyday
17 at the end of the year. This This allows the IRS to call the per- Tax Solutions service, you can set

Private delivery services. Youcredit can be as much as $1,000 for son you identified as your designee up a personal appointment at themay be able to use a designatedeach qualifying child. See chapter to answer any questions that may most convenient Taxpayer Assis-private delivery service to mail your36. arise during the processing of your tance Center, on the most conve-tax returns and payments. Seereturn. It also allows your designee nient business day. See How ToHealth insurance credit. If you chapter 1 for more information.to perform certain actions. See
Get Tax Help in the back of thisare an eligible individual, you can your income tax package for de- Refund on a late filed return. If publication.claim a tax credit equal to 65% of tails. you were due a refund but you didthe amount you pay for qualified
Treasury Inspector General fornot file a return, you generally musthealth insurance coverage. See Payment of taxes. Make your
Tax Administration. If you wantfile your return within 3 years fromchapter 39. check or money order payable to
to confidentially report misconduct,the date the return was due (includ-“United States Treasury.” You can

Joint return responsibility. ing extensions) to get that refund. waste, fraud, or abuse by an IRSpay your taxes by credit card or, if
Generally, both spouses are re- See chapter 1 for more information. e m p l o y e e ,  y o u  c a n  c a l lyou file electronically, by electronic
sponsible for the tax and any inter- 1–800–366–4484 (1–800–877–funds withdrawal. See chapter 1. Privacy Act and paperwork re-est or penalties on a joint tax return. 8339 for TTY/TDD users). You can

duction information. The IRSIn some cases, one spouse may be Faster ways to file your return. remain anonymous.Restructuring and Reform Act ofrelieved of that responsibility for The IRS offers fast, accurate ways
1998, the Privacy Act of 1974, and Photographs of  miss ingitems of the other spouse that were to file your tax return information
the Paperwork Reduction Act ofincorrectly reported on the joint re- without filing a paper tax return. children. The Internal Revenue
1980 require that when we ask youturn. For details, see Joint respon- You can use IRS e-file (electronic Service is a proud partner with the
for information we must first tell yousibility in chapter 2. filing). For details, see chapter 1. National Center for Missing and
what our legal right is to ask for the Exploited Children. Photographs of

Include your phone number on Free electronic filing.  You may information, why we are asking for
missing children selected by theyour return. To promptly resolve be able to file your 2003 taxes on- it, how it will be used, what could
Center may appear in this publica-any questions we have in process- line for free thanks to an electronic happen if we do not receive it, and
tion on pages that would otherwiseing your tax return, we would like to filing agreement. See chapter 1. whether your response is volun-
be blank. You can help bring thesebe able to call you. Please enter tary, required to obtain a benefit, or
children home by looking at theMailing your return. If you areyour daytime telephone number on mandatory under the law. A com-

filing a paper return, you may be p h o t o g r a p h s  a n d  c a l l i n gyour tax form next to your signa- plete statement on this subject can
mailing your return to a different 1 – 8 0 0 – T H E – L O S Tture. be found in your tax form instruc-
address because the IRS has (1–800–843–5678) if you recog-tion booklet.

Third party designee. You can changed the filing location for sev- nize a child.
check the “Yes” box in the “Third eral areas. If you received an en- Customer service for taxpayers
Party Designee” area of your return velope with your tax package, expanded.  The Internal Reve-

■
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Introduction
This publication covers the general 5) Other general information. • Where to report certain items • Tax questions. Visit
rules for filing a federal income tax

It will help you identify which filing www.irs.gov or callshown on information docu-return. It supplements the informa- 1–800–829–1040.status you qualify for, whether you ments, andtion contained in your tax form in-
can claim any dependents, and • Forms and publications. Visitstruction booklet. It explains the tax • Recorded tax information top-
whether the income you receive is www.irs.gov to downloadlaw to make sure you pay only the ics (TeleTax).
taxable. The publication goes on to them, calltax you owe and no more.
explain the standard deduction, the 1–800– 829–3676, or writeIf you operate your own business
kinds of expenses you may be able to one of the three addressesor have other self-employment in-How this publication is ar-
to deduct, and the various kinds of shown on page 285.come, such as from babysitting orranged. This publication closely
credits you may be able to take tofollows Form 1040, U.S. Individual selling crafts, see the following
reduce your tax.Income Tax Return. It is divided publications for more information. Comments and suggestions.

into six parts which cover different Throughout the publication are We welcome your comments about• Publication 334, Tax Guidesections of Form 1040. Each part is examples showing how the tax law this publication and your sugges-
for Small Business (For Indi-further divided into chapters which applies in typical situations. Sam- tions for future editions.
viduals Who Use Schedule Cgenerally discuss one line of the ple forms and schedules show you Y o u  c a n  e m a i l  u s  a t
or C–EZ).form. how to report certain items on your *taxforms@irs.gov. Please put

Figure 1, Finding Form 1040 In- “Publications Comment” on thereturn. Also throughout the publica- • Publication 533, Self-Employ-
formation in Publication 17, begin- subject line.tion are flowcharts and tables that ment Tax.
ning on the next page shows you You can write to us at the fol-present tax information in an • Publication 535, Business Ex-line-by-line where the items found lowing address:easy-to-understand manner.
on Form 1040 are discussed in this penses.

Many of the subjects discussedpublication. Do not worry if you file Internal Revenue Service• Publication 587, Businessin this publication are discussed inForm 1040A or Form 1040EZ. Any- Individual Forms andUse of Your Home (Includinggreater detail in other IRS publica-thing included on a line of either of Publications BranchUse by Daycare Providers).tions. References to those otherthese forms is also included on SE:W:CAR:MP:T:I
publications are provided for yourForm 1040. • Publication 911, Direct Sell- 1111 Constitution Ave. NW
information.The table of contents inside the ers. Washington, DC 20224

front cover and the index in the Icons. Small graphic symbols,
back of the publication are also We respond to many letters byor icons, are used to draw your IRS mission. Provide America’suseful tools to help you find the telephone. Therefore, it would beattention to special information. taxpayers top quality service byinformation you need. helpful if you would include yourSee Table 1, Legend of Icons, be- helping them understand and meet

daytime phone number, includinglow, for an explanation of each icon their tax responsibilities and by ap-
What is in this publication. The the area code, in your correspond-used in this publication. plying the tax law with integrity and
publication begins with the rules for ence.

fairness to all.filing a tax return. It explains:
What is not covered in this publi-

1) Who must file a return, cation. Some material that you Help from the IRS. There are
may find helpful is not included in many ways you can get help from2) Which tax form to use,
this publication but can be found in the IRS. These are explained

3) When the return is due, your tax form instruction booklet. under How To Get Tax Help in the
This includes lists of: back of this publication.4) How to e-file your return, and

Table 1. Legend of Icons

Icon Explanation

Items that may cause you particular problems, or an alert about pending legislation that may be enacted after
CAUTION

! this publication goes to print.

An Internet site or an email address.

An address you may need.

Items you should keep in your personal records.
RECORDS

Items you may need to figure or a worksheet you may need to complete.

An important phone number.

Helpful information you may need.TIP

■

Page 4
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Figure 1—Finding Form 1040 Information in Publication 17

Department of the Treasury—Internal Revenue Service1040 U.S. Individual Income Tax Return
OMB No. 1545-0074For the year Jan. 1–Dec. 31, 2003, or other tax year beginning , 2003, ending , 20

Last nameYour first name and initial Your social security number

(See
instructions
on page 19.)

L
A
B
E
L

H
E
R
E

Last name Spouse’s social security numberIf a joint return, spouse’s first name and initial

Use the IRS
label.
Otherwise,
please print
or type.

Home address (number and street). If you have a P.O. box, see page 19. Apt. no.

City, town or post office, state, and ZIP code. If you have a foreign address, see page 19.

Presidential
Election Campaign

1 Single
Filing Status Married filing jointly (even if only one had income)2

Check only
one box.

3
Qualifying widow(er) with dependent child. (See page 20.)

6a Yourself. If your parent (or someone else) can claim you as a dependent on his or her tax
return, do not check box 6aExemptions

Spouseb
(4) if qualifying
child for child tax

credit (see page 21)

Dependents:c (2) Dependent’s
social security number

(3) Dependent’s
relationship to

you(1) First name Last name

If more than five
dependents,
see page 21.

d Total number of exemptions claimed

7Wages, salaries, tips, etc. Attach Form(s) W-27
8a8a Taxable interest. Attach Schedule B if requiredIncome

8bb Tax-exempt interest. Do not include on line 8aAttach 
Forms W-2 and
W-2G here.
Also attach
Form(s) 1099-R
if tax was
withheld.

9a9a Ordinary dividends. Attach Schedule B if required

1010 Taxable refunds, credits, or offsets of state and local income taxes (see page 23)
1111 Alimony received
1212 Business income or (loss). Attach Schedule C or C-EZ

Enclose, but do
not attach, any
payment. Also,
please use
Form 1040-V.

13a13a Capital gain or (loss). Attach Schedule D if required. If not required, check here �

1414 Other gains or (losses). Attach Form 4797
15a 15bIRA distributions b Taxable amount (see page 25)15a

16b16aPensions and annuities b Taxable amount (see page 25)16a
1717 Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E
1818 Farm income or (loss). Attach Schedule F
1919 Unemployment compensation

20b20a b Taxable amount (see page 27)20a Social security benefits
2121

22 Add the amounts in the far right column for lines 7 through 21. This is your total income � 22

24IRA deduction (see page 29)

23

26
25

One-half of self-employment tax. Attach Schedule SE

27

Self-employed health insurance deduction (see page 33)

26

28
27

Self-employed SEP, SIMPLE, and qualified plans

29
28

Penalty on early withdrawal of savings

30
29

Alimony paid  b Recipient’s SSN �

33Add lines 23 through 32a

30

Subtract line 33 from line 22. This is your adjusted gross income �

31

Adjusted
Gross
Income

34

If you did not
get a W-2,
see page 22.

Fo
rm

Married filing separately. Enter spouse’s SSN above
and full name here. �

Cat. No. 11320B

�

�

Label

Form 1040 (2003)

IRS Use Only—Do not write or staple in this space.

Head of household (with qualifying person). (See page 20.) If
the qualifying person is a child but not your dependent, enter
this child’s name here. �

Other income. List type and amount (see page 27)

Moving expenses. Attach Form 3903

24
25

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 77.

No. of boxes
checked on
6a and 6b

No. of children
on 6c who:

Dependents on 6c
not entered above

Add numbers
on lines
above �

● lived with you
● did not live with
you due to divorce
or separation
(see page 21)

32a 32a

Student loan interest deduction (see page 31)

31

33

� �Important!

NoYes
Note. Checking “Yes” will not change your tax or reduce your refund.
Do you, or your spouse if filing a joint return, want $3 to go to this fund? �

You must enter
your SSN(s) above.

YesNo

SpouseYou

(See page 19.)

(99)

Tuition and fees deduction (see page 32)

34

4

5

23Educator expenses (see page 29)

2003

9bb Qualified dividends (see page 23)

13bb If box on 13a is checked, enter post-May 5 capital gain distributions

18 15

FOR REFERENCE ONLY—DO NOT FILE

Questions about what to put on a line? Help is on the page number in the circle.

23

28

28

16

96

93
89

67

83
73

50

68

60
60

143

117

125

148

124

124

146

146

138

124

125

143

8

69

8

95

117
107

Page 5
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Itemized deductions (from Schedule A) or your standard deduction (see left margin)

Add lines 61 through 67. These are your total payments �

Page 2Form 1040 (2003)

Amount from line 34 (adjusted gross income)35 35

Check
if:

36a
Tax and
Credits

36a

Single or
Married filing
separately,
$4,750

If you are married filing separately and your spouse itemizes deductions, or
you were a dual-status alien, see page 34 and check here �

b
36b

37 37

38Subtract line 37 from line 3538

39
If line 35 is $104,625 or less, multiply $3,050 by the total number of exemptions claimed on
line 6d. If line 35 is over $104,625, see the worksheet on page 35

39

40Taxable income. Subtract line 39 from line 38. If line 39 is more than line 38, enter -0-40

41 41

45

46

51

Education credits. Attach Form 8863

44

49

Other credits. Check applicable box(es):

48

53

54
Add lines 44 through 52. These are your total credits

48

Subtract line 53 from line 43. If line 53 is more than line 43, enter -0- �

53

Self-employment tax. Attach Schedule SE

54

Other
Taxes

55

69

Social security and Medicare tax on tip income not reported to employer. Attach Form 4137
57Tax on qualified plans, including IRAs, and other tax-favored accounts. Attach Form 5329 if required

56

58

Add lines 54 through 59. This is your total tax �

59 59

Federal income tax withheld from Forms W-2 and 109961 61

622003 estimated tax payments and amount applied from 2002 return62
Payments

63

66Amount paid with request for extension to file (see page 56)

65

64Excess social security and tier 1 RRTA tax withheld (see page 56)

66

68
Other payments from:67

70a70a

71 71

If line 68 is more than line 60, subtract line 60 from line 68. This is the amount you overpaid

72 72

Amount of line 69 you want refunded to you �
Refund

73

Amount of line 69 you want applied to your 2004 estimated tax �

Estimated tax penalty (see page 58)

Under penalties of perjury, I declare that I have examined this return and accompanying schedules and statements, and to the best of my knowledge and
belief, they are true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

73

You were born before January 2, 1939, Blind.

Spouse was born before January 2, 1939, Blind.

a Form 3800

b Form 8801 c Specify

a Form 2439 b Form 4136

57

Household employment taxes. Attach Schedule H

58

67

Amount
You Owe

Sign
Here

DateYour signature

Keep a copy
for your
records.

DateSpouse’s signature. If a joint return, both must sign.

Preparer’s SSN or PTINDatePreparer’s
signature

Check if
self-employed

Paid
Preparer’s
Use Only

Firm’s name (or
yours if self-employed),
address, and ZIP code

EIN

Phone no.

�
�

�

Your occupation

Tax (see page 36). Check if any tax is from:

Amount you owe. Subtract line 68 from line 60. For details on how to pay, see page 57 �

b

Direct deposit?
See page 56
and fill in 70b,
70c, and 70d.

Routing number

Account number

c Checking Savings

a Form(s) 8814 Form 4972

b
d

�

�

68

47

44

Retirement savings contributions credit. Attach Form 8880

55
56

Advance earned income credit payments from Form(s) W-2

69

�

Child tax credit (see page 40)

Credits from:

47

51

49

Additional child tax credit. Attach Form 8812

64
65

Head of
household,
$7,000

Married filing
jointly or
Qualifying
widow(er),
$9,500

Standard
Deduction
for—

Joint return?
See page 20.

Daytime phone number

( )

Earned income credit (EIC)

Credit for the elderly or the disabled. Attach Schedule R

42

43

45

Alternative minimum tax (see page 38). Attach Form 6251

Add lines 41 and 42 �

Credit for child and dependent care expenses. Attach Form 2441
46

If you have a
qualifying
child, attach
Schedule EIC.

42

43

63

Spouse’s occupation

( )

Form 1040 (2003)

● People who
checked any
box on line
36a or 36b or
who can be
claimed as a
dependent,
see page 34.

● All others:

Designee’s
name �

Do you want to allow another person to discuss this return with the IRS (see page 58)?Third Party
Designee Phone

no. � ( )

Yes. Complete the following. No

Personal identification
number (PIN) �

52

Foreign tax credit. Attach Form 1116 if required

52

a Form 8396 b Form 8859

5050 Adoption credit. Attach Form 8839

60 60

Type:

c Form 8885

Total boxes
checked �� �

Figure 1—Finding Form 1040 Information in Publication 17, continued

Questions about what to put on a line? Help is on the page number in the circle.

150

218
217

227

268

244

237
248

268

267

268

217

269

233

245

70

16

59

42

49
17

16

16

16

47

133

42

9

262

254

13

269
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Part One.

The five chapters in this part provide basic information on the tax system.The Income Tax
They take you through the first steps of filling out a tax return— such as
deciding what your filing status is, how many exemptions you can take, andReturn what form to file. They also discuss recordkeeping requirements, IRS e-file
(electronic filing), certain penalties, and the two methods used to pay tax
during the year: withholding and estimated tax.

make monthly installment payments. See In-
stallment Agreement, later, under Amount You Do I Have ToOwe.1. File a Return?Service in combat zone. You are allowed ex-
tra time to take care of your tax matters if you are

You must file a federal income tax return if youa member of the Armed Forces who served in aFiling are a citizen or resident of the United States or acombat zone, or if you served in the combat
resident of Puerto Rico and you meet the filingzone in support of the Armed Forces. See Indi-
requirements for any of the following categoriesviduals Serving in Combat Zone, later, underInformation
that apply to you.When Do I Have To File.

Adoption taxpayer identification number. If 1) Individuals in general. (There are special
a child has been placed in your home for pur- rules for surviving spouses, executors, ad-Important Changes
poses of legal adoption and you will not be able ministrators, legal representatives, U.S.
to get a social security number for the child in citizens and residents living outside theWho must file. Generally, the amount of in-
time to file your return, you may be able to get an United States, residents of Puerto Rico,come you can receive before you must file a
adoption taxpayer identification number (ATIN). and individuals with income from U.S. pos-return has been increased. See Table 1–1, Ta-
For more information, see Social Security Num- sessions.)ble 1 – 2, and Table 1 – 3 for the specific
ber, later.amounts. 2) Dependents.
Taxpayer identification number for aliens. 3) Children under age 14.Mailing your return. You may be mailing your
If you or your dependent is a nonresident orreturn to a different address this year because 4) Self-employed persons.resident alien who does not have and is notthe IRS has changed the filing location for sev-
eligible to get a social security number, file Form 5) Aliens.eral areas. If you received an envelope with your
W–7, Application for IRS Individual Taxpayertax package, please use it. Otherwise, see The filing requirements for each category areIdentification Number, with the IRS. For moreWhere Do I File, later in this chapter. explained in this chapter.information, see Social Security Number, later.

The filing requirements apply even if you do
Third party designee. You can allow the IRS not owe tax.
to discuss your tax return with a friend, family

Even if you do not have to file a return,member, or any other person you choose byImportant Reminders
it may be to your advantage to do so.checking the “Yes” box in the Third party desig-
See Who Should File, later.nee area of your return. For more information,

TIP

Alternative filing methods. Rather than filing
see Third Party Designee, later.a return on paper, you may be able to file elec- File only one federal income tax return

tronically using IRS e-file. Create your own per- for the year regardless of how many
sonal identification number (PIN) and file a jobs you had, how many Forms W–2CAUTION

!
completely paperless tax return. For more infor- you received, or how many states you lived in
mation, see Does My Return Have To Be on Introduction during the year.
Paper, later.

This chapter discusses:
Change of address. If you change your ad- • Whether you have to file a return, Individuals—In General
dress, you should notify the IRS. See Change of

• Which form to use,Address, later, under What Happens After I File. If you are a U.S. citizen or resident, whether you
must file a return depends on three factors:• How to file electronically,Write in your social security number.  You

must write your social security number (SSN) in • When, how, and where to file your return, 1) Your gross income,
the spaces provided on your tax return. If you file • What happens if you pay too little or tooa joint return, write the SSNs in the same order 2) Your filing status, and

much tax,as the names.
3) Your age.• What records you should keep and how

Direct Deposit of refund. Instead of getting a To find out whether you must file, see Tablelong you should keep them, and
paper check, you may be able to have your 1–1,  Table 1–2, and Table 1–3. Even if no• How you can change a return you haverefund deposited directly into your account at a table shows that you must file, you may need to

already filed.bank or other financial institution. See Direct file to get money back. (See Who Should File,
Deposit under Refunds, later. later.)

Alternative payment methods. If you owe
Gross income. This includes all income youadditional tax, you may be able to pay electroni-
receive in the form of money, goods, property,cally. See How To Pay, later.
and services that is not exempt from tax. It also
includes income from sources outside theInstallment agreement. If you cannot pay the

full amount due with your return, you may ask to United States (even if you may exclude all or

Chapter 1 Filing Information Page 7
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part of it). Common types of income are dis- This is in addition to any legal requirement you file a U.S. federal income tax return. In addition,
cussed in Part Two of this publication. may have to file an income tax return for Puerto you may have to file a return with the individual

Rico. island government. See Publication 570 forCommunity income. If you are married and
more information.If you are a resident of Puerto Rico for theyour permanent home is in a community prop-

entire year, gross income does not include in-erty state, half of any income described by state
come from sources within Puerto Rico, exceptlaw as community income may be considered Dependents
for amounts received as an employee of theyours. This affects your federal taxes, including
United States or a U.S. agency. If you receive If you are a dependent (one who meets thewhether you must file if you do not file a joint
income from Puerto Rican sources that is not dependency tests in chapter 3), see Table 1–2return with your spouse. See Publication 555,
subject to U.S. tax, you must reduce your stan- to find whether you must file a return. You alsoCommunity Property, for more information.
dard deduction. As a result, the amount of in- must file if your situation is described in Table

Self-employed individuals. If you are come you must have before you are required to 1–3.
self-employed, your gross income includes the file a U.S. income tax return is lower than the
amount on line 7 of Schedule C (Form 1040), applicable amount in Table 1–1 or Table 1–2. Responsibility of parent. Generally, a childProfit or Loss From Business, line 1 of Schedule For more information, see U.S. taxation and its is responsible for filing his or her own tax returnC–EZ (Form 1040), Net Profit From Business, discussion, Standard deduction, under The and for paying any tax on the return. But if aand line 11 of Schedule F (Form 1040), Profit or Commonwealth of Puerto Rico in Publication dependent child who must file an income taxLoss From Farming. See Self-Employed Per- 570, Tax Guide for Individuals With Income return cannot file it for any reason, such as age,sons, later, for more information about your filing From U.S. Possessions. then a parent, guardian, or other legally respon-requirements.

sible person must file it for the child. If the child
If you do not report all of your self-em- cannot sign the return, the parent or guardianIndividuals With Income Fromployment income, your social security must sign the child’s name followed by the

U.S. Possessionsbenefits may be lower when you retire. words “By (your signature), parent for minorCAUTION
!

child.”
If you had income from Guam, the Common-Filing status. Your filing status depends on

Child’s earnings. Amounts a child earns bywealth of the Northern Mariana Islands, Ameri-whether you are single or married and on your
performing services are his or her gross income.can Samoa, or the Virgin Islands, special rulesfamily situation. Your filing status is determined

may apply when determining whether you must This is true even if under local law the child’son the last day of your tax year, which is Decem-
ber 31 for most taxpayers. See chapter 2 for an

Table 1–1. 2003 Filing Requirements for Most Taxpayersexplanation of each filing status.

Age. If you are 65 or older at the end of the
To use this table, first find your marital status at the end of 2003. Then, read across the lineyear, you generally can have a higher amount of
that shows your filing status and age at the end of 2003. You must file a return if your grossgross income than other taxpayers before you
income was at least the amount shown in the last column.must file. See Table 1–1.  You are considered

Gross income means all income you received in the form of money, goods, property, and65 on the day before your 65th birthday. For services that is not exempt from tax, including any income from sources outside the United
example, if your 65th birthday is on January 1, States (even if you may exclude part or all of it).
2004, you are considered 65 for 2003. When using this table, do not include social security benefits as gross income unless you are

married filing a separate return and lived with your spouse at any time in 2003. (If you must
include the benefits, see chapter 12 for the amount to include.)

Surviving Spouses, Also, see Table 1–2 and Table 1–3 for other situations when you must file a return.
Executors, Administrators,

Marital Status Filing Status Age* Gross Incomeand Legal Representatives
under 65  $ 7,800SingleYou must file a final return for a decedent (a 65 or older $ 8,950Single (including divorced

person who died) if both of the following are and legally separated) Head of under 65  $10,050true.
household 65 or older $11,200

• You are the surviving spouse, executor,
Married, with a child in youradministrator, or legal representative.
home, living apart from your Head of under 65 $10,050

• The decedent met the filing requirements spouse during the last household 65 or older $11,200
at the date of death. 6 months of 2003

under 65For more information on rules for filing a
(both spouses) $15,600decedent’s final return, see chapter 4.

Married, 65 or olderMarried, living with your
joint return (one spouse) $16,550spouse at the end of 2003

65 or older(or on the date your spouseU.S. Citizens and Residents Living (both spouses) $17,500died)Outside the United States
Married, any age  $ 3,050If you are a U.S. citizen or resident living outside separate return

the United States, you must file a return if you
Married, not living with yourmeet the filing requirements. For information on Married, joint orspouse at end of 2003 (or on any age  $ 3,050special tax rules that may apply to you, get separate returnthe date your spouse died)

Publication 54, Tax Guide for U.S. Citizens and
Resident Aliens Abroad. It is available at most under 65  $ 7,800SingleU.S. embassies and consulates. Also see How 65 or older  $ 8,950
To Get Tax Help in the back of this publication.

Widowed before 2003 and Head of under 65  $10,050
not remarried in 2003 household 65 or older $11,200

Residents of Puerto Rico Qualifying under 65 $12,550widow(er) with 65 or older $13,500Generally, if you are a U.S. citizen and a resi- dependent child
dent of Puerto Rico, you must file a U.S. income

*If your 65th birthday is on January 1, 2004, you are considered to be age 65 at the end of 2003.tax return if you meet the filing requirements.
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Use Schedule SE (Form 1040) to figure yourTable 1–2. 2003 Filing Requirements for Dependents
self-employment tax. Self-employment tax is

See chapter 3 to find out if someone can claim you as a dependent. comparable to the social security and Medicare
If your parents (or someone else) can claim you as a dependent, and any of the situations tax withheld from an employee’s wages. For
below apply to you, you must file a return. (See Table 1–3 for other situations when you must more information about this tax, get Publication
file.) 533, Self-Employment Tax.

In this table, earned income includes salaries, wages, tips, and professional fees. It also
Employees of foreign governments or in-includes taxable scholarship and fellowship grants. (See Scholarship and Fellowship Grants in

ternational organizations. If you are a U.S.chapter 13.) Unearned income includes investment-type income such as interest, dividends,
citizen who works in the United States for anand capital gains. It also includes unemployment compensation, taxable social security
international organization, a foreign govern-benefits, pensions, annuities, and distributions of unearned income from a trust. Gross income
ment, or a wholly owned instrumentality of ais the total of your earned and unearned income.
foreign government, and your employer is notCaution: If your gross income was $3,050 or more, you generally cannot be claimed as a
required to withhold social security and Medi-dependent unless you were under age 19 or a full-time student under age 24. For details, see

Gross Income Test in chapter 3. care taxes from your wages, you must include
your earnings from services performed in the

Single dependents — Were you either age 65 or older or blind? United States when figuring your net earnings
from self-employment.❏ No. You must file a return if any of the following apply.

• Your unearned income was more than $750. Ministers. You must include income from
• Your earned income was more than $4,750. services you performed as a minister when fig-
• Your gross income was more than the larger of: uring your net earnings from self-employment,

• $750, or unless you have an exemption from self-em-
• Your earned income (up to $4,500) plus $250. ployment tax. This also applies to Christian Sci-

ence practitioners and members of a religious❏ Yes. You must file a return if any of the following apply.
order who have not taken a vow of poverty. For• Your unearned income was more than $1,900 ($3,050 if 65 or older and blind).
more information, get Publication 517, Social• Your earned income was more then $5,900 ($7,050 if 65 or older and blind).
Security and Other Information for Members of• Your gross income was more than $1,150 ($2,300 if 65 or older and blind)
the Clergy and Religious Workers.plus the larger of:

• $750, or
• Your earned income (up to $4,500) plus $250. Aliens

Married dependents — Were you either age 65 or older or blind? Your status as an alien—resident, nonresident,
or dual-status—determines whether and how❏ No. You must file a return if any of the following apply.
you must file an income tax return.• Your unearned income was more than $750.

The rules used to determine your alien status• Your earned income was more than $4,750.
are discussed in Publication 519, U.S. Tax• Your gross income was at least $5 and your spouse files a separate return and
Guide for Aliens.itemizes deductions.

• Your gross income was more than the larger of:
Resident alien. If you are a resident alien for• $750, or
the entire year, you must file a tax return follow-• Your earned income (up to $4,500) plus $250.
ing the same rules that apply to U.S. citizens.

❏ Yes. You must file a return if any of the following apply. Use the forms discussed in this publication.
• Your unearned income was more than $1,700 ($2,650 if 65 or older and blind).
• Your earned income was more than $5,700 ($6,650 if 65 or older and blind). Nonresident alien. If you are a nonresident
• Your gross income was at least $5 and your spouse files a separate return and alien, the rules and tax forms that apply to you

itemizes deductions. are different from those that apply to U.S. citi-
• Your gross income was more than $950 ($1,900 if 65 or older and blind) zens and resident aliens. See Publication 519 to

plus the larger of: find out if U.S. income tax laws apply to you and
• $750, or which forms you should file.
• Your earned income (up to $4,500) plus $250.

Dual-status taxpayer. If you are a resident
alien for part of the tax year and a nonresident

parents have the right to the earnings and may • Are an independent contractor, alien for the rest of the year, you are a dual-sta-
actually have received them. If the child does not tus taxpayer. Different rules apply for each part• Are a member of a partnership, or
pay the tax due on this income, the parent is of the year. For information on dual-status tax-

• Are in business for yourself in any otherliable for the tax. payers, see Publication 519.
way.

Children Under Age 14 Who Should FileSelf-employment can include work in addition
to your regular full-time business activities, suchIf a child’s only income is interest and dividends Even if you do not have to file, you should file aas certain part-time work you do at home or in(including Alaska Permanent Fund dividends) federal income tax return to get money back ifaddition to your regular job.and certain other conditions are met, a parent any of the following conditions apply.

 You must file a return if your gross income iscan elect to include the child’s income on the
at least as much as the filing requirementparent’s return. If this election is made, the child 1) You had federal income tax withheld from
amount for your filing status and age (shown indoes not have to file a return. See Parent’s your pay. 
Table 1–1). Also, you must file Form 1040 andElection To Report Child’s Interest and Divi-

2) You qualify for the earned income credit.Schedule SE (Form 1040), Self-Employmentdends in chapter 33.
See chapter 38 for more information. Tax, if:

3) You qualify for the additional child taxSelf-Employed Persons
1) Your net earnings from self-employment credit. See chapter 36 for more informa-

(excluding church employee income) were tion.You are self-employed if you:
$400 or more, or

4) You qualify for the health coverage tax
• Carry on a trade or business as a sole 2) You had church employee income of credit. See chapter 39 for more informa-

proprietor, $108.28 or more. (See Table 1–3.) tion.

Chapter 1 Filing Information Page 9
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Table 1–3. Other Situations When You Must File a 2003 Return

If any of the four conditions listed below apply, you must file a return, even if your income is less than the amount shown in Table 1–1 or Table
1–2.

1. You owe any special taxes, such as:

• Social security or Medicare tax on tips you did not report to your employer. (See chapter 7.)
• Uncollected social security, Medicare, or railroad retirement tax on tips you reported to your employer. (See chapter 7.)
• Uncollected social security, Medicare, or railroad retirement tax on your group-term life insurance. This amount should be shown in box 12

of your Form W-2.
• Alternative minimum tax. (See chapter 32.)
• Tax on a qualified retirement plan, including an individual retirement arrangement (IRA). (See chapter 18.)
• Tax on an Archer MSA. (See Publication 969, Medical Savings Accounts (MSAs).)
• Tax on a Coverdell ESA or qualified tuition program. (See Publication 970, Tax Benefits for Education.)
• Recapture of an investment credit or a low-income housing credit. (See the instructions for Form 4255, Recapture of Investment Credit, or

Form 8611, Recapture of Low-Income Housing Credit.)
• Recapture tax on the disposition of a home purchased with a federally-subsidized mortgage. (See chapter 16.)
• Recapture of the qualified electric vehicle credit. (See chapter 39.)
• Recapture of an education credit. (See chapter 37.)
• Recapture of the Indian employment credit. (See the instructions for Form 8845, Indian Employment Credit.)
• Recapture of the new markets credit. (See Form 8874, New Markets Credit.)

2. You received any advance earned income credit (EIC) payments from your employer. This amount should be shown in box 9 of your Form
W–2. (See chapter 38.)

3. You had net earnings from self-employment of at least $400. (See Self-Employed Persons earlier in this chapter.)

4. You had wages of $108.28 or more from a church or qualified church-controlled organization that is exempt from employer social security and
Medicare taxes. (See Publication 533.)

9) You do not owe any household employ- c) Advance earned income credit (EIC)
ment taxes on wages you paid to a house- payments, if you received any. (SeeWhich Form hold employee. chapter 38.)

You must meet all of these requirements to d) Recapture of an education credit. (SeeShould I Use?
use Form 1040EZ. If you do not, you must use chapter 37.)
Form 1040A or Form 1040.You must use one of three forms to file your e) Form 8615, Tax for Children Under Age

return: Form 1040EZ, Form 1040A, or Form 14 With Investment Income of MoreFiguring tax. On Form 1040EZ, you can use
1040. (But also see Does My Return Have To Be Than $1,500.only the tax table to figure your tax. You cannot
on Paper, later.) use Form 1040EZ to report any other tax. f) Qualified Dividends and Capital Gain

Tax Worksheet.Form 1040EZ Form 1040A
6) You claim only the following tax credits.Form 1040EZ is the simplest form to use. If you do not qualify to use Form 1040EZ, you

a) The credit for child and dependent caremay be able to use Form 1040A.
expenses. (See chapter 34.)You can use Form 1040EZ if all of the follow-

You can use Form 1040A if all of the follow-ing apply. b) The credit for the elderly or the dis-ing apply.
abled. (See chapter 35.)

1) Your filing status is single or married filing 1) Your income is only from wages, salaries, c) The child tax credit. (See chapter 36.)jointly. If you were a nonresident alien at tips, IRA distributions, pensions and annui-
any time in 2003, your filing status must be d) The additional child tax credit. (Seeties, taxable social security and railroad
married filing jointly. chapter 36.)retirement benefits, taxable scholarship

and fellowship grants, interest, ordinary2) You (and your spouse if married filing a e) The education credits. (See chapter
dividends (including Alaska Permanentjoint return) were under age 65 and not 37.)
Fund dividends), capital gain distributions,blind at the end of 2003. If you were born

f) The retirement savings contributionsand unemployment compensation.on January 1, 1939, you are considered to
credit. (See chapter 39.)

2) Your taxable income is less than $50,000.be age 65 at the end of 2003.
g) The earned income credit. (See chapter

3) Your adjustments to income are for only3) You do not claim any dependents.
38.)the following items.

4) Your taxable income is less than $50,000.
h) The adoption credit. (See chapter 39.)

a) Educator expenses.5) Your income is only from wages, salaries,
You must meet all of the above requirementstips, unemployment compensation, Alaska b) IRA deduction.

to use Form 1040A. If you do not, you must usePermanent Fund dividends, taxable schol-
c) Student loan interest deduction. Form 1040.arship and fellowship grants, and taxable

interest of $1,500 or less. d) Tuition and fees deduction. If you meet the above requirements, you can
use Form 1040A even if you received6) You did not receive any advance earned

4) You do not itemize your deductions. employer-provided adoption benefits or depen-income credit (EIC) payments.
dent care benefits.5) Your taxes are from only the following

7) You do not claim any adjustments to in- items. If you receive a capital gain distributioncome, such as a deduction for IRA contri-
that includes qualified 5-year gain, un-butions or student loan interest. a) Tax Table. recaptured section 1250 gain, sectionCAUTION

!
8) You do not claim any credits other than the 1202 gain, or collectibles (28%) gain, you can-b) Alternative minimum tax. (See chapter

earned income credit. 32.) not use Form 1040A. You must use Form 1040.
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contains accurate information and is filed on Form 8453, U.S. Individual Income Tax Declara-Form 1040
time. tion for an IRS e-file Return, or Form 8453–OL,

Using e-file does not affect your chances of U.S. Individual Income Tax Declaration for anIf you cannot use Form 1040EZ or Form 1040A,
an IRS examination of your return. IRS e-file Online Return, whichever applies.you must use Form 1040. You can use Form

1040 to report all types of income, deductions, State returns. In most states, you can file anElectronic signatures. Create your own per-
and credits. electronic state return simultaneously with yoursonal identification number (PIN) and use a tax

You may have received Form 1040A or Form federal return. For more information, check withprofessional or file your own paperless return
1040EZ in the mail because of the return you your local IRS office, state tax agency, tax pro-electronically. If you are married filing jointly, you
filed last year. If your situation has changed this fessional, or the IRS web site at www.irs.gov/and your spouse will each need to create a PIN
year, it may be to your advantage to file Form efile.and enter these PINs as your electronic signa-
1040 instead. You may pay less tax by filing tures. Refunds. You can have a refund check mailedForm 1040 because you can take itemized de- A PIN is any combination of five numbers to you, or you can have your refund depositedductions, some adjustments to income, and you choose, except five zeros. If you use a PIN, directly to your checking or savings account.credits you cannot take on Form 1040A or Form there is nothing to sign and nothing to mail—not With e-file, your refund will be issued in half1040EZ. even your Forms W–2. the time as when filing on paper. If you choose

To verify your identity, you will be asked to Direct Deposit, you can receive your refund in asYou must use Form 1040 if any of the follow- enter your adjusted gross income (AGI) from few as 10 days.ing apply. . your originally filed 2002 income tax return, if
Offset against debts. As with a paper re-applicable. Do not use your AGI from an

1) Your taxable income is $50,000 or more. turn, you may not get all of your refund if youamended return (Form 1040X). AGI is the
owe certain past-due amounts, such as federalamount shown on your 2002 Form 1040, line 35;2) You itemize your deductions.
tax, state tax, a student loan, or child support.Form 1040A, line 21; Form 1040EZ, line 4; and

3) You had income that cannot be reported See Offset against debts under Refunds, later.on the TeleFile Tax Record, line I. If you do not
on Form 1040EZ or Form 1040A. have your 2002 income tax return, call the IRS at Refund inquiries. If you do not receive your

1–800–829–1040 to get a free transcript of4) You claim any adjustments to gross in- re fund  w i th in  3  weeks  a f te r  your
your account. You will also be asked to entercome other than the adjustments listed electronically-filed return was accepted by IRS,
your date of birth (DOB). Make sure your DOB isearlier under Form 1040A. see Past-Due Refund later.
accurate and matches the information on record

5) Your Form W–2, box 12, shows uncol- Balance due. If you owe tax, you must pay itwith the Social Security Administration by
lected employee tax (social security and by April 15, 2004, to avoid late-payment penal-checking your annual Social Security State-
Medicare tax) on tips (see chapter 7) or ties and interest. You can make your paymentment.
group-term life insurance (see chapter 6). electronically by credit card or by scheduling an

You cannot sign your return electroni- electronic funds withdrawal from your checking6) You received $20 or more in tips in any cally if you are a first-time filer under or savings account.one month and did not report all of them to age 16 at the end of 2003, or if you areCAUTION
!

See How To Pay, later, for information onyour employer. (See chapter 7.) filing Form 3115, 5713, 8283 (if completing how to pay the balance due.
Section B), 8332, or 8609.7) You claim any credits other than the cred-

its listed earlier under Form 1040A. For more details on the Self-Select PIN
method, visit www.irs.gov/efile and click on Using an Authorized IRS e-file8) You have to file other forms with your re-
“IRS e-file for Individual Taxpayers.”turn to report certain exclusions, taxes, or Provider

transactions.
Forms 8453 and 8453–OL. Your return is not

Many tax professionals electronicallycomplete without your signature. If you are not
file tax returns for their clients. As aeligible or choose not to sign your return elec-
taxpayer, you have two options.tronically, you must complete, sign, and file

Does My Return Have
Table 1–4. Benefits of IRS e-file

To Be on Paper?
Free File • At least 60 percent of taxpayers—or 78 million—are eligible to use free
Options! commercial online tax preparation software to e-file.

You may be able to file a paperless return using
• Visit www.irs.gov/efile to see if you qualify and to access these freeIRS e-file (electronic filing). It’s so easy, 53 mil-

services offered by the tax software industry (not the IRS).lion taxpayers preferred e-file over filing a paper
tax return last year. Fast! Easy! • Get your refund in half the time as paper filers do, even faster and safer

This section explains how to e-file: Convenient! with Direct Deposit—in as few as 10 days.

• Using an Authorized IRS e-file Provider, • Sign electronically and file a completely paperless return.

• Using your personal computer, or • Receive an electronic proof of receipt within 48 hours that the IRS received
your return.• Using a telephone (TeleFile).

• If you owe, you can e-file and authorize an electronic funds withdrawal or
pay by credit card. If you e-file before April 15, 2004, you can schedule an
electronic funds withdrawal from your checking or savings account as lateIRS e-file
as April 15, 2004.

• Prepare and file your federal and state returns together and save time.

Accurate! • IRS computers quickly and automatically check for errors or other missing
Secure! information.

• The error rate for e-filed returns is less than 1 percent.Table 1–4 lists the benefits of IRS e-file. IRS
e-file uses automation to replace most of the • The chance of being audited does not differ whether you e-file or file a
manual steps needed to process paper returns. paper tax return.
As a result, the processing of e-file returns is

• Your bank account information is safeguarded along with other tax returnfaster and more accurate than the processing of
information. The IRS does not have access to credit card numbers.paper returns. However, as with a paper return,

you are responsible for making sure your return

Chapter 1 Filing Information Page 11
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1) You can prepare your return, take it to an gram is designed to help low-income taxpayers • DHL Worldwide Express (DHL): DHL
Authorized IRS e-file Provider, and have “Same Day” Service and DHL USA Over-and the Tax Counseling for the Elderly (TCE)
the provider transmit it electronically to the night.program is designed to assist taxpayers age 60
IRS. or older with their tax returns. Some locations • Federal Express (FedEx): FedEx Priority

offer free electronic filing and all volunteers will2) You can have a tax professional prepare Overnight, FedEx Standard Overnight,
let you know about the credits and deductionsyour return and transmit it for you FedEx 2Day, FedEx International Priority,

electronically. you may be entitled to claim. To find a site near and FedEx International First.
you, call 1–800–829–1040. Or to find the near-

You may personally enter your self-selected • United Parcel Service (UPS): UPS Nextest AARP TaxAide site, visit AARP’s website at
PIN or complete Form 8879, IRS e-file Signa- Day Air, UPS Next Day Air Saver, UPSw w w . a a r p . o r g / t a x a i d e  o r  c a l l
ture Authorization, to authorize the provider to 2nd Day Air, UPS 2nd Day Air A.M., UPS1–888–227–7669.
enter your self-selected PIN on your return. Worldwide Express Plus, and UPS World-

Note. Tax professionals may charge a fee wide Express.
for IRS e-file. Fees may vary depending on the
professional and the specific services rendered.

Private delivery services cannot deliverWhen Do I
items to P.O. boxes. You must use the
U.S. Postal Service to mail any item toHave To File? CAUTION

!
Using Your Personal Computer

an IRS P.O. box address.

April 15, 2004, is the due date for filing yourYou can file your tax return in a fast, Electronically filed returns. If you use IRS2003 income tax return if you use the calendareasy, convenient way using your per- e-file, your return is considered filed on time ifyear. For a quick view of due dates for filing asonal computer. A computer with a the authorized electronic return transmitter post-return with or without an extension of time to filemodem or Internet access and tax preparation marks the transmission by the due date. An(discussed later), see Table 1–5.software are all you need. You can e-file from authorized electronic return transmitter is a par-If you use a fiscal year (a year ending on thethe comfort of your home 24 hours a day, 7 days ticipant in the IRS e-file program that transmitslast day of any month except December, or aa week. Best of all, you may qualify for Free File. electronic tax return information directly to the52–53 week year), your income tax return is
If you do not qualify for the Free File options, IRS.due by the 15th day of the 4th month after thevisit our Partners Page for partners that offer The electronic postmark is a record of whenclose of your fiscal year.other free or low-cost filing options. the authorized electronic return transmitter re-

When the due date for doing any act for taxIRS approved tax preparation software is ceived the transmission of your electronically
purposes—filing a return, paying taxes, etc.—available for online use on the Internet, for filed return on its host system. The date and time
falls on a Saturday, Sunday, or legal holiday, thedownload from the Internet, and in retail stores. in your time zone controls whether your elec-
due date is delayed until the next business day. tronically filed return is timely.For information on Free File, Partners Page,

and tax preparation software, visit our website at
Filing on time. Your paper return is filed on Filing late. If you do not file your return by thewww.irs.gov/efile.
time if it is mailed in an envelope that is properly due date, you may have to pay a failure-to-file
addressed, has enough postage, and is post- penalty and interest. For more information, see
marked by the due date. If you send your return Penalties, later. Also see Interest under AmountUsing a Telephone (TeleFile)
by registered mail, the date of the registration is You Owe.
the postmark date. The registration is evidence If you were due a refund but you did not file a

For millions of eligible taxpayers, that the return was delivered. If you send a return, you generally must file within 3 years
TeleFile is the easiest way to file. return by certified mail and have your receipt from the date the return was due (including ex-
TeleFile allows you to file your simple

Your Easiest Way
To File

postmarked by a postal employee, the date on tensions) to get that refund.
federal tax return using a touch-tone telephone. the receipt is the postmark date. The post-
Only taxpayers who met the qualifications for Nonresident alien.  If you are a nonresidentmarked certified mail receipt is evidence that the
Form 1040EZ in the prior year are eligible to alien and earn wages subject to U.S. income taxreturn was delivered.
receive the TeleFile tax package for the current withholding, your 2003 U.S. income tax return

Private delivery services. If you use a pri-year. A TeleFile tax package is automatically (Form 1040NR or Form 1040NR–EZ) is due by:
vate delivery service designated by the IRS tomailed to you if you are eligible. TeleFile is

• April 15, 2004, if you use a calendar year,send your return, the postmark date generally iscompletely paperless—there are no forms to
orthe date the private delivery service records inmail in. Just follow the instructions in the

its database or marks on the mailing label. TheTeleFile tax package. TeleFile is filed directly • The 15th day of the 4th month after the
private delivery service can tell you how to getwith the IRS, usually in 10 minutes, and it’s end of your fiscal year if you use a fiscal
written proof of this date.FREE. year.

The following are designated private delivery
Parents: If your children receive a services. If you do not earn wages subject to U.S. in-TeleFile tax package, please en-

come tax withholding, your return is due by:courage them to use TeleFile. • Airborne Express (Airborne): Overnight Air
TIP

Express Service, Next Afternoon Service, • June 15, 2004, if you use a calendar year,
and Second Day Service. or

Through Employers and Financial
Table 1–5.  When To File Your 2003 ReturnInstitutions

For U.S. citizens and residents who file returns on a calendar year.
Some businesses offer free e-file to their em- For Certain Taxpayers
ployees, members, or customers. Others offer it For Most Taxpayers Outside the U.S.
for a fee. Ask your employer or financial institu-

No extension requested April 15, 2004 June 15, 2004tion if they offer IRS e-file as an employee,
member, or customer benefit. Automatic extension August 16, 2004 August 16, 2004

Form 4868 filed, or credit
card payment made

Free Help With Your Return
2nd extension October 15, 2004 October 15, 2004
Form 2688 filed after gettingFree help in preparing your return is available
automatic extensionnationwide from IRS-trained volunteers. The

Volunteer Income Tax Assistance (VITA) pro-
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• The 15th day of the 6th month after the do this by phone or over the Internet. You do not Extension approved. If your application for
end of your fiscal year, if you use a fiscal this extension is approved, you will be notified byfile Form 4868. See Credit card, under How To
year. the IRS.Pay, later in this chapter.

If the IRS later determines that the state-
Get Publication 519 for more filing information.

ments made on your request for this extensionFiling a paper Form 4868. You can get an
are false or misleading and an extension wouldextension of time to file by filing a paper FormFiling for a decedent. If you must file a final
not have been approved at the time based on4868. Mail it to the address shown in the formincome tax return for a taxpayer who died during
the true facts, the extension will be null and void.instructions.the year (a decedent), the return is due by the
You will have to pay the failure-to-file penaltyIf you want to make a payment with the form,15th day of the 4th month after the end of the
(discussed later under Civil Penalties).make your check or money order payable to thedecedent’s normal tax year. In most cases, for a

“United States Treasury.” Write your SSN, day-2003 return, this will be April 15, 2004. See Final Extension not approved. If your applica-
time phone number, and “2003 Form 4868” onReturn for the Decedent in chapter 4. tion for this extension is not approved, you must
your check or money order. file your return by the extended due date of the

automatic extension. You may be allowed to fileExtensions of Time To File
When to file. You must request the automatic within 10 days of the date of the notice you get
extension by the due date for your return. You from the IRS if the end of the 10-day period isYou may be able to get an extension of time to
can file your return any time before the 4-month later than the due date. The notice will tell you iffile your return. Special rules apply for those who
extension period ends. the 10-day grace period is granted.were:

No further extensions. If you are in the• Outside the United States, or When you file your return. Enter any pay-
United States, an extension of more than 6ment you made related to the extension of time• Serving in a combat zone. months will not be approved.to file on line 66, Form 1040. If you file Form

1040EZ or Form 1040A, include that payment in
Automatic Extension your total payments on line 9 of Form 1040EZ or

line 43 of Form 1040A. Also print “Form 4868” Individuals Outside the
If you cannot file your 2003 return by the due and the amount paid in the space to the left of United Statesdate, you may be able to get an automatic line 9 or line 43.
4-month extension of time to file. You are allowed an automatic 2-month exten-

sion (until June 15, 2004, if you use the calendarExtension beyond 4 months. If you get the
Example. If your return is due on April 15, year) to file your 2003 return and pay any federal4-month extension and you later find that you

2004, you will have until August 16, 2004, to file. income tax due if:are not able to file within the 4-month extension
period, you may be able to get 2 more months toIf you do not pay the tax due by the

1) You are a U.S. citizen or resident, andfile, for a total of 6 months.regular due date (generally, April 15),
you will owe interest. You may also be 2) On the due date of your return:You can apply for an extension beyond theCAUTION

!
charged penalties, discussed later. 4-month extension either by writing a letter to the

a) You are living outside of the UnitedIRS or by filing Form 2688, Application for Addi-
States and Puerto Rico, and your maintional Extension of Time To File U.S. IndividualHow to get the automatic extension. You
place of business or post of duty isIncome Tax Return. Except in cases of unduecan get the automatic extension by:
outside the United States andhardship, a request for additional time will not be
Puerto Rico, or1) Using IRS e-file (electronic filing), or approved unless you have first used the auto-

matic 4-month extension. Form 2688 or your b) You are in military or naval service on2) Filing a paper form.
letter will not be considered if you file it after the duty outside the United States and
extended due date. Puerto Rico.E-file options. There are three ways you can

You should ask for the extension earlyuse e-file to get an extension of time to file. If you
However, if you pay the tax due after theso that, if it is not approved, you still wille-file, you will get a confirmation number when

regular due date (generally, April 15), interestbe able to file on time.you complete the transaction. Keep the number CAUTION
!

will be charged from that date until the date thewith your records. To get an extension beyond the automatic tax is paid.
Complete Form 4868, Application for Auto- 4-month extension, you must give all the follow- If you served in a combat zone or qualified

matic Extension of Time To File U.S. Individual ing information. hazardous duty area, you may be eligible for a
Income Tax Return, to use as a worksheet. If

longer extension of time to file. See Individuals• The reason for requesting the extension.you think you may owe tax when you file your
Serving in Combat Zone, later, for special rules

return, use Part III of the form to estimate your • The tax year to which the extension ap- that apply to you.
balance due. Do not send Form 4868 to the IRS. plies.

Married taxpayers. If you file a joint return,E-file by phone. You can file Form 4868 by • The length of time needed for the exten- only one spouse has to qualify for this automaticphone any time from February 2 through April sion. extension. If you and your spouse file separate15, 2004. You will need to provide certain infor-
returns, this automatic extension applies only to• Whether another extension of time to filemation from your tax return for 2002. If you wish
the spouse who qualifies.has already been requested for this taxto make a payment by electronic funds with-

year.drawal, see Electronic payment options, under How to get the extension. To use this special
How To Pay, later in this chapter. automatic extension, you must attach a state-You must sign the request for this extension, or it

ment to your return explaining what situationmay be signed by your attorney, CPA, enrolledE-file using your personal computer or a
qualified you for the extension. (See the situa-agent, or a person with a power of attorney. Iftax professional.  You can use a tax software
tions listed under (2), earlier.)you are unable to sign the request because ofpackage with your personal computer or a tax

illness or for another good reason, a person withprofessional to file Form 4868 electronically. Extensions beyond 2 months. If you cannota close personal or business relationship to youYou will need to provide certain information from
file your return within the automatic 2-monthcan sign for you, stating why you could not signyour tax return for 2002. If you wish to make a
extension period, you may be able to get anthe request.payment by electronic funds withdrawal, see
additional 2-month extension, for a total of 4

Electronic payment options, under How To Pay, E-file. Refer to your tax software package or months. Generally, you must file a paper Form
later in this chapter. tax preparer for ways to file Form 2688 electroni- 4868 by the end of the automatic extension

cally. You will need to provide certain informa-E-file and pay by credit card. You can get period (usually June 15) to get this additional
tion from your tax return for 2002. If you filean extension by paying part or all of your esti- 2-month extension. Write “Taxpayer Abroad”
electronically, do not mail the Form 2688.mate of tax due by using a credit card. You can across the top of Form 4868.
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This additional 2-month extension of time to months if you entered it before the beginning of • Your SSN.
file is not a further extension of time to pay. You the year) are added to the 180 days. See Exten- • Your dates of employment.
can use a credit card to pay your estimate of tax sion of Deadline in Publication 3 for more infor-

• Your employer’s name, address (includingdue. See How To Pay, later in this chapter. mation.
zip code), and phone number.The above rules on the extension for filing

Extension beyond 4 months. If you are still your return also apply when you are deployed
unable to file your return within the 4-month outside the United States (away from your per- Form 1099. If you received certain types ofextension period, you may be able to get an manent duty station) while participating in a des- income, you may receive a Form 1099. Forextension for 2 more months, for a total of 6 ignated contingency operation. example, if you received taxable interest of $10months. See Extension beyond 4 months, ear-

or more, the payer generally must give you alier.
Form 1099– INT. If you have not received it by

No further extension. An extension of more February 2, 2004, contact the payer. If you still
than 6 months will generally not be granted. How Do I Prepare do not get the form by February 16, call the IRS
However, if you are outside the United States for help.
and meet certain tests, you may be granted a My Return?
longer extension. For more information, see Fur- When Do I Report Myther extensions under When To File and Pay in This section explains how to get ready to fill in
Publication 54 . your tax return and when to report your income Income and Expenses?

and expenses. It also explains how to complete
You must figure your taxable income on thecertain sections of the form. You may find Table
basis of a tax year. A “tax year” is an annual1–6 helpful when you prepare your return.Individuals Serving in
accounting period used for keeping recordsIn most cases, based on what you filed lastCombat Zone
and reporting income and expenses. You mustyear, the IRS will mail you Form 1040, Form
account for your income and expenses in a wayThe deadline for filing your tax return, paying 1040A, or Form 1040EZ with related instruc-
that clearly shows your taxable income. The wayany tax you may owe, and filing a claim for tions, or a TeleFile package. Before you fill in the
you do this is called an accounting method.refund is automatically extended if you serve in a form, look at the form instructions to see if you
This section explains which accounting periodscombat zone. This applies to members of the need, or would benefit from filing, a different
and methods you can use.Armed Forces, as well as merchant marines form this year. Also see if you need any addi-

serving aboard vessels under the operational tional forms or schedules. You may also want to
control of the Department of Defense, Red read Does My Return Have To Be on Paper,
Cross personnel, accredited correspondents, Accounting Periodsearlier.
and civilians under the direction of the Armed If you do not receive a tax return package in

Most individual tax returns cover a calendarForces in support of the Armed Forces. the mail, or if you need other forms, you can
year—the 12 months from January 1 throughorder them or print them from the Internet. See

Combat zone. For purposes of the automatic December 31. If you do not use a calendar year,How To Get Tax Help in the back of this publica-
extension, the term “combat zone” includes the your accounting period is a fiscal year. A regu-tion.
following areas. lar fiscal year is a 12-month period that ends on

the last day of any month except December. ASubstitute tax forms. You cannot use your1) The Persian Gulf area, effective January 52–53 week fiscal year varies from 52 to 53own version of a tax form unless it meets the17, 1991. weeks and always ends on the same day of therequirements explained in Publication 1167,
week.2) The qualified hazardous duty area of Bos- General Rules and Specifications for Substitute

You choose your accounting period (taxnia and Herzegovina, Croatia, and Mace- Forms and Schedules.
year) when you file your first income tax return. Itdonia, effective November 21, 1995.
cannot be longer than 12 months.Table 1–6. Six Steps for Preparing3) The qualified hazardous duty area of the

Your ReturnFederal Republic of Yugoslavia (Serbia/ More information. For more information on
Montenegro), Albania, the Adriatic Sea, accounting periods, including how to change1 — Get your records together for incomeand the Ionian Sea north of the 39th paral- your accounting period, see Publication 538,and expenses.lel, effective March 24, 1999. Accounting Periods and Methods.

2 — Get the forms, schedules, and4) Afghanistan, effective September 19,
publications you need.2001.

Accounting Methods3 — Fill in your return.See Publication 3, Armed Forces’ Tax
Guide, for information about other tax benefits 4 — Check your return to make sure it is Your accounting method is the way you account

correct.available to military personnel serving in a com- for your income and expenses. Most taxpayers
bat zone. use either the cash method or an accrual5 — Sign and date your return.

method. You choose a method when you file
Extension period. The deadline for filing your 6 — Attach all required forms and your first income tax return. If you want to
return, paying any tax due, and filing a claim for schedules. change your accounting method after that, you
refund is extended for at least 180 days after the generally must get IRS approval.
later of:

Form W–2. If you are an employee, you Cash method. If you use this method, report
1) The last day you are in a combat zone or

should receive Form W–2 from your employer. all items of income in the year in which you
the last day the area qualifies as a combat

You will need the information from this form to actually or constructively receive them. Gener-
zone, or

prepare your return. See Form W–2 under ally, you deduct all expenses in the year you
2) The last day of any continuous qualified Credit for Withholding and Estimated Tax in actually pay them. This is the method most indi-

hospitalization for injury from service in the chapter 5. vidual taxpayers use.
combat zone. If you do not receive Form W–2 by February Constructive receipt. Generally, you con-

2, 2004, contact your employer. If you still do not
In addition to the 180 days, your deadline is structively receive income when it is credited to

get the form by February 16, the IRS can help
also extended by the number of days you had your account or set apart in any way that makes

you by requesting the form from your employer.
left to take action with the IRS when you entered it available to you. You do not need to have

When you request IRS help, be prepared to
the combat zone. For example, you have 31/2 physical possession of it. For example, interest

provide the following information.
months (January 1 –  April 15) to file your tax credited to your bank account on December 31,
return. Any days left in this period when you • Your name, address (including zip code), 2003, is taxable income to you in 2003 if you
entered the combat zone (or the entire 31/2 and phone number. could have withdrawn it in 2003 (even if the
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amount is not entered in your passbook or with- Additional information. For more information • You cannot get the child’s existing SSN
on accounting methods, including how todrawn until 2004). even though you have made a reasonable
change your accounting method, get Publication attempt to get it from the birth parents, theGarnisheed wages. If your employer uses 538. placement agency, and other persons.your wages to pay your debts, or if your wages

• You cannot get an SSN for the child fromare attached or garnisheed, the full amount is
Social Security Number the SSA because, for example, the adop-constructively received by you. You must in-

tion is not final.clude these wages in income for the year you
You must enter your social security numberwould have received them. • You cannot get an Individual Taxpayer(SSN) in the space provided on your return. Be

Identification Number (ITIN) (discussedBrokerage and other accounts. Profits sure the SSN on your return is the same as the
later) for the child.from a brokerage account, or similar account, SSN on your social security card. If you are

are fully taxable in the year you earn them. This married, enter the SSNs for both you and your • You are eligible to claim the child as a
is true even if: spouse, whether you file jointly or separately. dependent on your tax return.

If you are filing a joint return, write the SSNs
1) You do not withdraw the earnings, After the adoption is final, you must apply for anin the same order as the names. Use this same

SSN for the child. You cannot continue using theorder in submitting other forms and documents2) The credit balance in the account may be
ATIN.to the IRS.reduced or eliminated by losses in later

See Form W–7A for more information.years, or
Name change. If you changed your name be-

3) Current profits are used to reduce or elimi- cause of marriage, divorce, etc., immediately
Nonresident alien spouse. If your spouse isnate a debit balance from previous years. notify your Social Security Administration (SSA)
a nonresident alien and you file a joint or sepa-office so the name on your tax return is the same
rate return, your spouse must have either anDebts paid for you. If another person as the one the SSA has on its records. This will
SSN or an ITIN. If your spouse is not eligible forhelp prevent delays in issuing your refund andcancels or pays your debts (but not as a gift or
an SSN, see the next discussion.safeguard your future social security benefits.loan), you have constructively received the

amount and generally must include it in your
Individual taxpayer identification numberDependent’s social security number. Yougross income for the year. See Canceled Debts
(ITIN). The IRS will issue you an ITIN if you aremust provide the SSN of each dependent youin chapter 13 for more information.
a nonresident or resident alien and you do notclaim, regardless of the dependent’s age. This

Payment to third party. If a third party is have and are not eligible to get an SSN. Torequirement applies to all dependents (not just
paid income from property you own, you have apply for an ITIN, file Form W–7 with the IRS. Ityour children) claimed on your tax return.
constructively received the income. It is the usually takes about 4 to 6 weeks to get an ITIN.

Exception. If your child was born and diedsame as if you had actually received the income Enter this number on your tax return wherever
in 2003 and you do not have an SSN for theand paid it to the third party. your SSN is requested.child, you may attach a copy of the child’s birth

Payment to an agent. Income an agent re- certificate instead. If you do, enter “DIED” in Alien dependent. If your dependent is a
ceives for you is income you constructively re- column (2) of line 6c (Form 1040 or 1040A). nonresident or resident alien who does not have
ceived in the year the agent receives it. If you and is not eligible to get an SSN, file Form W–7

No social security number. File Formindicate in a contract that your income is to be with the IRS to apply for an ITIN. Enter this
SS–5, Application for a Social Security Card,paid to another person, you must include the number on your return wherever the
with your local SSA office to get an SSN foramount in your gross income when the other dependent’s SSN is requested.
yourself or your dependent. It usually takesperson receives it.

An ITIN is for tax use only. It does notabout 2 weeks to get an SSN. If you or your
Check received or available. A valid check entitle you or your dependent to socialdependent is not eligible for an SSN, see Individ-

you received or that was made available to you security benefits or change the em-CAUTION
!

ual taxpayer identification number (ITIN), later.
before the end of the tax year is constructively ployment or immigration status of either of youIf you are a U.S. citizen, you must show proof
received by you in that year, even if you do not under U.S. law.of age, identity, and citizenship with your Form
cash the check or deposit it in your account until SS–5. If you are 18 or older, you must appear in
the next year. person with this proof at an SSA office. Penalty for not providing social security

Form SS–5 is available at any SSA office or number. If you do not include your SSN or theNo constructive receipt. There may be
on the Internet at www.ssa.gov. If you have any SSN of your spouse or dependent as required,facts to show that you did not constructively
questions about which documents you can use you may have to pay a penalty. See the discus-receive income.
as proof of age, identity, or citizenship, contact sion on Penalties, later, for more information.
your SSA office.Example. Alice Johnson, a teacher, agreed

If your dependent does not have an SSN by SSN on correspondence. If you write to theto her school board’s condition that, in her ab-
the time your return is due, you may want to ask IRS about your tax account, be sure to includesence, she would receive only the difference
for an extension of time to file, as explained your SSN (and the name and SSN of yourbetween her regular salary and the salary of a
earlier under When Do I Have To File. spouse, if you filed a joint return) in your corre-substitute teacher hired by the school board.

If you do not provide a required SSN or if you spondence. Because your SSN is used to iden-Therefore, Alice did not constructively receive
provide an incorrect SSN, your tax may be in- tify your account, this helps the IRS respond tothe amount by which her salary was reduced to
creased and any refund may be reduced. your correspondence promptly.pay the substitute teacher.

Adoption taxpayer identification number
Accrual method. If you use an accrual Presidential Election(ATIN). If you are in the process of adopting a
method, you generally report income when you child who is a U.S. citizen or resident and cannot Campaign Fundearn it, rather than when you receive it. You get an SSN for the child until the adoption is
generally deduct your expenses when you incur final, you can apply for an ATIN to use instead of This fund was set up to help pay for presidential
them, rather than when you pay them. an SSN. election campaigns. If you have a tax liability of

File Form W–7A, Application for TaxpayerIncome paid in advance. Prepaid income at least $3, you may have $3 of your tax liability
Identification Number for Pending U.S. Adop-is generally included in gross income in the year go to this fund by checking the Yes box on Form
tions, with the IRS to get an ATIN if all of the 1040, Form 1040A, or Form 1040EZ. If you areyou receive it. Your method of accounting does
following are true. filing a joint return and have a tax liability of atnot matter as long as the income is available to

least $6, your spouse may also have $3 go toyou. Prepaid income may include rent or interest • You have a child living with you who was
the fund. If you check Yes, it will not change theyou receive in advance and pay for services you placed in your home for legal adoption by
tax you pay or the refund you will receive.an authorized placement agency.will perform later.
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Form 1040. Attach any forms and schedulesComputations 1) Unable to sign the return because of dis-behind Form 1040 in order of the “Attachment
ease or injury,Sequence Number” shown in the upper rightThe following information on entering numbers

corner of the form or schedule. Then arrange all 2) Absent from the United States for a contin-on your tax return may be useful in making the
other statements or attachments in the same uous period of at least 60 days before thereturn easier to complete.
order as the forms and schedules they relate to due date for filing your return, or
and attach them last. Do not attach items unlessRounding off dollars. You may round off 3) Given permission to do so by the IRS of-

cents to whole dollars on your return and sched- required to do so. fice in your area.
ules. If you do round to whole dollars, you must
round all amounts. To round, drop amounts Power of attorney. A return signed by anThird Party Designee
under 50 cents and increase amounts from 50 to agent in any of these cases must have a power
99 cents to the next dollar. For example, $1.39 You can authorize the IRS to discuss your return of attorney (POA) attached that authorizes the
becomes $1 and $2.50 becomes $3. with a friend, family member, or any other per- agent to sign for you. You can use a POA that

If you have to add two or more amounts to son you choose. If you check the Yes box in the states that the agent is granted authority to sign
figure the amount to enter on a line, include Third party designee area of your 2003 tax re- the return, or you can use Form 2848, Power of
cents when adding the amounts and round off Attorney and Declaration of Representative.turn and provide the information required, you
only the total. Part I of Form 2848 must state that the agent isare authorizing:

granted authority to sign the return.
Example. You receive two Forms W–2: 1) The IRS to call the designee to answer

Unable to sign. If the taxpayer is mentallyone showing wages of $5,000.55 and one show- any questions that arise during the
incompetent and cannot sign the return, it musting wages of $18,500.73. On Form 1040, line 7,

processing of your return, and be signed by a court-appointed representativeyou would enter $23,501 ($5,000.55 +
who can act for the taxpayer.2) The designee to:$18,500.73 = $23,501.28), not $23,502 ($5,001

If the taxpayer is mentally competent but+ $18,501).
a) Give information that is missing from physically unable to sign the return or POA, a

your return to the IRS,Equal amounts. If you are asked to enter the valid “signature” is defined under state law. It
smaller or larger of two equal amounts, enter can be anything that clearly indicates theb) Call the IRS for information about the
that amount. taxpayer’s intent to sign. For example, theprocessing of your return or the status

taxpayer’s “X” with the signatures of two wit-of your refund or payments,
Example. Line 1 is $500. Line 3 is $500. nesses might be considered a valid signature

c) Call the IRS to ask for copies of noticesLine 5 asks you to enter the smaller of line 1 or 3. under a state’s law.
or transcripts related to your return, andEnter $500 on line 5.

Spouse unable to sign. If your spouse is una-
d) Respond to certain IRS notices about ble to sign for any reason, see Signing a jointNegative amounts. If you need to enter a

math errors, offsets (see Refunds, return in chapter 2.negative amount, put the amount in parentheses
later), and return preparation.rather than using a minus sign. To combine Child’s return. If a child has to file a tax return

positive and negative amounts, add all the posi- but cannot sign the return, the child’s parent,The authorization will automatically end notive amounts together and then subtract the guardian, or another legally responsible personlater than the due date (without any extensions)negative amounts. must sign the child’s name, followed by thefor filing your 2004 tax return. This is April 15,
words “By (your signature), parent for minor2005, for most people.
child.”Attachments See your form instructions for more informa-

tion.Depending on the form you file and the items Paid Preparer
reported on your return, you may have to com- If you want to allow the paid preparer
plete additional schedules and forms and attach who signed your return to discuss it Generally, anyone you pay to prepare, assist in
them to your return. with the IRS, just enter “Preparer” in

TIP
preparing, or review your tax return must sign it

the space for the designee’s name. and fill in the other blanks in the paid preparer’sIRS e-file is paperless. There’s nothing
area of your return.to sign, attach, or mail, not even your

If the preparer is self-employed (that is, notForms W–2.
TIP

Signatures
employed by any person or business to prepare
the return), he or she should check the self-em-You must sign and date your return. If you file aForm W–2. Form W–2 is a statement from ployed box in the Paid Preparer’s Use Onlyjoint return, both you and your spouse must signyour employer of wages and other compensa- space on the return.the return, even if only one of you had income.tion paid to you and taxes withheld from your The preparer must give you a copy of your

pay. You should have a Form W–2 from each If you file a joint return, both spouses return in addition to the copy filed with the IRS.
employer. Be sure to attach a copy of Form are generally liable for the tax, and the If you prepare your own return, leave this
W–2 in the place indicated on the front page of entire tax liability may be assessed area blank. If another person prepares your re-CAUTION

!
your return. Attach it only to the front page of against either spouse. See chapter 2. turn and does not charge you, that person
your return, not to any attachments. For more should not sign your return.
information, see Form W–2 in chapter 5. If you e-file your return, you can use an If you have questions about whether a

If you received a Form 1099–R, Distribu- electronic signature to sign your return. preparer must sign your return, contact any IRS
tions From Pensions, Annuities, Retirement or See Does My Return Have To Be on

TIP

office.
Profit-Sharing Plans, IRAs, Insurance Con- Paper, earlier.
tracts, etc., showing federal income tax with- If you are due a refund, it cannot be issued Refundsheld, attach a copy of that form in the place unless you have signed your return.
indicated on the front page of your return. Enter your occupation in the space provided When you complete your return, you will deter-

in the signature section. If you file a joint return, mine if you paid more income tax than youForm 1040EZ. There are no additional sched-
enter both your occupation and your spouse’s owed. If so, you can get a refund of the amountules to file with Form 1040EZ.
occupation. Entering your daytime phone num- you overpaid or, if you file Form 1040 or Form
ber may help speed the processing of your re-Form 1040A. Attach the additional schedules 1040A, you can choose to apply all or part of the
turn.and forms that you had to complete behind the overpayment to your next year’s (2004) esti-

Form 1040A in order by number. If you are filing mated tax. You cannot have your overpayment
When someone can sign for you. You canSchedule EIC, put it last. Do not attach items applied to your 2004 estimated tax if you file
appoint an agent to sign your return if you are:unless required to do so. Form 1040EZ.
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If you choose to have a 2003 overpay- wages or estimated tax payments), or Payment not honored. If your check or
ment applied to your 2004 estimated claimed the earned income credit or other money order is not honored by your bank (or
tax, you cannot change your mind and refundable credit, and other financial institution) and the IRS does notCAUTION

!
have any of it refunded to you after the due date receive the funds, you still owe the tax. In addi-4) Have an overpayment, all or part of which
(without extensions) of your 2003 return. tion, you may be subject to a dishonored checkmay be applied against the past-due

penalty.Follow the form instructions to complete the amount.
entries to claim your refund and/or to apply your

If you are an injured spouse, you can obtain Electronic payment options. Electronic pay-overpayment to your 2004 estimated tax.
your portion of the joint refund by completing ment options are convenient, safe and secure

If your refund for 2003 is large, you Form 8379, Injured Spouse Claim and Alloca- methods for paying individual income taxes.
may want to decrease the amount of tion. Follow the instructions on the form. There’s no check to write, money order to buy,
income tax withheld from your pay in

TIP

or voucher to mail.
2004. See chapter 5 for more information. Amount You Owe Credit card. You can use your American
Direct Deposit. Instead of getting a paper Express , Discover , MasterCard , or Visa

When you complete your return, you will deter-check, you may be able to have your refund credit card.
mine if you have paid the full amount of tax thatdeposited directly into your account at a bank or To pay by credit card, call a service provideryou owe. If you owe additional tax, you shouldother financial institution. Follow the form in- and follow the recorded instructions. You canpay it with your return.structions to request Direct Deposit. also pay by credit card over the Internet using a

If the IRS figures your tax for you, you willIf the Direct Deposit cannot be done, the IRS service provider’s web site.
receive a bill for any tax that is due. You shouldwill send a check instead.

The service providers charge a conveniencepay this bill within 30 days (or by the due date of
fee based on the amount you are paying. FeesOverpayment less than one dollar. If your your return, if later). See Tax Figured by IRS in
may vary between the providers. You will be toldoverpayment is less than one dollar, you will not chapter 32.
what the fee is during the transaction and willget a refund unless you ask for it in writing.

If you do not pay your tax when due, have the option to continue or end the transac-
Cashing your refund check. Cash your tax you may have to pay a failure-to-pay tion. You may also obtain the convenience fee
refund check soon after you receive it. Checks penalty. See Penalties, later. For more by calling the service provider’s automated cus-CAUTION

!
not cashed within 12 months of the date they are information about your balance due, see Publi- tomer service telephone number or visiting their
issued will be canceled and the proceeds re- cation 594, The IRS Collection Process. respective web site.
turned to the IRS.

Do not add the convenience fee to yourIf your check has been canceled, you can If the amount you owe for 2003 is large,
tax payment.apply to the IRS to have it reissued. you may want to increase the amount

of income tax withheld from your pay or CAUTION
!TIP

Refund more or less than expected. If you make estimated tax payments for 2004. See
receive a check for a refund you are not entitled chapter 5 for more information. If you pay by credit card, write the confirma-to, or for an overpayment that should have been

tion number you were given at the end of thecredited to estimated tax, do not cash the check.
transaction and the tax payment amount in theCall the IRS.

How To Pay upper left corner of page 1 of your tax return.If you receive a check for more than the
refund you claimed, do not cash the check until

If you have an amount due on your tax return,
you receive a notice explaining the difference. Service Providersyou can pay by check, money order, or credit

If your refund check is for less than you
card. If you filed electronically, you also may be Link2Gov Corporationclaimed, it should be accompanied by a notice
able to make your payment electronically.

explaining the difference. Cashing the check To make a
does not stop you from claiming an additional You do not have to pay if the amount payment, call . . . . 1–888–PAY–1040SM

amount of refund. you owe is less than $1. or . . . . . . . . . . . 1–888–729–1040
If you did not receive a notice and you have

TIP

For Customerany questions about the amount of your refund,
Service . . . . . . . . 1–888–658–5465you should wait 2 weeks. If you still have not
Web Address . . . . www.PAY1040.comreceived a notice, call the IRS. Check or money order. If you pay by check or

money order, make it out to the “United StatesOffset against debts. If you are due a refund Official Payments Corporation
Treasury.” Show your correct name, address,but have not paid certain amounts you owe, all
SSN, daytime phone number, and the tax year To make aor part of your refund may be used to pay all or

payment, call . . . . 1–800–2PAY–TAXSMand form number on the front of your check orpart of the past-due amount. This includes
or . . . . . . . . . . . 1–800–272–9829money order. If you are filing a joint return, enterpast-due federal income tax, other federal debts

the SSN shown first on your tax return.(such as student loans), state income tax, and For Customer
For example, if you file Form 1040 for 2003child and spousal support payments. You will be Service . . . . . . . . 1–877–754–4413

and you owe additional tax, show your name,notified if the refund you claimed has been offset Web Address . . . . www.officialpayments.com
address, SSN, daytime phone number, andagainst your debts.
“2003 Form 1040” on the front of your check or

Joint return and injured spouse. When a You can e-file and pay in a single step bymoney order. If you file an amended return
joint return is filed and only one spouse owes a authorizing a credit card payment. This option is(Form 1040X) for 2002 and you owe tax, show
past-due amount, the other spouse can be con- available through some tax software packagesyour name, address, SSN, daytime phone num-
sidered an injured spouse. An injured spouse and tax professionals. You can also pay byber, and “2002 Form 1040X” on the front of your
can get a refund for his or her share of the credit card using the telephone or the Internet.check or money order.
overpayment that would otherwise be used to

Enclose your payment with your return, but Electronic funds withdrawal. You canpay the past-due amount.
do not attach it to the form. If you filed Form e-file and pay in a single step by authorizing anTo be considered an injured spouse, you
1040, please complete Form 1040–V, Payment electronic funds withdrawal from your checkingmust:
Voucher, and enclose it with your payment and or savings account. This option is available
return. Form 1040–V will help us process your through tax software packages, tax profession-1) File a joint return,
payment more accurately and efficiently. Follow als, and TeleFile. If you select this payment

2) Have reported income (such as wages, in- the instructions that come with the form. option, you will need to have your account num-
terest, etc.), ber, your financial institution’s routing transitDo not mail cash with your return. If you pay

number, and account type (checking or sav-3) Have made and reported tax payments cash at an IRS office, keep the receipt as part of
ings). You can schedule the payment for any(such as federal income tax withheld from your records.
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future date up to and including the return due For more information, get Publication 556. You can deduct this gift as a charitable con-
date (April 15, 2004). tribution on next year’s tax return if you itemize

your deductions on Schedule A (Form 1040).Installment AgreementBe sure to check with your financial
institution to make sure that an elec- If you cannot pay the full amount due with your Peel-Off Address Labeltronic funds withdrawal is allowed andCAUTION

!
return, you can ask to make monthly installment

to get the correct routing and account numbers. payments. However, you will be charged inter- After you have completed your return, peel off
est and may be charged a late payment penaltyElectronic Federal Tax Payment System the label with your name and address from the
on the tax not paid by April 15, 2004, even if your(EFTPS). EFTPS offers another way to pay back of your tax return package and place it in
request to pay in installments is granted. If youryour federal taxes. Best of all, it’s free and avail- the appropriate area of the Form 1040, Form
request is granted, you must also pay a fee. Toable to business and individual taxpayers. In 1040A, or Form 1040EZ you send to the IRS. If
limit the interest and penalty charges, pay asfact, it’s recommended for estimated tax pay- you have someone prepare your return, give
much of the tax as possible with your return. Butments (Form 1040–ES) and installment agree- that person your label to use on your tax return.
before requesting an installment agreement,ment payments. For details on how to enroll, If you file electronically and you are not eligi-
you should consider other less costly alterna-visit www.EFTPS.gov or call EFTPS Customer ble or choose not to sign your return using your
tives, such as a bank loan.S e r v i c e  a t  1 – 8 0 0 – 5 5 5 – 4 4 7 7  o r self-selected PIN, use your label on Form 8453

To ask for an installment agreement, use1–800–945–8400. or 8453–OL. (More information on electronic
Form 9465, Installment Agreement Request. filing is found earlier in this chapter.)
You should receive a response to your requestEstimated tax payments. Do not include any The label helps the IRS to correctly identify
within 30 days. But if you file your return after2004 estimated tax payment in the payment for your account. It also saves processing costs and
March 31, it may take longer for a reply.your 2003 income tax return. See chapter 5 for speeds up processing so that refunds can be

In addition to paying by check or moneyinformation on how to pay estimated tax. issued sooner.
order, you can use a credit card or EFTPS to

You must write your SSN in the spacesmake installment agreement payments. See
provided on your tax return.Credit card and Electronic Federal Tax PaymentInterest

System (EFTPS), under How To Pay, earlier. CAUTION
!

Interest is charged on tax you do not pay by the
due date of your return. Interest is charged even Guaranteed availability of installment agree-
if you get an extension of time for filing. ment. The IRS must agree to accept the pay- Correcting the label. Make necessary name

ment of your tax liability in installments if, as of and address changes on the label. If you haveIf the IRS figures your tax for you, inter-
the date you offer to enter into the agreement: an apartment number that is not shown on theest cannot start earlier than the 31st

label, please write it in. If you changed yourday after the IRS sends you a bill. For
TIP

1) Your total taxes (not counting interest,
name, see the discussion under Social Securityinformation, see Tax Figured by IRS in chapter penalties, additions to the tax, or additional
Number, earlier.32. amounts) do not exceed $10,000,

No label. If you did not receive a tax return2) In the last 5 years, you (and your spouse ifInterest on penalties. Interest is charged on
package with a label, print or type your namethe liability relates to a joint return) havethe failure-to-file penalty, the accuracy-related
and address in the spaces provided at the top ofnot:penalty, and the fraud penalty from the due date
Form 1040 or Form 1040A. If you are marriedof the return (including extensions) to the date of

a) Failed to file any required income tax filing a separate return, do not enter yourpayment. Interest on other penalties starts on
return, spouse’s name in the space at the top. Instead,the date of notice and demand, but is not

enter his or her name in the space provided oncharged on penalties paid within 21 calendar b) Failed to pay any tax shown on any
line 3.days from the date of the notice (or within 10 such return, or

If you file Form 1040EZ and you do not havebusiness days if the notice is for $100,000 or
c) Entered into an installment agreement a label, print or type this information in themore).

for the payment of any income tax, spaces provided.
Interest due to IRS error or delay. All or part

P.O. box. If your post office does not deliver3) You show you cannot pay your income taxof any interest you were charged can be forgiven
mail to your street address and you have a P.O.in full when due,if the interest is due to an unreasonable error or
box, print your P.O. box number on the line fordelay by an officer or employee of the IRS in 4) The tax will be paid in full in 3 years or your present home address instead of yourperforming a ministerial or managerial act. less, and street address.A ministerial act is a procedural or mechani-

5) You agree to comply with the tax lawscal act that occurs during the processing of your Foreign address. If your address is outsidewhile your agreement is in effect.case. A managerial act includes personnel the United States or its possessions or territo-
transfers and extended personnel training. A ries, enter the information on the line for “City,
decision concerning the proper application of town or post office, state, and ZIP code” in theGift To Reduce thefederal tax law is not a ministerial or managerial following order:
act. Public Debt

The interest can be forgiven only if you are 1) City,
not responsible in any important way for the

You can make a contribution (gift) to 2) Province or state, anderror or delay and the IRS has notified you in
reduce the public debt. If you wish to dowriting of the deficiency or payment. For more 3) Name of foreign country. (Do not abbrevi-so, make a separate check payable toinformation, get Publication 556, Examination of ate the name of the country.)“Bureau of the Public Debt.”Returns, Appeal Rights, and Claims for Refund.

Send your check to: Follow the country’s practice for entering theInterest and certain penalties may also be
postal code.suspended for a limited period if you filed your

return by the due date (including extensions)
Bureau of the Public Debtand the IRS does not provide you with a notice
Department Gspecifically stating your liability and the basis for
P.O. Box 2188it before the close of the 18-month period begin- Where Do I File?
Parkersburg, WV 26106-2188.ning on the later of:

After you complete your return, you must send it• The date the return is filed, or
Or, enclose your separate check in the envel- to the IRS. You can mail it or you may be able to

• The due date of the return without regard ope with your income tax return. Do not add file it electronically. See Does My Return Have
to extensions. this gift to any tax you owe. To Be on Paper, earlier.
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Mailing your return. If an addressed envel- Copies of returns. You should keep copies of refund generally will be forgiven. Any interest
ope came with your tax forms package, you tax returns you have filed and the tax forms charged for the period before demand for repay-
should mail your return in that envelope. package as part of your records. They may be ment was made will be forgiven unless:

helpful in amending filed returns or preparingIf you do not have an addressed envelope or
1) You, or a person related to you, causedfuture ones.if you moved during the year, mail your return to

the erroneous refund in any way, orIf you need a copy of a prior year tax return,the address shown at the end of this publication
you can get it from the IRS. Use Form 4506,for the area where you now live. 2) The refund is more than $50,000.
Request for Copy of Tax Return. There is a

For example, if you claimed a refund of $100charge for a copy of a return, which you must
on your return, but the IRS made an error andpay with Form 4506. It may take up to 60 days to
sent you $1,000, you would not be chargedprocess your request.What Happens After interest for the time you held the $900 differ-

Transcript. You can use Form 4506–T, Re- ence. You must, however, repay the $900 whenI File? quest for Transcript of Tax Return, to ask for a the IRS asks.
transcript of your return filed this year or during

After you send your return to the IRS, you may the 3 preceding years. It will show most lines Past-Due Refundhave some questions. This section discusses from your original return, including accompany-
concerns you may have about recordkeeping, ing forms and schedules. A transcript usually

You can check on the status of your 2003 refundyour refund, and what to do if you move. contains the information that a third party (such
if it has been at least 6 weeks from the date youas a mortgage company) requires.
filed your return (3 weeks if you filed electroni-What Records Should cally). Be sure to have a copy of your 2003 taxTax account information. If you need a state-
return available because you will need to knowment of your tax account showing any laterI Keep?
the filing status, the first SSN shown on thechanges that you or the IRS made to the original
return, and the exact whole-dollar amount of thereturn, you will need to ask the IRS for your tax

You must keep records so that you can refund. To check on your refund, do one of theaccount information. You should have your
prepare a complete and accurate in- following.name and address, SSN or employer identifica-
come tax return. The law does not re-RECORDS

tion number (if applicable), tax period, and form • Go to www.irs.gov, and click on Where’squire any special form of records. However, you number available. You will get the following in- My Refund.should keep all receipts, canceled checks or formation:
other proof of payment, and any other records to • Call 1–800–829–4477 for automated re-• Type of return filed,support any deductions or credits you claim. fund information and follow the recorded

If you file a claim for refund, you must be able instructions.• Filing status,
to prove by your records that you have overpaid • Call 1–800–829–1954 during the hours• Federal income tax withheld,your tax.

shown in your form instructions.• Tax shown on return,
How long to keep records. You must keep

• Adjusted gross income,your records for as long as they are important for Change of Addressthe federal tax law. • Taxable income,
Keep records that support an item of income

If you have moved, file your return using your• Self-employment tax,or a deduction appearing on a return until the
new address.

period of limitations for the return runs out. (A • Number of exemptions, If you move after you filed your return, youperiod of limitations is the period of time after
should give the IRS clear and concise written• Refund,which no legal action can be brought.) For as-
notification of your change of address. Send thesessment of tax you owe, this generally is 3 • Earned income credit, and notification to the Internal Revenue Serviceyears from the date you filed the return. For filing
Center serving your old address. You can use• Mortgage interest deduction or real estatea claim for credit or refund, this generally is 3
Form 8822, Change of Address. If you are ex-tax deduction.years from the date you filed the original return,
pecting a refund, also notify the post office serv-or 2 years from the date you paid the tax, which-
ing your old address. This will help in forwardingever is later. Returns filed before the due date More information. For more information on your check to your new address (unless youare treated as filed on the due date. recordkeeping, get Publication 552, Record- chose Direct Deposit of your refund).

If you did not report income that you should keeping for Individuals. Be sure to include your SSN (and the namehave reported on your return, and it is more than
and SSN of your spouse, if you filed a joint25% of the income shown on the return, the
return) in any correspondence with the IRS.Interest on Refundsperiod of limitations does not run out until 6

years after you filed the return. If a return is false If you are due a refund, you may get interest on
or fraudulent with intent to evade tax, or if no it. The interest rates are adjusted quarterly.
return is filed, an action can generally be brought If the refund is made within 45 days after the What If I Madeat any time. due date of your return, no interest will be paid. If

You may need to keep records relating to the you file your return after the due date (including a Mistake?basis of property longer than the period of limita- extensions), no interest will be paid if the refund
tions. Keep those records as long as they are is made within 45 days after the date you filed. If

Errors may delay your refund or result in noticesimportant in figuring the basis of the original or the refund is not made within this 45-day period,
being sent to you. If you discover an error, youreplacement property. Generally, this means for interest will be paid from the due date of the
can file an amended return or claim for refund.as long as you own the property and, after you return or from the date you filed, whichever is

dispose of it, for the period of limitations that later.
applies to you. See chapter 14 for information on Amended Returns andAccepting a refund check does not change
basis. your right to claim an additional refund and inter- Claims for Refund

est. File your claim within the period of time that
Note.  If you receive a Form W–2, keep applies. See Amended Returns and Claims for You should correct your return if, after you haveCopy C until you begin receiving social security Refund, later. If you do not accept a refund filed it, you find that:benefits. This will help protect your benefits in check, no more interest will be paid on the over-

case there is a question about your work record payment included in the check. 1) You did not report some income,
or earnings in a particular year. Review the infor-
mation shown on your annual (for workers over Interest on erroneous refund. All or part of 2) You claimed deductions or credits you
age 25) Social Security Statement. any interest you were charged on an erroneous should not have claimed,
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3) You did not claim deductions or credits return was due (including extensions). For infor- treated as financially disabled during any period
you could have claimed, or mation on postmarks, see Filing on time, under your spouse or any other person is authorized to

When Do I Have To File, earlier. act on your behalf in financial matters.4) You should have claimed a different filing
To claim that you are financially disabled,status. (You cannot change your filing sta- Limit on amount of refund. If you file your you must send in the following written state-tus from married filing jointly to married claim within 3 years after the date you filed your ments with your claim for refund.filing separately after the due date of the return, the credit or refund cannot be more than

original return. However, an executor may the part of the tax paid within the 3-year period 1) A statement from your qualified physicianbe able to make this change for a de- (plus any extension of time for filing your return) that includes:ceased spouse.) immediately before you filed the claim. This time
period is suspended while you are financially a) The name and a description of yourIf you need a copy of your return, see Copies of
disabled, discussed later. physical or mental impairment,returns under What Records Should I Keep,

earlier in this chapter. Tax paid. Payments, including estimated b) The physician’s medical opinion that
tax payments, made before the due date (with- the impairment prevented you fromForm 1040X. Use Form 1040X, Amended
out regard to extensions) of the original return managing your financial affairs,U.S. Individual Income Tax Return, to correct a
are considered paid on the due date. For exam-return you have already filed. An amended tax c) The physician’s medical opinion thatple, income tax withheld during the year is con-return cannot be filed electronically under the the impairment was or can be expectedsidered paid on the due date of the return, Aprile-file system. to result in death, or that its duration15 for most taxpayers.

has lasted, or can be expected to last,Completing Form 1040X. On Form 1040X,
at least 12 months,write your income, deductions, and credits as Example 1. You made estimated tax pay-

you originally reported them on your return, the ments of $500 and got an automatic extension of d) The specific time period (to the best of
changes you are making, and the corrected time to August 15, 2001, to file your 2000 in- the physician’s knowledge), and
amounts. Then figure the tax on the corrected come tax return. When you filed your return on

e) The following certification signed by theamount of taxable income and the amount you that date, you paid an additional $200 tax. On
physician: “I hereby certify that, to theowe or your refund. August 16, 2004 (next business day after Au-
best of my knowledge and belief, theIf you owe tax, pay the full amount with Form gust 15, 2004), you filed an amended return and
above representations are true, correct,1040X. The tax owed will not be subtracted from claimed a refund of $700. Because you filed
and complete.”any amount you had credited to your estimated your claim within 3 years after you filed your

tax. original return, you can get a refund of up to
2) A statement made by the person signingIf you cannot pay the full amount due with $700, the tax paid within the 3 years plus the

the claim for credit or refund that no per-your return, you can ask to make monthly install- 4-month extension period immediately before
son, including your spouse, was author-ment payments. See Installment Agreement, you filed the claim.
ized to act on your behalf in financialearlier.
matters during the period of disability (orIf you overpaid tax, you can have all or part of Example 2. The situation is the same as in
the exact dates that a person was author-the overpayment refunded to you, or you can Example 1, except you filed your return on Octo-
ized to act for you).apply all or part of it to your estimated tax. If you ber 27, 2001, 21/2 months after the extension

choose to get a refund, it will be sent separately period ended. You paid an additional $200 on
from any refund shown on your original return. that date. On October 27, 2004, you filed an Exceptions for special types of refunds. If

amended return and claimed a refund of $700. you file a claim for one of the items listed below,Filing Form 1040X. After you finish your
Although you filed your claim within 3 years from the dates and limits discussed earlier may notForm 1040X, check it to be sure that it is com-
the date you filed your original return, the refund apply. These items, and where to get more infor-plete. Do not forget to show the year of your
was limited to $200, the tax paid within the 3 mation, are as follows.original return and explain all changes you
years plus the 4-month extension period imme-

made. Be sure to attach any forms or schedules
diately before you filed the claim. The estimated • Bad debt. (See Nonbusiness Bad Debts inneeded to explain your changes. Mail your Form
tax of $500 paid before that period cannot be chapter 15.)1040X to the Internal Revenue Service Center
refunded or credited.

serving the area where you now live (as shown • Worthless security. (See Worthless securi-If you file a claim more than 3 years after
in the instructions to the form). Do not use the ties in chapter 15.)you file your return, the credit or refund cannot
addresses listed at the end of this publication.

be more than the tax you paid within the 2 years • Foreign tax paid or accrued. (See Publica-File a separate form for each tax year in-
immediately before you file the claim. tion 514, Foreign Tax Credit for Individu-volved.

als.)
Example 3. You filed your 2000 tax returnTime for filing a claim for refund. Generally, • Net operating loss carryback. (See Publi-on April 16, 2001. You paid taxes of $500. Onyou must file your claim for a credit or refund cation 536, Net Operating Losses (NOLs)November 1, 2002, after an examination of yourwithin 3 years after the date you filed your origi- for Individuals, Estates, and Trusts.)2000 return, you had to pay an additional tax ofnal return or within 2 years after the date you

$200. On May 13, 2004, you file a claim for a • Carryback of certain business tax credits.paid the tax, whichever is later. Returns filed
refund of $300. However, because you filed your (See Form 3800, General Businessbefore the due date (without regard to exten-
claim more than 3 years after you filed your Credit.)sions) are considered filed on the due date
return, your refund will be limited to the $200 you(even if the due date was a Saturday, Sunday, or • Claim based on an agreement with thepaid during the 2 years immediately before youlegal holiday). These time periods are sus- IRS extending the period for assessmentfiled your claim.pended while you are financially disabled, dis- of tax.

cussed later. Financially disabled. The time periods for • Injured spouse claim. (See Offset againstIf the last day for claiming a credit or refund is
claiming a refund are suspended for the period debts, earlier.)a Saturday, Sunday, or legal holiday, you can
in which you are financially disabled. For a joint

file the claim on the next business day.
income tax return, only one spouse has to be

If you do not file a claim within this period, Processing claims for refund. Claims arefinancially disabled for the time period to be
you may not be entitled to a credit or a refund. usually processed shortly after they are filed.suspended. You are financially disabled if you

Your claim may be accepted as filed, disal-Late-filed return. If you were due a refund are unable to manage your financial affairs be-
lowed, or subject to examination. If a claim isbut you did not file a return, you generally must cause of a medically determinable physical or
examined, the procedures are the same as infile your return within 3 years from the date the mental impairment which can be expected to
the examination of a tax return.return was due (including extensions) to get that result in death or which has lasted or can be

If your claim is disallowed, you will receive anrefund. Generally, your return must be post- expected to last for a continuous period of not
explanation of why it was disallowed.marked no later than 3 years from the date the less than 12 months. However, you are not
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Taking your claim to court. You can sue for a 5% for each month or part of a month that a The term “disregard” includes any careless,
refund in court, but you must first file a timely return is late, but not more than 25%. reckless, or intentional disregard.
claim with the IRS. If the IRS disallows your Fraud. If your failure to file is due to fraud, Adequate disclosure. You can avoid the
claim or does not act on your claim within 6

the penalty is 15% for each month or part of a penalty for disregard of rules or regulations if
months after you file it, you can then take your

month that your return is late, up to a maximum you adequately disclose on your return a posi-
claim to court. For information on the burden of

of 75%. tion that has at least a reasonable basis. See
proof in a court proceeding, see Publication 556.

Disclosure statement, later.Return over 60 days late. If you file yourThe IRS provides a fast method to move your
This exception will not apply to an item that is

return more than 60 days after the due date orclaim to court if:
attributable to a tax shelter. In addition, it will not

extended due date, the minimum penalty is the• You are filing a claim for a credit or refund apply if you fail to keep adequate books and
smaller of $100 or 100% of the unpaid tax.

based solely on contested income tax or records, or substantiate items properly.
Exception. You will not have to pay theon estate tax or gift tax issues considered Substantial understatement of income tax.

penalty if you show that you failed to file on timein your previously examined returns, and
You understate your tax if the tax shown on your

because of reasonable cause and not because• You want to take your case to court in- return is less than the correct tax. The under-
of willful neglect.

stead of appealing it within the IRS. statement is substantial if it is more than the
larger of 10% of the correct tax or $5,000. How-Paying tax late. You will have to pay a

When you file your claim with the IRS, you get ever, the amount of the understatement may befailure-to-pay penalty of 1/2 of 1% (.50%) of your
the fast method by requesting in writing that your reduced to the extent the understatement is dueunpaid taxes for each month, or part of a month,
claim be immediately rejected. A notice of claim to:after the due date that the tax is not paid. This
disallowance will then be promptly sent to you. penalty does not apply during the automatic 1) Substantial authority, orYou have 2 years from the date of mailing of 4-month extension of time to file period if you
the notice of disallowance to file a refund suit in 2) Adequate disclosure and a reasonablepaid at least 90% of your actual tax liability on or
the United States District Court having jurisdic- basis.before the due date of your return and pay the
tion or in the United States Court of Federal balance when you file the return. If an item on your return is attributable to a taxClaims.

The monthly rate of the failure-to-pay penalty shelter, there is no reduction for an adequate
is half the usual rate (.25% instead of .50%) if anInterest on refund. If you receive a refund disclosure. However, there is a reduction for a
installment agreement is in effect for that month.because of your amended return, interest will be position with substantial authority, but only if you
You must have filed your return by the due datepaid on it from the due date of your original reasonably believed that your tax treatment was
(including extensions) to qualify for this reducedreturn or the date you filed your original return, more likely than not the proper treatment.
penalty.whichever is later, to the date you filed the

Substantial authority. Whether there is or
amended return. However, if the refund is not If a notice of intent to levy is issued, the rate

was substantial authority for the tax treatment of
made within 45 days after you file the amended will increase to 1% at the start of the first month

an item depends on the facts and circum-
return, interest will be paid up to the date the beginning at least 10 days after the day that the

stances. Some of the items that may be consid-
refund is paid. notice is issued. If a notice and demand for

ered are court opinions, Treasury regulations,
immediate payment is issued, the rate will in-

revenue rulings, revenue procedures, and no-Reduced refund. Your refund may be re- crease to 1% at the start of the first month
tices and announcements issued by the IRS andduced by an additional tax liability that has been beginning after the day that the notice and de-
published in the Internal Revenue Bulletin thatassessed against you. mand is issued.
involve the same or similar circumstances asAlso, your refund may be reduced by This penalty cannot be more than 25% of yours.amounts you owe for past-due child support, your unpaid tax. You will not have to pay the

debts to another federal agency, or for state tax. Disclosure statement. To adequately dis-penalty if you can show that you had a good
If your spouse owes these debts, see Offset close the relevant facts about your tax treatmentreason for not paying your tax on time.
against debts, earlier, for the correct refund pro- of an item, use Form 8275, Disclosure State-
cedures to follow. ment. You must also have a reasonable basisCombined penalties. If both the failure-to-file

for treating the item the way you did.penalty and the failure-to-pay penalty (dis-Effect on state tax liability. If your return is
In cases of substantial understatement only,cussed earlier) apply in any month, the 5% (orchanged for any reason, it may affect your state

items that meet the requirements of Revenue15%) failure-to-file penalty is reduced by theincome tax liability. This includes changes made
Procedure 2002–66 (or later update) are con-failure-to-pay penalty. However, if you file youras a result of an examination of your return by
sidered adequately disclosed on your returnreturn more than 60 days after the due date orthe IRS. Contact your state tax agency for more
without filing Form 8275.extended due date, the minimum penalty is theinformation.

Use Form 8275–R. Regulation Disclosuresmaller of $100 or 100% of the unpaid tax.
Statement, to disclose items or positions con-

Penalties Accuracy-related penalty. You may have to trary to regulations.
pay an accuracy-related penalty if you underpay

Reasonable cause. You will not have toThe law provides penalties for failure to file re- your tax because:
pay a penalty if you show a good reason (rea-turns or pay taxes as required.
sonable cause) for the way you treated an item.1) You show negligence or disregard of the
You must also show that you acted in good faith.rules or regulations, or

Civil Penalties
Frivolous return. You may have to pay a pen-2) You substantially understate your income
alty of $500 if you file a frivolous return. A frivo-tax.If you do not file your return and pay your tax by
lous return is one that does not include enoughthe due date, you may have to pay a penalty. The penalty is equal to 20% of the underpay-
information to figure the correct tax or that con-You may also have to pay a penalty if you ment. The penalty will not be figured on any part
tains information clearly showing that the taxsubstantially understate your tax, file a frivolous of an underpayment on which the fraud penalty
you reported is substantially incorrect.return, or fail to supply your SSN or individual (discussed later) is charged.

You will have to pay the penalty if you filedtaxpayer identification number. If you provide
Negligence or disregard. The term “negli- this kind of return because of a frivolous positionfraudulent information on your return, you may

gence” includes a failure to make a reasonable on your part or a desire to delay or interfere withhave to pay a civil fraud penalty.
attempt to comply with the tax law or to exercise the administration of federal income tax laws.

Filing late. If you do not file your return by the ordinary and reasonable care in preparing a This includes altering or striking out the
due date (including extensions), you may have return. Negligence also includes failure to keep preprinted language above the space provided
to pay a failure-to-file penalty. The penalty is adequate books and records. You will not have for your signature.
based on the tax not paid by the due date (with- to pay a negligence penalty if you have a rea- This penalty is added to any other penalty
out regard to extensions). The penalty is usually sonable basis for a position you took. provided by law.
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The penalty must be paid in full upon notice For example, if you have a bank account that You will have to pay a penalty of $250 for each
and demand from IRS even if you protest the failure to report a tax shelter registration numberearns interest, you must give your SSN to the
penalty. on your return. The penalty can be excused ifbank. The number must be shown on the Form

you have a reasonable cause for not reporting1099– INT or other statement the bank sendsFraud. If there is any underpayment of tax on
the number.you. If you do not give the bank your SSN, youyour return due to fraud, a penalty of 75% of the

will be subject to the $50 penalty. (You also mayunderpayment due to fraud will be added to your
be subject to “backup” withholding of incometax. Criminal Penaltiestax. See chapter 5.)

Joint return. The fraud penalty on a joint You will not have to pay the penalty if you are
You may be subject to criminal prosecutionreturn does not apply to a spouse unless some able to show that the failure was due to reasona-
(brought to trial) for actions such as:part of the underpayment is due to the fraud of ble cause and not willful neglect.

that spouse.
1) Tax evasion,

Failure to furnish tax shelter registrationFailure to supply social security number. If
2) Willful failure to file a return, supply infor-number. A person who sells (or otherwiseyou do not include your SSN or the SSN of

mation, or pay any tax due,transfers) to you an interest in a tax shelter mustanother person where required on a return,
give you the tax shelter registration number orstatement, or other document, you will be sub- 3) Fraud and false statements, or
be subject to a $100 penalty. If you claim anyject to a penalty of $50 for each failure. You will

4) Preparing and filing a fraudulent return.deduction, credit, or other tax benefit because ofalso be subject to a penalty of $50 if you do not
the tax shelter, you must attach Form 8271,give your SSN to another person when it is
Investor Reporting of Tax Shelter Registrationrequired on a return, statement, or other docu-

ment. Number, to your return to report this number.
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each other in the next tax year, you and your
spouse must file as married individuals. Single

Annulled marriages. If you obtain a court2. Your filing status is single if, on the last day ofdecree of annulment, which holds that no valid
the year, you are unmarried or legally separatedmarriage ever existed, you are considered un-
from your spouse under a divorce or separatemarried even if you filed joint returns for earlier
maintenance decree, and you do not qualify foryears. You must file amended returns (FormFiling Status another filing status. To determine your marital1040X, Amended U.S. Individual Income Tax
status on the last day of the year, see MaritalReturn) claiming single or head of household
Status, earlier.status for all tax years affected by the annulment

Your filing status may be single if you were
that are not closed by the statute of limitationsIntroduction widowed before January 1, 2003, and did not
for filing a tax return. The statute of limitations remarry in 2003. However, you might be able toThis chapter helps you determine which filing generally does not expire until 3 years after your use another filing status that will give you a lowerstatus to use. There are five filing statuses: original return was filed. tax. See Head of Household and Qualifying

• Single, Widow(er) With Dependent Child to see if youHead of household or qualifying widow(er)
qualify.       with dependent child. If you are considered• Married Filing Jointly,

unmarried, you may be able to file as a head of
• Married Filing Separately, household or as a qualifying widow(er) with a How to file. You can file Form 1040EZ (if you

dependent child. See Head of Household and have no dependents, are under 65 and not blind,• Head of Household, and
Qualifying Widow(er) With Dependent Child to and meet other requirements), Form 1040A, or• Qualifying Widow(er) With Dependent see if you qualify. Form 1040. If you file Form 1040A or Form

Child. 1040, show your filing status as single by check-
ing the box on line 1. Use the Single column ofMarried persons. If you are considered mar-
the Tax Table or Schedule X of the Tax RateIf more than one filing status applies to ried for the whole year, you and your spouse can
Schedules to figure your tax.you, choose the one that will give you file a joint return, or you can file separate re-

the lowest tax. turns.
TIP

You must determine your filing status before Considered married. You are considered
you can determine your filing requirements married for the whole year if on the last day of Married Filing Jointly(chapter 1), standard deduction (chapter 22), your tax year you and your spouse meet any one
and correct tax (chapter 32). You also use your of the following tests.

You can choose married filing jointly as yourfiling status in determining whether you are eligi-
filing status if you are married and both you andble to claim certain deductions and credits. 1) You are married and living together as
your spouse agree to file a joint return. On a jointhusband and wife.
return, you report your combined income andUseful Items 2) You are living together in a common law deduct your combined allowable expenses. You

You may want to see: marriage that is recognized in the state can file a joint return even if one of you had no
income or deductions.where you now live or in the state where

Publication If you and your spouse decide to file a jointthe common law marriage began.
return, your tax may be lower than your com-❏ 501 Exemptions, Standard Deduction, 3) You are married and living apart, but not bined tax for the other filing statuses. Also, yourand Filing Information legally separated under a decree of di- standard deduction (if you do not itemize deduc-

vorce or separate maintenance.❏ 519 U.S. Tax Guide for Aliens tions) may be higher, and you may qualify for tax
benefits that do not apply to other filing statuses.4) You are separated under an interlocutory❏ 555 Community Property

(not final) decree of divorce. For purposes If you and your spouse each have in-
of filing a joint return, you are not consid- come, you may want to figure your tax
ered divorced. both on a joint return and on separate

TIP

returns (using the filing status of married filing
Spouse died. If your spouse died during theMarital Status separately). Choose the method that gives the

year, you are considered married for the whole two of you the lower combined tax.    
year for filing status purposes.In general, your filing status depends on

whether you are considered unmarried or mar- If you did not remarry before the end of the
How to file. If you file as married filing jointly,ried. A marriage means only a legal union be- tax year, you can file a joint return for yourself
you can use Form 1040 or Form 1040A. If youtween a man and a woman as husband and and your deceased spouse. For the next 2
have no dependents, are under 65 and not blind,wife. years, you may be entitled to the special benefits
and meet other requirements, you can file Form

described later under Qualifying Widow(er) With 1040EZ. If you file Form 1040 or Form 1040A,
Dependent Child.Unmarried persons. You are considered un- show this filing status by checking the box on

If you remarried before the end of the taxmarried for the whole year if, on the last day of line 2. Use the Married filing jointly column of the
year, you can file a joint return with your newyour tax year, you are unmarried or legally sepa- Tax Table or Schedule Y–1 of the Tax Rate

rated from your spouse under a divorce or a spouse. Your deceased spouse’s filing status is Schedules to figure your tax.
separate maintenance decree. State law gov- married filing separately for that year.
erns whether you are married or legally sepa-

Married persons living apart. If you live Spouse died during the year. If your spouserated under a divorce or separate maintenance
died during the year, you are considered mar-apart from your spouse and meet certain tests,decree.
ried for the whole year and can choose marriedyou may be considered unmarried. If this ap-

Divorced persons. If you are divorced filing jointly as your filing status. See Spouseplies to you, you can file as head of household
under a final decree by the last day of the year, died, earlier, for more information.even though you are not divorced or legally
you are considered unmarried for the whole separated. If you qualify to file as head of house-
year. hold instead of as married filing separately, your Divorced persons. If you are divorced under

standard deduction will be higher. Also, your taxDivorce and remarriage. If you obtain a a final decree by the last day of the year, you are
may be lower, and you may be able to claim thedivorce in one year for the sole purpose of filing considered unmarried for the whole year and
earned income credit. See Head of Household,tax returns as unmarried individuals, and at the you cannot choose married filing jointly as your
later.time of divorce you intended to and did remarry filing status.
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incompetent, you can sign the return for your combined tax. However, you will generally payFiling a Joint Return
spouse as guardian. more combined tax on separate returns than

you would on a joint return for the reasons listedBoth you and your spouse must include all of Spouse in combat zone. If your spouse is
under Special Rules, later.your income, exemptions, and deductions on unable to sign the return because he or she is

your joint return. serving in a combat zone (such as the Persian How to file. If you file a separate return, you
Gulf Area, Yugoslavia, or Afghanistan), or a generally report only your own income, exemp-Accounting period. Both of you must use the qualified hazardous duty area (Bosnia and Her- tions, credits, and deductions. You can claim ansame accounting period, but you can use differ- zegovina, Croatia, and Macedonia), and you do exemption for your spouse if your spouse had noent accounting methods. See Accounting Peri- not have a power of attorney or other statement, gross income and was not a dependent of an-ods and Accounting Methods in chapter 1. you can sign for your spouse. Attach a signed other person. However, if your spouse had any
statement to your return that explains that yourJoint responsibility. Both of you may be held gross income, or was the dependent of some-
spouse is serving in a combat zone. For moreresponsible, jointly and individually, for the tax one else, you cannot claim an exemption for him
information on special tax rules for persons whoand any interest or penalty due on your joint or her on your separate return.
are serving in a combat zone, or who are inreturn. One spouse may be held responsible for  If you file as married filing separately, you
missing status as a result of serving in a combatall the tax due even if all the income was earned can use Form 1040A or Form 1040. Select this
zone, get Publication 3, Armed Forces’ Taxby the other spouse. filing status by checking the box on line 3 of
Guide. either form. You must also write your spouse’sDivorced taxpayer. You may be held jointly

social security number and full name in theOther reasons spouse cannot sign.  Ifand individually responsible for any tax, interest,
spaces provided. Use the Married filing sepa-your spouse cannot sign the joint return for anyand penalties due on a joint return filed before
rately column of the Tax Table or Schedule Y–2other reason, you can sign for your spouse onlyyour divorce. This responsibility may apply even
of the Tax Rate Schedules to figure your tax.if you are given a valid power of attorney (a legalif your divorce decree states that your former

document giving you permission to act for yourspouse will be responsible for any amounts due
spouse). Attach the power of attorney (or a copyon previously filed joint returns. Special Rules
of it) to your tax return. You can use Form 2848,

Relief from joint liability. In some cases, Power of Attorney and Declaration of Represen- If you choose married filing separately as your
one spouse may be relieved of joint liability for tative. filing status, the following special rules apply.
tax, interest, and penalties on a joint return for Because of these special rules, you will usually
items of the other spouse that were incorrectly Nonresident alien or dual-status alien. A pay more tax on a separate return than if you
reported on the joint return. You can ask for joint return generally cannot be filed if either used another filing status that you qualify for.
relief no matter how small the liability. spouse is a nonresident alien at any time during

There are three types of relief available. the tax year. However, if one spouse was a
1) Your tax rate generally will be higher thannonresident alien or dual-status alien who was

1) Innocent spouse relief, which applies to on a joint return.married to a U.S. citizen or resident at the end of
all joint filers.

the year, the spouses can choose to file a joint 2) Your exemption amount for figuring the al-
2) Separation of liability, which applies to return. If you do file a joint return, you and your ternative minimum tax will be half that al-

joint filers who are divorced, widowed, le- spouse are both treated as U.S. residents for the lowed a joint return filer.
gally separated, or have not lived together entire tax year. For information on this choice,

3) You cannot take the credit for child andfor the 12 months ending the date election see chapter 1 of Publication 519.
dependent care expenses in most cases,of this relief is filed.
and the amount that you can exclude from

3) Equitable relief, which applies to all joint income under an employer’s dependent
filers who do not qualify for innocent care assistance program is limited toMarried Filingspouse relief or separation of liability. $2,500 (instead of $5,000 if you filed a

joint return). For more information about You must file Form 8857, Request for Inno- Separately these expenses, the credit, and the exclu-cent Spouse Relief, to request any of these
sion, see chapter 34.kinds of relief. Publication 971, Innocent Spouse You can choose married filing separately as

Relief, explains these kinds of relief and who 4) You cannot take the earned income credit.your filing status if you are married. This filing
may qualify for them. status may benefit you if you want to be respon- 5) You cannot take the exclusion or credit for

sible only for your own tax or if it results in lessSigning a joint return. For a return to be adoption expenses in most cases.
tax than filing a joint return.considered a joint return, both husband and wife

6) You cannot take the education credits (theIf you and your spouse do not agree to file amust generally sign the return. If your spouse
Hope credit and the lifetime learningjoint return, you may have to use this filing sta-died before signing the return, see Signing the
credit), the deduction for student loan in-tus.return in chapter 4.
terest, or the tuition and fees deduction.You may be able to choose head of house-

Spouse away from home. If your spouse is hold filing status if you live apart from your 7) You cannot exclude any interest incomeaway from home, you should prepare the return,
spouse, meet certain tests, and are considered from qualified U.S. savings bonds that yousign it, and send it to your spouse to sign so that unmarried (defined later, under Head of House- used for higher education expenses.it can be filed on time.
hold). This can apply to you even if you are not

8) If you lived with your spouse at any timeInjury or disease prevents signing. If your divorced or legally separated. If you qualify to file
during the tax year:spouse cannot sign because of disease or injury as head of household, instead of as married

and tells you to sign, you can sign your spouse’s filing separately, your tax may be lower, you may
a) You cannot claim the credit for the eld-name in the proper space on the return followed be able to claim the earned income credit and

erly or the disabled.by the words “By (your name), Husband (or certain other credits, and your standard deduc-
Wife).” Be sure to also sign in the space pro- tion will be higher. The head of household filing b) You will have to include in income more
vided for your signature. Attach a dated state- status allows you to choose the standard deduc- (up to 85%) of your social security ben-
ment, signed by you, to the return. The tion even if your spouse chooses to itemize efits or equivalent railroad retirement
statement should include the form number of the deductions. See Head of Household, later, for benefits you received, and
return you are filing, the tax year, the reason more information.

c) You cannot roll over amounts from a
your spouse cannot sign, and a statement that

Unless you are required to file sepa- traditional IRA into a Roth IRA.
your spouse has agreed to your signing for him

rately, you should figure your tax both
or her.

ways (on a joint return and on separate 9) The following deductions and credits are
TIP

Signing as guardian of spouse. If you are returns). This way you can make sure you are reduced at income levels that are half
the guardian of your spouse who is mentally using the filing status that results in the lowest those for a joint return:
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a) The child tax credit, Exception. A personal representative for a 4) Your home was the main home of your
child, stepchild, or adopted child for moredecedent can change from a joint return electedb) The retirement savings contributions
than half the year or was the main home ofby the surviving spouse to a separate return forcredit,
your foster child for the entire year. (Seethe decedent. The personal representative has

c) Itemized deductions, and Home of qualifying person, under Qualify-1 year from the due date of the return to make
ing Person, later, for rules applying to athe change. See chapter 4 for more informationd) The deduction for personal exemptions.
child’s birth, death, or temporary absenceon filing a return for a decedent.
during the year.)10) Your capital loss deduction limit is $1,500

(instead of $3,000 if you filed a joint re- 5) You must be able to claim an exemption
turn). for the child. However, you can still meet

this test if you cannot claim the exemption11) If your spouse itemizes deductions, you Head of Household only because the noncustodial parent iscannot claim the standard deduction. If
allowed to claim the exemption for theyou can claim the standard deduction, it is You may be able to file as head of household if child. See Exception under Support Testhalf the amount allowed on a joint return. you meet all of the following requirements. for Child of Divorced or Separated Parents
in chapter 3 for situations where the non-Individual retirement arrangements (IRAs). 1) You are unmarried or considered unmar- custodial parent is allowed to claim the ex-You may not be able to deduct all or part of your ried on the last day of the year. emption for the child. The general rules forcontributions to a traditional IRA if you or your
claiming an exemption for a dependent are2) You paid more than half the cost of keep-spouse were covered by an employee retire-
explained in chapter 3.ing up a home for the year.ment plan at work during the year. Your deduc-

tion is reduced or eliminated if your income is 3) A qualifying person lived with you in the If you were considered married for partmore than a certain amount. This amount is
home for more than half the year (except of the year and lived in a communitylower for married individuals who file separately

property state (listed earlier under Mar-for temporary absences, such as school). CAUTION
!

and lived together at any time during the year.
ried Filing Separately), special rules may applyHowever, your dependent parent does notFor more information, see How Much Can I
in determining your income and expenses. Seehave to live with you. See Special rule forDeduct in chapter 18.
Publication 555 for more information.parent, later, under Qualifying Person. A

Rental activity losses. If you actively partici- foster child must live with you all year. Nonresident alien spouse. You are consid-pated in a passive rental real estate activity that Also, see Table 2–1, later. ered unmarried for head of household purposesproduced a loss, you generally can deduct the
if your spouse was a nonresident alien at anyloss from your nonpassive income, up to If you qualify to file as head of house- time during the year and you do not choose to$25,000. This is called a special allowance. hold, your tax rate usually will be lower treat your nonresident spouse as a residentHowever, married persons filing separate re- than the rates for single or married fil-

TIP
alien. However, your spouse is not a qualifyingturns who lived together at any time during the ing separately. You will also receive a higher person for head of household purposes. Youyear cannot claim this special allowance. Mar-

standard deduction than if you file as single or must have another qualifying person and meetried persons filing separate returns who lived
married filing separately. the other tests to be eligible to file as a head ofapart at all times during the year are each al-

household.lowed a $12,500 maximum special allowance
for losses from passive real estate activities. Earned income credit. Even if you are con-Kidnapped children. A child may qualify you
See Limits on Rental Losses in chapter 10. sidered unmarried for head of household pur-to file as head of household even if the child has

poses because you are married to a nonresidentCommunity property states. If you live in Ari- been kidnapped. For more information, see
alien, you are still considered married for pur-zona, California, Idaho, Louisiana, Nevada, Publication 501.
poses of the earned income credit (unless youNew Mexico, Texas, Washington, or Wisconsin
meet the five tests listed earlier). You are notand file separately, your income may be consid-

How to file.    If you file as head of household, entitled to the credit unless you file a joint returnered separate income or community income for
you can use either Form 1040A or Form 1040. with your spouse and meet other qualifications.income tax purposes. See Publication 555.

See chapter 38 for more information.Indicate your choice of this filing status by
checking the box on line 4 of either form. Use the Choice to treat spouse as resident. You
Head of a household column of the Tax Table orJoint Return After are considered married if you choose to treat
Schedule Z of the Tax Rate Schedules to figureSeparate Returns your spouse as a resident alien.
your tax.

You can change your filing status by filing an Keeping Up a Homeamended return using Form 1040X. Considered UnmarriedIf you or your spouse (or both of you) file a
To qualify for head of household status, youseparate return, you generally can change to a You are considered unmarried on the last day of must pay more than half of the cost of keepingjoint return any time within 3 years from the due the tax year if you meet all of the following tests. up a home for the year. You can determinedate of the separate return or returns. This does
whether you paid more than half of the cost ofnot include any extensions. A separate return

1) You file a separate return, defined earlier keeping up a home by using the Cost of Keepingincludes a return filed by you or your spouse
under Joint Return After Separate Returns. Up a Home worksheet, shown on the next page.claiming married filing separately, single, or

head of household filing status. 2) You paid more than half the cost of keep-
ing up your home for the tax year.

3) Your spouse did not live in your home dur-Separate Returns After
ing the last 6 months of the tax year. YourJoint Return
spouse is considered to live in your home
even if he or she is temporarily absent dueOnce you file a joint return, you cannot choose
to special circumstances. See Temporaryto file separate returns for that year after the due
absences, under Qualifying Person, later.date of the return.
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Costs you include. Include in the cost of up- mother. You are keeping up a main home forCost of Keeping Up a Home
keep expenses such as rent, mortgage interest, your father or mother if you pay more than half
real estate taxes, insurance on the home, re- the cost of keeping your parent in a rest home or
pairs, utilities, and food eaten in the home. home for the elderly.Amount

You Total Temporary absences. You and your quali-Costs you do not include. Do not include inPaid Cost
fying person are considered to live togetherthe cost of upkeep expenses such as clothing,

Property taxes $ $ even if one or both of you are temporarily absenteducation, medical treatment, vacations, life in-
from your home due to special circumstancesMortgage interest expense surance, or transportation. Also, do not include
such as illness, education, business, vacation,Rent the rental value of a home you own or the value
or military service. It must be reasonable toof your services or those of a member of yourUtility charges
assume that the absent person will return to thehousehold.Upkeep and repairs
household after the temporary absence. YouProperty insurance
must continue to keep up the home during theFood consumed Qualifying Person absence.on the premises

Other household expenses See Table 2–1 to see who is a qualifying per- Death or birth. You may be eligible to file as
Totals $ $ son. head of household if the individual who qualifies

Any person not described in Table 2–1 is not you for this filing status is born or dies during the
Minus total amount you ( ) a qualifying person. year. You must have provided more than half of
paid the cost of keeping up a home that was theHome of qualifying person. Generally, the

individual’s main home for more than half the
qualifying person must live with you for moreAmount others paid $ year or, if less, the period during which the
than half of the year.

individual lived.
Special rule for parent. You may be eligi-

If the total amount you paid is more than the amount ble to file as head of household even if the Example. You are unmarried. Your mother,
others paid, you meet the requirement of paying more parent for whom you can claim an exemption for whom you can claim an exemption, lived inthan half the cost of keeping up the home.

does not live with you. You must pay more than an apartment by herself. She died on Septem-
half the cost of keeping up a home that was the ber 2. The cost of the upkeep of her apartment
main home for the entire year for your father or for the year until her death was $6,000. You paid

Table 2–1. Who Is a Qualifying Person for Filing as Head of Household?1

IF the person is your . . . AND . . . THEN that person is . . .

you can claim an exemption for him or a qualifying person.parent, grandparent, brother, sister,
her2stepbrother, stepsister, stepmother,

stepfather, mother-in-law,
father-in-law, half brother, half

you cannot claim an exemption for him or NOT a qualifying person.sister, brother-in-law, sister-in-law,
herson-in-law, or daughter-in-law

he or she is related to you by blood and a qualifying person.uncle, aunt, nephew, or niece
you can claim an exemption for him or
her2, 3

he or she is not related to you by blood3 NOT a qualifying person.

you cannot claim an exemption for him or
her

he or she is single a qualifying person.4child, grandchild, stepchild, or
adopted child

he or she is married, and you can claim an a qualifying person.
exemption for him or her2

he or she is married, and you cannot claim NOT a qualifying person.5
an exemption for him or her

the child lived with you all year, and you a qualifying person.foster child6

can claim an exemption for him or her2

the child lived with you all year, and you NOT a qualifying person.
cannot claim an exemption for him or her

1A person cannot qualify more than one taxpayer to use the head of household filing status for the year.
2If you can claim an exemption for a person only because of a multiple support agreement, that person cannot be a qualifying person.
See Multiple Support Agreement in chapter 3.
3You are related by blood to an uncle or aunt if he or she is the brother or sister of your mother or father. You are related by blood to a
nephew or niece if he or she is the child of your brother or sister.
4This child is a qualifying person even if you cannot claim an exemption for the child.
5This child is a qualifying person if you could claim an exemption for the child except that the child’s other parent claims the exemption
under the special rules for a noncustodial parent discussed under Support Test for Child of Divorced or Separated Parents in chapter 3.
6The term “foster child” is defined under Exemptions for Dependents in chapter 3.
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$4,000 and your brother paid $2,000. Your tion amount (if you do not itemize deductions). you and that child for the entire year, ex-
brother made no other payments toward your This status does not entitle you to file a joint cept for temporary absences. See Tempo-
mother’s support. Your mother had no income. return. rary absences and Keeping Up a Home,
Because you paid more than half the cost of discussed earlier under Head of House-
keeping up your mother’s apartment from Janu- How to file. If you file as qualifying widow(er) hold.
ary 1 until her death, and you can claim an with dependent child, you can use either Form
exemption for her, you can file as a head of 1040A or Form 1040. Indicate your filing status As mentioned earlier, this filing status
household. by checking the box on line 5 of either form. Use is only available for 2 years following

the Married filing jointly column of the Tax Table the year of death of your spouse.CAUTION
!

or Schedule Y–1 of the Tax Rate Schedules to
figure your tax.

Example.  John Reed’s wife died in 2001.Qualifying Widow(er) John has not remarried. During 2002 and 2003,Eligibility rules. You are eligible to file your
he continued to keep up a home for himself and2003 return as a qualifying widow(er) with de-With Dependent Child
his child (for whom he can claim an exemption).pendent child if you meet all of the following
For 2001 he was entitled to file a joint return fortests. If your spouse died in 2003, you can use married
himself and his deceased wife. For 2002 andfiling jointly as your filing status for 2003 if you

1) You were entitled to file a joint return with 2003 he can file as qualifying widower with aotherwise qualify to use that status. The year of
your spouse for the year your spouse died. dependent child. After 2003 he can file as headdeath is the last year for which you can file jointly
It does not matter whether you actuallywith your deceased spouse. See Married Filing of household if he qualifies.
filed a joint return.Jointly, earlier.

You may be eligible to use qualifying 2) You did not remarry before the end of
Death or birth. You may be eligible to file as awidow(er) with dependent child as your filing 2003.
qualifying widow(er) with dependent child if thestatus for 2 years following the year of death of

3) You have a child, stepchild, adopted child, child who qualifies you for this filing status isyour spouse. For example, if your spouse died in
or foster child for whom you can claim an born or dies during the year. You must have2002, and you have not remarried, you may be
exemption. provided more than half of the cost of keeping upable to use this filing status for 2003 and 2004.

a home that was the child’s main home duringThis filing status entitles you to use joint 4) You paid more than half the cost of keep-
the entire part of the year he or she was alive.return tax rates and the highest standard deduc- ing up a home that is the main home for
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or line 39 (Form 1040) by multiplying the total Death of spouse. If your spouse died during
number of exemptions shown in the box on line the year, you can generally claim your spouse’s
6d by $3,050. If your adjusted gross income is exemption under the rules just explained under3. more than $104,625, see Phaseout of Exemp- Joint return and Separate return.
tions, later. If you remarried during the year, you cannot

take an exemption for your deceased spouse.
Useful Items If you are a surviving spouse without grossPersonal
You may want to see: income and you remarry in the year your spouse

died, you can be claimed as an exemption onExemptions and Publication both the final separate return of your deceased
spouse and the separate return of your new

❏ 501 Exemptions, Standard Deduction,
spouse for that year. If you file a joint return withand Filing InformationDependents
your new spouse, you can be claimed as an
exemption only on that return.Form (and Instructions)

❏ 2120 Multiple Support Declaration Divorced or separated spouse. If you ob-Important Changes
tained a final decree of divorce or separate❏ 8332 Release of Claim to Exemption for
maintenance by the end of the year, you cannotExemption amount. The amount you can de- Child of Divorced or Separated
take your former spouse’s exemption. This ruleduct for each exemption has increased from Parents
applies even if you provided all of your former$3,000 in 2002 to $3,050 in 2003.
spouse’s support.

Exemption phaseout. You will lose all or part
of the benefit of your exemptions if your adjusted Exemptions for
gross income is above a certain amount. The Exemptions Dependentsamount at which this phaseout begins depends
on your filing status. For 2003, the phaseout There are two types of exemptions: personal

You are allowed one exemption for each personbegins at $104,625 for married persons filing exemptions and exemptions for dependents.
you can claim as a dependent.separately, $139,500 for unmarried individuals, While each is worth the same amount ($3,050

To claim the exemption for a dependent, you$174,400 for heads of household, and $209,250 for 2003), different rules apply to each type.
must meet all five of the dependency tests,for married persons filing jointly. See Phaseout
discussed later. You can claim an exemption forof Exemptions, later. Personal Exemptions your dependent even if your dependent files a
return.

You are generally allowed one exemption for
If you are entitled to claim an exemp-yourself and, if you are married, one exemption

Introduction tion for a dependent, that dependentfor your spouse. These are called personal ex-
cannot claim his or her own personalemptions. CAUTION

!
This chapter discusses exemptions. The follow-

exemption.
ing topics will be explained.

• Personal exemptions — You generally Your Own Exemption Kidnapped children. You may be eligible to
can take one for yourself and, if you are claim the exemption for a child even if the childYou can take one exemption for yourself unlessmarried, one for your spouse. has been kidnapped. For more information, seeyou can be claimed as a dependent by another

Publication 501.• Exemptions for dependents — You must taxpayer.
meet five exemption tests for each exemp-

Child born alive. If your child was born alivetion you claim. If you are entitled to claim Single persons. If another taxpayer is entitled
during the year, and the dependency tests arean exemption for a dependent, that depen- to claim you as a dependent, you cannot take an
met, you can claim the exemption. This is truedent cannot claim a personal exemption exemption for yourself. This is true even if the
even if the child lived only for a moment. State oron his or her own tax return. other taxpayer does not actually claim your ex-
local law must treat the child as having beenemption.• Phaseout of exemptions — You get less born alive. There must be proof of a live birth

of a deduction when your adjusted gross shown by an official document, such as a birth
income goes above a certain amount. Married persons. If you file a joint return, you certificate.

can take your own exemption. If you file a sepa-• Social security number (SSN) requirement
rate return, you can take your own exemptionfor dependents — You must list the social Stillborn child. You cannot claim an exemp-only if another taxpayer is not entitled to claimsecurity number of any dependent for tion for a stillborn child.you as a dependent.whom you claim an exemption.

Death of dependent. If your dependent died
during the year and otherwise met the depen-Deduction. Exemptions reduce your taxable Your Spouse’s Exemption
dency tests, you can claim the exemption forincome. Generally, you can deduct $3,050 for
your dependent.Your spouse is never considered your depen-each exemption you claim in 2003. But, you may

dent. You may be able to take one exemption forlose the benefit of part or all of your exemption if
Example. Your dependent mother died onyour spouse only because you are married.your adjusted gross income is above a certain

January 15. The five dependency tests are met.amount. See Phaseout of Exemptions, later.
You can claim the exemption for her on yourJoint return. On a joint return you can claim
return.How you claim an exemption.  How you one exemption for yourself and one for your

claim an exemption on your tax return depends spouse.
Housekeepers, maids, or servants. If theseon which form you file.
people work for you, you cannot claim exemp-If you file Form 1040EZ, the exemption Separate return. If you file a separate return,
tions for them.amount is combined with the standard deduction you can claim the exemption for your spouse

amount and entered on line 5. only if your spouse had no gross income and
Child tax credit. You may be entitled to a child If you file Form 1040A or Form 1040, follow was not the dependent of another taxpayer. This
tax credit for each of your qualifying children forthe instructions for the form. The total number of is true even if the other taxpayer does not actu-
whom you can claim an exemption. For moreexemptions you can claim is the total in the box ally claim your spouse’s exemption. This is also
information, see chapter 36.on line 6d. Also complete line 26 (Form 1040A) true if your spouse is a nonresident alien.
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• A son or daughter of your brother or sister. tests are met, you can take the exemption if yourDependency Tests
home is the child’s main home and the child is a• Your father-in-law, mother-in-law,
member of your household for your entire taxThe following five tests must be met for you to son-in-law, daughter-in-law,
year.claim an exemption for a dependent. brother-in-law, or sister-in-law.
Foreign students’ place of residence. For-Any of these relationships that were established1) Member of Household or Relationship eign students brought to this country under aby marriage are not ended by death or divorce.Test. qualified international education exchange pro-
gram and placed in American homes for a tem-2) Citizen or Resident Test. Adoption. Even if your adoption of a child is
porary period generally are not U.S. residentsnot yet final, the child is considered to be your3) Joint Return Test.
and do not meet the citizen or resident test. Youchild if he or she was placed with you for legal

4) Gross Income Test. cannot claim exemptions for them. However, ifadoption by an authorized placement agency.
you provided a home for a foreign student, youThe child also must be a member of your house-5) Support Test.
may be able to take a charitable contributionhold, but does not have to be a member of your
deduction. See Expenses Paid for Student Liv-household for the entire year.
ing With You in chapter 26.If the child was not placed with you by anMember of Household

authorized placement agency, the child willor Relationship Test
meet this test only if he or she was a member of Joint Return Test
your household for your entire tax year.To meet this test, a person must either:

Even if the other dependency tests are met, you
Authorized placement agency. An author- are generally not allowed an exemption for your1) Live with you for the entire year as a mem- ized placement agency includes any person or dependent if he or she files a joint return.ber of your household, or court authorized by state law to place children

for legal adoption.2) Be related to you in one of the ways listed Example. You supported your daughter for
later under Relatives who do not have to the entire year while her husband was in theFoster child. A foster child must live with youlive with you. Armed Forces. The couple files a joint return.as a member of your household for the entire

Even though all the other tests are met, youIf at any time during the year the person was year to qualify as your dependent. For this test, a
cannot take an exemption for your daughter.your spouse, that person cannot be your depen- foster child is one who is in your care that you

dent. However, see Personal Exemptions, ear- care for as your own child. It does not matter Exception. The joint return test does not apply
lier. how the child became a member of the house- if a joint return is filed by the dependent and his

hold. or her spouse merely as a claim for refund andTemporary absences. A person lives with
no tax liability would exist for either spouse onyou as a member of your household even if Cousin. You can claim an exemption for your
separate returns.either (or both) of you are temporarily absent cousin only if he or she lives with you as a

due to special circumstances. Temporary ab- member of your household for the entire year. A
Example. Your son and his wife each hadsences due to special circumstances include cousin is a descendant of a brother or sister of

less than $3,000 of wages and no unearnedabsences because of illness, education, busi- your father or mother.
income. Neither is required to file a tax return.ness, vacation, or military service.
Taxes were taken out of their pay, so they file aJoint return. If you file a joint return, you doIf the person is placed in a nursing home for
joint return to get a refund. You are allowed tonot need to show that a person is related to bothan indefinite period of time to receive constant
take exempt ions for  your  son andyou and your spouse. You also do not need tomedical care, the absence is considered tempo-
daughter-in-law if the other dependency testsshow that a person is related to the spouse whorary.
are met, even though they file a joint return.provides support.

For example, your spouse’s uncle who re-Death or birth. A person who died during the
ceives more than half his support from you mayyear, but was a member of your household until Gross Income Test
be your dependent, even though he does notdeath, will meet the member of household test.
live with you. However, if you and your spouseThe same is true for a child who was born during Generally, you cannot take an exemption for a
file separate returns, your spouse’s uncle canthe year and was a member of your household dependent if that person had gross income of
be your dependent only if he is a member of yourfor the rest of the year. The test is also met if a $3,050 or more for 2003. This test does not
household and lives with you for your entire taxchild would have been a member except for any apply if the person is your child and is either:
year.required hospital stay following birth.

1) Under age 19 at the end of the year, or
Local law violated. A person does not meet

2) A student under age 24 at the end of theCitizen or Resident Testthe member of household test if at any time
year.during your tax year the relationship between

You cannot claim an exemption for a dependentyou and that person violates local law. The exceptions for children under age 19 andunless that person is a U.S. citizen or resident,
students under age 24 are discussed in detailor a resident of Canada or Mexico, for some partRelatives who do not have to live with you. later.of the calendar year in which your tax yearA person related to you in any of the following If you file on a fiscal year basis, the grossbegins. However, there is an exception for cer-ways does not have to live with you for the entire income test applies to the calendar year in whichtain adopted children, as explained next.year as a member of your household to meet your fiscal year begins.

this test. Children’s place of residence. Children usu- Gross income defined. All income in the form
ally are citizens or residents of the country of• Your child, grandchild, great grandchild, of money, property, and services that is not
their parents.etc. (a legally adopted child is considered exempt from tax is gross income.

If you were a U.S. citizen when your childyour child). In a manufacturing, merchandising, or min-
was born, the child may be a U.S. citizen al-

ing business, gross income is the total net sales• Your stepchild. though the other parent was a nonresident alien
minus the cost of goods sold, plus any miscella-

and the child was born in a foreign country. If so,• Your brother, sister, half brother, half sis- neous income from the business.
and the other dependency tests are met, youter, stepbrother, or stepsister. Gross receipts from rental property are gross
can take the exemption. It does not matter if the

income. Do not deduct taxes, repairs, etc., to• Your parent, grandparent, or other direct
child lives abroad with the nonresident alien

determine the gross income from rental prop-ancestor, but not foster parent.
parent.

erty.• Your stepfather or stepmother. Adopted child. If you are a U.S. citizen who Gross income includes a partner’s share of
• A brother or sister of your father or has legally adopted a child who is not a U.S. the gross, not a share of the net, partnership

mother. citizen or resident, and the other dependency income.
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Gross income also includes all unemploy- high schools, colleges, universities, and techni- dependent’s support for the calendar year in
ment compensation and certain scholarship and cal, trade, and mechanical schools. It does not which your fiscal year begins.
fellowship grants. Scholarships received by de- include on-the-job training courses, correspond-

Armed Forces dependency allotments. Thegree candidates that are used for tuition, fees, ence schools, and night schools.
part of the allotment contributed by the govern-supplies, books, and equipment required for
ment and the part taken out of your military payExample. James, 22, attends college as aparticular courses are not included in gross in-
are both considered provided by you in figuringfull-time student. During the summer, Jamescome. For more information about scholarships,
whether you provide more than half of the sup-earned $4,000. If the other dependency testssee chapter 13.
port. If your allotment is used to support personsare met, his parents can take the exemption forTax-exempt income, such as certain social
other than those you name, you can take theJames.security payments, is not included in gross in-
exemptions for them if they otherwise qualify.come. Vocational high school students. People

who work on “co-op” jobs in private industry as aDisabled dependents. For this gross in- Example. You are in the Armed Forces.
part of the school’s prescribed course of class-come test, gross income does not include in- You authorize an allotment for your widowed
room and practical training are consideredcome received by a permanently and totally mother that she uses to support herself and your
full-time students.disabled individual for services performed at a sister. If the allotment provides more than half of

sheltered workshop. The availability of medical their support, you can take an exemption forNight school. Your child is not a full-time
care must be the main reason the individual is at each of them, if they otherwise qualify, evenstudent while attending school only at night.
the workshop. Also, the income must come though you authorize the allotment only for yourHowever, full-time attendance at a school can
solely from activities at the workshop that are mother.include some attendance at night as part of a
incident to this medical care. A sheltered work- full-time course of study. Tax-exempt military quarters allowances.shop is a school operated by certain tax-exempt

These allowances are treated the same way asorganizations, or by a state, a U.S. possession,
dependency allotments in figuring support. TheSupport Testa political subdivision of a state or possession,
allotment of pay and the tax-exempt basic allow-the United States, or the District of Columbia,
ance for quarters are both considered as pro-Generally, you must provide more than half of athat provides special instruction or training de-
vided by you for support.person’s total support during the calendar yearsigned to alleviate the disability of the individual.

to meet the support test. However, there are Tax-exempt income. In figuring a person’s
Child defined. For purposes of the gross in- special rules that apply in the following two situa- total support, include tax-exempt income, sav-
come test, your child is your son, stepson, tions. ings, and borrowed amounts used to support
daughter, stepdaughter, a legally adopted child, that person. Tax-exempt income includes cer-

1) Two or more persons provide support, butor a child who was placed with you by an author- tain social security benefits, welfare benefits,
no one person provides more than half ofized placement agency for your legal adoption. nontaxable life insurance proceeds, Armed
a person’s total support. See Multiple Sup-A foster child who was a member of your house- Forces family allotments, nontaxable pensions,
port Agreement, later.hold for your entire tax year is also considered and tax-exempt interest.

your child. 2) The person supported is the child of di-
vorced or separated parents. See Support Example 1. You provide $4,000 toward

Child under age 19. If your child is under 19 at Test for Child of Divorced or Separated your mother’s support during the year. She has
the end of the year, the gross income test does Parents, later. earned income of $600, nontaxable social se-
not apply. Your child can have any amount of curity benefit payments of $4,800, and tax-ex-
income and you can still claim an exemption if How to determine if test is met. You figure empt interest of $200. She uses all these for her
the other dependency tests, including the sup- whether you have provided more than half of a support. You cannot claim an exemption for your
port test, are met. person’s total support by comparing the amount mother because the $4,000 you provide is not

you contributed to that person’s support with the more than half of her total support of $9,600.
Example. Marie, 18, earned $4,000. Her fa- entire amount of support that person received

ther provided more than half her support. Be- Example 2. Your daughter takes out a stu-from all sources. This includes support the per-
cause Marie is under 19, the gross income test dent loan of $2,500 and uses it to pay her col-son provided from his or her own funds.
does not apply. If the other dependency tests lege tuition. She is personally responsible for theYou may find Table 3–1 helpful in figuring
were met, Marie’s father can claim an exemption loan. You provide $2,000 toward her total sup-whether you provided more than half of a
for her. port. You cannot claim an exemption for yourperson’s support.

daughter because you provide less than half ofStudent under age 24. The gross income test Person’s own funds not used for support. her support.does not apply if your child is a student who is A person’s own funds are not support unless
under age 24 at the end of the calendar year. Social security benefit payments. If athey are actually spent for support.
The other dependency tests must still be met. husband and wife each receive payments that

are paid by one check made out to both of them,Example. Your mother received $2,400 inStudent defined. To qualify as a student,
half of the total paid is considered to be for thesocial security benefits and $300 in interest. Sheyour child must be, during some part of each of 5
support of each spouse, unless they can showpaid $2,000 for lodging and $400 for recreation.calendar months during the calendar year (not
otherwise.She put $300 in a savings account.necessarily consecutive):

If a child receives social security benefits andEven though your mother received a total of
uses them toward his or her own support, the$2,700, she spent only $2,400 for her own sup-1) A full-time student at a school that has a
payments are considered as provided by theport. If you spent more than $2,400 for her sup-regular teaching staff, course of study, and
child.port and no other support was received, youregularly enrolled body of students in at-

have provided more than half of her support.tendance, or Support provided by the state (food
stamps, housing, etc.). Benefits provided byChild’s wages used for own support. You2) A student taking a full-time, on-farm train-
the state to a needy person generally are con-cannot include in your contribution to youring course given by a school described in
sidered support provided by the state. However,child’s support any support that is paid for by the(1) above or a state, county, or local gov-
payments based on the needs of the recipientchild with the child’s own wages, even if you paidernment.
will not be considered as used entirely for thatthe wages.
person’s support if it is shown that part of theFull-time student defined. A full-time stu- Year support is provided. The year you pro- payments were not used for that purpose.dent is a person who is enrolled for the number

vide the support is the year you pay for it, even if
of hours or courses the school considers to be

you do so with borrowed money that you repay Foster care payments and expenses. Pay-
full-time attendance.

in a later year. ments you receive for the support of a foster
School defined.  The term “school” in- If you use a fiscal year to report your income, child from a child placement agency are consid-

cludes elementary schools, junior and senior you must provide more than half of the ered support provided by the agency. Similarly,
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Table 3–1. Worksheet for Determining Support Keep for Your Records

Funds Belonging to the Person You Supported
1) Total funds belonging to the person you supported, including income received (taxable and

nontaxable) and amounts borrowed during the year, plus the amount in savings and other
accounts at the beginning of the year $

2) Amount used for support $

3) Amount used for other purposes $

4) Amount in savings and other accounts at the end of the year $

 (The total of lines 2, 3, and 4 should equal line 1) $

Expenses for Entire Household (where the person you supported lived)
5) Lodging (Complete item a or b)

a) Rent paid $

b) If not rented, show fair rental value of home. If the person you supported owned the
home, include the amount in line 19. $

6) Food $

7) Utilities (heat, light, water, etc. not included in line 5a or 5b) $

8) Repairs (not included in line 5a or 5b) $

9) Other. Do not include expenses of maintaining home, such as mortgage interest, real
estate taxes, and insurance. $

10) Total household expenses (Add lines 5 through 9) $

11) Total number of persons who lived in household

Expenses for the Person You Supported
12) Each person’s part of household expenses (line 10 divided by line 11) $

13) Clothing $

14) Education $

15) Medical, dental $

16) Travel, recreation $

17) Other (specify) $

18) Total cost of support for the year (Add lines 12 through 17) $

Did You Provide More Than Half?
19) Amount the person provided for own support (line 2, plus line 5b if the person you

supported owned the home) $

20) Amount others provided for the person’s support. Include amounts provided by state, local,
and other welfare societies or agencies. Do not include any amounts included on line 1. $

21) Amount you provided for the person’s support (line 18 minus lines 19 and 20) $

 22) 50% of line 18 $

Is line 21 more than line 22?
Yes. You meet the support test for the person. If the other exemption tests are met, you may claim an exemption for
the person.
No. You do not meet the support test for the person. You cannot claim an exemption for the person unless you can
do so under a multiple support agreement. See Multiple Support Agreement in this chapter.
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Figure 3–A. Can You Claim an Exemption for a Dependent?

Was the person either a member of your household for the entire tax
year or related to you? (See Member of Household or Relationship
Test.)

You cannot
claim an
exemption
for this
person.

You can
claim an
exemption
for this
person.5

Start Here

No

Yes

No

Yes

�

�

�

�

� Was the person a U.S. citizen or resident, or a resident of Canada or
Mexico, for any part of the tax year?1

Did the person file a joint return for the year?2

Did you provide more than half the person’s total support for the
year? (If you are a divorced or separated parent of the person, see
Support Test for Child of Divorced or Separated Parents.)3

Did the person have gross income of $3,050 or more during the tax
year?4

Was the person your child? (See Child defined.)

Was your child under 19 at the end of the year?

Was your child under 24 at the end of the year and a full-time
student for some part of each of five months during the year? (See
Student under age 24.)

�

�

�

�

�

�

�

Yes

Yes

No

Yes

Yes

Yes

No

�

�

�

�

No

No

No

No

�

�

Yes

1If the person was your legally adopted child and lived in your home as a member of your household for the entire tax year, answer “yes” to this question.
2If neither the person nor the person’s spouse is required to file a return, but they file a joint return only to claim a refund of tax withheld, answer “no” to this
question.

3Answer “yes” to this question if you meet the multiple support requirements under Multiple Support Agreement.

�

4Gross income for this purpose does not include income received by a permanently disabled individual at a sheltered workshop. See Disabled dependents.
5If your adjusted gross income is more than $104,625, see Phaseout of Exemptions.

payments you receive for the support of a foster If you are in the trade or business of provid- Total Support
child from a state or county are considered sup- ing foster care, your unreimbursed expenses

To figure if you provided more than half of theport provided by the state or county. are not considered support provided by you.
support of a person, you must first determine theIf you are not in the trade or business of Home for the aged. If you make a lump-sum total support provided for that person. Total sup-providing foster care to a child and your un-

advance payment to a home for the aged to take port includes amounts spent to provide food,reimbursed out-of-pocket expenses in caring for
care of your relative for life and the payment is lodging, clothing, education, medical and dentala foster child were mainly to benefit an organiza-
based on that person’s life expectancy, the care, recreation, transportation, and similar ne-tion qualified to receive deductible charitable
amount of support you provide each year is the cessities.contributions, the expenses are deductible as
lump-sum payment divided by the relative’s life

charitable contributions, but are not considered Generally, the amount of an item of supportexpectancy. The amount of support you provide
support you provided. For more information is the amount of the expense incurred in provid-also includes any other amounts that you pro-
about the deduction for charitable contributions, ing that item. For lodging, the amount of supportvided during the year.
see chapter 26. If your unreimbursed expenses is the fair rental value of the lodging.
are not deductible as charitable contributions, Expenses that are not directly related to any
they are considered support you provided. one member of a household, such as the cost of

food for the household, must be divided among
the members of the household.
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Example. Your parents live with you, your total fair rental value of the lodging to be $6,000 Tuition payments and allowances under the
spouse, and your two children in a house you ($3,600 fair rental value of the unfurnished GI Bill. Amounts veterans receive under the
own. The fair rental value of your parents’ share house, $1,800 allowance for the furnishings pro- GI Bill for tuition payments and allowances while
of lodging is $2,000 a year, which includes fur- vided by your parents, and $600 cost of utilities) they attend school are included in total support.
nishings and utilities. Your father receives a of which you are considered to provide $4,200

Example. During the year, your son re-nontaxable pension of $4,200, which he spends ($3,600 + $600).
ceives $2,200 from the government under the GIequally between your mother and himself for Person living in his or her own home. The
Bill. He uses this amount for his education. Youitems of support such as clothing, transporta-

total fair rental value of a person’s home that he
provide the rest of his support — $2,000. Be-tion, and recreation. Your total food expense for

or she owns is considered support contributed
cause GI benefits are included in total support,the household is $6,000. Your heat and utility

by that person.
your son is not your dependent.bills amount to $1,200. Your mother has hospital

Living with someone rent free. If you liveand medical expenses of $600, which you pay
Child care expenses. If you pay someone towith a person rent free in his or her home, youduring the year. Figure your parents’ total sup-
provide child care or disabled dependent care,must reduce the amount you provide for supportport as follows:
you can include these payments in the amountby the fair rental value of lodging he or she
you provided for the support of your child orSupport Provided Father Mother provides you.
disabled dependent, even if you claim a creditFair rental value of lodging $1,000 $1,000 Property. Property provided as support is for the payments. For information on the credit,Pension spent for their measured by its fair market value. Fair market see chapter 34.support . . . . . . . . . . . . . 2,100 2,100 value is the price that property would sell for on

Share of food (1/6 of the open market. It is the price that would be Other support items. Other items may be$6,000) . . . . . . . . . . . . . 1,000 1,000 agreed upon between a willing buyer and a considered as support depending on the facts inMedical expenses for willing seller, with neither being required to act, each case.mother . . . . . . . . . . . . . . 600
and both having reasonable knowledge of theParents’ total support $4,100 $4,700
relevant facts.

You must apply the support test separately Do Not Include in Total SupportCapital expenses. Capital items, such as
to each parent. You provide $2,000 ($1,000 furniture, appliances, and cars, that are bought

The following items are not included in totallodging, $1,000 food) of your father’s total sup- for a person during the year can be included in
support.port of $4,100 — less than half. You provide total support under certain circumstances.

$2,600 to your mother ($1,000 lodging, $1,000 The following examples show when a capital 1) Federal, state, and local income taxes paidfood, $600 medical) — more than half of her item is or is not support. by persons from their own income.total support of $4,700. You meet the support
test for your mother, but not your father. Heat 2) Social security and Medicare taxes paid byExample 1. You buy a $200 power lawn
and utility costs are included in the fair rental persons from their own income.mower for your 13-year-old child. The child is
value of the lodging, so these are not considered given the duty of keeping the lawn trimmed. 3) Life insurance premiums.separately. Because a lawn mower is ordinarily an item you

4) Funeral expenses.buy for personal and family reasons that bene-Lodging defined. If you provide a person with
fits all members of the household, you cannot 5) Scholarships received by your child if yourlodging, you are considered to provide support
include the cost of the lawn mower in the support child is a full-time student.equal to the fair rental value of the room, apart-
of your child.ment, house, or other shelter in which the per- 6) Survivors’ and Dependents’ Educational

son lives. Fair rental value includes a Assistance payments used for support ofExample 2. You buy a $150 television setreasonable allowance for the use of furniture the child who receives them.as a birthday present for your 12-year-old child.and appliances and for heat and other utilities
The television set is placed in your child’s bed-that are provided.
room. You can include the cost of the television Multiple SupportFair rental value defined. This is the set in the support of your child.

amount you could reasonably expect to receive Agreement
from a stranger for the same kind of lodging. It is Example 3. You pay $5,000 for a car and
used instead of actual expenses, such as rent, register it in your name. You and your Sometimes no one provides more than half of
taxes, interest, depreciation, paint, insurance, 17-year-old daughter use the car equally. Be- the support of a person. Instead, two or more
utilities, cost of furniture and appliances, etc. In cause you own the car and do not give it to your persons, each of whom would be able to take
some cases, fair rental value may be equal to daughter but merely let her use it, you cannot the exemption but for the support test, together
the rent paid. include the cost of the car in your daughter’s provide more than half of the person’s support.

total support. However, you can include in yourIf you provide the total lodging, the amount of When this happens, you can agree that any
daughter’s support your out-of-pocket expensessupport you provide is the fair rental value of the one of you who individually provides more than
of operating the car for her benefit.room the person uses, or a share of the fair 10% of the person’s support, but only one, can

rental value of the entire dwelling if the person claim an exemption for that person. Each of the
Example 4. Your 17-year-old son, usinghas use of your entire home. If you do not pro- others must sign a statement agreeing not to

personal funds, buys a car for $4,500. You pro-vide the total lodging, the total fair rental value claim the exemption for that year. The person
vide all the rest of your son’s support — $4,000.must be divided depending on how much of the who claims the exemption must keep these
Since the car is bought and owned by your son,total lodging you provide. If you provide only a signed statements for his or her records. A multi-
the car’s fair market value ($4,500) must bepart and the person supplies the rest, the fair ple support declaration identifying each of the
included in his support. The $4,000 support yourental value must be divided between both of others who agreed not to claim the exemption
provide is less than half of his total support ofyou according to the amount each provides. must be attached to the return of the person
$8,500. You cannot claim an exemption for your claiming the exemption. Form 2120, Multiple
son.Example. Your parents live rent free in a Support Declaration, can be used for this pur-

house you own. It has a fair rental value of pose.Medical insurance premiums. Medical insur-
$5,400 a year furnished, which includes a fair

ance premiums you pay, including premiums for
rental value of $3,600 for the house and $1,800 Example 1. You, your sister, and your two

supplementary Medicare coverage, are in-
for the furniture. This does not include heat and brothers provide the entire support of your

cluded in the support you provide.
utilities. The house is completely furnished with mother for the year. You provide 45%, your
furniture belonging to your parents. You pay Medical insurance benefits. Medical in- sister 35%, and your two brothers each provide
$600 for their utility bills. Utilities are not usually surance benefits, including basic and supple- 10%. Either you or your sister can claim an
included in rent for houses in the area where mentary Medicare benefits, are not part of exemption for your mother. The other must sign
your parents live. Therefore, you consider the support. a statement agreeing not to take an exemption
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for your mother. The one who claims the exemp- custody of the child. This also applies if the ple, alternate years), or for all future years, as
tion must attach a Form 2120 or similar declara- validity of a decree or agreement awarding cus- specified in the declaration. If the exemption is
tion to his or her return and must keep for his or tody is uncertain because of legal proceedings released for more than one year, the original
her records the signed statement from the one pending on the last day of the calendar year. release must be attached to the return of the
agreeing not to take the exemption. Because If the parents are divorced or separated dur- noncustodial parent for the first year of such
neither brother provides more than 10% of the ing the year and had joint custody of the child release, and a copy must be attached for each
support, neither can take the exemption. Your before the separation, the parent who has cus- later year.
brothers do not have to sign a statement. tody for the greater part of the rest of the year is

Divorce decree or separation agreementconsidered to have custody of the child for the
made after 1984. If your divorce decree orExample 2. You and your brother each pro- tax year.
separation agreement was executed after 1984,vide 20% of your mother’s support for the year.
the noncustodial parent does not have to attachThe remaining 60% of her support is provided Example 1. Under the terms of your di-
Form 8332 if both of the following requirementsequally by two persons who are not related to vorce, you have custody of your child for 10
are met.her. She does not live with them. Because more months of the year. Your former spouse has

than half of her support is provided by persons custody for the other 2 months. You and your 1) The decree or agreement is signed by the
who cannot claim an exemption for her, no one former spouse provide the child’s total support. custodial parent and states all of the fol-
can take the exemption. You are considered to have provided more than lowing.

half of the support of the child. However, see
Example 3. Your father lives with you and Exception, later. a) The custodial parent will not claim the

receives 25% of his support from social security, child as a dependent for the year.
40% from you, 24% from his brother, and 11% Example 2. You and your former spouse

b) The noncustodial parent can claim thefrom a friend. Either you or your uncle can take provided your child’s total support for 2003. For
child as a dependent without regardthe exemption for your father if the other signs a the first 8 months of the year, you had custody of
to any condition, such as payment ofstatement agreeing not to. The one who takes your child under your 1995 divorce decree (the
support.the exemption must attach a Form 2120 or a most recent decree at the time). On August 31,

similar declaration to his return and must keep 2003, a new custody decree granted custody to c) The years for which the noncustodial
for his records the signed statement from the your former spouse. Because you had custody parent, rather than the custodial parent,
one agreeing not to take the exemption. for the greater part of the year, you are consid- can claim the child as a dependent.

ered to have provided more than half of your
child’s support, unless the exception described 2) The noncustodial parent attaches a copySupport Test for
next applies. of the following pages of the decree orChild of Divorced or agreement to his or her tax return.
Exception. The noncustodial parent will beSeparated Parents treated as providing more than half of the child’s a) The cover page (write the other
support if: parent’s social security number on thisThe support test for a child of divorced or sepa-

page).rated parents is based on the special rules ex- 1) The custodial parent signs a written decla-
plained here and shown in Figure 3 – B. b) The pages that contain the informationration that he or she will not claim the
However, these special rules apply only if all of shown in item (1).exemption for the child, and the noncus-
the following are true. todial parent attaches this written declara- c) The signature page with the other

tion to his or her return, parent’s signature and the date of the1) The parents are divorced or legally sepa-
agreement.rated under a decree of divorce or sepa- 2) The custodial parent signed a decree or

rate maintenance, or separated under a agreement executed after 1984 that states
written separation agreement, or lived he or she will not claim the exemption for If these requirements are not met, the
apart at all times during the last 6 months the child and that the noncustodial parent noncustodial parent must attach to his
of the calendar year. can claim an exemption for the child with- or her return Form 8332 or a similarCAUTION

!
out regard to any condition, such as pay- statement from the custodial parent releasing2) One or both parents provide more than
ment of support, and the noncustodial the exemption.half of the child’s total support for the cal-
parent attaches to his or her return the

endar year.
documentation described later under Di-

3) One or both parents have custody of the vorce decree or separation agreement Child support. All child support payments ac-
child for more than half of the calendar made after 1984, or tually received from the noncustodial parent are
year.

considered used for the support of the child.3) A decree or agreement executed before
“Child” is defined earlier under Gross Income 1985 provides that the noncustodial parent

Example. The noncustodial parent providesTest. is entitled to the exemption, and he or she
$1,200 for the child’s support. This amount isprovides at least $600 for the child’s sup-This discussion does not apply if the support
considered support provided by the noncus-port during the year, unless the pre-1985of the child is determined under a multiple sup-
todial parent even if the $1,200 was actuallydecree or agreement is modified afterport agreement, discussed earlier.
spent on things other than support.1984 to specify that this provision will not

General rule. The parent who has custody of apply. Paid in a later year. If you fail to pay child
the child for the greater part of the year (the support in the year it is due, but pay it in a later
custodial parent) is generally treated as the Noncustodial parent. The noncustodial year, your payment of the overdue amount is not
parent who provides more than half of the child’s parent is the parent who has custody of the child considered paid for the support of your child,
support. It does not matter whether the custodial for the shorter part of the year or who does not either for the year the payment was due or for
parent actually provided more than half of the have custody at all. the year it is paid. It is payment of an amount you
support. owed to the custodial parent, but it is not consid-Written declaration. The custodial parent

ered paid by you for the support of your child.Custody. Custody is usually determined by may use either Form 8332 or a similar state-
the terms of the most recent decree of divorce or ment (containing the same information required

Example. You owed but failed to pay childseparate maintenance, or a later custody de- by the form) to make the written declaration to
support last year. This year, you pay all of thecree. If there is no decree, use the written sepa- release the exemption to the noncustodial par-
amount owed from last year and the full amountration agreement. If neither a decree nor ent. The noncustodial parent must attach the
due for this year. Your payment of this year’sagreement establishes custody, then the parent form or statement to his or her tax return.
child support counts as your support for thiswho has the physical custody of the child for the The exemption can be released for a single
year, but your payment of the amount owed fromgreater part of the year is considered to have year, for a number of specified years (for exam-
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Figure 3–B. Support Test for Children of Divorced or Separated Parents

Are the parents divorced or
legally separated, separated
under a written agreement, or
did they live apart the last 6
months of the year?

Did the custodial parent
sign a decree or
agreement executed after
1984 releasing the
exemption?

Start Here

No

Yes

�

�

�

Did one or both parents
furnish over half of the child’s
total support?

Is the child in the custody of
one or both parents for more
than half of the year?

Did the custodial parent sign
a Form 8332 or similar
statement releasing the
exemption?

�

�

�

Yes

Yes

Yes

�

�
No

No

�

�

YesDid any one person
provide over half of the
child’s total support?

The person who provided over
half of the child’s support meets
the support test.

Is there a decree or
agreement executed
before 1985 (and not
modified after 1984)
that entitles the
noncustodial parent to
the exemption?

Did the noncustodial
parent provide at least
$600 of the child’s
support during the
year?

No
�

�

�

No

No

�

No

Yes

Yes

�

�

�
No

Yes

See Multiple Support
Agreement.

The custodial parent meets the
support test.

The noncustodial parent meets
the support test.

�

No
�

Yes

Is the noncustodial parent
attaching the signed form
or other required
documentation to his or
her return?
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Single . . . . . . . . . . . . . . . . . 139,500last year does not count as support either for this No social security number. If a person for
Head of household . . . . . . . . .  174,400year or for last year. whom you expect to claim an exemption on your
Married filing jointly . . . . . . . .  209,250 return does not have an SSN, either you or thatThird-party support. Support provided by a Qualifying widow(er) . . . . . . . .  209,250 person should apply for an SSN as soon as

third party for a divorced or separated parent is
possible by filing Form SS–5, Application for aIf your AGI exceeds the level for your filingnot included as support provided by that parent.
Social Security Card, with the Social Securitystatus, use the Deduction for Exemptions Work-However, see Remarried parent, later.
Administration (SSA). Information about apply-sheet in the instructions for Form 1040 to figure
ing for an SSN and Form SS–5 is available atthe amount of your deduction for exemptions.Example. You are divorced. During the en-
your local SSA office.You must reduce the dollar amount of yourtire year, you and your child live with your

 It usually takes about 2 weeks to get anexemptions by 2% for each $2,500, or part ofmother in a house she owns. The fair rental
SSN. If you do not have a required SSN by the$2,500 ($1,250 if you are married filing sepa-value of the lodging provided by your mother for
filing due date, you can file Form 4868 for anrately), that your AGI exceeds the amountyour child is $3,000. The home provided by your
extension of time to file.shown above for your filing status. If your AGImother is not included in the amount of support

exceeds the amount shown by more thanyou provide. Born and died in 2003.   If your child was
$122,500 ($61,250 if married filing separately), born and died in 2003, and you do not have anRemarried parent. If you remarry, the sup- the amount of your deduction for exemptions is SSN for the child, you may attach a copy of theport provided by your new spouse is treated as reduced to zero. child’s birth certificate instead. If you do, enterprovided by you.

“DIED” in column (2) of line 6c of your Form
1040 or Form 1040A.   Example. You have two children from a for-

mer marriage who live with you. You have re- Taxpayer identification numbers for aliens.
married and are living in a home owned by your If your dependent is a resident or nonresidentSocial Securitynew spouse. The fair rental value of the home alien who does not have and is not eligible to get
provided to the children by your new spouse is an SSN, the IRS will issue your dependent anNumbers fortreated as provided by you. individual taxpayer identification number (ITIN)

instead of an SSN. Write the number in columnHome jointly owned. If you and your former Dependents (2) of line 6c of your Form 1040 or Form 1040A.spouse have the right to use and live in the
To apply for an ITIN, use Form W–7, Applica-home, each of you is considered to provide half You must list the social security number (SSN) tion for IRS Individual Taxpayer Identificationof your child’s lodging. However, if the divorce of any person for whom you claim an exemption Number.decree gives only you the right to use and live in in column (2) of line 6c of your Form 1040 or It usually takes about 4 to 6 weeks to get anthe home, you are considered to provide your Form 1040A. ITIN.child’s entire lodging. It does not matter if the

If you do not list the dependent’s SSNlegal title to the home remains in the names of Taxpayer identification numbers for
when required or if you list an incorrectboth parents. adoptees. If you have a child who was placed
SSN, the exemption may be disal-CAUTION

!
with you by an authorized placement agency,

lowed. you may be able to claim an exemption for the
child. However, if you cannot get an SSN or an

Note. If your dependent does not have and ITIN for the child, you must get an adoptionPhaseout of
cannot get an SSN, you must list the individual taxpayer identification number (ATIN) for the
taxpayer identification number (ITIN) or adop- child from the IRS. See Form W–7A, Applica-Exemptions
tion taxpayer identification number (ATIN) in- tion for Taxpayer Identification Number for
stead of an SSN. See Taxpayer identification Pending U.S. Adoptions, for details.The amount you can claim as a deduction for
numbers for aliens or Taxpayer identificationexemptions is phased out once your adjusted
numbers for adoptees, later.gross income (AGI) goes above a certain level

for your filing status. These levels are as follows:

AGI Level
Which

Reduces
Exemption

Filing Status Amount

Married filing separately . . . . . $ 104,625
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Final ReturnPersonal
4. for the DecedentRepresentative

The same filing requirements that apply to indi-A personal representative of an estate is an
viduals determine if a final income tax returnexecutor, administrator, or anyone who is inDecedents must be filed for the decedent. Filing require-charge of the decedent’s property.
ments are discussed in chapter 1.

Executor. Generally, an executor (or execu- Filing to get a refund. A return should be filed
trix) is named in a decedent’s will to administerImportant Reminders to obtain a refund if tax was withheld from sala-
the estate (property and debts left by the dece- ries, wages, pensions, or annuities, or if esti-
dent) and distribute properties as the decedent mated tax was paid, even if a return is notEstate tax return. Generally, if the decedent
has directed. required to be filed. See Claiming a refund, later.died during 2003, an estate tax return (Form

Also, the decedent may be entitled to other cred-706) must be filed if the gross estate is more Administrator. An administrator (or adminis- its that result in a refund. See chapters 38 andthan $1,000,000. tratrix) is usually appointed by the court if no will 39 for additional information on refundable cred-
exists, if no executor was named in the will, or ifEstate tax repeal. The estate tax is repealed its and see chapter 36 for information on the
the named executor cannot or will not serve.for decedents dying after 2009. child tax credit.

Personal representative. In general, an ex- Determining income and deductions. TheConsistent treatment of estate items. Bene-
ecutor and an administrator perform the same method of accounting regularly used by the de-ficiaries must generally treat estate items the
duties and have the same responsibilities. Be- cedent before death generally determines whatsame way on their individual returns as they are
cause a personal representative for a income you must include and what deductionstreated on the estate’s return. For more informa-
decedent’s estate can be an executor, adminis- you can take on the final return. Generally, indi-tion, see How and When To Report under Distri-
trator, or anyone in charge of the decedent’s viduals use one of two methods of accounting:butions to Beneficiaries From an Estate in
property, the term personal representative will cash or accrual.Publication 559, Survivors, Executors, and Ad-
be used throughout this chapter.ministrators. Cash method. If the decedent used the

The surviving spouse may or may not be the cash method of accounting, include only the
personal representative, depending on the items of income actually or constructively re-
terms of the decedent’s will or the court appoint- ceived before death and deduct only the ex-
ment. penses the decedent paid before death. For anIntroduction

exception for certain medical expenses not paid
This chapter discusses the tax responsibilities of before death, see Decedent in chapter 23.Duties
the person who is in charge of the property

Accrual method. If the decedent used anThe primary duties of a personal representative(estate) of an individual who has died (dece-
accrual method of accounting, report only thoseare to collect all of the decedent’s assets, paydent). It also covers the following topics.
items of income that the decedent accrued, orthe creditors, and distribute the remaining as-
earned, before death. Deduct those expenses• Filing the decedent’s final return. sets to the heirs or other beneficiaries.
the decedent was liable for before death, re-

The personal representative also must per-• Tax effects on survivors. gardless of whether the expenses were paid.
form the following duties.

Additional information. For more informa-This chapter does not discuss the require-
1) Notify the IRS (as discussed below) that tion on the cash and accrual methods, see Ac-ments for filing an income tax return of an estate

he or she is acting as the personal repre- counting Methods in chapter 1.(Form 1041). For information on Form 1041, see
sentative.Income Tax Return of an Estate—Form 1041 in Who must file the return? The personal rep-

Publication 559. This chapter also does not dis- 2) File any income tax and estate tax return resentative (defined earlier) must file the final
cuss the requirements for filing an estate tax when due. (See Final Return for the Dece- income tax return (Form 1040) of the decedent
return (Form 706). For information, see Form dent, later.) for the year of death and any returns not filed for
706 and its instructions. preceding years. A surviving spouse, under cer-3) Pay any tax determined up to the date of

tain circumstances, may have to file the returnsdischarge from duties.
for the decedent. See Joint return, later.Useful Items

4) Provide the payers of any interest and divi-You may want to see:
dends the name(s) and identification Example. Samantha Smith died on March
number(s) of the new owner(s). (See Inter- 21, 2003, before filing her 2002 tax return. HerPublication
est and Dividend Income (Forms 1099), personal representative must file her 2002 re-

❏ 559 Survivors, Executors, and later.) turn by April 15, 2003. Her final tax return is due
Administrators April 15, 2004.For more information on the duties and re-

sponsibilities of the personal representative, see Filing the return. The word “DECEASED,”Form (and Instructions)
Duties under Personal Representative in Publi- the decedent’s name, and the date of death

❏ 56 Notice Concerning Fiduciary cation 559. should be written across the top of the tax return.
Relationship In the name and address space, you should

Notifying the IRS. If you are appointed to act write the name and address of the decedent
❏ 1310 Statement of Person Claiming in any fiduciary capacity for another, you must and, if a joint return, of the surviving spouse. If aRefund Due a Deceased Taxpayer file a written notice with the IRS stating this. joint return is not being filed, the decedent’s

Form 56 can be used for this purpose. The❏ 4810 Request for Prompt Assessment name should be written in the name space and
instructions and other requirements are given onUnder Internal Revenue Code the personal representative’s name and ad-
the back of the form.Section 6501(d) dress should be written in the remaining space.
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Example. John Stone died in early 2003. He Service Center for the place where you live. A For example, a Form 1099– INT reporting
was survived by his wife Jane. The top of their interest payable to the decedent may includetax return for a decedent can be electronically
final joint return on Form 1040, which includes income that should be reported on the final in-filed.
the required information, is illustrated on the come tax return of the decedent, as well as
next page. income that the estate or other recipient shouldJoint return. Generally, the personal repre-

report, either as income earned after death or assentative and the surviving spouse can file aSigning the return. If a personal representa- income in respect of the decedent (discussedjoint return for the decedent and the survivingtive has been appointed, that person must sign later). For income earned after death, youspouse. However, the surviving spouse alonethe return. If it is a joint return, the surviving should ask the payer for a Form 1099 that prop-can file the joint return if no personal representa-spouse must also sign it. erly identifies the recipient (by name and identifi-tive has been appointed before the due date forIf no personal representative has been ap- cation number) and the proper amount. If that isfiling the joint return for the year of death. Thispointed, the surviving spouse (on a joint return) not possible, or if the form includes an amountalso applies to the return for the preceding yearshould sign the return and write in the signature that represents income in respect of the dece-if the decedent died after the close of the pre-area “Filing as surviving spouse.” See Joint re- dent, report the interest, as shown next underceding tax year and before filing the return forturn, later. How to report.that year. The income of the decedent that wasIf no personal representative has been ap- See U.S. savings bonds acquired from dece-includible on his or her return for the year up topointed and if there is no surviving spouse, the dent in Publication 559 for information on sav-the date of death (as explained under Determin-person in charge of the decedent’s property ings bond interest that may have to be reporteding income and deductions, earlier) and the in-must file and sign the return as “personal repre- on the final return.come of the surviving spouse for the entire yearsentative.”
must be included in the final joint return. How to report. If you are preparing the

Example. Assume in the previous example A joint return with the decedent cannot be decedent’s final return and you have received a
that no personal representative has been ap- filed for the year of death if the surviving spouse Form 1099– INT for the decedent that includes
pointed. The bottom of the final joint return, remarried before the end of the year of the amounts belonging to the decedent and to an-
which shows that Jane is filing the return as the decedent’s death. The filing status of the dece- other recipient (the decedent’s estate or another
surviving spouse, is illustrated on the next page. dent in this instance is married filing separate beneficiary), report the total interest shown on

return. Form 1099– INT on Schedule 1 (Form 1040A) orThird party designee. You can check the Yes
on Schedule B (Form 1040). Next, enter a sub-box in the Third Party Designee area of the Personal representative may revoke joint
total of the interest shown on Forms 1099 andreturn to authorize the IRS to discuss the return return election. A court-appointed personal
the interest reportable from other sources forwith a friend, family member, or any other per- representative may revoke an election to file a which you did not receive Forms 1099. Then,son you choose. This allows the IRS to call the joint return that was previously made by the show any interest (including any interest youperson you identified as the designee to answer surviving spouse alone. This is done by filing a receive as a nominee) belonging to another re-any questions that may arise during the separate return for the decedent within one year cipient separately and subtract it from the sub-processing of the return. It also allows the desig- from the due date of the return (including any total. Identify this adjustment as a “Nomineenee to perform certain actions. See your income extensions). The joint return made by the surviv- Distribution” or other appropriate designation.tax package for details. ing spouse will then be regarded as the separate Report dividend income for which you re-

return of that spouse by excluding theClaiming a refund. Generally, a person who ceived a Form 1099–DIV, Dividends and Distri-
decedent’s items and refiguring the tax liability.is filing a return for a decedent and claiming a butions, on the appropriate schedule using the

refund must file Form 1310 with the return. How- same procedure.Relief from joint liability. In some cases,
ever, if the person claiming the refund is a sur- one spouse may be relieved of joint liability for
viving spouse filing a joint return with the Note. If the decedent received amounts as atax, interest, and penalties on a joint return for
decedent, or a court-appointed or certified per- nominee, you must give the actual owner a Formitems of the other spouse that were incorrectly
sonal representative filing an original return for 1099, unless the owner is the decedent’sreported on the joint return. If the decedent qual-
the decedent, Form 1310 is not needed. The spouse. See General Instructions for Formsified for this relief while alive, the personal repre-
personal representative must attach to the re- 1099, 1098, 5498, and W–2G, for more infor-sentative can pursue an existing request, or file
turn a copy of the court certificate showing that mation on filing forms 1099.a request, for relief from joint liability. For infor-
he or she was appointed the personal represen- mation on requesting this relief, see Filing a
tative. Joint Return in chapter 2.

If the personal representative is filing a claim Accelerated Death Benefits
for refund on Form 1040X, Amended U.S. Indi-

Accelerated death benefits are amounts re-How To Reportvidual Income Tax Return, or Form 843, Claim
ceived under a life insurance contract before thefor Refund and Request for Abatement, and the Certain Income
death of the insured individual. These benefitscourt certificate has already been filed with the
also include amounts received on the sale orIRS, attach Form 1310 and write “Certificate This section explains how to report certain types
assignment of the contract to a viatical settle-Previously Filed” at the bottom of the form. of income on the final return. The rules on in-
ment provider.come discussed in the other chapters of this

Generally, if the decedent received acceler-Example. Mr. Green died before filing his publication also apply to a decedent’s final re-
ated death benefits either on his or her own lifetax return. You were appointed the personal turn. See chapters 6 through 17, if they apply.
or on the life of another person, those benefitsrepresentative for Mr. Green’s estate and you
are not included in the decedent’s income. Thisfile his Form 1040 showing a refund due. You do
exclusion applies only if the insured was a termi-not need Form 1310 to claim the refund if you Interest and Dividend Income
nally or chronically ill individual. For more infor-attach a copy of the court certificate showing you (Forms 1099) mation, see Accelerated death benefits underwere appointed the personal representative.
Gifts, Insurance, and Inheritances in PublicationA Form 1099 should be received for the dece-When and where to file. The final income tax 559.dent reporting interest and dividends earnedreturn is due at the same time the decedent’s

before death. These amounts must be includedreturn would have been due had death not oc-
on the decedent’s final return. A separate Formcurred. The final return for a decedent who was Business Income1099 should show the interest and dividendsa calendar year taxpayer is generally due April
earned after the date of the decedent’s death15 following the year death occurred. However, This section discusses some of the business
and paid to the estate or other recipient thatwhen the due date falls on a Saturday, Sunday, income which may have to be included on the
must include those amounts on its return. Youor legal holiday, the return is filed timely if filed final return.
can request corrected Forms 1099 if theseby the next business day.
forms do not properly reflect the right recipient orGenerally, you must file the final income tax Partnership income. The death of a partner
amounts.return of the decedent with the Internal Revenue closes the partnership’s tax year for that partner.
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DECEASED FEBRUARY 28, 2003JOHN S. STONE

765 00 4321

123 00 4567
I
R
S

CAR-RT SORT**CR01

LP S29 30

JOHN S & JANE M STONE

1992 OAK ST 103

SHERIDAN WY 82801

Jane M. Stone 4/1/04 Engineer

�

Filing as surviving spouse

Department of the Treasury—Internal Revenue Service1040 U.S. Individual Income Tax Return
OMB No. 1545-0074For the year Jan. 1–Dec. 31, 2003, or other tax year beginning , 2003, ending , 20

Your social security number

(See
instructions
on page 19.)

L
A
B
E
L

H
E
R
E

Spouse’s social security number

Use the IRS
label.
Otherwise,
please print
or type.

Presidential
Election Campaign

1 Single
Filing Status Married filing jointly (even if only one had income)2

Fo
rm

�

Label

IRS Use Only—Do not write or staple in this space.

Head of household (with qualifying person). (See page 20.) If
the qualifying person is a child but not your dependent, enter

� �Important!

NoYes
Note. Checking “Yes” will not change your tax or reduce your refund.
Do you, or your spouse if filing a joint return, want $3 to go to this fund? �

You must enter
your SSN(s) above.

YesNo

SpouseYou

(See page 19.)

(99)

4

2003

Under penalties of perjury, I declare that I have examined this return and accompanying schedules and statements, and to the best of my knowledge and
belief, they are true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.Sign

Here
DateYour signature

Keep a copy
for your
records.

DateSpouse’s signature. If a joint return, both must sign.

Preparer’s SSN or PTINDatePreparer’s
signature

Check if
self-employed

Paid
Preparer’s
Use Only

Firm’s name (or
yours if self-employed),
address, and ZIP code

EIN

Phone no.

�
�

�

Your occupation
Joint return?
See page 20.

Daytime phone number

( )

Spouse’s occupation

( )

Form 1040 (2003)

Designee’s
name �

Do you want to allow another person to discuss this return with the IRS (see page 58)?Third Party
Designee Phone

no. � ( )

Yes. Complete the following. No

Personal identification
number (PIN) �

Generally, it does not close the partnership’s tax Self-employment income. Include self-em- individual with special needs. This includes an
individual who because of a physical, mental, oryear for the remaining partners. The decedent’s ployment income actually or constructively re-
emotional condition (including a learning disabil-distributive share of partnership items must be ceived or accrued, depending on the decedent’s
ity) requires additional time to complete his orfigured as if the partnership’s tax year ended on accounting method. For self-employment tax
her education.the date the partner died. To avoid an interim purposes only, the decedent’s self-employment

closing of the partnership books, the partners For more information on Coverdell ESAs,income will include the decedent’s distributive
can agree to estimate the decedent’s distributive see Publication 970, Tax Benefits for Education.share of a partnership’s income or loss through
share by prorating the amounts the partner the end of the month in which death occurred.
would have included for the entire partnership For this purpose, the partnership income or loss
tax year. Archer MSAis considered to be earned ratably over the

On the decedent’s final return, include the partnership’s tax year. For more information on
The treatment of an Archer MSA or adecedent’s distributive share of partnership how to compute self-employment income, see
Medicare+Choice MSA, at the death of the ac-items for the following periods. Publication 533, Self-Employment Tax.
count holder, depends on who acquires the in-
terest in the account. If the decedent’s estate1) The partnership’s tax year that ended
acquires the interest, the fair market value of thewithin or with the decedent’s final tax year Coverdell Education Savings
assets in the account on the date of death is(the year ending on the date of death). Account (ESA) included in income on the decedent’s final re-

2) The period, if any, from the end of the turn.Generally, the balance in a Coverdell ESA mustpartnership’s tax year in (1) to the If a beneficiary acquires the interest, see thebe distributed within 30 days after the individualdecedent’s date of death. discussion under Income in Respect of the De-for whom the account was established reaches
cedent, later. For more information on Archerage 30, or dies, whichever is earlier. The treat-
MSAs, see Publication 969, Medical SavingsS corporation income. If the decedent was a ment of the Coverdell ESA at the death of an
Accounts (MSAs).shareholder in an S corporation, include on the individual under age 30 depends on who ac-

final return the decedent’s share of the S quires the interest in the account. If the
corporation’s items of income, loss, deduction, Exemptions, Deductions,decedent’s estate acquires the interest, the
and credit for the following periods. earnings on the account must be included on the and Credits

final income tax return of the decedent. If a
1) The corporation’s tax year that ended beneficiary acquires the interest, see the discus- Generally, the rules for exemptions, deductions,within or with the decedent’s final tax year sion under Income in Respect of the Decedent, and credits allowed to an individual also apply to(the year ending on the date of death). later. the decedent’s final income tax return. Show on

The age 30 limit does not apply if the individ-2) The period, if any, from the end of the the final return deductible items the decedent
corporation’s tax year in (1) to the ual for whom the account was established, or paid (or accrued, if the decedent reported de-
decedent’s date of death. the beneficiary that acquires the account, is an ductions on an accrual method) before death.

Chapter 4 Decedents Page 39



Page 42 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Tax withheld and estimated payments.Exemptions How To Report
There may have been income tax withheld from

You can claim the decedent’s personal exemp- Income in respect of a decedent must be in-the decedent’s pay, pensions, or annuities
cluded in the income of one of the following.tion on the final income tax return. If the dece- before death, and the decedent may have paid

dent was another person’s dependent (for estimated income tax. To get credit for these tax • The decedent’s estate, if the estate re-example, a parent’s), you cannot claim the per- payments, you must claim them on the
ceives it.sonal exemption on the decedent’s final return. decedent’s final return. For more information,

• The beneficiary, if the right to income issee Credit for Withholding and Estimated Tax in
passed directly to the beneficiary and thechapter 5.

Standard Deduction beneficiary receives it.

• Any person to whom the estate properlyIf you do not itemize deductions on the final
distributes the right to receive it.return, the full amount of the appropriate stan-

Tax Effect on Othersdard deduction is allowed regardless of the date
of death. For information on the appropriate If you have to include income in re-

This section contains information about the ef-standard deduction, see chapter 22. spect of the decedent in your gross
fect of an individual’s death on the income tax income and an estate tax return was

TIP

liability of the survivors (including the widow or filed for the decedent, you may be able to claim
widower and any beneficiaries) and the estate.Itemized Deductions a deduction for the estate tax paid on that in-
A survivor should coordinate the filing of his or come. For more information, see Publication

If the total of the decedent’s itemized deductions her own tax return with the personal representa- 559.
is more than the decedent’s standard deduction, tive handling the decedent’s estate. The per-
the federal income tax will generally be less if sonal representative can coordinate filing Example 1. Frank Johnson owned and op-you claim itemized deductions on the final re- status, exemptions, income, and deductions so erated an apple orchard. He used the cashturn. See chapters 23 through 30 for the types of that the decedent’s final return and the income method of accounting. He sold and deliveredexpenses that are allowed as itemized deduc- tax returns of the survivors and the estate are all 1,000 bushels of apples to a canning factory fortions. filed correctly. $2,000, but did not receive payment before his

death. The proceeds from the sale are income in
Medical expenses. Medical expenses paid respect of the decedent. When the estate wasGifts and inheritances. Property received asbefore death by the decedent are deductible, settled, payment had not been made and thea gift, bequest, or inheritance is not included insubject to limits, on the final income tax return if estate transferred the right to the payment to hisyour income. However, if property you receive indeductions are itemized. This includes ex- widow. When Frank’s widow collects the $2,000,this manner later produces income, such aspenses for the decedent as well as for the she must include that amount in her return. It isinterest, dividends, or rent, that income is tax-decedent’s spouse and dependents. not to be reported on the final return of theable to you. If the gift, bequest, or inheritance

decedent or on the return of the estate.Qualified medical expenses are not de- you receive is the income from property, that
ductible if paid with a tax-free distribu- income is taxable to you.

Example 2. Assume the same facts as intion from an Archer MSA.CAUTION
!

If you inherited the right to receive income in Example 1, except that Frank used an accrual
For information on certain medical expenses respect of the decedent, see Income in Respect method of accounting. The amount accrued

that were not paid before death, see Decedent in of the Decedent, later. from the sale of the apples would be included on
chapter 23. his final return. Neither the estate nor the widow

will realize income in respect of the decedentJoint return by surviving spouse. A surviv-
Unrecovered investment in pension. If the when the money is later paid.ing spouse can file a joint return for the year of
decedent was receiving a pension or annuity

death and may qualify for special tax rates for
(with an annuity starting date after 1986) and Example 3. Cathy O’Neil was entitled to athe following 2 years. For more information, see
died without a surviving annuitant, you can take large salary payment at the date of her death.Qualifying Widow(er) With Dependent Child in
a deduction on the decedent’s final return for the The amount was to be paid in five annual install-chapter 2.
amount of the decedent’s investment in the pen- ments. The estate, after collecting two install-
sion or annuity contract that remained unrecov- ments, distributed the right to the remaining
ered at death. The deduction is a miscellaneous Decedent as your dependent. If the dece- installments to you, the beneficiary. The pay-
itemized deduction that is not subject to the 2% dent qualified as your dependent for the part of ments are income in respect of the decedent.
limit on adjusted gross income. See chapter 30. the year before death, you can claim the exemp- None of the payments were includible in Cathy’s

tion for the dependent on your tax return, regard- final return. The estate must include in its in-
less of when death occurred during the year. come the two installments it received, and you

Deduction for Losses must include in your income each of the threeIf the decedent was your qualifying child, you
installments as you receive them.may be able to claim the child tax credit. SeeA decedent’s net operating loss deduction from

chapter 36.a prior year and any capital losses (including Transferring your right to income. If you
capital loss carryovers) can be deducted only on transfer your right to income in respect of a
the decedent’s final income tax return. A net Income in Respect decedent, you must include in your income the
operating loss on the decedent’s final income greater of:of the Decedent
tax return can be carried back to prior years (see

• The amount you receive for the right, orPublication 536, Net Operating Losses (NOLs) All income that the decedent would have re-
for Individuals, Estates, and Trusts). You cannot ceived had death not occurred and that was not • The fair market value of the right at the
deduct any unused net operating loss or capital properly includible on the final return, discussed time of the transfer.
loss on the estate’s income tax return. earlier, is income in respect of the decedent.

Fair market value (FMV). FMV is the priceIf the decedent is a specified terrorist
at which the property would change hands be-victim (see Publication 3920, Tax Re-Credits tween a buyer and a seller, neither having to buylief for Victims of Terrorist Attacks), anyCAUTION

!
or sell, and both having reasonable knowledgeincome received after the date of death andAny of the tax credits discussed in this publica-
of all necessary facts.before the end of the decedent’s tax year (deter-tion also apply to the final return if the decedent

mined without regard to death) is excluded fromwas eligible for the credits at the time of death. Giving your right to income as a gift. If
the recipient’s gross income. This exclusionThese credits are discussed in chapters 34 you give your right to receive income in respect
does not apply to certain income.through 39. of a decedent as a gift, you must include in your

Page 40 Chapter 4 Decedents



Page 43 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

income the fair market value of the right at the the balance in the IRA at Greg’s death, including Archer MSA. If the decedent’s spouse is the
time you make the gift. the income earned before death, is income in designated beneficiary of the account, the ac-

respect of the decedent. count becomes that spouse’s Archer MSA. It isType of income. The character or type of in-
For more information on inherited IRAs, see subject to the rules discussed in Publicationcome that you receive in respect of a decedent

Publication 590, Individual Retirement Arrange- 969.is the same as it would be to the decedent if he
ments (IRAs). Any other beneficiary (including a spouseor she were alive. If the income would have been

that is not the designated beneficiary) must in-a capital gain to the decedent, it will be a capital Roth IRAs. Qualified distributions from a Roth
clude in income the fair market value of thegain to you. IRA are not subject to tax. A distribution made to
assets in the account on the decedent’s date ofa beneficiary or to the Roth IRA owner’s estateInherited IRAs. If a beneficiary receives a
death. This amount must be reported for theon or after the date of death is a qualified distri-lump-sum distribution from a traditional IRA he
beneficiary’s tax year that includes thebution if it is made after the 5-year tax periodor she inherited, all or some of it may be taxable.
decedent’s date of death. The amount includedbeginning with the first tax year in which a contri-The distribution is taxable in the year received
in income is reduced by any qualified medicalbution was made to any Roth IRA of the owner.as income in respect of a decedent up to the
expenses for the decedent that are paid by thedecedent’s taxable balance. This is the Part of any distribution to a beneficiary that is
beneficiary within 1 year after the decedent’sdecedent’s balance at the time of death, includ- not a qualified distribution may be includible in
date of death.ing unrealized appreciation and income accrued the beneficiary’s income. Generally, the part in-

to date of death, minus any basis (nondeductible cludible is the earnings in the Roth IRA. Earn-
Other income. For examples of other incomecontributions). Amounts distributed that are ings attributable to the period ending with the

more than the decedent’s entire IRA balance decedent’s date of death are income in respect situations concerning decedents, see Specific
(including taxable and nontaxable amounts) at of the decedent. Additional earnings are the Types of Income in Respect of a Decedent in
the time of death are the income of the benefi- income of the beneficiary. Publication 559.
ciary. For more information on Roth IRAs, see

If the beneficiary of a traditional IRA is the Publication 590. Deductions in Respectdecedent’s surviving spouse who properly rolls
Coverdell education savings account (ESA).over the distribution into another traditional IRA, of the Decedent
If the decedent’s spouse or other family memberthe distribution is not currently taxed. A surviving

Items such as business expenses, income-pro-is the designated beneficiary of the decedent’sspouse can also roll over tax free the taxable
account, the Coverdell ESA becomes that ducing expenses, interest, and taxes, for whichpart of the distribution into a qualified plan, sec-
person’s Coverdell ESA. It is subject to the rulestion 403(b) annuity, or section 457 plan. the decedent was liable but that are not properly
discussed in Publication 970. allowable as deductions on the decedent’s final

Example. At the time of his death, Greg Any other beneficiary (including a spouse or income tax return will be allowed as a deduction
owned a traditional IRA. All of the contributions family member who is not the designated benefi- to one of the following when paid.
by Greg to the IRA had been deductible contri- ciary) must include in income the earnings por-

• The estate.butions. Greg’s nephew, Mark, was the sole tion of the distribution. Any balance remaining at
beneficiary of the IRA. The entire balance of the the close of the 30-day period is deemed to be • The person who acquired an interest in
IRA, including income accruing before and after distributed at that time. The amount included in the decedent’s property (subject to such
Greg’s death, was distributed to Mark in a lump income is reduced by any qualified education obligations) because of the decedent’s
sum. Mark must include the total amount re- expenses of the decedent that are paid by the death, if the estate was not liable for the
ceived in his income. The portion of the beneficiary within 1 year after the decedent’s obligation.
lump-sum distribution that equals the amount of date of death.
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only income tax, but self-employment tax Salaries and Wages
and alternative minimum tax as well.

Income tax is withheld from the pay of most5. This chapter explains both of these methods. employees. Your pay includes your regular pay,
In addition, it explains the following. bonuses, commissions, and vacation al-

lowances. It also includes reimbursements and• Credit for withholding and estimated other expense allowances paid under a nonac-Tax Withholding
tax. When you file your 2003 income tax countable plan. See Supplemental Wages,
return, take credit for all the income tax later, for more information about reimburse-and Estimated withheld from your salary, wages, pen- ments and allowances paid under a nonac-
sions, etc., and for the estimated tax you countable plan.

If your income is low enough that you will notpaid for 2003.Tax
have to pay income tax for the year, you may be• Underpayment penalty. If you did not exempt from withholding. This is explained

pay enough tax during the year either under Exemption From Withholding, later.
through withholding or by making esti-Important Changes

Military retirees. Military retirement pay ismated tax payments, you may have to pay
treated in the same manner as regular pay fora penalty. The IRS usually can figure thisfor 2004
income tax withholding purposes, even though itpenalty for you. See Underpayment Pen-
is treated as a pension or annuity for other taxalty at the end of this chapter.Tax law changes for 2004. When you figure purposes.

how much income tax you want withheld from
your pay and when you figure your estimated Household workers. If you are a householdUseful Items
tax, consider tax law changes effective in 2004. worker, you can ask your employer to withhold

You may want to see:See Important Changes for 2004 in the front of income tax from your pay.
this publication, or get Publication 553, High- Tax is withheld only if you want it withheld

Publicationlights of 2003 Tax Changes. and your employer agrees to withhold it. If you
do not have enough income tax withheld, you

❏ 505 Tax Withholding and Estimated Tax may have to pay estimated tax, as discussed
later under Estimated Tax.❏ 553 Highlights of 2003 Tax Changes

Important Reminder ❏ 919 How Do I Adjust My Tax Farmworkers. Income tax is generally with-
Withholding? held from your cash wages for work on a farm

Estimated tax safe harbor for higher income unless your employer both:
Form (and Instructions)taxpayers. If your adjusted gross income was

1) Pays you cash wages of less than $150more than $150,000 ($75,000 if you are married
❏ W–4 Employee’s Withholding Allowance during the year, andfiling a separate return), you will have to deposit

Certificatethe smaller of 90% of your expected tax for 2004 2) Has expenditures for agricultural labor to-
or 110% of the tax shown on your 2003 return to ❏ W–4P Withholding Certificate for taling less than $2,500 during the year.
avoid an estimated tax penalty. Pension or Annuity Payments You can ask your employer to withhold in-
Payment of estimated tax by electronic come tax from noncash wages and other wages❏ W–4S Request for Federal Income Tax
funds withdrawal. You may be able to pay not subject to withholding. If your employer doesWithholding From Sick Pay
your estimated tax by authorizing an automatic not agree to withhold tax, or if not enough is

❏ W–4V Voluntary Withholding Requestwithdrawal from your checking or savings ac- withheld, you may have to pay estimated tax, as
count. For more information, see Payment by discussed later under Estimated Tax.❏ 1040–ES Estimated Tax for Individuals
Electronic Funds Withdrawal in chapter 2 of

❏ 2210 Underpayment of Estimated Tax byPublication 505.
Individuals, Estates, and Trusts Determining Amount

of Tax Withheld Using Form W–4

The amount of income tax your employer with-Introduction
holds from your regular pay depends on two

This chapter discusses how to pay your tax as things. Withholding
you earn or receive income during the year. In

1) The amount you earn.general, the federal income tax is a pay-as- This section discusses income tax withholding
you-go tax. There are two ways to pay as you 2) The information you give your employer onon these types of income:go. Form W–4.

• Salaries and wages,• Withholding. If you are an employee, Form W–4 includes three types of informa-
your employer probably withholds income tion that your employer will use to figure your• Tips,
tax from your pay. Tax may also be with- withholding. • Taxable fringe benefits,held from certain other income — includ-
ing pensions, bonuses, commissions, and 1) Whether to withhold at the single rate or at• Sick pay,
gambling winnings. In each case, the the lower married rate.

• Pensions and annuities,amount withheld is paid to the IRS in your
2) How many withholding allowances youname. • Gambling winnings, claim. (Each allowance reduces the

• Estimated tax. If you do not pay your tax amount withheld.)• Unemployment compensation, and
through withholding, or do not pay enough

3) Whether you want an additional amount• Certain federal payments, such as socialtax that way, you might have to pay esti-
withheld.security.mated tax. People who are in business for

themselves generally will have to pay their This section explains in detail the rules for with-
tax this way. You may have to pay esti- Note. You must specify a filing status and aholding tax from each of these types of income.
mated tax if you receive income such as number of withholding allowances on Form

This section also covers backup withholdingdividends, interest, capital gains, rent, and W–4. You cannot specify only a dollar amount
on interest, dividends, and other payments.royalties. Estimated tax is used to pay not of withholding.
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not claim the same allowances with more than compensation, or self-employment in-New Job
one employer at the same time. You can claim come.

When you start a new job, you must fill out Form all your allowances with one employer and none • You will owe additional amounts with yourW–4 and give it to your employer. Your em- with the other, or divide them any other way.
return, such as self-employment tax.ployer should have copies of the form. If you

Married individuals. If both you and yourneed to change the information later, you must • Your withholding is based on obsolete
spouse are employed and expect to file a jointfill out a new form. Form W–4 information for a substantial
return, figure your withholding allowances usingIf you work only part of the year (for example, part of the year.
your combined income, adjustments, deduc-you start working after the beginning of the
tions, exemptions, and credits. Use only one setyear), too much tax may be withheld. You may

Cumulative wage method. If you change theof worksheets. You can divide your total al-be able to avoid overwithholding if your em-
number of your withholding allowances duringlowances any way, but you cannot claim anployer agrees to use the part-year method. See
the year, too much or too little tax may haveallowance that your spouse also claims.Part-year method in chapter 1 of Publication 505
been withheld for the period before you madeIf you and your spouse expect to file sepa-for more information.
the change. You may be able to compensate forrate returns, figure your allowances using sepa-
this if your employer agrees to use the cumula-rate worksheets based on your own individual
tive wage withholding method for the rest of theincome, adjustments, deductions, exemptions,Changing Your Withholding
year. You must ask in writing that your employerand credits.
use this method.Events during the year may change your marital Alternative method of figuring withholding To be eligible, you must have been paid forstatus or the exemptions, adjustments, deduc- allowances. You do not have to use the Form the same kind of payroll period (weekly, bi-tions, or credits you expect to claim on your W–4 worksheets if you use a more accurate weekly, etc.) since the beginning of the year.return. When this happens, you may need to method of figuring the number of withholding

give your employer a new Form W–4 to change allowances. See Alternative method of figuring
your withholding status or number of al- withholding allowances under Completing Form Publication 919lowances. W–4 and Worksheets in chapter 1 of Publica-

If the event changes your withholding status tion 505 for more information. To make sure you are getting the right amount ofor the number of allowances you are claiming,
tax withheld, get Publication 919. It will help youPersonal allowances worksheet. Use theyou must give your employer a new Form W–4
compare the total tax to be withheld during thePersonal Allowances Worksheet on page 1 ofwithin 10 days after either of the following. 
year with the tax you can expect to figure onForm W – 4 to figure your withholding al-
your return. It also will help you determine how1) Your divorce, if you have been claiming lowances for exemptions and any special al-
much additional withholding, if any, is neededmarried status. lowances that apply.
each payday to avoid owing tax when you file

2) Any event that decreases the number of Deductions and adjustments worksheet. your return. If you do not have enough tax with-
withholding allowances you can claim. Use this worksheet if you plan to itemize your held, you may have to pay estimated tax, as

deductions or claim adjustments to your income explained under Estimated Tax, later.Generally, you can submit a new Form W–4
and you want to reduce your withholding.whenever you wish to change the number of

Fill out this worksheet to adjust the number ofyour withholding allowances for any other rea-
your withholding allowances for deductions, ad- Rules Your Employerson.
justments to income, and tax credits. The De- Must Follow
ductions and Adjustments Worksheet is on pageChanging your withholding for 2005. If
2 of Form W–4. Chapter 1 of Publication 505 It may be helpful for you to know some of theevents in 2004 will decrease the number of your
explains this worksheet. withholding rules your employer must follow.withholding allowances for 2005, you must give

These rules can affect how to fill out your Formyour employer a new Form W–4 by December Two-earner/two-job worksheet. You may W–4 and how to handle problems that may1, 2004. If the event occurs in December 2004, need to complete this worksheet if you have two arise.submit a new Form W–4 within 10 days. jobs or a working spouse. You can also add to
the amount, if any, on line 8 of this worksheet, New Form W–4. When you start a new job,
any additional withholding necessary to cover your employer should give you a Form W–4 toChecking Your Withholding any amount you expect to owe other than in- fill out. Your employer will use the information
come tax, such as self-employment tax. you give on the form to figure your withholdingAfter you have given your employer a Form

beginning with your first payday.W–4, you can check to see whether the amount
If you later fill out a new Form W–4, yourof tax withheld from your pay is too little or too

employer can put it into effect as soon as possi-Getting the Right Amountmuch. See Publication 919 under Getting the
ble. The deadline for putting it into effect is theof Tax WithheldRight Amount of Tax Withheld. If too much or too
start of the first payroll period ending 30 or morelittle tax is being withheld, you should give your

In most situations, the tax withheld from your days after you turn it in.employer a new Form W–4 to change your
pay will be close to the tax you figure on yourwithholding. No Form W–4. If you do not give your em-return if you follow these two rules.

ployer a completed Form W–4, your employer
Note. You cannot give your employer a pay- must withhold at the highest rate—as if you1) You accurately complete all the Form

ment to cover withholding for past pay periods or were single and claimed no allowances.W–4 worksheets that apply to you.
a payment for estimated tax.

Repaying withheld tax. If you find you are2) You give your employer a new Form W–4
having too much tax withheld because you didwhen changes occur.
not claim all the withholding allowances you areCompleting Form W–4 But because the worksheets and withholding entitled to, you should give your employer a newand Worksheets methods do not account for all possible situa- Form W–4. Your employer cannot repay any of

tions, you may not be getting the right amount the tax previously withheld.Form W–4 has worksheets to help you figure withheld. This is most likely to happen in the However, if your employer has withheldhow many withholding allowances you can following situations. more than the correct amount of tax for the Formclaim. The worksheets are for your own records.
W–4 you have in effect, you do not have to fill• You are married and both you and yourDo not give them to your employer.
out a new Form W–4 to have your withholdingspouse work.

Two jobs. If you have income from two jobs at lowered to the correct amount. Your employer• You have more than one job at a time.
the same time, complete only one set of Form can repay the amount that was incorrectly with-
W–4 worksheets. Then split your allowances • You have nonwage income, such as inter- held. If you are not repaid, your Form W–2 will
between the Forms W–4 for each job. You can- est, dividends, alimony, unemployment reflect the full amount actually withheld.
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are more than your proven expenses are treated Allocated tips. Your employer should notExemption From Withholding
as paid under a nonaccountable plan if you do withhold income tax, social security tax, Medi-

If you claim exemption from withholding, your not return the excess payments within a reason- care tax, or railroad retirement tax on any allo-
employer will not withhold federal income tax able period of time. cated tips. Withholding is based only on your
from your wages. The exemption applies only to pay plus your reported tips. Your employerFor more information about accountable and
income tax, not to social security or Medicare should refund to you any incorrectly withheldnonaccountable expense allowance plans, see
tax. tax. See Allocated Tips in chapter 7 for moreReimbursements in chapter 28.

You can claim exemption from withholding information.
for 2004 only if both the following situations
apply. Penalties Taxable Fringe Benefits
1) For 2003 you had a right to a refund of all You may have to pay a penalty of $500 if both of The value of certain fringe benefits you receivefederal income tax withheld because you the following apply. from your employer is considered part of yourhad no tax liability.

pay. Your employer generally must withhold in-1) You make statements or claim withholding2) For 2004 you expect a refund of all federal come tax on these benefits from your regularallowances on your Form W–4 that reduceincome tax withheld because you expect pay.the amount of tax withheld.to have no tax liability. For information on fringe benefits, see Fringe
2) You have no reasonable basis for those Benefits under Employee Compensation in

Student. If you are a student, you are not statements or allowances at the time you chapter 6.
automatically exempt. See chapter 1 to see prepare your Form W–4. Your employer can choose not to withhold
whether you must file a return. If you work only income tax on the value of your personal use ofThere is also a criminal penalty for willfullypart time or only during the summer, you may an employer-provided car, truck, or other high-supplying false or fraudulent information on yourqualify for exemption from withholding. way motor vehicle. Your employer must notifyForm W–4 or for willfully failing to supply infor-

you if this choice is made.Age 65 or older or blind. If you are 65 or older mation that would increase the amount withheld.
For more information on withholding on tax-or blind, use one of the worksheets in chapter 1 The penalty upon conviction can be either a fine

able fringe benefits, see chapter 1 of Publicationof Publication 505, under Exemption From With- of up to $1,000 or imprisonment for up to one
505.holding, to help you decide whether you can year, or both.

claim exemption from withholding. Do not use These penalties will apply if you deliberately
either worksheet if you will itemize deductions, and knowingly falsify your Form W–4 in an Sick Pay
claim exemptions for dependents, or claim tax attempt to reduce or eliminate the proper with-
credits on your 2004 return. See Itemizing de- Sick pay is a payment to you to replace yourholding of taxes. A simple error — an honest
ductions or claiming exemptions or tax credits in regular wages while you are temporarily absentmistake — will not result in one of these penal-
Publication 505. from work due to sickness or personal injury. Toties. For example, a person who has tried to

qualify as sick pay, it must be paid under a planfigure the number of withholding allowances cor-Claiming exemption from withholding. To
to which your employer is a party.rectly, but claims seven when the proper num-claim exemption, you must give your employer a

ber is six, will not be charged a W–4 penalty. If you receive sick pay from your employer orForm W–4. Print “EXEMPT” on line 7.
an agent of your employer, income tax must beYour employer must send the IRS a copy of
withheld. An agent who does not pay regularyour Form W–4 if you claim exemption from Tips
wages to you may choose to withhold incomewithholding and your pay is expected to usually
tax at a flat rate.be more than $200 a week. If it turns out that you The tips you receive while working on your job

However, if you receive sick pay from a thirddo not qualify for exemption, the IRS will send are considered part of your pay. You must in-
party who is not acting as an agent of yourboth you and your employer a written notice. clude your tips on your tax return on the same
employer, income tax will be withheld only if youIf you claim exemption, but later your situa- line as your regular pay. However, tax is not
choose to have it withheld. See Form W–4S,tion changes so that you will have to pay income withheld directly from tip income, as it is from
later.tax after all, you must file a new Form W–4 your regular pay. Nevertheless, your employer

If you receive payments under a plan inwithin 10 days after the change. If you claim will take into account the tips you report when
which your employer does not participate (suchexemption in 2004, but you expect to owe in- figuring how much to withhold from your regular
as an accident or health plan where you paid allcome tax for 2005, you must file a new Form pay.
the premiums), the payments are not sick payW–4 by December 1, 2004. See chapter 7 for information on reporting
and usually are not taxable.your tips to your employer. For more informationAn exemption is good for only one year.

on the withholding rules for tip income, see Pub-You must give your employer a new Form W–4 Union agreements. If you receive sick paylication 531, Reporting Tip Income.by February 15 each year to continue your ex- under a collective bargaining agreement be-
emption. tween your union and your employer, the agree-How employer figures amount to withhold.

ment may determine the amount of income taxThe tips you report to your employer are counted
withholding. See your union representative oras part of your income for the month you reportSupplemental Wages your employer for more information.them. Your employer can figure your withholding

in either of two ways.Supplemental wages include bonuses, commis- Form W–4S. If you choose to have income
sions, overtime pay, vacation allowances, cer- tax withheld from sick pay paid by a third party,1) By withholding at the regular rate on thetain sick pay, and expense allowances under such as an insurance company, you must fill outsum of your pay plus your reported tips.certain plans. The payer can figure withholding Form W–4S. Its instructions contain a work-
on supplemental wages using the same method 2) By withholding at the regular rate on your sheet you can use to figure the amount you want
used for your regular wages. If these payments pay plus a percentage of your reported withheld. They also explain restrictions that may
are identified separately from your regular tips. apply.
wages, your employer or other payer of supple- Give the completed form to the payer of your
mental wages can withhold income tax from sick pay. The payer must withhold according toNot enough pay to cover taxes. If your regu-these wages at a flat rate. your directions on the form.lar pay is not enough for your employer to with-
Expense allowances. Reimbursements or hold all the tax (including income tax, social If you do not request withholding on Form
other expense allowances paid by your em- security tax, Medicare tax, or railroad retirement W–4S, or if you do not have enough tax with-
ployer under a nonaccountable plan are treated tax) due on your pay plus your tips, you can give held, you may have to make estimated tax pay-
as supplemental wages. your employer money to cover the shortage. ments. If you do not pay enough estimated tax or

Reimbursements or other expense al- See Giving your employer money for taxes in have enough income tax withheld, you may
lowances paid under an accountable plan that chapter 7. have to pay a penalty.
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ing can apply to most kinds of payments that arePensions and Annuities Unemployment
reported on Form 1099.

Compensation The payer must withhold at a flat rate in theIncome tax usually will be withheld from your
following situations.pension or annuity distributions unless you You can choose to have income tax withheld

choose not to have it withheld. This rule applies from unemployment compensation. To make • You do not give the payer your TIN in the
to distributions from: this choice, you will have to fill out Form W–4V required manner.

(or a similar form provided by the payer) and• A traditional individual retirement arrange- • The IRS notifies the payer that the TINgive it to the payer.ment (IRA), you gave is incorrect.
Unemployment compensation is taxable. So,• A life insurance company under an en- • You are required, but fail, to certify thatif you do not have income tax withheld, you may

dowment, annuity, or life insurance con- you are not subject to backup withholding.have to pay estimated tax. See Estimated Tax,
tract, later. • The IRS notifies the payer to start with-

• A pension, annuity, or profit-sharing plan, If you do not pay enough tax either through holding on interest or dividends because
withholding or estimated tax, you may have to you have underreported interest or divi-• A stock bonus plan, and
pay a penalty. See Underpayment Penalty, dends on your income tax return. The IRS• Any other plan that defers the time you later, for information. will do this only after it has mailed you four

receive compensation. notices over at least a 120-day period.
Federal PaymentsThe amount withheld depends on whether See Backup Withholding in chapter 1 of Publi-

you receive payments spread out over more You can choose to have income tax withheld cation 505 for more information.
than one year (periodic payments), within one from certain federal payments you receive.
year (nonperiodic payments), or as an eligible These payments are: Penalties. There are civil and criminal penal-
rollover distribution (ERD). You cannot choose

ties for giving false information to avoid backupnot to have income tax withheld from an ERD. 1) Social security benefits, withholding. The civil penalty is $500. The crimi-
nal penalty, upon conviction, is a fine of up to2) Tier 1 railroad retirement benefits,More information. For more information on $1,000 or imprisonment of up to 1 year, or both.

taxation of annuities and distributions (including 3) Commodity credit loans you choose to in-
eligible rollover distributions) from qualified re- clude in your gross income, and
tirement plans, see chapter 11. For information

4) Payments under the Agricultural Act of
on IRAs, see chapter 18. For more information 1949 (7 U.S.C. 1421 et. seq.), or title II of Estimated Taxon withholding on pensions and annuities, in- the Disaster Assistance Act of 1988, as
cluding a discussion of Form W–4P, see Pen- amended, that are treated as insurance Estimated tax is the method used to pay tax onsions and Annuities in chapter 1 of Publication proceeds and that you receive because: income that is not subject to withholding. This505.

includes income from self-employment, interest,a) Your crops were destroyed or damaged
dividends, alimony, rent, gains from the sale ofby drought, flood, or any other naturalGambling Winnings assets, prizes, and awards. You also may havedisaster, or
to pay estimated tax if the amount of income taxIncome tax is withheld from certain kinds of b) You were unable to plant crops be- being withheld from your salary, pension, orgambling winnings at a flat rate. cause of a natural disaster described in other income is not enough.

Gambling winnings of more than $5,000 from (a).
Estimated tax is used to pay both income taxthe following sources are subject to income tax

and self-employment tax, as well as other taxeswithholding. To make this choice, you will have to fill out
and amounts reported on your tax return. If youForm W–4V, Voluntary Withholding Request,• Any sweepstakes, wagering pool, or lot- do not pay enough through withholding or esti-(or a similar form provided by the payer) and

tery. mated tax payments, you may have to pay agive it to the payer.
penalty. If you do not pay enough by the due• Any other wager, if the proceeds are at If you do not choose to have income tax date of each payment period (see When To Payleast 300 times the amount of the bet. withheld, you may have to pay estimated tax.
Estimated Tax, later), you may be charged a

See Estimated Tax, later.It does not matter whether your winnings are penalty even if you are due a refund when you
If you do not pay enough tax either throughpaid in cash, in property, or as an annuity. Win- file your tax return. For information on when the

withholding or estimated tax, you may have tonings not paid in cash are taken into account at penalty applies, see Underpayment Penalty,
pay a penalty. See Underpayment Penalty,their fair market value. later.
later, for information.

Gambling winnings from bingo, keno, and slot
machines generally are not subject to income Who Does Not Have ToMore information. For more information
tax withholding. However, you may need to pro- about the tax treatment of social security and Pay Estimated Tax
vide the payer with a social security number to railroad retirement benefits, see chapter 12. Get
avoid withholding. See Backup withholding on Publication 225, Farmer’s Tax Guide, for infor- If you receive salaries or wages, you can avoid
gambling winnings in Publication 505. If you mation about the tax treatment of commodity having to pay estimated tax by asking your em-
receive gambling winnings not subject to with- credit loans or crop disaster payments. ployer to take more tax out of your earnings. To
holding, you may need to pay estimated tax. See do this, give a new Form W–4 to your employer.
Estimated Tax, later. See chapter 1.Backup Withholding

If you do not pay enough tax through with-
holding or estimated tax payments, you may Banks and other businesses that pay you cer- Estimated tax not required. You do not have
have to pay a penalty. See Underpayment Pen- tain kinds of income must file an information to pay estimated tax for 2004 if you meet all
alty, later. return (Form 1099) with the IRS. The informa- three of the following conditions.

tion return shows how much you were paid dur-
ing the year. It also includes your name andForm W–2G. If a payer withholds income tax 1) You had no tax liability for 2003.
taxpayer identification number (TIN). TINs arefrom your gambling winnings, you should re-

2) You were a U.S. citizen or resident for theexplained in chapter 1.ceive a Form W–2G, Certain Gambling Win-
whole year.

nings, showing the amount you won and the These payments generally are not subject to
3) Your 2003 tax year covered a 12-monthamount withheld. Report the tax withheld on line withholding. However, “backup” withholding is

period.61 of Form 1040. required in certain situations. Backup withhold-
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Figure 5–A. Do You Have To Pay Estimated Tax?

Will you owe $1,000 or more
for 2004 after subtracting
income tax withholding and
credits from your total tax?
(Do not subtract any
estimated tax payments.)

You MUST make estimated
tax payment(s) by the
required due date(s).

Start Here

No

�
Yes

Yes

Will your income tax
withholding and credits be at
least 100%* of the tax shown
on your 2003 tax return?

�

No
�

Will your income tax
withholding and credits be at
least 90% (66-2/3% for farmers
and fishermen) of the tax
shown on your 2004 tax
return? Note: Your 2003 return must

have covered a 12-month
period.

You are NOT required to pay
estimated tax.

See When To Pay
Estimated Tax.

�

�

No

Yes

�

* 110% if less than two-thirds of your gross income for 2003 and 2004 is from farming or fishing and your 2003 adjusted gross income was more than
$150,000 ($75,000 if your filing status for 2004 is married filing a separate return).

The tax you would have paidYou had no tax liability for 2003 if your total If you can make joint estimated tax payments,
had you filed a separate returntax was zero or you did not have to file an you can apply these rules on a joint basis.

income tax return. The total tax you and yourYou and your spouse can make joint esti-
spouse would have paid hadmated tax payments even if you are not living
you filed separate returnsWho Must Pay together.

You and your spouse cannot make joint esti-Estimated Tax? Example. Joe and Heather filed a joint re-
mated tax payments if: turn for 2003 showing taxable income of

If you had a tax liability for 2003, you may have $48,500 and a tax of $6,579. Of the $48,500
to pay estimated tax for 2004. 1) You are legally separated under a decree taxable income, $40,100 was Joe’s and the rest

of divorce or separate maintenance, was Heather’s. For 2004, they plan to file mar-General rule. You must pay estimated tax for
ried filing separately. Joe figures his share of the2004 if both of the following apply. 2) Either spouse is a nonresident alien, or
tax on the 2003 joint return as follows.

3) You and your spouse have different tax1) You expect to owe at least $1,000 in tax
Tax on $40,100 based on a separateyears.for 2004 after subtracting your withholding
return . . . . . . . . . . . . . . . . . . . . . $ 6,841and credits. Whether you and your spouse make joint Tax on $8,400 based on a separate

estimated tax payments or separate payments2) You expect your withholding and credits to return . . . . . . . . . . . . . . . . . . . . .  914
be less than the smaller of: will not affect your choice of filing a joint tax Total . . . . . . . . . . . . . . . . . . . . . . $ 7,755

return or separate returns for 2004. Joe’s percentage of total ($6,841 ÷• 90% of the tax to be shown on your 2004 $7,755) . . . . . . . . . . . . . . . . . . . . 88%2003 separate returns and 2004 jointtax return, or Joe’s share of tax on joint returnreturn. If you plan to file a joint return with your
($6,579 × 88%) . . . . . . . . . . . . . . $ 5,790• 100% of the tax shown on your 2003 tax spouse for 2004, but you filed separate returns

return. Your 2003 tax return must cover all for 2003, your 2003 tax is the total of the tax
12 months. shown on your separate returns. You filed a How To Figure

separate return if you filed as single, head ofSpecial rules for farmers, fishermen, and Estimated Taxhousehold, or married filing separately.higher income taxpayers. There are excep-
tions to the general rule for farmers, fishermen, 2003 joint return and 2004 separate re- To figure your estimated tax, you must figure
and certain higher income taxpayers. See Fig- turns. If you plan to file a separate return for your expected adjusted gross income, taxable
ure 5–A and chapter 2 of Publication 505 for income, taxes, deductions, and credits for the2004, but you filed a joint return for 2003, your
more information. year.2003 tax is your share of the tax on the joint

When figuring your 2004 estimated tax, itreturn. You file a separate return if you file asAliens. Resident and nonresident aliens
may be helpful to use your income, deductions,single, head of household, or married filing sep-may also have to pay estimated tax. Resident
and credits for 2003 as a starting point. Use youraliens should follow the rules in this chapter arately.
2003 federal tax return as a guide. You can useunless noted otherwise. Nonresident aliens To figure your share of the tax on the joint Form 1040–ES to figure your estimated tax.should get Form 1040–ES(NR), U.S. Estimated return, first figure the tax both you and your You must make adjustments both forTax for Nonresident Alien Individuals. spouse would have paid had you filed separate changes in your own situation and for recent

returns for 2003 using the same filing status asMarried taxpayers. To figure whether you changes in the tax law. For 2004, there are
for 2004. Then multiply the tax on the joint returnmust pay estimated tax, apply the rules dis- several changes in the law. Some of these

cussed here to your separate estimated income. by the following fraction. changes are discussed in Publication 553, High-

Page 46 Chapter 5 Tax Withholding and Estimated Tax



Page 49 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

lights of 2003 Tax Changes, or visit the IRS tax by the due date for that period, or you can Estimated Tax Payments
website at www.irs.gov. pay it in installments by the due date for that Not Required

Form 1040–ES includes a worksheet to help period and the due dates for the remaining peri-
you figure your estimated tax. Keep the work- ods. The following chart shows when to make You do not have to pay estimated tax if your
sheet for your records. installment payments. withholding in each payment period is at least as

For more complete information and exam- much as:
If you firstples of how to figure your estimated tax for 2004,

• One-fourth of your required annual pay-have incomesee chapter 2 of Publication 505.
ment, oron which you Make a Make later

must pay payment installments • Your required annualized income install-When To Pay estimated tax: by: by: ment for that period.Estimated Tax
You also do not have to pay estimated tax if you

Before Apr. 1  Apr. 15  June 15 will pay enough through withholding to keep theFor estimated tax purposes, the year is divided Sept. 15 amount you owe with your return under $1,000.into four payment periods. Each period has a Jan. 15 next
specific payment due date. If you do not pay year*
enough tax by the due date of each of the pay- How To Pay Estimated Tax
ment periods, you may be charged a penalty

After Mar. 31 June 15  Sept. 15even if you are due a refund when you file your There are five ways to pay estimated tax.
and Jan. 15 nextincome tax return. The following chart gives the
before June 1 year* 1) By crediting an overpayment on yourpayment periods and due dates for estimated

2003 return to your 2004 estimated tax.tax payments.
After May 31  Sept. 15  Jan. 15 next 2) By sending in your payment with aFor the period: Due date: and year* payment-voucher from Form 1040–ES.
before Sept. 1

3) By using the Electronic Federal TaxJan. 1* through Mar. 31  Apr. 15
Payment System (EFTPS). For EFTPS

After Aug. 31  Jan. 15  (None) information, call 1–800–945–8400 orApril 1 through May 31  June 15
next year* 1–800–555–4477.

June 1 through Aug. 31  Sept. 15
4) By electronic funds withdrawal if you

*See January payment, and Saturday,Sept. 1 through Dec. 31  Jan. 15 are filing Form 1040 or Form 1040A elec-
Sunday, holiday rule under When To Paynext year** tronically.
Estimated Tax, earlier.

5) By credit card using a pay-by-phone sys-
*If your tax year does not begin on January 1, tem or the Internet.How much to pay to avoid a penalty. Tosee the Form 1040–ES instructions.

determine how much you should pay by each**See January payment, later.
payment due date, see How To Figure Each
Payment, next. If the earlier discussions of No Crediting an OverpaymentSaturday, Sunday, holiday rule. If the due
income subject to estimated tax during first pe-date for an estimated tax payment falls on a
riod or Change in estimated tax apply to you, When you file your Form 1040 or Form 1040ASaturday, Sunday, or legal holiday, the payment
you may need to read Annualized Income In- for 2003 and you have an overpayment of tax,will be on time if you make it on the next day that
stallment Method in chapter 2 of Publication 505 you can apply part or all of it to your estimatedis not a Saturday, Sunday, or legal holiday. For
for information on how to avoid a penalty. tax for 2004. On line 71 of Form 1040, or line 46example, a payment due Saturday, January 15,

of Form 1040A, write the amount you want2005, will be on time if you make it by Tuesday,
credited to your estimated tax rather than re-January 18, 2005. January 17 is a legal holiday. How To Figure
funded. The amount you have credited should

Each PaymentJanuary payment. If you file your 2004 Form be taken into account when figuring your esti-
1040 or Form 1040A by January 31, 2005, and mated tax payments.

You should pay enough estimated tax by thepay the rest of the tax you owe, you do not need You can use all the credited amount toward
due date of each payment period to avoid ato make the payment due on January 18, 2005. your first payment, or you can spread it out in
penalty for that period. You can figure your re- any way you choose among any or all of yourFiscal year taxpayers. If your tax year does quired payment for each period by using either payments.not start on January 1, see the Form 1040–ES the regular installment method or the annualized If you ask that an overpayment be credited toinstructions for your payment due dates. income installment method. These methods are your estimated tax for the next year, the pay-
described in Publication 505. If you do not pay ment is considered to have been made on the
enough each payment period, you may be due date of the first estimated tax installmentWhen To Start charged a penalty even if you are due a refund (April 15 for calendar year taxpayers). You can-
when you file your tax return. not have any of that amount refunded to youYou do not have to make estimated tax pay-

after that due date until the close of that tax year.Underpayment penalty. If your estimatedments until you have income on which you will
You also cannot use that overpayment in anytax payment for a previous period is less thanowe the tax. If you have income subject to esti-
other way after that date.one-fourth of your amended estimated tax, youmated tax during the first payment period, you

may be charged a penalty for underpayment ofmust make your first payment by the due date
estimated tax for that period when you file yourfor the first payment period. You can pay all your

Using Payment-Voucherstax return. See chapter 4 of Publication 505 forestimated tax at that time, or you can pay it in
more information.installments. If you choose to pay in install-

Each payment of estimated tax must be accom-ments, make your first payment by the due date
Change in estimated tax. After you make an panied by a payment-voucher from Formfor the first payment period. Make your remain-
estimated tax payment, changes in your income, 1040–ES. If you made estimated tax paymentsing installment payments by the due dates for
adjustments, deductions, credits, or exemptions last year, you should receive a copy of the 2003the later periods.
may make it necessary for you to refigure your Form 1040 – ES in the mail. It will have

No income subject to estimated tax during estimated tax. Pay the unpaid balance of your payment-vouchers preprinted with your name,
first period. If you do not have income subject amended estimated tax by the next payment address, and social security number. Using the
to estimated tax until a later payment period, you due date after the change or in installments by preprinted vouchers will speed processing, re-
can make your first payment by the due date for that date and the due dates for the remaining duce the chance of error, and help save
that period. You can pay your entire estimated payment periods. processing costs.
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If you did not pay estimated tax last year, you See Credit for Excess Social Security Tax or The 1099 Series
will have to get Form 1040–ES. After you make Railroad Retirement Tax Withheld in chapter 39.

Most forms in the 1099 series are not filed withyour first payment, a Form 1040–ES package
your return. You should be sent these forms bywith the preprinted vouchers will be mailed to Withholding February 2, 2004. Keep these forms for youryou. Follow the instructions in the package to
records. There are several different forms in thismake sure you use the vouchers correctly. If you had income tax withheld during 2003, you
series, including:Use the window envelopes that came with should be sent a statement by February 2, 2004,

your Form 1040–ES package. If you use your • Form 1099–B, Proceeds From Broker andshowing your income and the tax withheld. De-
own envelope, make sure you mail your Barter Exchange Transactions,pending on the source of your income, you will
payment-vouchers to the address shown in the receive: • Form 1099–DIV, Dividends and Distribu-Form 1040–ES instructions for the place where

tions,• Form W–2, Wage and Tax Statement,you live.
• Form 1099–G, Certain Government Pay-• Form W–2G, Certain Gambling Winnings,Do not use the address shown in the

ments,orForm 1040 or Form 1040A instruc-
tions. • Form 1099– INT, Interest Income,CAUTION

!
• A form in the 1099 series.

If you file a joint return and you are making • Form 1099–MISC, Miscellaneous Income,
joint estimated tax payments, please enter the Forms W–2 and W–2G. You file Form W–2 • Form 1099–OID, Original Issue Discount,names and social security numbers on the pay- with your income tax return. File Form W–2G
ment voucher in the same order as they will • Form 1099–R, Distributions From Pen-with your return if it shows any federal income
appear on the joint return. sions, Annuities, Retirement ortax withheld from your winnings.

Profit-Sharing Plans, IRAs, Insurance
You should get at least two copies of each Contracts, etc.,Change of address. You must notify the IRS

form you receive. Attach one copy to the front ofif you are making estimated tax payments and • Form SSA–1099, Social Security Benefityour federal income tax return. Keep one copyyou changed your address during the year. You Statement, andfor your records. You should also receive copiesmust send a clear and concise written statement
to file with your state and local returns. • Form RRB–1099, Payments by the Rail-to the IRS Service Center where you filed your

road Retirement Board.last return and provide all of the following:

• Your full name (and your spouse’s full Form W–2 If you received the types of income reported
name), on some forms in the 1099 series, you may not

Your employer should send you a Form W–2 for be able to use Form 1040A or Form 1040EZ.• Your signature (and spouse’s signature), 2003 by February 2, 2004. You should receive a See the instructions to these forms for details.
separate Form W–2 from each employer you• Your old address (and spouse’s old ad-

Form 1099–R. Attach Form 1099–R to yourworked for.dress if different),
return if box 4 shows federal income tax with-If you stopped working before the end of the• Your new address, and held. Include the amount withheld in the total onyear, your employer could have given you your
line 61 of Form 1040 or line 39 of Form 1040A.• Your social security number (and spouse’s Form W–2 at any time after you stopped work-
You cannot use Form 1040EZ if you receivedsocial security number). ing. However, your employer must send it to you
payments reported on Form 1099–R.

by February 2, 2004.You can use Form 8822, Change of Address, for
Backup withholding. If you were subject toIf you ask for the form, your employer mustthis purpose.
backup withholding on income you received dur-send it to you within 30 days after receiving yourYou can continue to use your old preprinted ing 2003, include the amount withheld, aswritten request or within 30 days after your finalpayment-vouchers until the IRS sends you new shown on your Form 1099, in the total on line 61wage payment, whichever is later.ones. However, do not correct the address on of Form 1040, or line 39 of Form 1040A.If you have not received your Form W–2 onthe old voucher.

time, you should ask your employer for it. If you
do not receive it by February 17, call the IRS. Form Not Correct

Form W–2 shows your total pay and otherPayment by Electronic Funds
compensation and the income tax, social secur- If you receive a form with incorrect informationWithdrawal or Credit Card
ity tax, and Medicare tax that was withheld dur- on it, you should ask the payer for a corrected

If you want to make estimated payments by ing the year. Include the federal income tax form. Call the telephone number or write to the
electronic funds withdrawal or by credit card, withheld (as shown on Form W–2) on: address given for the payer on the form. The
see the Form 1040–ES instructions or How To corrected Form W–2G or Form 1099 you re-• Line 61 if you file Form 1040,Pay Estimated Tax in Publication 505. ceive will be marked “Corrected.” A special form,

Form W–2c, Corrected Wage and Tax State-• Line 39 if you file Form 1040A, or
ment, is used to correct a Form W–2.• Line 7 if you file Form 1040EZ.

Form W–2 is also used to report any taxableCredit for Withholding
Form Received After Filingsick pay you received and any income tax with-

held from your sick pay.and Estimated Tax If you file your return and you later receive a
form for income that you did not include on your

When you file your 2003 income tax return, take Form W–2G return, you should report the income and take
credit for all the income tax and excess social credit for any income tax withheld by filing FormIf you had gambling winnings in 2003, the payersecurity or railroad retirement tax withheld from 1040X, Amended U.S. Individual Income Taxmay have withheld income tax. If tax was with-your salary, wages, pensions, etc. Also, take Return.held, the payer will give you a Form W–2Gcredit for the estimated tax you paid for 2003.

showing the amount you won and the amount ofThese credits are subtracted from your tax. You
tax withheld.should file a return and claim these credits, even Separate Returns

if you do not owe tax. Report the amounts you won on line 21 of
Form 1040. Take credit for the tax withheld onIf you had two or more employers and were If you are married but file a separate return, you
line 61 of Form 1040. If you had gambling win-paid wages of more than $87,000 during 2003, can take credit only for the tax withheld from
nings, you must use Form 1040; you cannot usetoo much social security or railroad retirement your own income. Do not include any amount

tax may have been withheld from your wages. Form 1040A or Form 1040EZ. withheld from your spouse’s income. However,

Page 48 Chapter 5 Tax Withholding and Estimated Tax



Page 51 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

different rules may apply if you live in a commu- ments, you will have an underpayment of esti-Separate Returns
nity property state. mated tax and you may have to pay a penalty.

If you and your spouse made separate esti-Community property states are listed in Generally, you will not have to pay a penalty for
mated tax payments for 2003 and you file sepa-chapter 2. For more information on these rules, 2003 if any of the following situations applies.
rate returns, you can take credit only for yourand some exceptions, see Publication 555, • The total of your withholding and esti-own payments.Community Property.

mated tax payments was at least as muchIf you made joint estimated tax payments,
as your 2002 tax (or 110% of your 2002you must decide how to divide the payments
tax if your adjusted gross income wasbetween your returns. One of you can claim allFiscal Years more than $150,000 — $75,000 if yourof the estimated tax paid and the other none, or
2003 filing status is married filing sepa-If you file your tax return on the basis of a fiscal you can divide it in any other way you agree on.
rately) and you paid all required estimatedyear (a 12-month period ending on the last day If you cannot agree, you must divide the pay-
tax payments on time.of any month except December), you must fol- ments in proportion to each spouse’s individual

low special rules to determine your credit for tax as shown on your separate returns for 2003. • The tax balance due on your return is no
federal income tax withholding. For a discussion more than 10% of your total 2003 tax, and
of how to take credit for withholding on a fiscal you paid all required estimated tax pay-
year return, see Fiscal Years in chapter 3 of Divorced Taxpayers ments on time.
Publication 505. • Your total 2003 tax minus your withholdingIf you made joint estimated tax payments for

is less than $1,000.2003, and you were divorced during the year,Estimated Tax either you or your former spouse can claim all of • You did not have a tax liability for 2002.
the joint payments, or you each can claim part ofTake credit for all your estimated tax payments • You did not have any withholding taxesthem. If you cannot agree on how to divide thefor 2003 on line 62 of Form 1040 or line 40 of and your current year tax less any house-payments, you must divide them in proportion toForm 1040A. Include any overpayment from hold employment taxes is less thaneach spouse’s individual tax as shown on your2002 that you had credited to your 2003 esti- $1,000.separate returns for 2003.mated tax. You must use Form 1040 or Form

If you claim any of the joint payments on your Special rules apply if you are a farmer or fisher-1040A if you paid estimated tax. You cannot use
tax return, enter your former spouse’s social man. See Farmers and Fishermen in chapter 4Form 1040EZ.
security number (SSN) in the space provided on of Publication 505 for more information.

Name changed. If you changed your name, the front of Form 1040 or Form 1040A. If you
and you made estimated tax payments using divorced and remarried in 2003, enter your pres- IRS can figure the penalty for you. If you
your old name, attach a brief statement to the ent spouse’s SSN in that space and write your think you owe the penalty but you do not want to
front of your tax return indicating: former spouse’s SSN, followed by “DIV,” to the figure it yourself when you file your tax return,

left of line 62, Form 1040, or line 40, Form you may not have to. Generally, the IRS will• When you made the payments,
1040A. figure the penalty for you and send you a bill.

• The amount of each payment, However, you must complete Form 2210 and
attach it to your return if you think you are able to• The IRS address to which you sent the
lower or eliminate your penalty. See chapter 4 ofpayments,
Publication 505.Underpayment Penalty• Your name when you made the payments,

and If you did not pay enough tax either through
withholding or by making estimated tax pay-• Your social security number.

The statement should cover payments you
made jointly with your spouse as well as any you
made separately.
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Part Two.

The eight chapters in this part discuss many kinds of income. They explainIncome
which income is and is not taxed. See Part Three for information on gains and
losses you report on Schedule D (Form 1040) and for information on selling
your home.

❏ 525 Taxable and Nontaxable Income reimbursed for moving expenses, get Publica-
tion 521, Moving Expenses.

Back pay awards. Include in income amounts6.
you are awarded in a settlement or judgment for
back pay. These include payments made to youEmployee
for damages, unpaid life insurance premiums,Wages, Salaries, and unpaid health insurance premiums. TheyCompensation
should be reported to you by your employer on
Form W–2.This section discusses various types of em-and Other

ployee compensation including fringe benefits, Bonuses and awards. Bonuses or awards
retirement plan contributions, stock options, and you receive for outstanding work are included in
restricted property.Earnings your income and should be shown on your Form

W–2. These include prizes such as vacationForm W–2. If you are an employee, you
trips for meeting sales goals. If the prize orshould receive Form W–2 from your employer
award you receive is goods or services, youImportant Reminder showing the pay you received for your services.
must include the fair market value of the goodsInclude your pay on line 7 of Form 1040 or Form
or services in your income. However, if your1040A, or on line 1 of Form 1040EZ, even if youForeign income. If you are a U.S. citizen or employer merely promises to pay you a bonus ordo not receive a Form W–2.resident alien, you must report income from award at some future time, it is not taxable until

sources outside the United States (foreign in- you receive it or it is made available to you.Child care providers. If you provide child-come) on your tax return unless it is exempt by
care, either in the child’s home or in your home Employee achievement award. If you re-U.S. law. This is true whether you reside inside
or other place of business, the pay you receive ceive tangible personal property (other thanor outside the United States and whether or not
must be included in your income. If you are not cash, a gift certificate, or an equivalent item) asyou receive a Form W–2, Wage and Tax State-
an employee, you are probably self-employed an award for length of service or safety achieve-ment, or Form 1099 from the foreign payer. This
and must include payments for your services on ment, you can generally exclude its value fromapplies to earned income (such as wages and
Schedule C (Form 1040), Profit or Loss From your income. However, the amount you can ex-tips) as well as unearned income (such as inter-
Business, or Schedule C–EZ (Form 1040), Net clude is limited to your employer’s cost andest, dividends, capital gains, pensions, rents,
Profit From Business. You are generally not an cannot be more than $1,600 ($400 for awardsand royalties).
employee unless you are subject to the will and that are not qualified plan awards) for all suchIf you reside outside the United States, you
control of the person who employs you as to awards you receive during the year. Your em-may be able to exclude part or all of your foreign
what you are to do and how you are to do it. ployer can tell you whether your award is asource earned income. For details, see Publica-

qualified plan award. Your employer must maketion 54, Tax Guide for U.S. Citizens and Resi- Baby-sitting. If you baby-sit for relatives or
the award as part of a meaningful presentation,dent Aliens Abroad. neighborhood children, whether on a regular
under conditions and circumstances that do notbasis or only periodically, the rules for childcare
create a significant likelihood of it being dis-providers apply to you.
guised pay.

However, the exclusion does not apply to theIntroduction Miscellaneous following awards.
This chapter discusses compensation received Compensation • A length-of-service award if you received
for services as an employee, such as wages, it for less than 5 years of service or if youThis section discusses different types of em-salaries, and fringe benefits. The topics include: received another length-of-service awardployee compensation.

during the year or the previous 4 years.• Bonuses and awards,
Advance commissions and other earnings. • A safety achievement award if you are a• Special rules for certain employees, and
If you receive advance commissions or other manager, administrator, clerical employee,• Sickness and injury benefits. amounts for services to be performed in the or other professional employee or if more
future and you are a cash method taxpayer, you than 10% of eligible employees previously

The chapter explains what income is included must include these amounts in your income in received safety achievement awards dur-
in the employee’s gross income and what is not the year you receive them. ing the year.
included. If you repay unearned commissions or other

amounts in the same year you receive them,
Example. Ben Green received three em-reduce the amount included in your income byUseful Items

ployee achievement awards during the year: athe repayment. If you repay them in a later taxYou may want to see: nonqualified plan award of a watch valued atyear, you can deduct the repayment as an item-
$250, and two qualified plan awards of a stereoized deduction on your Schedule A (Form 1040),Publication valued at $1,000 and a set of golf clubs valued ator you may be able to take a credit for that year.
$500. Assuming that the requirements for quali-❏ 463 Travel, Entertainment, Gift, and Car See  Repayments in chapter 13.
fied plan awards are otherwise satisfied, eachExpenses

Allowances and reimbursements. If you re- award by itself would be excluded from income.
❏ 503 Child and Dependent Care

ceive travel, transportation, or other business However, since the $1,750 total value of the
Expenses

expense allowances or reimbursements from awards is more than $1,600, Ben must include
❏ 505 Tax Withholding and Estimated Tax your employer, get Publication 463. If you are $150 ($1,750 –  $1,600) in his income.
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Government cost-of-living allowances. 3) An association of employers or employ- your fringe benefits may also be noted in box 12.
Cost-of-living allowances are generally included ees. The value of your fringe benefits may be added
in your income. However, they are not included to your other compensation on one Form W–2,

4) An insurance company, if your employer
in your income if you are a federal civilian em- or you may receive a separate Form W–2 show-

paid for the plan.
ployee or a federal court employee who is sta- ing just the value of your fringe benefits in box 1

However, if you paid the premiums on an acci-tioned in Alaska, Hawaii, or outside the United with a notation in box 12.
dent or health insurance policy, the benefits youStates.
receive under the policy are not taxable.Allowances and differentials that increase

your basic pay as an incentive for taking a less Accident or Health PlanSocial security and Medicare taxes paid by
desirable post of duty are part of your compen- employer. If you and your employer have an Generally, the value of accident or health plansation and must be included in income. For

agreement that your employer pays your social coverage provided to you by your employer isexample, your compensation includes Foreign
security and Medicare taxes without deducting not included in your income. Benefits you re-Post, Foreign Service, and Overseas Tropical
them from your gross wages, you must report ceive from the plan are generally taxable, asdifferentials. For more information, get Publica-
the amount of tax paid for you as taxable wages explained later under Sickness and Injury Bene-tion 516, U.S. Government Civilian Employees
on your tax return. The payment is also treated fits.Stationed Abroad.
as wages for figuring your social security and

Long-term care coverage. Contributions byMedicare taxes and your social security andNote received for services. If your employer
your employer to provide coverage for long-termMedicare benefits. However, these paymentsgives you a secured note as payment for your
care services are generally not included in yourare not treated as social security and Medicareservices, you must include the fair market value
income. However, contributions made through awages if you are a household worker or a farm(usually the discount value) of the note in your
flexible spending or similar arrangement (suchworker.income for the year you receive it. When you
as a cafeteria plan) must be included in yourlater receive payments on the note, a propor- Stock appreciation rights. Do not include a income. This amount will be reported as wagestionate part of each payment is the recovery of stock appreciation right granted by your em- in box 1 of your Form W–2.the fair market value that you previously in- ployer in income until you exercise (use) the Contributions you make to the plan are dis-cluded in your income. Do not include that part right. When you use the right, you are entitled to cussed in Publication 502, Medical and Dentalagain in your income. Include the rest of the a cash payment equal to the fair market value of Expenses.payment in your income in the year of payment. the corporation’s stock on the date of use minus

If your employer gives you a nonnegotiable Archer MSA contributions.  Contributions bythe fair market value on the date the right was
unsecured note as payment for your services, your employer to your Archer MSA generally aregranted. You include the cash payment in your
payments on the note that are credited toward not included in your income. Their total will beincome in the year you use the right.
the principal amount of the note are compensa- reported in box 12 of Form W–2 with code R.
tion income when you receive them. You must report this amount on Form 8853,Fringe Benefits Archer MSAs and Long-Term Care InsuranceSeverance pay. Amounts you receive as sev-

Contracts. File the form with your return.erance pay are taxable. A lump-sum payment Fringe benefits you receive in connection with
If your employer does not make contributionsfor cancellation of your employment contract the performance of your services are included in

to your MSA, you can make your own contribu-must be included in your income in the tax year your income as compensation unless you pay
tions to your MSA. These contributions are dis-you receive it. fair market value for them or they are specifically
cussed in Publication 969, Medical Savingsexcluded by law. Abstaining from the perform-Accrued leave payment. If you are a fed- Accounts (MSAs). Also, see Form 8853.ance of services (for example, under a covenanteral employee and receive a lump-sum payment

not to compete) is treated as the performance offor accrued annual leave when you retire or
services for purposes of these rules.resign, this amount will be included as wages on Adoption Assistance

your Form W–2. Accounting period. You must use the same
You may be able to exclude from your incomeIf you resign from one agency and are reem- accounting period your employer uses to report
amounts paid or expenses incurred by your em-ployed by another agency, you may have to your taxable noncash fringe benefits. Your em-
ployer for qualified adoption expenses in con-repay part of your lump-sum annual leave pay- ployer has the option to report taxable noncash
nection with your adoption of an eligible child.ment to the second agency. You can reduce fringe benefits by using either of the following
See Publication 968, Tax Benefits for Adoption,gross wages by the amount you repaid in the rules.
for more information.same tax year in which you received it. Attach to

1) The general rule: benefits are reported for  Adoption benefits are reported by your em-your tax return a copy of the receipt or statement
a full calendar year (January 1–  Decem- ployer in box 12 of Form W–2 with code T. Theygiven to you by the agency you repaid to explain
ber 31). are also included as social security and Medi-the difference between the wages on the return

care wages in boxes 3 and 5. However, they areand the wages on your Forms W–2. 2) The special accounting period rule:
not included as wages in box 1. To determinebenefits provided during the last 2 monthsOutplacement services. If you choose to
the taxable and nontaxable amounts, you mustof the calendar year (or any shorter period)accept a reduced amount of severance pay so
complete Part III of Form 8839, Qualified Adop-are treated as paid during the followingthat you can receive outplacement services
tion Expenses. File the form with your return.calendar year. For example, each year(such as training in resumé writing and interview

your employer reports the value of benefitstechniques), you must include the unreduced
provided during the last 2 months of theamount of the severance pay in income. De Minimis (Minimal) Benefitsprior year and the first 10 months of theHowever, you can deduct the value of these
current year.outplacement services (up to the difference be- If your employer provides you with a product or

tween the severance pay included in income service and the cost of it is so small that it would
and the amount actually received) as a miscella- be unreasonable for the employer to account forYour employer does not have to use the same
neous deduction (subject to the 2% limit) on it, the value is not included in your income.accounting period for each fringe benefit, but
Schedule A (Form 1040). Generally, the value of benefits such as dis-must use the same period for all employees who

counts at company cafeterias, cab fares homereceive a particular benefit.Sick pay. Pay you receive from your employer
when working overtime, and company picnicsYou must use the same accounting periodwhile you are sick or injured is part of your salary
are not included in your income.that you use to report the benefit to claim anor wages. In addition, you must include in your

employee business deduction (for use of a car,income sick pay benefits received from any of Holiday gifts. If your employer gives you a
for example).the following payers. turkey, ham, or other item of nominal value at
Form W–2. Your employer reports your tax- Christmas or other holidays, do not include the

1) A welfare fund.
able fringe benefits in box 1 (Wages, tips, other value of the gift in your income. However, if your

2) A state sickness or disability fund. compensation) of Form W–2. The total value of employer gives you cash, a gift certificate, or a
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similar item that you can easily exchange for does not provide general death benefits (travel Table 6–1. Cost of $1,000 of
cash, you include the value of that gift as extra insurance, for example) is not group-term life Group-Term Life Insurance for One
salary or wages regardless of the amount in- insurance. Month
volved. Former employer. If your former employer

Age Costprovides more than $50,000 of group-term life
Under 25 . . . . . . . . . . . . . . . . . . $ .05insurance coverage during the year, the amountEducational Assistance 25 through 29 . . . . . . . . . . . . . . . .06included in your income is reported as wages in
30 through 34 . . . . . . . . . . . . . . . .08box 1 of Form W–2. Also, it is shown separatelyYou can exclude from your income up to $5,250 35 through 39 . . . . . . . . . . . . . . . .09in box 12 with code C. Box 12 also will show theof qualified employer-provided educational as- 40 through 44 . . . . . . . . . . . . . . . .10amount of uncollected social security and Medi-sistance. The exclusion applies to undergradu- 45 through 49 . . . . . . . . . . . . . . . .15care taxes on the excess coverage, with codesate and graduate-level courses. For more 50 through 54 . . . . . . . . . . . . . . . .23M and N. You must pay these taxes with yourinformation, see Publication 970, Tax Benefits 55 through 59 . . . . . . . . . . . . . . . .43income tax return. Include them in your total taxfor Education. 60 through 64 . . . . . . . . . . . . . . . .66

on line 60, Form 1040, and enter “UT” and the 65 through 69 . . . . . . . . . . . . . . . 1.27
amount of the taxes on the dotted line next to 70 and older . . . . . . . . . . . . . . . . 2.06
line 60.Employer-Provided Vehicles
Two or more employers. Your exclusion for Example. You are 51 years old and work forIf your employer provides a car (or other high- employer-provided group-term life insurance employers A and B. Both employers provideway motor vehicle) to you, your personal use of coverage cannot exceed the cost of $50,000 of group-term life insurance coverage for you forthe car is usually a taxable noncash fringe bene- coverage, whether the insurance is provided by the entire year. Your coverage is $35,000 withfit. a single employer or multiple employers. If two employer A and $45,000 with employer B. YouYour employer must determine the actual or more employers provide insurance coverage pay premiums of $4.15 a month under the em-value of this fringe benefit to include in your that totals more than $50,000, the amounts re- ployer B group plan. You figure the amount toincome. ported as wages on your Forms W–2 will not be include in your income as follows.
correct. You must figure how much to include inCertain employer-provided transporta- Worksheet 6–1. Figuring the Costyour income. Reduce the amount you figure bytion can be excluded from gross in- of Group-Term Life Insurance toany amount reported with code C in box 12 ofcome. See the discussion on

TIP

Include in Income—Illustratedyour Forms W–2, add the result to the wagesTransportation, later.
reported in box 1, and report the total on your

1. Enter the total amount ofreturn.
your insurance coverage

Group-Term Life Insurance Figuring the taxable cost. Use the following from your employers . . . . . 1. 80,000
worksheet to figure the amount to include in yourPremiums 2. Limit on exclusion for
income. employer-provided

Generally, the cost of up to $50,000 of group-term life insuranceWorksheet 6–1. Figuring the Cost
group-term life insurance coverage provided to coverage . . . . . . . . . . . . . 2. 50,000of Group-Term Life Insurance To
you by your employer (or former employer) is not 3. Subtract line 2 from line 1 . . 3. 30,000Include in Incomeincluded in your income. However, you must 4. Divide line 3 by $1,000.
include in income the cost of employer-provided Figure to the nearest tenth 4. 30.01. Enter the total amount of
insurance that is more than the cost of $50,000 5. Go to Table 6–1. Using youryour insurance coverage
of coverage reduced by any amount you pay age on the last day of the taxfrom your employers . . . . . 1.
toward the purchase of the insurance. year, find your age group in2. Limit on exclusion for

For exceptions to this rule, see Entire cost the left column, and enter theemployer-provided
cost from the column on theexcluded, and Entire cost taxed, later. group-term life insurance
right for your age group . . . 5. .23If your employer provided more than $50,000 coverage . . . . . . . . . . . . . 2. 50,000

6. Multiply line 4 by line 5 . . . . 6. 6.90of coverage, the amount included in your in- 3. Subtract line 2 from line 1 . . 3.
7. Enter the number of fullcome is reported as part of your wages in box 1 4. Divide line 3 by $1,000.

months of coverage at thisof your Form W–2. It is also shown separately in Figure to the nearest tenth 4.
cost. . . . . . . . . . . . . . . . . 7. 12box 12 with code C. 5. Go to Table 6–1. Using your

8. Multiply line 6 by line 7 . . . . 8. 82.80age on the last day of the taxGroup-term life insurance. This insurance is 9. Enter the premiumsyear, find your age group interm life insurance protection (insurance for a you paid per month 9. 4.15the left column, and enter thefixed period of time) that: 10. Enter the numbercost from the column on the
of months you paidright for your age group . . . 5.1) Provides a general death benefit,
the premiums . . . 10. 126. Multiply line 4 by line 5 . . . . 6.

2) Is provided to a group of employees, 11. Multiply line 9 by line 10. . . . 11. 49.807. Enter the number of full
12. Subtract line 11 from line 8.months of coverage at this3) Is provided under a policy carried by the

Include this amount in yourcost. . . . . . . . . . . . . . . . . 7.employer, and
income as wages . . . . . . . 12. 33.008. Multiply line 6 by line 7 . . . . 8.

4) Provides an amount of insurance to each 9. Enter the premiums
employee based on a formula that pre- you paid per month 9.
vents individual selection. 10. Enter the number

of months you paid
Permanent benefits. If your group-term life the premiums . . . 10.

insurance policy includes permanent benefits, 11. Multiply line 9 by line 10. . . . 11.
such as a paid-up or cash surrender value, you 12. Subtract line 11 from line 8.
must include in your income, as wages, the cost Include this amount in your
of the permanent benefits minus the amount you income as wages . . . . . . . 12.
pay for them. Your employer should be able to
tell you the amount to include in your income.

Accidental death benefits. Insurance that
provides accidental or other death benefits but
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Entire cost excluded. You are not taxed on If the benefits have a value that is more than 4) Savings incentive match plans for employ-
the cost of group-term life insurance if any of the these limits, the excess must be included in your ees (SIMPLE plans).
following circumstances apply. income.

5) Tax-sheltered annuity plans (403(b)
Commuter highway vehicle. This is a plans).1) You are permanently and totally disabled

highway vehicle that seats at least six adults (notand have ended your employment. 6) Section 501(c)(18)(D) plans.including the driver). At least 80% of the
2) Your employer is the beneficiary of the pol- vehicle’s mileage must reasonably be expected 7) Section 457 plans.

icy for the entire period the insurance is in to be:
force during the tax year. Overall limit on deferrals. For 2003, you• For transporting employees between their

generally should not have deferred more than a3) A charitable organization (defined in chap- homes and work place, and
total of $12,000 of contributions to the planster 26) is the only beneficiary of the policy

• On trips during which employees occupy listed in (1) through (6) above. You should notfor the entire period the insurance is in
at least half of the vehicle’s adult seating have deferred more than the lesser of your in-force during the tax year. (You are not
capacity (not including the driver). cludible compensation or $12,000 of contribu-entitled to a deduction for a charitable con-

tribution for naming a charitable organiza- tions to the plan listed in (7) above (section 457
Transit pass. This is any pass, token, fare-tion as the beneficiary of your policy.) plan). If you set aside more than the limit, the

card, voucher, or similar item entitling a person excess generally must be included in your in-
to ride mass transit (whether public or private) come for that year. See Publication 525 for aEntire cost taxed. You are taxed on the entire
free or at a reduced rate or to ride in a commuter discussion of the tax treatment of corrective dis-cost of group-term life insurance if either of the
highway vehicle operated by a person in thefollowing circumstances apply. tributions of excess deferrals.
business of transporting persons for compensa-

You may be allowed an additional elec-tion.1) The insurance is provided by your em-
tive deferral if you are age 50 or older.ployer through a qualified employees’ Qualified parking. This is parking provided

trust, such as a pension trust or a qualified

TIP

to an employee at or near the employer’s place
annuity plan. of business. It also includes parking provided on

Your employer or plan administrator shouldor near a location from which the employee2) You are a key employee and your
apply the proper annual limit when figuring yourcommutes to work by mass transit, in a com-employer’s plan discriminates in favor of
plan contributions. However, you are responsi-muter highway vehicle, or by carpool. It does notkey employees.
ble for monitoring the total you defer to ensureinclude parking at or near the employee’s home.
that the deferrals are not more than the overall
limit.Retirement PlanRetirement Planning Services

ContributionsIf your employer has a qualified retirement plan, Stock Options
qualified retirement planning services provided Your employer’s contributions to a qualified re- If you receive a nonstatutory option to buy or sellto you (and your spouse) by your employer are tirement plan for you are not included in income

stock or other property as payment for yournot included in your income. Qualified services at the time contributed. (Your employer can tell
services, you will usually have income when youinclude retirement planning advice, information you whether your retirement plan is qualified.)
receive the option, when you exercise the optionabout your employer’s retirement plan, and in- However, the cost of life insurance coverage
(use it to buy or sell the stock or other property),formation about how the plan may fit into your included in the plan may have to be included.
or when you sell or otherwise dispose of theoverall individual retirement income plan. You See Group-Term Life Insurance Premiums, ear-
option. However, if your option is a statutorycannot exclude the value of any tax preparation, lier, under Fringe Benefits.

accounting, legal, or brokerage services pro- stock option, you will not have any income untilIf your employer pays into a nonqualified
vided by your employer. you sell or exchange your stock. Your employerplan for you, you generally must include the

can tell you which kind of option you hold. Forcontributions in your income as wages for the
details, get Publication 525.tax year in which the contributions are made.

Transportation However, if your interest in the plan is not trans-
ferable or is subject to a substantial risk of forfei- Restricted PropertyIf your employer provides you with a qualified
ture (meaning you have a good chance of losingtransportation fringe benefit, it can be excluded
it) at the time of the contribution, you do not have Generally, if you receive property for your serv-from your income, up to certain limits. A qualified
to include the value of your interest in your ices, you must include its fair market value intransportation fringe benefit is:
income until it is transferable or is no longer your income in the year you receive the prop-
subject to a substantial risk of forfeiture. erty. However, if you receive stock or other prop-1) Transportation in a commuter highway ve-

erty that has certain restrictions that affect itshicle (such as a van) between your home Elective deferrals. If you are covered by cer-
value, you do not include the value of the prop-and work place, tain kinds of retirement plans, you can choose to
erty in your income until it has substantiallyhave part of your compensation contributed by2) A transit pass, or
vested. (You can choose to include the value ofyour employer to a retirement fund, rather than

3) Qualified parking. the property in your income in the year it ishave it paid to you. The amount you set aside
transferred to you.) For details, see Restricted(called an elective deferral) is treated as anCash reimbursement by your employer for these
Property in Publication 525.employer contribution to a qualified plan. It is notexpenses under a bona fide reimbursement ar-

  Dividends you receive on restricted stockincluded in wages subject to income tax at therangement is also excludable. However, cash
are treated as compensation and not as divi-time contributed. However, it is included inreimbursement for a transit pass is excludable
dend income. Your employer should includewages subject to social security and Medicareonly if a voucher or similar item that can be
these payments on your Form W–2.taxes.exchanged only for a transit pass is not readily

Elective deferrals include elective contribu-available for direct distribution to you. Stock you chose to include in income.
tions to the following retirement plans. Dividends you receive on restricted stock youExclusion limit. The exclusion for commuter

chose to include in your income in the yearhighway vehicle transportation and transit pass 1) Cash or deferred arrangements (section
transferred are treated the same as any otherfringe benefits cannot be more than a total of 401(k) plans).
dividends. Report them on your return as divi-$100 a month, regardless of the total value of

2) The Thrift Savings Plan for federal employ- dends. For a discussion of dividends, see chap-both benefits.
ees. ter 9.The exclusion for the qualified parking fringe

  For information on how to treat dividendsbenefit cannot be more than $190 a month, 3) Salary reduction simplified employee pen-
regardless of its value. sion plans (SARSEP). reported on both your Form W–2 and Form

Chapter 6 Wages, Salaries, and Other Earnings Page 53



Page 56 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

1099–DIV, see Dividends received on restricted order that you turn over to the order are not tion is exempt from federal income tax if you are
stock in Publication 525. included in your income. not a citizen of the United States or you are a

citizen of the Philippines (whether or not you are
Example. You are a member of a church a citizen of the United States).

order and have taken a vow of poverty. You Your compensation for official services to a
renounce any claims to your earnings and turn foreign government is exempt from federal in-Special Rules for
over to the order any salaries or wages you come tax if all of the following are true.
earn. You are a registered nurse, so your orderCertain Employees
assigns you to work in a hospital that is an 1) You are not a citizen of the United States
associated institution of the church. However, or you are a citizen of the PhilippinesThis section deals with special rules for people
you remain under the general direction and con- (whether or not you are a citizen of thein certain types of employment: members of the
trol of the order. You are considered to be an United States).clergy, members of religious orders, people
agent of the order and any wages you earn atworking for foreign employers, military person- 2) Your work is like the work done by employ-the hospital that you turn over to your order arenel, and volunteers. ees of the United States in foreign coun-not included in your income.

tries.
Services performed outside the order. IfClergy 3) The foreign government gives an equal ex-you are directed to work outside the order, your

emption to employees of the United Statesservices are not an exercise of duties requiredIf you are a member of the clergy, you must in its country.by the order unless they meet both of the follow-include in your income offerings and fees you
ing requirements. receive for marriages, baptisms, funerals, Waiver of alien status. If you are an alien

masses, etc., in addition to your salary. If the who works for a foreign government or interna-1) They are the kind of services that are ordi-
offering is made to the religious institution, it is tional organization and you file a waiver undernarily the duties of members of the order.
not taxable to you. section 247(b) of the Immigration and National-

2) They are part of the duties that you must   If you are a member of a religious organiza- ity Act to keep your immigrant status, different
exercise for, or on behalf of, the religioustion and you give your outside earnings to the rules may apply. See Foreign Employer in Publi-
order as its agent.organization, you still must include the earnings cation 525.

in your income. However, you may be entitled to If you are an employee of a third party, the
a charitable contribution deduction for the Employment abroad. For information on in-services you perform for the third party will not
amount paid to the organization. See chapter come earned abroad, get Publication 54.be considered directed or required of you by the
26. order. Amounts you receive for these services

are included in your income, even if you have MilitaryHousing.  Special rules for housing apply to taken a vow of poverty.
members of the clergy. Under these rules, you

 Payments you receive as a member of a militarydo not include in your income the rental value of Example. Mark Brown is a member of a service generally are taxed as wages except fora home (including utilities) or a designated hous- religious order and has taken a vow of poverty. retirement pay, which is taxed as a pension.ing allowance provided to you as part of your He renounces all claims to his earnings and Allowances generally are not taxed. For morepay. However, the exclusion cannot be more turns over his earnings to the order. information on the tax treatment of military al-than the reasonable pay for your service. The Mark is a school teacher. He was instructed lowances and benefits, get Publication 3, Armedhome or allowance must be provided as com- by the superiors of the order to get a job with a Forces’ Tax Guide.pensation for your services as an ordained, li- private tax-exempt school. Mark became an em-
censed, or commissioned minister. However, ployee of the school, and, at his request, the Military retirement pay. If your retirementyou must include the rental value of the home or school made the salary payments directly to the pay is based on age or length of service, it isthe housing allowance as earnings from order. taxable and must be included in your income asself-employment on Schedule SE (Form 1040) if Because Mark is an employee of the school, a pension on lines 16a and 16b of Form 1040, oryou are subject to the self-employment tax. For he is performing services for the school rather on lines 12a and 12b of Form 1040A. Do notmore information, see Publication 517, Social than as an agent of the order. The wages Mark include in your income the amount of any reduc-Security and Other Information for Members of earns working for the school are included in his tion in retirement or retainer pay to provide athe Clergy and Religious Workers. income. survivor annuity for your spouse or children

Pension. A pension or retirement pay for a under the Retired Serviceman’s Family Protec-
member of the clergy is usually treated as any tion Plan or the Survivor Benefit Plan.Foreign Employer
other pension or annuity. It must be reported on For more information on survivor annuities,
lines 16a and 16b of Form 1040 or on lines 12a see chapter 11.Special rules apply if you work for a foreign
and 12b of Form 1040A. employer. Disability. If you are retired on disability,

see  Military and Government Disability Pen-U.S. citizen. If you are a U.S. citizen whoMembers of Religious sions under Sickness and Injury Benefits, later.works in the United States for a foreign govern-
ment, an international organization, a foreignOrders

Veterans’ benefits. Do not include in your in-embassy, or any foreign employer, you must
come any veterans’ benefits paid under any law,include your salary in your income.If you are a member of a religious order who has
regulation, or administrative practice adminis-taken a vow of poverty, how you treat earnings Social security and Medicare taxes. You tered by the Department of Veterans Affairsthat you renounce and turn over to the order are exempt from social security and Medicare (VA). The following amounts paid to veterans ordepends on whether your services are per- taxes if you are employed in the United States their families are not taxable.formed for the order. by an international organization or a foreign gov-

ernment. However, you must pay self-employ- • Education, training, and subsistence al-Services performed for the order. If you are
ment tax on your earnings from services lowances.performing the services as an agent of the order
performed in the United States, even though youin the exercise of duties required by the order, • Disability compensation and pension pay-are not self-employed. This rule also applies ifdo not include in your income the amounts ments for disabilities paid either to veter-you are an employee of a qualifyingturned over to the order. ans or their families.wholly-owned instrumentality of a foreign gov-

If your order directs you to perform services
ernment. • Grants for homes designed for wheelchair

for another agency of the supervising church or
living.

an associated institution, you are considered to Employees of international organizations or
be performing the services as an agent of the foreign governments. Your compensation • Grants for motor vehicles for veterans who
order. Any wages you earn as an agent of an for official services to an international organiza- lost their sight or the use of their limbs.
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• Veterans’ insurance proceeds and divi- out-of-pocket expenses from SCORE, do not you receive in your income. If the amount of the
dends paid either to veterans or their ben- include these amounts in income. premiums was included in your income, you are
eficiaries, including the proceeds of a considered to have paid the premiums, and any

Volunteer tax counseling. Do not include inveteran’s endowment policy paid before benefits you receive are not taxable.
your income any reimbursements you receivedeath.

Accrued leave payment. If you retire on disa-for transportation, meals, and other expenses
• Interest on insurance dividends you leave bility, any lump-sum payment you receive foryou have in training for, or actually providing,

on deposit with the VA. accrued annual leave is a salary payment. Thevolunteer federal income tax counseling for the
payment is not a disability payment. Include it inelderly (TCE).

Rehabilitative program payments. VA your income in the tax year you receive it.You can deduct as a charitable contribution
payments to hospital patients and resident vet- your unreimbursed out-of-pocket expenses in
erans for their services under the VA’s therapeu- Retirement and profit-sharing plans. If youtaking part in the volunteer income tax assis-
tic or rehabilitative programs are not treated as receive payments from a retirement ortance (VITA) program. See chapter 26.
nontaxable veterans’ benefits. Report these profit-sharing plan that does not provide for disa-
payments as income on line 21 of Form 1040. bility retirement, do not treat the payments as a

disability pension. The payments must be re-
ported as a pension or annuity. For more infor-Volunteers Sickness and Injury mation on pensions, see chapter 11.

The tax treatment of amounts you receive as a Benefits How to report. If you retired on disability, youvolunteer worker for the Peace Corps or similar
must include in income any disability pensionagency is covered in the following discussions. This section discusses sickness and injury ben- you receive under a plan that is paid for by your

efits including disability pensions, long-term employer. You must report your taxable disabil-Peace Corps. Living allowances you receive
care insurance contracts, workers’ compensa- ity payments as wages on line 7 of Form 1040 oras a Peace Corps volunteer or volunteer leader
tion, and other benefits. Form 1040A, until you reach minimum retire-for housing, utilities, household supplies, food,

ment age. Minimum retirement age generally isand clothing are exempt from tax.
the age at which you can first receive a pensionDisability PensionsTaxable allowances. The following al- or annuity if you are not disabled.

lowances must be included in your income and Beginning on the day after you reach mini-Generally, if you retire on disability, you must
reported as wages. mum retirement age, payments you receive arereport your pension or annuity as income.

taxable as a pension or annuity. Report the• Allowances paid to your spouse and minor There is a tax credit for people who are payments on lines 16a and 16b of Form 1040, orchildren while you are a volunteer leader permanently and totally disabled. For on lines 12a and 12b of Form 1040A. The rulestraining in the United States. information on this credit and the defi-
TIP

for reporting pensions are explained in How To
nition of permanent and total disability, see• Living allowances designated by the Di- Report in chapter 11.
chapter 35.rector of the Peace Corps as basic com-

pensation. These are allowances for For information on disability payments from a
personal items such as domestic help, governmental program provided as a substitute Military and Government
laundry and clothing maintenance, enter- for unemployment compensation, see chapter Disability Pensions
tainment and recreation, transportation, 13.
and other miscellaneous expenses. Certain military and government disability pen-

Disability income. Generally, you must report sions are not taxable.• Leave allowances. as income any amount you receive for personal
injury or sickness through an accident or health• Readjustment allowances or termination Service-connected disability. You may be
plan that is paid for by your employer. If both youpayments. These are considered received able to exclude from income amounts you re-
and your employer pay for the plan, only theby you when credited to your account. ceive as a pension, annuity, or similar allowance
amount you receive that is due to your for personal injury or sickness resulting from
employer’s payments is reported as income. active service in one of the following govern-Example. Gary Carpenter, a Peace Corps However, certain payments may not be taxable ment services.volunteer, gets $175 a month as a readjustment to you. Your employer should be able to give you

allowance during his period of service, to be paid • The armed forces of any country.specific details about your pension plan and tell
to him in a lump sum at the end of his tour of you the amount you paid for your disability pen- • The National Oceanic and Atmosphericduty. Although the allowance is not available to sion. In addition to disability pensions and annui- Administration.him until the end of his service, Gary must in- ties, you may be receiving other payments for
clude it in his income on a monthly basis as it is • The Public Health Service.sickness and injury.
credited to his account. • The Foreign Service.Do not report as income any amounts
Volunteers in Service to America (VISTA). If paid to reimburse you for medical ex-

Conditions for exclusion. Do not includeyou are a VISTA volunteer, you must include penses you incurred after the plan was
TIP

the disability payments in your income if any ofmeal and lodging allowances paid to you in your established.
the following conditions apply.income as wages.

Cost paid by you. If you pay the entire cost of 1) You were entitled to receive a disabilityNational Senior Services Corps programs. a health or accident insurance plan, do not in- payment before September 25, 1975.Do not include in your income amounts you clude any amounts you receive from the plan for
receive for supportive services or reimburse- 2) You were a member of a listed govern-personal injury or sickness as income on your
ments for out-of-pocket expenses from the fol- ment service or its reserve component, ortax return. If your plan reimbursed you for medi-
lowing programs. were under a binding written commitmentcal expenses you deducted in an earlier year,

to become a member, on September 24,you may have to include some, or all, of the• Retired Senior Volunteer Program
1975.reimbursement in your income. See  Reim-(RSVP).

bursement in a later year in chapter 23. 3) You receive the disability payments for a• Foster Grandparent Program.
combat-related injury. This is a personalCafeteria plans. Generally, if you are cov-• Senior Companion Program. injury or sickness that:ered by an accident or health insurance plan

through a cafeteria plan, and the amount of the
a) Results directly from armed conflict,Service Corps of Retired Executives insurance premiums was not included in your

(SCORE). If you receive amounts for support- income, you are not considered to have paid the b) Takes place while you are engaged in
ive services or reimbursements for premiums and you must include any benefits extra-hazardous service,
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c) Takes place under conditions simulat- • Provide that refunds, other than refunds Return to work.   If you return to work after
ing war, including training exercises qualifying for workers’ compensation, paymentson the death of the insured or complete
such as maneuvers, or you continue to receive while assigned to lightsurrender or cancellation of the contract,

duties are taxable. Report these payments asand dividends under the contract may bed) Is caused by an instrumentality of war.
wages on line 7 of Form 1040 or Form 1040A, orused only to reduce future premiums or
on line 1 of Form 1040EZ.increase future benefits, and4) You would be entitled to receive disability

compensation from the Department of Vet- • Generally not pay or reimburse expenses
Other Sickness and Injuryerans Affairs (VA) if you filed an applica- incurred for services or items that would

tion for it. Your exclusion under this be reimbursed under Medicare, except Benefits
condition is equal to the amount you would where Medicare is a secondary payer or
be entitled to receive from the VA. the contract makes per diem or other peri- In addition to disability pensions and annuities,

odic payments without regard to ex- you may receive other payments for sickness or
penses. injury.Pension based on years of service. If you

receive a disability pension based on years of Railroad sick pay.    Payments you receive as
service, you generally must include it in your Qualified long-term care services. Qualified sick pay under the Railroad Unemployment In-
income. However, if the pension qualifies for the long-term care services are: surance Act are taxable and you must include
exclusion for a service-connected disability (dis- them in your income. However, do not include
cussed earlier), do not include in income the part • Necessary diagnostic, preventive, thera- them in your income if they are for an on-the-job
of your pension that you would have received if peutic, curing, treating, mitigating, and re- injury.
the pension had been based on a percentage of habilitative services, and maintenance and If you received income because of a disabil-
disability. You must include the rest of your pen- personal care services, and ity, see Disability Pensions, earlier.
sion in your income. • Required by a chronically ill individual Federal Employees’ Compensation Act

Retroactive VA determination. If you retire and provided pursuant to a plan of care as (FECA). Payments received under this Act for
from the armed services based on years of serv- prescribed by a licensed health care prac- personal injury or sickness, including payments
ice and are later given a retroactive service-con- titioner. to beneficiaries in case of death, are not taxable.
nected disability rating by the VA, your However, you are taxed on amounts you receive
retirement pay for the retroactive period is ex- under this Act as continuation of pay for up toChronically ill individual. A chronically ill in-cluded from income up to the amount of VA 45 days while a claim is being decided. Reportdividual is one who has been certified by adisability benefits you would have been entitled this income on line 7 of Form 1040 or Formlicensed health care practitioner within the previ-to receive. You can claim a refund of any tax 1040A, or on line 1 of Form 1040EZ. Also, payous 12 months as one of the following.paid on the excludable amount (subject to the for sick leave while a claim is being processed is
statute of limitations) by filing an amended re- • An individual who, for at least 90 days, is taxable and must be included in your income as
turn on Form 1040X for each previous year unable to perform at least two activities of wages.
during the retroactive period. daily living without substantial assistance

If part of the payments you receiveIf you receive a lump-sum disability sever- due to loss of functional capacity. Activi-
under FECA reduces your social se-ance payment and are later awarded VA disabil- ties of daily living are eating, toileting,
curity or equivalent railroad retirementity benefits, do not include in your income the CAUTION

!
transferring, bathing, dressing, and conti-

benefits received, that part is considered socialportion of the severance payment equal to the nence. security (or equivalent railroad retirement) bene-VA benefit you would have been entitled to re-
fits and may be taxable. For a discussion of the• An individual who requires substantial su-ceive in that same year. However, you must
taxability of these benefits, see Social securityinclude in your income any lump-sum readjust- pervision to be protected from threats to
and equivalent railroad retirement benefitsment or other nondisability severance payment health and safety due to severe cognitive
under Other Income, in Publication 525.you received on release from active duty, even if impairment.

you are later given a retroactive disability rating   You can deduct the amount you spend to
by the VA. buy back sick leave for an earlier year to beLimit on exclusion. You can generally ex-

eligible for nontaxable FECA benefits for thatclude from gross income up to $220 a day forTerrorist attack or military action. Do not period. It is a miscellaneous deduction subject to2003. See Limit on exclusion, under Long-Terminclude in your income disability payments you the 2% limit on Schedule A (Form 1040). If youCare Insurance Contracts, under Sickness andreceive for injuries resulting directly from a ter- buy back sick leave in the same year you used it,Injury Benefits in Publication 525 for more infor-roristic or military action. the amount reduces your taxable sick leave pay.mation.
Do not deduct it separately.

Long-Term Care Other compensation. Many other amountsWorkers’ Compensation
you receive as compensation for sickness orInsurance Contracts
injury are not taxable. These include the follow-Amounts you receive as workers’ compensation

Long-term care insurance contracts are gener- ing amounts.for an occupational sickness or injury are fully
ally treated as accident and health insurance exempt from tax if they are paid under a workers’ • Compensatory damages you receive for
contracts. Amounts you receive from them compensation act or a statute in the nature of a physical injury or physical sickness,
(other than policyholder dividends or premium workers’ compensation act. The exemption also whether paid in a lump sum or in periodic
refunds) generally are excludable from income applies to your survivors. The exemption, how- payments.
as amounts received for personal injury or sick- ever, does not apply to retirement plan benefits
ness. To claim an exclusion for payments made • Benefits you receive under an accident oryou receive based on your age, length of serv-
on a per diem or other periodic basis under a health insurance policy on which eitherice, or prior contributions to the plan, even if you
long-term care insurance contract, you must file you paid the premiums or your employerretired because of an occupational sickness or
Form 8853 with your return. paid the premiums but you had to includeinjury.

A long-term care insurance contract is an them in your income.
If part of your workers’ compensationinsurance contract that only provides coverage • Disability benefits you receive for loss ofreduces your social security orfor qualified long-term care services. The

income or earning capacity as a result ofequivalent railroad retirement benefitscontract must: CAUTION
!

injuries under a no-fault car insurance pol-received, that part is considered social security• Be guaranteed renewable, icy.(or equivalent railroad retirement) benefits and
may be taxable. For more information, see Pub-• Not provide for a cash surrender value or • Compensation you receive for permanent
lication 915, Social Security and Equivalent Rail-other money that can be paid, assigned, loss or loss of use of a part or function of
road Retirement Benefits.pledged, or borrowed, your body, or for your permanent disfig-
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urement. This compensation must be Reimbursement for medical care. A reim- expense deduction. For more information, see
based only on the injury and not on the bursement for medical care is generally not tax- chapter 23.
period of your absence from work. These able. However, it may reduce your medical
benefits are not taxable even if your em-
ployer pays for the accident and health
plan that provides these benefits.
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What tips to report. Report to your employer
1) Write information about your tips in a tip only cash, check, or credit card tips you receive.

diary, or If your total tips for any one month from any7. one job are less than $20, do not report the tips2) Keep copies of documents that show your
for that month to that employer.tips, such as restaurant bills and credit

card charge slips. Do not report the value of any noncash tips,
such as tickets or passes, to your employer. YouYou should keep your daily tip record with yourTip Income
do not pay social security and Medicare taxes or

personal records. You must keep your records railroad retirement tax on these tips.
for as long as they are important for administra-
tion of the federal tax law. For information on How to report.   If your employer does notIntroduction how long to keep records, see Publication 552, give you any other way to report tips, you can
Recordkeeping for Individuals.This chapter is for employees who receive tips use Form 4070. To get a year’s supply of the

from customers. form, ask the IRS or your employer for Publica-  If you keep a tip diary, you can use Form
tion 1244. Fill in the information asked for on theAll tips you receive are income and are sub- 4070A, Employee’s Daily Record of Tips. To get
form, sign and date the form, and give it to yourject to federal income tax. You must include in Form 4070A, ask the Internal Revenue Service
employer.gross income all tips you receive directly from (IRS) or your employer for Publication 1244.

customers, tips from charge customers that are If you do not use Form 4070, give your em-Publication 1244 includes a year’s supply of
paid to you by your employer, and your share of ployer a statement with the following informa-Form 4070A. Each day, write in the information
any tips you receive under a tip-splitting or tion.asked for on the form.
tip-pooling arrangement.

If you do not use Form 4070A, start your • Your name, address, and social securityThe value of noncash tips, such as tickets, records by writing your name, your employer’s number.passes, or other items of value are also income name, and the name of the business if it is • Your employer’s name, address, and busi-and subject to tax. different from your employer’s name. Then,
ness name (if it is different from theReporting your tip income correctly is not each workday, write the date and the following
employer’s name).difficult. You must do three things. information.

• The month (or the dates of any shorter
1) Keep a daily tip record. • Cash tips you get directly from customers period) in which you received tips.

or from other employees.2) Report tips to your employer. • The total tips required to be reported for
• Tips from credit card charge customers that period.3) Report all your tips on your income tax

that your employer pays you.return. You must sign and date the statement. You
• The value of any noncash tips you get, should keep a copy with your personal records.

such as tickets, passes, or other items ofThis chapter will show you how to do these three Your employer may require you to report your
value.things and what to do on your tax return if you tips more than once a month. However, the

have not done the first two. This chapter will also statement cannot cover a period of more than• The amount of tips you paid out to other
show you how to treat allocated tips. one calendar month.employees through tip pools or tip split-

ting, or other arrangements, and the Electronic tip statement. Your employerUseful Items names of the employees to whom you can have you furnish your tip statements elec-
You may want to see: paid the tips. tronically.

Publication When to report. Give your report for eachDo not write in your tip diary the
month to your employer by the 10th of the next❏ 531 Reporting Tip Income amount of any service charge that your
month. If the 10th falls on a Saturday, Sunday,employer adds to a customer’s bill andCAUTION

!
❏ 1244 Employee’s Daily Record of Tips or legal holiday, give your employer the report bythen pays to you and treats as wages. This is

and Report to Employer the next day that is not a Saturday, Sunday, orpart of your wages, not a tip.
legal holiday.

Form (and Instructions) Electronic tip record. You may use an
Example 1. You must report your tips re-electronic system provided by your employer to❏ 4137 Social Security and Medicare Tax

ceived in May 2004 by June 10, 2004.record your daily tips. You must receive andon Unreported Tip Income
keep a paper copy of this record.

❏ 4070 Employee’s Report of Tips to Example 2. You must report your tips re-
Employer ceived in June 2004 by July 12, 2004. July 10th

is on a Saturday, and the 12th is the next day
that is not a Saturday, Sunday, or legal holiday.Reporting Tips to Your

Final report. If your employment ends dur-
ing the month, you can report your tips whenKeeping a Daily Tip Employer
your employment ends.

Record
Why report tips to your employer? You Penalty for not reporting tips. If you do not

report tips to your employer as required, youmust report tips to your employer so that:
Why keep a daily tip record? You must keep may be subject to a penalty equal to 50% of the

• Your employer can withhold federal in-a daily tip record so you can: social security and Medicare taxes or railroad
come tax and social security and Medicare retirement tax you owe on the unreported tips.• Report your tips accurately to your em- taxes or railroad retirement tax, (For information about these taxes, see Report-

ployer, ing social security and Medicare taxes on tips• Your employer can report the correct
not reported to your employer under Reporting• Report your tips accurately on your tax amount of your earnings to the Social Se-
Tips on Your Tax Return, later.) The penaltyreturn, and curity Administration or Railroad Retire- amount is in addition to the taxes you owe.

ment Board (which affects your benefits• Prove your tip income if your return is ever
You can avoid this penalty if you can showwhen you retire or if you become disabled,questioned.

reasonable cause for not reporting the tips toor your family’s benefits if you die), and
your employer. To do so, attach a statement to

• You can avoid the penalty for not reportingHow to keep a daily tip record. There are two your return explaining why you did not report
ways to keep a daily tip record. You can either: tips to your employer (explained later). them.
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Giving your employer money for taxes. cluded in the wages shown in box 1 of your Form Form 1040EZ or Form 1040A.) Include the taxes
Your regular pay may not be enough for your W–2. Add to the amount in box 1 only the tips in your total tax amount on line 61, and write
employer to withhold all the taxes you owe on you did not report to your employer. “UT” and the total of the uncollected taxes on the
your regular pay plus your reported tips. If this dotted line next to line 60.If you received $20 or more in cash and
happens, you can give your employer money charge tips in a month and did not
until the close of the calendar year to pay the report all of those tips to your em-CAUTION

!
rest of the taxes. ployer, see Reporting social security and Medi-

If you do not give your employer enough care taxes on tips not reported to your employer, Allocated Tips
money, your employer will apply your regular later.
pay and any money you give to the taxes in the If your employer allocated tips to you, they are
following order. If you did not keep a daily tip record as shown separately in box 8 of your Form W–2.

required and an amount is shown in They are not included in box 1 with your wages
1) All taxes on your regular pay. box 8 of your Form W–2, see AllocatedCAUTION

!
and reported tips. If box 8 is blank, this discus-

Tips, later.2) Social security and Medicare taxes or rail- sion does not apply to you.
If you kept a daily tip record and reported tipsroad retirement tax on your reported tips.

to your employer as required under the rules What are allocated tips? These are tips that3) Federal, state, and local income taxes on explained earlier, add the following tips to the your employer assigned to you in addition to theyour reported tips. amount in box 1 of your Form W–2. tips you reported to your employer for the year.
Any taxes that remain unpaid can be col- Your employer will have done this only if:• Cash and charge tips you received thatlected by your employer from your next

totaled less than $20 for any month. • You worked in a restaurant, cocktailpaycheck. If withholding taxes remain uncol-
lounge, or similar business that must allo-lected at the end of the year, you may be subject • The value of noncash tips, such as tickets,
cate tips to employees, andto a penalty for underpayment of estimated passes, or other items of value.

taxes. See Publication 505, Tax Withholding • The tips you reported to your employer
and Estimated Tax, for more information. were less than your share of 8% of foodExample. John Allen began working at the

and drink sales.Uncollected taxes.  You must report Diamond Restaurant (his only employer in 2003)
on your tax return any social security on June 30 and received $10,000 in wages
and Medicare taxes or railroad retire- during the year. John kept a daily tip recordCAUTION

!
How were your allocated tips figured? The

ment tax that remained uncollected at the end of showing that his tips for June were $18 and his tips allocated to you are your share of an amount
2003. See Reporting uncollected social security tips for the rest of the year totaled $7,000. He figured by subtracting the reported tips of alland Medicare taxes on tips under Reporting was not required to report his June tips to his employees from 8% (or an approved lower rate)Tips on Your Tax Return, later. These uncol- employer, but he reported all of the rest of his

of food and drink sales (other than carryoutlected taxes will be shown in box 12 of your 2003 tips to his employer as required.
sales and sales with a service charge of 10% orForm W–2 (codes A and B). John’s Form W–2 from Diamond Restaurant more). Your share of that amount was figured

shows $17,000 ($10,000 wages plus $7,000 re- using either a method provided by an
ported tips) in box 1. He adds the $18 unre- employer-employee agreement or a methodTip Rate Determination
ported tips to that amount and reports $17,018 provided by IRS regulations based on employ-and Education Program as wages on his tax return. ees’ sales or hours worked. For information

about the exact allocation method used, askYour employer may participate in the Tip Rate Reporting social security and Medicare your employer.Determination and Education Program. The pro- taxes on tips not reported to your employer.
gram was developed to help employees and If you received $20 or more in cash and charge

Must you report your allocated tips on youremployers understand and meet their tip report- tips in a month from any one job and did not
return? You must report allocated tips on youring responsibilities. report all of those tips to your employer, you
tax return unless either of the following excep-There are two agreements under the pro- must report the social security and Medicare
tions applies.gram — the Tip Rate Determination Agreement taxes on the unreported tips as additional tax on

(TRDA) and the Tip Reporting Alternative Com- your return. To report these taxes, you must file
1) You kept a daily tip record, or other evi-mitment (TRAC). In addition, employers in the a return even if you would not otherwise have to

dence that is as credible and as reliable asfood and beverage industry may be able to get file. You must use Form 1040. (You cannot file
a daily tip record, as required under rulesapproval of an employer-designed EmTRAC Form 1040EZ or Form 1040A.)
explained earlier.program. For information on the EmTRAC pro- Use Form 4137 to figure these taxes. Enter

gram, see Notice 2001–1 in Internal Revenue 2) Your tip record is incomplete, but it showsthe tax on line 56, Form 1040, and attach Form
Bulletin No. 2001–2 (or Cumulative Bulletin that your actual tips were more than the4137 to your return.
2001–1). tips you reported to your employer plus the

If you are subject to the Railroad Re- allocated tips.Your employer can provide you with a copy
tirement Tax Act, you cannot use Formof the agreement. If you want to learn more If either exception applies, report your actual tips4137 to pay railroad retirement tax onCAUTION

!
about these agreements, contact the local IRS

on your return. Do not report the allocated tips.unreported tips. To get railroad retirement credit,tip coordinator. A list of tip coordinators is avail-
See What tips to report under Reporting Tips onyou must report tips to your employer.able at www.irs.gov.
Your Tax Return, earlier.

Reporting uncollected social security and
How to report allocated tips. If you mustMedicare taxes on tips. If your employer
report allocated tips on your return, add thecould not collect all the social security and Medi-Reporting Tips on Your amount in box 8 of your Form W–2 to thecare taxes or railroad retirement tax you owe on
amount in box 1. Report the total as wages ontips reported for 2003, the uncollected taxes willTax Return line 7 of Form 1040. (You cannot file Formbe shown in box 12 of your Form W–2 (codes A
1040EZ or Form 1040A.)and B). You must report these amounts as addi-

tional tax on your return. You may have uncol- Because social security and Medicare taxesHow to report tips.   Report your tips with
lected taxes if your regular pay was not enough were not withheld from the allocated tips, youyour wages on line 1, Form 1040EZ, or line 7,
for your employer to withhold all the taxes you must report those taxes as additional tax on yourForm 1040A or Form 1040.
owe and you did not give your employer enough return. Complete Form 4137, and include the
money to pay the rest of the taxes. allocated tips on line 1 of the form. See Report-What tips to report. You must report all tips

ing social security and Medicare taxes on tipsyou received in 2003, including both cash tips To report these uncollected taxes, you must
not reported to your employer under Reportingand noncash tips, on your tax return. Any tips file a return even if you would not otherwise have
Tips on Your Tax Return, earlier.you reported to your employer for 2003 are in- to file. You must use Form 1040. (You cannot file
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❏ 8815 Exclusion of Interest From Series recorded in your name as custodian for the child,
EE and I U.S. Savings Bonds give the child’s SSN to the payer. For example,
Issued After 1989 you must give your child’s SSN to the payer of8. dividends on stock owned by your child, even

❏ 8818 Optional Form To Record
though the dividends are paid to you as custo-

Redemption of Series EE and I
dian.

U.S. Savings Bonds Issued After
1989 Penalty for failure to supply SSN. If youInterest Income do not give your SSN to the payer of interest,

you may have to pay a penalty. See Failure to
supply social security number under Penalties in
chapter 1. Backup withholding also may apply.Important Reminder General Information
Backup withholding. Your interest income is
generally not subject to regular withholding.A few items of general interest are covered here.Foreign-source income. If you are a U.S. citi-
However, it may be subject to backup withhold-zen with interest income from sources outside Tax on investment income of a child under ing to ensure that income tax is collected on thethe United States (foreign income), you must age 14. Part of a child’s 2003 investment in- income. Under backup withholding, the payer ofreport that income on your tax return unless it is come may be taxed at the parent’s tax rate. This interest must withhold, as income tax, a percent-exempt by U.S. law. This is true whether you may happen if all the following are true. age of the amount you are paid. For 2004, thereside inside or outside the United States and
percentage is 28%.1) The child was under age 14 at the end ofwhether or not you receive a Form 1099 from the

Backup withholding may also be required if2003. A child born on January 1, 1990, isforeign payer.
the Internal Revenue Service (IRS) has deter-considered to be age 14 at the end of
mined that you underreported your interest or2003.
dividend income. For more information, see

2) The child had more than $1,500 of invest- Backup Withholding in chapter 5.
ment income (such as taxable interest andIntroduction Reporting backup withholding. If backupdividends) and has to file a tax return.

withholding is deducted from your interest in-This chapter discusses:
3) Either parent was alive at the end of 2003. come, the payer must give you a Form

• Different types of interest income, 1099– INT for the year that indicates the amountIf all these statements are true, Form 8615, Tax
withheld. The Form 1099– INT will show anyfor Children Under Age 14 Who Have Invest-• What interest is taxable and what interest
backup withholding as “Federal income tax with-ment Income of More Than $1,500, must beis nontaxable,
held.”completed and attached to the child’s tax return.• When to report interest income, and If any of these statements is not true, Form 8615 Joint accounts. If two or more persons hold

is not required and the child’s income is taxed at• How to report interest income on your tax property (such as a savings account or bond) as
his or her own tax rate.return. joint tenants, tenants by the entirety, or tenants

However, the parent can choose to include in common, each person’s share of any interest
the child’s interest and dividends on the parent’sIn general, any interest that you receive or that from the property is determined by local law.
return if certain requirements are met. Useis credited to your account and can be with-
Form 8814, Parents’ Election To Report Child’s Income from property given to a child.drawn is taxable income. (It does not have to be
Interest and Dividends, for this purpose. Property you give as a parent to your child underentered in your passbook.) Exceptions to this

For more information about the tax on invest- the Model Gifts of Securities to Minors Act, therule are discussed later in this chapter.
ment income of children and the parents’ elec- Uniform Gifts to Minors Act, or any similar law,You may be able to deduct expenses you
tion, see chapter 33. becomes the child’s property.have in earning this income on Schedule A

Income from the property is taxable to the(Form 1040) if you itemize your deductions. See Beneficiary of an estate or trust. Interest
child, except that any part used to satisfy a legalchapter 30. you receive as a beneficiary of an estate or trust
obligation to support the child is taxable to theis generally taxable income. You should receiveRecordkeeping. You should keep a parent or legal guardian having that legal obliga-a Schedule K–1 (Form 1041), Beneficiary’s

list showing sources and amounts of tion.Share of Income, Deductions, Credits, etc., from
interest received during the year. Also,RECORDS

the fiduciary. Your copy of Schedule K–1 and its Savings account with parent as trustee.keep the forms you receive that show your inter-
instructions will tell you where to report the in- Interest income from a savings account openedest income (Forms 1099– INT, for example) as
come on your Form 1040. for a child who is a minor, but placed in the namean important part of your records.

and subject to the order of the parents as trust-Social security number (SSN). You must
ees, is taxable to the child if, under the law of thegive your name and SSN to any person required
state in which the child resides, both of theUseful Items by federal tax law to make a return, statement,
following are true.You may want to see: or other document that relates to you. This in-

cludes payers of interest. 1) The savings account legally belongs to the
Publication child.SSN for joint account. If the funds in a joint
❏ 537 Installment Sales account belong to one person, list that person’s 2) The parents are not legally permitted to

name first on the account and give that person’s use any of the funds to support the child.❏ 550 Investment Income and Expenses
SSN to the payer. (For information on who owns

❏ 1212 List of Original Issue Discount the funds in a joint account, see Joint accounts, Form 1099– INT. Interest income is generallyInstruments later.) If the joint account contains combined
reported to you on Form 1099– INT, Interest

funds, give the SSN of the person whose name
Income, or a similar statement, by banks, sav-Form (and Instructions) is listed first on the account.
ings and loans, and other payers of interest. This

These rules apply both to joint ownership by❏ Schedule B (Form 1040) Interest and form shows you the interest you received during
a married couple and to joint ownership by otherOrdinary Dividends the year. Keep this form for your records. You do
individuals. For example, if you open a joint

not have to attach it to your tax return.
❏ Schedule 1 (Form 1040A) Interest and savings account with your child using funds be-

Report on your tax return the total amount ofOrdinary Dividends for Form 1040A longing to the child, list the child’s name first on
interest income that you receive for the tax year.Filers the account and give the child’s SSN.
This includes amounts reported to you on Form

❏ 3115 Application for Change in Custodian account for your child. If your 1099– INT and amounts for which you did not
Accounting Method child is the actual owner of an account that is receive a Form 1099– INT.
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Nominees. Generally, if someone receives • Domestic savings and loan associations, earns $20 interest. You also receive a $15 cal-
interest as a nominee for you, that person will culator. If no other interest is credited to your• Federal savings and loan associations,
give you a Form 1099– INT showing the interest account during the year, the Form 1099– INT

and
received on your behalf. you receive will show $35 interest for the year.

• Mutual savings banks.If you receive a Form 1099– INT that in- You must report $35 interest income on your tax
cludes amounts belonging to another person, return.
see the discussion on nominee distributions Money market funds. Generally, amounts Interest on insurance dividends. Interest onunder How To Report Interest Income in chapter you receive from money market funds should be insurance dividends left on deposit with an in-1 of Publication 550, or see the Schedule 1 reported as dividends, not as interest. surance company that can be withdrawn annu-(Form 1040A) or Schedule B (Form 1040) in-

ally is taxable to you in the year it is credited tostructions. Money market certificates, savings certifi- your account. However, if you can withdraw it
cates, and other deferred interest accounts.Incorrect amount. If you receive a Form only on the anniversary date of the policy (or
If you open any of these accounts, interest may1099– INT that shows an incorrect amount (or other specified date), the interest is taxable in
be paid at fixed intervals of 1 year or less duringother incorrect information), you should ask the the year that date occurs.
the term of the account. You generally mustissuer for a corrected form. The new Form

Prepaid insurance premiums. Any increaseinclude this interest in your income when you1099– INT you receive will be marked “Cor-
in the value of prepaid insurance premiums,actually receive it or are entitled to receive itrected.”
advance premiums, or premium deposit funds iswithout paying a substantial penalty. The same

Form 1099–OID. Reportable interest income interest if it is applied to the payment of premi-is true for accounts that mature in 1 year or less
may also be shown on Form 1099–OID, Origi- ums due on insurance policies or made avail-and pay interest in a single payment at maturity.
nal Issue Discount. For more information about able for you to withdraw.If interest is deferred for more than 1 year, see
amounts shown on this form, see Original Issue Original Issue Discount (OID), later. U.S. obligations. Interest on U.S. obligations,Discount (OID), later in this chapter.

such as U.S. Treasury bills, notes, and bonds,Interest subject to penalty for early with-
Exempt-interest dividends. Exempt-interest issued by any agency or instrumentality of thedrawal. If you withdraw funds from a deferred
dividends you receive from a regulated invest- United States is taxable for federal income taxinterest account before maturity, you may have
ment company (mutual fund) are not included in purposes.to pay a penalty. You must report the total
your taxable income. (However, see Treasury bills generally have a 4-week,amount of interest paid or credited to your ac-
Information-reporting requirement, next.) You 13-week, or 26-week maturity period. They arecount during the year, without subtracting the
will receive a notice from the mutual fund telling issued at a discount in the amount of $1,000 andpenalty. See Penalty on early withdrawal of sav-
you the amount of the exempt-interest dividends multiples of $1,000. The difference between theings in chapter 1 of Publication 550, for more
that you received. Exempt-interest dividends discounted price you pay for the bills and theinformation on how to report the interest and
are not shown on Form 1099–DIV or Form face value you receive at maturity is interestdeduct the penalty.
1099– INT. income. Generally, you report this interest in-

Money borrowed to invest in money mar- come when the bill is paid at maturity.Information-reporting requirement. Al- ket certificate. The interest you pay on money Treasury notes have maturity periods ofthough exempt-interest dividends are not tax- borrowed from a bank or savings institution to more than 1 year, ranging up to 10 years. Matur-able, you must show them on your tax return if meet the minimum deposit required for a money ity periods for Treasury bonds are longer thanyou have to file. This is an information-reporting market certificate from the institution and the 10 years. Both notes and bonds generally payrequirement and does not change the interest you earn on the certificate are two sepa- interest every 6 months. Generally, you reportexempt-interest dividends into taxable income. rate items. You must report the total interest you this interest for the year paid. For more informa-
earn on the certificate in your income. If you tion, see U.S. Treasury Bills, Notes, and BondsNote. Exempt-interest dividends paid from itemize deductions, you can deduct the interest in chapter 1 of Publication 550.specified private activity bonds may be subject you pay as investment interest, up to the amount

to the alternative minimum tax. See Alternative For other information on Treasuryof your net investment income. See Interest Ex-
Minimum Tax in chapter 32 for more informa- notes or bonds, write to:penses in chapter 3 of Publication 550.
tion. Chapter 1 of Publication 550 contains a
discussion on private activity bonds, under State Example. You deposited $5,000 with a
or Local Government Obligations. Treasury Directbank and borrowed $5,000 from the bank to

Attn: Customer Informationmake up the $10,000 minimum deposit requiredInterest on VA dividends. Interest on insur-
P.O. Box 9150to buy a 6-month money market certificate. Theance dividends that you leave on deposit with
Minneapolis, MN 55480–9150certificate earned $575 at maturity in 2003, butthe Department of Veterans Affairs (VA) is not

you received only $265, which represented thetaxable. This includes interest paid on dividends Or, on the Internet, visit:$575 you earned minus $310 interest chargedon converted United States Government Life www. publicdebt.treas.govon your $5,000 loan. The bank gives you a FormInsurance and on National Service Life Insur-
1099– INT for 2003 showing the $575 interestance policies.
you earned. The bank also gives you a state-
ment showing that you paid $310 interest for For information on series EE, series I, and
2003. You must include the $575 in your in- series HH savings bonds, see U.S. Savings
come. If you itemize your deductions on Sched- Bonds, later.Taxable Interest ule A (Form 1040), you can deduct $310, subject

Treasury inflation-indexed securities.to the net investment income limit.
These securities pay interest twice a year at aTaxable interest includes interest you receive
fixed rate, based on a principal amount that isfrom bank accounts, loans you make to others, Gift for opening account. If you receive non-
adjusted to take into account inflation and defla-and other sources. The following are some other cash gifts or services for making deposits or for
tion. For the tax treatment of these securities,sources of taxable interest. opening an account in a savings institution, you
see Inflation-Indexed Debt Instruments undermay have to report the value as interest.

Dividends that are actually interest. Certain Original Issue discount (OID), in PublicationFor deposits of less than $5,000, gifts or
distributions commonly called dividends are ac- 550.services valued at more than $10 must be re-
tually interest. You must report as interest

ported as interest. For deposits of $5,000 or Interest on tax refunds. Interest you receiveso-called “dividends” on deposits or on share
more, gifts or services valued at more than $20 on tax refunds is taxable income.accounts in:
must be reported as interest. The value is deter-

Interest on condemnation award. If the con-• Cooperative banks, mined by the cost to the financial institution.
demning authority pays you interest to compen-• Credit unions, Example. You open a savings account at sate you for a delay in paying an award, the

• Domestic building and loan associations, your local bank and deposit $800. The account interest is taxable.
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Installment sale payments. If a contract for your bond. Interest that accrues after the date of bonds were issued. The original 10-year matur-
the sale or exchange of property provides for purchase, however, is taxable interest income ity period of series E bonds has been extended
deferred payments, it also usually provides for for the year it is received or accrued. See Bonds to 40 years for bonds issued before December
interest payable with the deferred payments. Sold Between Interest Dates, later, for more 1965 and 30 years for bonds issued after No-
That interest is taxable when you receive it. If information. vember 1965. Series EE and series E bonds are
little or no interest is provided for in a deferred issued at a discount. The face value is payableBelow-market loans. In general ,  a
payment contract, part of each payment may be to you at maturity.below-market loan is a loan on which no interest
treated as interest. See Unstated Interest and

is charged or on which interest is charged at a Series I bonds. Series I bonds were firstOriginal Issue Discount in Publication 537, In-
rate below the applicable federal rate. See offered in 1998. These are inflation-indexedstallment Sales.
Below-Market Loans in chapter 1 of Publication bonds issued at their face amount with a matur-
550 for more information.Interest on annuity contract. Accumulated ity period of 30 years. The face value plus all

interest on an annuity contract you sell before its accrued interest is payable to you at maturity.
maturity date is taxable. U.S. Savings Bonds Reporting options for cash method tax-
Usurious interest. Usurious interest is inter- payers. If you use the cash method of report-

This section provides tax information on U.S.est charged at an illegal rate. This is taxable as ing income, you can report the interest on series
savings bonds. It explains how to report theinterest unless state law automatically changes EE, series E, and series I bonds in either of the
interest income on these bonds and how to treatit to a payment on the principal. following ways.
transfers of these bonds.

Individual retirement arrangements (IRAs).
1) Method 1. Postpone reporting the interestFor other information on U.S. savingsInterest on a Roth IRA generally is not taxable.

until the earlier of the year you cash orbonds, write to:Interest on a traditional IRA is tax deferred. You
dispose of the bonds or the year they ma-generally do not include it in your income until
ture. (However, see Savings bonds traded,For series EE and I:you make withdrawals from the IRA. See chap-
later.) Note. Series E bonds issued inBureau of the Public Debtter 18.
1963 and 1973 matured in 2003. If youAccrual Services Division

Interest income on frozen deposits. Ex- have used method 1, you generally mustP.O. Box 1328
clude from your gross income interest on frozen report the interest on these bonds on yourParkersburg, WV 26106–1328
deposits. A deposit is frozen if, at the end of the 2003 return.
year, you cannot withdraw any part of the de- For series HH/H:

2) Method 2. Choose to report the increaseposit because: Bureau of the Public Debt
in redemption value as interest each year.Current Income Services Division

1) The financial institution is bankrupt or in-
HH/H Assistance Branch You must use the same method for all series EE,solvent, or
P.O. Box 2186 series E, and series I bonds you own. If you do

2) The state where the institution is located Parkersburg, WV 26106–2186 not choose method 2 by reporting the increase
has placed limits on withdrawals because in redemption value as interest each year, you

Or, on the Internet, visit:other financial institutions in the state are must use method 1.
www.savingsbonds.govbankrupt or insolvent.

If you plan to cash your bonds in the
The amount of interest you must exclude is same year that you will pay for higher

the interest that was credited on the frozen de- education expenses, you may want to
TIP

posits minus the sum of: use method 1 because you may be able toAccrual method taxpayers. If you use an ac-
exclude the interest from your income. To learncrual method of accounting, you must report

1) The net amount you withdrew from these how, see Education Savings Bond Program,interest on U.S. savings bonds each year as it
deposits during the year, and later.accrues. You cannot postpone reporting interest

2) The amount you could have withdrawn as until you receive it or the bonds mature. Accrual
Change from method 1. If you want toof the end of the year (not reduced by any methods of accounting are explained in chapter

change your method of reporting the interestpenalty for premature withdrawals of a 1 under Accounting Methods.
from method 1 to method 2, you can do sotime deposit).

Cash method taxpayers. If you use the cash without permission from the IRS. In the year of
If you receive a Form 1099– INT for interest method of accounting, as most individual tax- change you must report all interest accrued to
income on deposits that were frozen at the end payers do, you generally report the interest on date and not previously reported for all your
of 2003, see Frozen deposits under How To U.S. savings bonds when you receive it. The bonds.
Report Interest Income in chapter 1 of Publica- cash method of accounting is explained in chap- Once you choose to report the interest each
tion 550, for information about reporting this ter 1 under Accounting Methods. year, you must continue to do so for all series
interest income exclusion on your tax return. EE, series E, and series I bonds you own and forSeries HH Bonds. These bonds are issued atThe interest you exclude is treated as

any you get later, unless you request permissionface value. Interest is paid twice a year by directcredited to your account in the following year.
to change, as explained next.deposit to your bank account. If you are a cashYou must include it in income when you can

method taxpayer, you must report interest onwithdraw it. Change from method 2. To change from
these bonds as income in the year you receive it.

method 2 to method 1, you must request permis-
Series HH Bonds were first offered in 1980.Example. $100 of interest was credited on sion from the IRS. Permission for the change is

Before 1980, series H bonds were issued. Se-your frozen deposit during the year. You with- automatically granted if you send the IRS aries H bonds are treated the same as series HHdrew $80 but could not withdraw any more as of statement that meets all the following require-bonds. If you are a cash method taxpayer, youthe end of the year. You must include $80 in ments. must report the interest when you receive it.your income and exclude $20 from your income
Series H bonds have a maturity period of 30 1) You have typed or printed at the top asfor the year. You must include the $20 in your

years. Series HH bonds mature in 20 years. follows:“Change in Method of Account-income for the year you can withdraw it.
ing Under Section 6.01 of the AppendixSeries EE and series I bonds. Interest onBonds traded flat. If you buy a bond when of Rev. Proc. 2002–9 (or later update).”these bonds is payable when you redeem the

interest has been defaulted or when the interest
bonds. The difference between the purchase 2) It includes your name and social securityhas accrued but has not been paid, the transac-
price and the redemption value is taxable inter- number under the label in (1).tion is described as trading a bond flat. The
est.

defaulted or unpaid interest is not income and is 3) It identifies the savings bonds for which
not taxable as interest if paid later. When you Series EE bonds. Series EE bonds were

you are requesting this change.
receive a payment of that interest, it is a return of first offered in July 1980. They have a maturity

4) It includes your agreement to:capital that reduces the remaining cost basis of period of 30 years. Before July 1980, series E
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have to include in gross income at the time ofTable 8–1. Who Pays the Tax on U.S. Savings Bond Interest
reissue his or her share of the interest earned
that was not reported before the transfer. ThisIF ... THEN the interest must be reported by ...
interest, however, as well as all interest earned

you buy a bond in your name and the name of you. after the reissue, is income to the former
another person as co-owners, using only your co-owner.
own funds This income-reporting rule also applies when

the bonds are reissued in the name of youryou buy a bond in the name of another person, the person for whom you bought the bond.
former co-owner and a new co-owner. But thewho is the sole owner of the bond
new co-owner will report only his or her share of

you and another person buy a bond as both you and the other co-owner, in proportion the interest earned after the transfer.
co-owners, each contributing part of the to the amount each paid for the bond. If bonds that you and a co-owner bought
purchase price jointly are reissued to each of you separately in

the same proportion as your contribution to theyou and your spouse, who live in a community you and your spouse. if you file separate
purchase price, neither you nor your co-ownerproperty state, buy a bond that is community returns, both you and your spouse generally
has to report at that time the interest earnedproperty report one-half of the interest.
before the bonds were reissued.

Example 1. You and your spouse eacha) Report all interest on any bonds ac- One co-owner’s funds used.  If you used
spent an equal amount to buy a $1,000 seriesquired during or after the year of your funds to buy the bond, you must pay the tax
EE savings bond. The bond was issued to youchange when the interest is realized on the interest. This is true even if you let the
and your spouse as co-owners. You both post-upon disposition, redemption, or final other co-owner redeem the bond and keep all
pone reporting interest on the bond. You latermaturity, whichever is earliest, and the proceeds. Under these circumstances, since
have the bond reissued as two $500 bonds, onethe other co-owner will receive a Form

b) Report all interest on the bonds ac- in your name and one in your spouse’s name. At1099– INT at the time of redemption, the other
quired before the year of change when that time neither you nor your spouse has toco-owner must provide you with another Form
the interest is realized upon disposition, report the interest earned to the date of reissue.1099– INT showing the amount of interest from
redemption, or final maturity, whichever

the bond that is taxable to you. The co-owner
is earliest, with the exception of the in- Example 2. You bought a $1,000 series EEwho redeemed the bond is a “nominee.” See
terest reported in prior tax years. savings bond entirely with your own funds. TheNominee distributions under How To Report In-

bond was issued to you and your spouse asterest Income in chapter 1 of Publication 550 for5) It includes your signature. co-owners. You both postpone reporting interestmore information about how a person who is a
on the bond. You later have the bond reissuedYou must attach this statement to your tax re- nominee reports interest income belonging to
as two $500 bonds, one in your name and one inturn for the year of change, which you must file another person.
your spouse’s name. You must report half theby the due date (including extensions).

Both co-owners’ funds used. If you and interest earned to the date of reissue.You can have an automatic extension of 6
the other co-owner each contribute part of themonths from the due date of your return for the
bond’s purchase price, the interest is generally Transfer to a trust. If you own series E, seriesyear of change (excluding extensions) to file the
taxable to each of you, in proportion to the EE, or series I bonds and transfer them to astatement with an amended return. At the top of
amount each of you paid. trust, giving up all rights of ownership, you mustthe statement, write “Filed pursuant to section

include in your income for that year the interest301.9100–2.” To get this extension, you must Community property. If you and your
earned to the date of transfer if you have nothave filed your original return for the year of spouse live in a community property state and
already reported it. However, if you are consid-change by the due date (including extensions). hold bonds as community property, one-half of
ered the owner of the trust and if the increase inthe interest is considered received by each ofBy the date you file the original state- value both before and after the transfer contin-you. If you file separate returns, each of youment with your return, you must also ues to be taxable to you, you can continue togenerally must report one-half of the bond inter-send a copy to the address below. defer reporting the interest earned each year.est. For more information about community
You must include the total interest in your in-property, see Publication 555, Community Prop-Internal Revenue Service come in the year you cash or dispose of theerty.Attention: CC:IT&A (Automatic Rulings bonds or the year the bonds finally mature,

Branch) Table 8–1. These rules are also shown in whichever is earlier.
P.O. Box 7604 Table 8–1. The same rules apply to previously unre-
Benjamin Franklin Station ported interest on series EE or series E bonds if

Ownership transferred. If you bought seriesWashington, DC 20044 the transfer to a trust consisted of series HH or
E, series EE, or series I bonds entirely with series H bonds you acquired in a trade for the
your own funds and had them reissued in your series EE or series E bonds. See Savings bondsIf you use a private delivery service, send the
co-owner’s name or beneficiary’s name alone, traded, later.copy to the address below.
you must include in your gross income for the

Decedents. The manner of reporting interestyear of reissue all interest that you earned onInternal Revenue Service income on series E, series EE, or series I bonds,these bonds and have not previously reported.Attention: CC:IT&A (Automatic Rul- after the death of the owner, depends on theBut, if the bonds were reissued in your nameings Branch), accounting and income-reporting method previ-alone, you do not have to report the interest1111 Constitution Avenue, NW ously used by the decedent. This is explained inaccrued at that time.Room 4516 chapter 1 of Publication 550.This same rule applies when bonds (otherWashington, DC 20224
than bonds held as community property) are Savings bonds traded. If you postponed re-Instead of filing this statement, you can re- transferred between spouses incident to di-

porting the interest on your series EE or series Equest permission to change from method 2 to vorce.
bonds, you did not recognize taxable incomemethod 1 by filing Form 3115. In that case,

Purchased jointly. If you and a co-owner when you traded the bonds for series HH orfollow the form instructions for an automatic
each contributed funds to buy series E, series series H bonds, unless you received cash in thechange. No user fee is required.
EE, or series I bonds jointly and later have the trade. (You cannot trade series I bonds for se-

Co-owners. If a U.S. savings bond is issued in bonds reissued in the co-owner’s name alone, ries HH bonds.) Any cash you received is in-
the names of co-owners, such as you and your you must include in your gross income for the come up to the amount of the interest earned on
child or you and your spouse, interest on the year of reissue your share of all the interest the bonds traded. When your series HH or se-
bond is generally taxable to the co-owner who earned on the bonds that you have not previ- ries H bonds mature, or if you dispose of them
bought the bond. ously reported. The former co-owner does not before maturity, you report as interest the differ-
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ence between their redemption value and your includes examples showing how to report these 2) Any other nontaxable payments (other
amounts. than gifts, bequests, or inheritances) re-cost. Your cost is the sum of the amount you

ceived for educational expenses, such as:paid for the traded series EE or series E bonds Interest on U.S. savings bonds is ex-
plus any amount you had to pay at the time of empt from state and local taxes. The a) Veterans’ educational assistance bene-the trade. Form 1099– INT you receive will indi-

TIP
fits,

cate the amount that is for U.S. savings bond
Example. You own series EE bonds with b) Benefits under a qualified tuition pro-interest in box 3. Do not include this amount on

accrued interest of $523 and a redemption value gram, oryour state or local income tax return.
of $2,723 and have postponed reporting the

c) Certain employer-provided educationalinterest. You trade the bonds for $2,500 in series
assistance benefits.HH bonds and $223 in cash. You must report the Education Savings

$223 as taxable income in the year of the trade. Bond Program
Effect of other education benefits. Do notChoice to report interest in year of trade.

include in your qualified expenses any expensesYou may be able to exclude from income all orYou can choose to treat all of the previously
used to:part of the interest you receive on the redemp-unreported accrued interest on the series EE or

tion of qualified U.S. savings bonds during theseries E bonds traded for series HH bonds as
1) Figure an education credit on Form 8863,year if you pay qualified higher educational ex-income in the year of the trade. If you make this

penses during the same year. This exclusion ischoice, it is treated as a change from method 1. 2) Figure the nontaxable amount of a distri-
known as the Education Savings Bond Program.See Change from method 1 under Series EE bution from a Coverdell ESA, or

and series I bonds, earlier. You do not qualify for this exclusion if your 3) Figure the nontaxable amount of a distri-
filing status is married filing separately. bution from a qualified state tuition pro-

Form 1099– INT for U.S. savings bonds inter- gram.Form 8815. Use Form 8815 to figure your
est. When you cash a bond, the bank or other exclusion. Attach the form to your Form 1040 or
payer that redeems it must give you a Form Amount excludable. If the total proceedsForm 1040A.
1099– INT if the interest part of the payment you (interest and principal) from the qualified U.S.

Qualified U.S. savings bonds. A qualifiedreceive is $10 or more. Box 3 of your Form savings bonds you redeem during the year are
U.S. savings bond is a series EE bond issued1099–INT should show the interest as the differ- not more than your qualified higher educational
after 1989 or a series I bond. The bond must beence between the amount you received and the expenses for the year, you can exclude all of the
issued either in your name (sole owner) or inamount paid for the bond. However, your Form interest. If the proceeds are more than the ex-
your and your spouse’s names (co-owners).1099– INT may show more interest than you penses, you can exclude only part of the inter-
You must be at least 24 years old before thehave to include on your income tax return. For est.
bond’s issue date.example, this may happen if any of the following To determine the excludable amount, multi-

are true. The date a bond is issued may be ear- ply the interest part of the proceeds by a fraction.
lier than the date the bond is pur- The numerator (top part) of the fraction is the1) You chose to report the increase in the chased because bonds are issued as qualified higher educational expenses you paidCAUTION

!
redemption value of the bond each year. of the first day of the month in which they are during the year. The denominator (bottom part)The interest shown on your Form purchased. of the fraction is the total proceeds you received
1099– INT will not be reduced by amounts

during the year.
previously included in income.

Beneficiary. You can designate any individual Example. In February 2003, Mark and2) You received the bond from a decedent.
(including a child) as a beneficiary of the bond. Joan, a married couple, cashed a qualified se-The interest shown on your Form

ries EE U.S. savings bond they bought in April1099– INT will not be reduced by any inter- Verification by IRS. If you claim the exclu-
1995. They received proceeds of $7,256, repre-sion, the IRS will check it by using bond redemp-est reported by the decedent before death,
senting principal of $5,000 and interest oftion information from the Department of theor on the decedent’s final return, or by the
$2,256. In 2003, they paid $4,000 of theirTreasury.estate on the estate’s income tax return.
daughter’s college tuition. They are not claiming

Qualified expenses. Qualified higher edu-3) Ownership of the bond was transferred. an education credit for that amount, and they do
cational expenses are tuition and fees requiredThe interest shown on your Form not have a Coverdell ESA. They can exclude
for you, your spouse, or your dependent (for1099– INT will not be reduced by interest $1,244 ($2,256 × ($4,000 ÷ $7,256)) of interest
whom you can claim an exemption) to attend anthat accrued before the transfer. in 2003. They must pay tax on the remaining
eligible educational institution. $1,012 ($2,256 − $1,244) interest.4) You were named as a co-owner and the

Qualified expenses include any contributionother co-owner contributed funds to buy Modified adjusted gross income limit.you make to a qualified tuition program or to athe bond. The interest shown on your The interest exclusion is limited if your modifiedCoverdell education savings account.Form 1099– INT will not be reduced by the adjusted gross income (modified AGI) is:
amount you received as nominee for the Qualified expenses do not include expenses
other co-owner. (See Co-owners, earlier in for room and board or for courses involving • $58,500 to $73,500 for taxpayers filing sin-
this chapter, for more information about sports, games, or hobbies that are not part of a gle or head of household, and
the reporting requirements.) degree or certificate granting program. • $87,750 to $117,750 for married taxpayers

5) You received the bond in a taxable distri- Eligible educational institutions. These filing jointly or for a qualifying widow(er)
bution from a retirement or profit-sharing institutions include most public, private, and with dependent child.
plan. The interest shown on your Form nonprofit universities, colleges and vocational

You do not qualify for the interest exclusion if1099– INT will not be reduced by the inter- schools that are accredited and are eligible to
your modified AGI is equal to or more than theparticipate in student aid programs run by theest portion of the amount taxable as a dis-
upper limit for your filing status.Department of Education.tribution from the plan and not taxable as

Modified AGI, for purposes of this exclusion,interest. (This amount is generally shown Reduction for certain benefits. You must
is adjusted gross income (line 21 of Form 1040Aon Form 1099–R, Distributions From Pen- reduce your qualified higher educational ex-
or line 35 of Form 1040) figured before thesions, Annuities, Retirement or Profit-Shar- penses by certain benefits the student may have
interest exclusion, and modified by adding backing Plans, IRAs, Insurance Contracts, etc., received. These benefits include:
any:for the year of distribution.)

For more information on including the correct 1) Qualified scholarships that are exempt
1) Foreign earned income exclusion,amount of interest on your return, see How To from tax (see chapter 13 for information on

Report Interest Income, later. Publication 550 qualified scholarships), and 2) Foreign housing exclusion or deduction,
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3) Exclusion of income for bona fide re- a) The lender is not in the business ofOriginal Issue
sidents of American Samoa, lending money.

Discount (OID)
4) Exclusion for income from Puerto Rico, b) The amount of the loan, plus the

amount of any outstanding prior loansOriginal issue discount (OID) is a form of inter-5) Exclusion for adoption benefits received
between the same individuals, isest. You generally include OID in your income asunder an employer’s adoption assistance
$10,000 or less.it accrues over the term of the debt instrument,program,

whether or not you receive any payments from c) Avoiding any federal tax is not one of
6) Deduction for tuition and fees, and the issuer. the principal purposes of the loan.
7) Deduction for student loan interest. A debt instrument generally has OID when

the instrument is issued for a price that is lessUse the worksheet in the instructions for line Form 1099–OID. The issuer of the debt in-than its stated redemption price at maturity. OID9, Form 8815, to figure your modified AGI. If you strument (or your broker, if you held the instru-is the difference between the stated redemptionclaim any of the exclusion or deduction items ment through a broker) should give you Formprice at maturity and the issue price.listed above (except items 6 and 7), add the 1099–OID, Original Issue Discount, or a similar
All instruments that pay no interest beforeamount of the exclusion or deduction (except statement, if the total OID for the calendar year

maturity are presumed to be issued at a dis-any deduction for tuition and fees or student loan is $10 or more. Form 1099–OID will show, in
count. Zero coupon bonds are one example ofinterest) to the amount on line 5 of the work- box 1, the amount of OID for the part of the year
these instruments.sheet, and enter the total on Form 8815, line 9, that you held the bond. It also will show, in box 2,

The OID accrual rules generally do not applyas your modified AGI. other interest that you must include in your in-
to short-term obligations (those with a fixed ma-If you have investment interest expense in- come. A copy of Form 1099–OID will be sent to
turity date of 1 year or less from date of issue).curred to earn royalties and other investment the IRS. Do not file your copy with your return.
See Discount on Short-Term Obligations inincome, see Education Savings Bond Program Keep it for your records.
chapter 1 of Publication 550.in chapter 1 of Publication 550. In most cases, you must report the entire

amount in boxes 1 and 2 of Form 1099–OID asRecordkeeping. If you claim the inter-
De minimis OID. You can treat the discount interest income. But see Refiguring OID shownest exclusion, you must keep a written
as zero if it is less than one-fourth of 1% (.0025) on Form 1099–OID, later in this discussion, forrecord of the qualified U.S. savingsRECORDS

of the stated redemption price at maturity multi- more information.bonds you redeem. Your record must include
plied by the number of full years from the date ofthe serial number, issue date, face value, and Nominee. If someone else is the holder oforiginal issue to maturity. This small discount istotal redemption proceeds (principal and inter- record (the registered owner) of an OID instru-known as “de minimis” OID.est) of each bond. You can use Form 8818, ment that belongs to you and receives a Form

Optional Form To Record Redemption of Series 1099–OID on your behalf, that person must giveExample 1. You bought a 10-year bond withEE and I U.S. Savings Bonds Issued After 1989, you a Form 1099–OID.a stated redemption price at maturity of $1,000,to record this information. You should also keep
issued at $980 with OID of $20. One-fourth of Refiguring OID shown on Form 1099–OID.bills, receipts, canceled checks, or other docu-
1% of $1,000 (stated redemption price) times 10 You must refigure the OID shown in box 1 ofmentation that shows you paid qualified higher
(the number of full years from the date of original Form 1099–OID if either of the following apply. educational expenses during the year.
issue to maturity) equals $25. Because the $20
discount is less than $25, the OID is treated as 1) You bought the debt instrument after its
zero. (If you hold the bond at maturity, you will original issue and paid a premium or anBonds Sold Between
recognize $20 ($1,000 − $980) of capital gain.) acquisition premium.Interest Dates

2) The debt instrument is a stripped bond orExample 2. The facts are the same as in
If you sell a bond between interest payment a stripped coupon (including certain zeroExample 1, except that the bond was issued at
dates, part of the sales price represents interest coupon instruments).$950. The OID is $50. Because the $50 discount
accrued to the date of sale. You must report that is more than the $25 figured in Example 1, you For information about figuring the correctpart of the sales price as interest income for the must include the OID in income as it accrues amount of OID to include in your income, seeyear of sale. over the term of the bond. Figuring OID on Long-Term Debt Instruments inIf you buy a bond between interest payment

Publication 1212.Debt instrument bought after original is-dates, part of the purchase price represents
sue. If you buy a debt instrument with deinterest accrued before the date of purchase. Form 1099–OID not received. If you had
minimis OID at a premium, the discount is notWhen that interest is paid to you, treat it as a OID for the year but did not receive a Form
includible in income. If you buy a debt instrumentreturn of your capital investment, rather than 1099–OID, see Publication 1212, which lists
with de minimis OID at a discount, the discountinterest income, by reducing your basis in the total OID on certain debt instruments and has
is reported under the market discount rules. Seebond. See Accrued interest on bonds under information that will help you figure OID. If your
Market Discount Bonds in chapter 1 of Publica-How To Report Interest Income in chapter 1 of debt instrument is not listed in Publication 1212,
tion 550.Publication 550 for information on reporting the consult the issuer for further information about

payment. the accrued OID for the year.
Exceptions to reporting OID. The OID rules

Refiguring periodic interest shown on Formdiscussed in this chapter do not apply to theInsurance 1099–OID. If you disposed of a debt instru-following debt instruments. 
ment or acquired it from another holder duringLife insurance proceeds paid to you as benefi-
the year, see Bonds Sold Between Interest1) Tax-exempt obligations. (However, seeciary of the insured person are usually not tax-
Dates, earlier, for information about the treat-Stripped tax-exempt obligations underable. But if you receive the proceeds in
ment of periodic interest that may be shown inStripped Bonds and Coupons in chapter 1installments, you must usually report a part of
box 2 of Form 1099–OID for that instrument.of Publication 550).each installment payment as interest income.

For more information about insurance pro- 2) U.S. savings bonds. Certificates of deposit (CDs). If you buy a
ceeds received in installments, see Publication CD with a maturity of more than 1 year that pays3) Short-term debt instruments (those with a525, Taxable and Nontaxable Income. interest at maturity, you must include in incomefixed maturity date of not more than 1 year

each year a part of the total interest due andfrom the date of issue).Annuity. If you buy an annuity with life insur-
report it in the same manner as other OID.

ance proceeds, the annuity payments you re- 4) Obligations issued by an individual before This also applies to similar deposit arrange-
ceive are taxed as pension and annuity income March 2, 1984. ments with banks, building and loan associa-
from a nonqualified plan, not as interest income.

tions, etc., including:5) Loans between individuals, if all the follow-See chapter 11 for information on pension and
ing are true.annuity income from nonqualified plans. • Time deposits,
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• Bonus plans, pal and $508.80 interest). If you use the cash 4) You received a Form 1099– INT for tax-
method, you must include in income on your exempt interest.• Savings certificates,
2003 return the $508.80 interest you received in

5) You received a Form 1099– INT for U.S.• Deferred income certificates, that year.
savings bond interest that includes

• Bonus savings certificates, and Constructive receipt. You constructively amounts you reported before 2003.
receive income when it is credited to your ac-• Growth savings certificates. 6) You received, as a nominee, interest thatcount or made available to you. You do not need

actually belongs to someone else.to have physical possession of it. For example,Bearer CDs. CDs issued after 1982 gener-
you are considered to receive interest, divi- 7) You received a Form 1099– INT for inter-ally must be in registered form. Bearer CDs are
dends, or other earnings on any deposit or ac- est or frozen deposits.CDs that are not in registered form. They are not
count in a bank, savings and loan, or similarissued in the depositor’s name and are transfer- List each payer’s name and the amount of inter-financial institution, or interest on life insuranceable from one individual to another. est income received from each payer on line 1. Ifpolicy dividends left to accumulate, when theyBanks must provide the IRS and the person you received a Form 1099 – INT or Formare credited to your account and subject to yourredeeming a bearer CD with a Form 1099– INT. 1099–OID from a brokerage firm, list the broker-withdrawal. This is true even if they are not yet

age firm as the payer.entered in your passbook.More information. See chapter 1 of Publica-
You cannot use Form 1040A if you must useYou constructively receive income on thetion 550 for more information about OID and

Form 1040, as described next.deposit or account even if you must: related topics, such as market discount bonds.

1) Make withdrawals in multiples of even Form 1040. You must use Form 1040 insteadState or Local amounts, of Form 1040A or Form 1040EZ if:
Government Obligations 2) Give a notice to withdraw before making

1) You forfeited interest income because ofthe withdrawal,
the early withdrawal of a time deposit,Generally, interest on a bond used to finance

3) Withdraw all or part of the account to with-government operations is not taxable if the bond 2) You received or paid accrued interest ondraw the earnings, oris issued by a state, the District of Columbia, a
securities transferred between interest

possession of the United States, or any of their 4) Pay a penalty on early withdrawals, unless payment dates,
political subdivisions. the interest you are to receive on an early

Bonds issued after 1982 by an Indian tribal 3) You had a financial account in a foreignwithdrawal or redemption is substantially
government are treated as issued by a state. country, unless the combined value of allless than the interest payable at maturity.
Interest on these bonds is generally tax exempt foreign accounts was $10,000 or less dur-
if the bonds are part of an issue of which sub- ing all of 2003 or the accounts were with

Accrual method. If you use an accrualstantially all of the proceeds are used in the certain U.S. military banking facilities,
method, you report your interest income whenexercise of any essential government function.

4) You acquired taxable bonds after 1987you earn it, whether or not you have received it.Interest on arbitrage bonds issued by state
and choose to reduce interest income fromInterest is earned over the term of the debtor local governments after October 9, 1969, is
the bonds by any amortizable bond pre-instrument.taxable.
mium (see Bond Premium Amortization inGenerally, interest on private activity bonds
chapter 3 of Publication 550), orExample. If, in the previous example, youis taxable. For more information on whether

use an accrual method, you must include thesuch interest is taxable or tax exempt, see State 5) You are reporting OID in an amount more
interest in your income as you earn it. You wouldor Local Government Obligations in chapter 1 of or less than the amount shown on Form
report the interest as follows: 2001, $80; 2002,Publication 550. 1099–OID.
$249.60; and 2003, $179.20.

Information reporting requirement. If you Schedule B. You must complete Part I of
Coupon bonds. Interest on coupon bonds ismust file a tax return, you are required to show Schedule B (Form 1040) if you file Form 1040
taxable in the year the coupon becomes due andany tax-exempt interest you received on your and any of the following apply.
payable. It does not matter when you mail thereturn. This is an information-reporting require-
coupon for payment.ment only. It does not change tax-exempt inter- 1) Your taxable interest income is more than

est to taxable interest. $1,500.

2) You are claiming the interest exclusion
under the Education Savings Bond Pro-How To Report
gram (discussed earlier).When To Report

Interest Income 3) You had a foreign account.
Interest Income

4) You received interest from a seller-fi-Generally, you report all of your taxable interest
nanced mortgage, and the buyer used theincome on line 8a, Form 1040; line 8a, FormWhen to report your interest income depends on
property as a home.1040A; or line 2, Form 1040EZ.whether you use the cash method or an accrual

You cannot use Form 1040EZ if your interestmethod to report income. 5) You received a Form 1099– INT for tax-ex-
income is more than $1,500. Instead, you must empt interest.

Cash method. Most individual taxpayers use use Form 1040A or Form 1040.
6) You received a Form 1099– INT for U.S.the cash method. If you use this method, you

savings bond interest that includesgenerally report your interest income in the year Form 1040A. You must complete Part I of
amounts you reported before 2003.in which you actually or constructively receive it. Schedule 1 (Form 1040A) if you file Form 1040A

However, there are special rules for reporting and any of the following are true. 7) You received, as a nominee, interest that
the discount on certain debt instruments. See actually belongs to someone else.
U.S. Savings Bonds and Original Issue Dis- 1) Your taxable interest income is more than

8) You received a Form 1099– INT for inter-count, earlier. $1,500.
est on frozen deposits.

2) You are claiming the interest exclusionExample. On September 1, 2001, you 9) You received a Form 1099– INT for inter-under the Education Savings Bond Pro-
loaned another individual $2,000 at 12%, com- est on a bond that you bought betweengram (discussed earlier).
pounded annually. You are not in the business interest payment dates.
of lending money. The note stated that principal 3) You received interest from a seller-fi-

10) Statement (4) or (5) in the preceding list isand interest would be due on August 31, 2003. nanced mortgage, and the buyer used the
true.In 2003, you received $2,508.80 ($2,000 princi- property as a home.

Page 66 Chapter 8 Interest Income



Page 69 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

On line 1, Part I, list each payer’s name and the to any other taxable interest income you re- Form 1099– INT for U.S. savings bonds interest,
amount received from each. If you received a ceived, unless part of the amount in box 3 was earlier, under U.S. Savings Bonds.
Form 1099– INT or Form 1099–OID from a bro- previously included in interest income. If part of On line 1, Part I of Schedule B (Form 1040),
kerage firm, list the brokerage firm as the payer. the amount shown in box 3 was previously in- or on line 1, Part I of Schedule 1 (Form 1040A),

cluded in your interest income, see U.S. savings report all the interest shown on your FormForm 1099– INT. Your taxable interest in-
bond interest previously reported, later. 1099– INT. Then follow these steps.come, except for interest from U.S. savings

Box 4 of Form 1099– INT (federal income tax
bonds and Treasury obligations, is shown in box 1) Several lines above line 2, enter a subtotalwithheld) will contain an amount if you were
1 of Form 1099– INT. Add this amount to any of all interest listed on line 1.subject to backup withholding. Report the
other taxable interest income you received. You

amount from box 4 on Form 1040EZ, line 7, on 2) Below the subtotal write “U.S. Savingsmust report all of your taxable interest income
Form 1040A, line 39, or on Form 1040, line 61 Bond Interest Previously Reported” andeven if you do not receive a Form 1099– INT.
(federal income tax withheld). enter amounts previously reported or inter-If you forfeited interest income because of

Box 5 of Form 1099– INT shows investment est accrued before you received the bond.the early withdrawal of a time deposit, the de-
expenses you may be able to deduct as an

ductible amount will be shown on Form 3) Subtract these amounts from the subtotalitemized deduction. See chapter 3 of Publication
1099– INT in box 2. See Penalty on early with- and enter the result on line 2.550 for more information about investment ex-
drawal of savings in chapter 1 of Publication

penses.
550.

Box 3 of Form 1099– INT shows the amount U.S. savings bond interest previously More information. For more information
of interest income you received from U.S. sav- reported. If you received a Form 1099– INT about how to report interest income, see chapter
ings bonds, Treasury bills, Treasury notes, and for U.S. savings bond interest, the form may 1 of Publication 550 or the instructions for the
Treasury bonds. Add the amount shown in box 3 show interest you do not have to report. See form you must file.
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more stock, stock rights, other property, or serv- includes payers of dividends. If you do not give
ices. your SSN or ITIN to the payer of dividends, you

may have to pay a penalty.9. For more information on SSNs and ITINs,Useful Items
see Social security number (SSN) in chapter 8.You may want to see:

Backup withholding. Your dividend income
Publication is generally not subject to regular withholding.Dividends and

However, it may be subject to backup withhold-❏ 514 Foreign Tax Credit for Individuals
ing to ensure that income tax is collected on the

❏ 550 Investment Income and ExpensesOther Corporate income. Under backup withholding, the payer of
dividends must withhold, as income tax, a per-❏ 564 Mutual Fund Distributions
centage of the amount you are paid. For 2004,Distributions
this percentage is 28%.Form (and Instructions)

Backup withholding may also be required if
❏ Schedule B (Form 1040) Interest and the Internal Revenue Service (IRS) has deter-

Ordinary Dividends mined that you underreported your interest orImportant Change
dividend income. For more information, see❏ Schedule 1 (Form 1040A) Interest and
Backup Withholding in chapter 5.Ordinary Dividends for Form 1040ADividends taxed at new tax rate. After De-

Filerscember 31, 2002, qualified dividends are taxed Stock certificate in two or more names. If
at the new capital gain rates. The maximum tax two or more persons hold stock as joint tenants,
rate for qualified dividends is 15% (generally 5% tenants by the entirety, or tenants in common,
for people whose other income is taxed at the each person may receive a share of any divi-
10% or 15% rate). See Qualified Dividends. dends from the stock. Each person’s share isGeneral Information

determined by local law.
This section discusses general rules on dividend

Form 1099–DIV. Most corporations use Formincome.
1099–DIV, Dividends and Distributions, to showImportant Reminder
you the distributions you received from themTax on investment income of a child under
during the year. Keep this form with your rec-age 14. Part of a child’s 2003 investment in-

Reporting dividends on your return. Ordi- ords. You do not have to attach it to your taxcome may be taxed at the parent’s tax rate. This
nary dividend income that exceeds a certain return. Even if you do not receive Formmay happen if all of the following are true.
amount must be reported on a separate sched- 1099–DIV, you must still report all of your tax-
ule. If you file Form 1040A, you must attach able dividend income.
Schedule 1 to your return if your ordinary divi- 1) The child was under age 14 at the end of

Reporting tax withheld. If tax is withhelddend income is more than $1,500; if you file 2003. A child born on January 1, 1990, is
from your dividend income, the payer must giveForm 1040, you must attach Schedule B to your considered to be age 14 at the end of
you a Form 1099–DIV that indicates the amountreturn if your ordinary dividend income is more 2003.
withheld.than $1,500.

2) The child had more than $1,500 of invest-
Nominees. If someone receives distribu-ment income (such as taxable interest andForeign income. If you are a U.S. citizen with

tions as a nominee for you, that person will givedividends) and has to file a tax return.dividend income from sources outside the
you a Form 1099–DIV, which will show distribu-United States (foreign income), you must report 3) At least one of the child’s parents was tions received on your behalf.that income on your tax return unless it is ex- alive at the end of 2003.

empt by U.S. law. This is true whether you re- Form 1099–MISC. Certain substitute pay-
If all of these statements are true, Form 8615,side inside or outside the United States and ments in lieu of dividends or tax-exempt interest
Tax for Children Under Age 14 With Investmentwhether or not you receive a Form 1099 from the that are received by a broker on your behalf
Income of More Than $1,500, must be com-foreign payer. must be reported to you on Form 1099–MISC,
pleted and attached to the child’s tax return. If Miscellaneous Income, or a similar statement.
any of these statements is not true, Form 8615 is See Reporting Substitute Payments under Short
not required and the child’s income is taxed at Sales in chapter 4 of Publication 550 for more
his or her own tax rate. information about reporting these payments.Introduction However, the parent can choose to include
the child’s interest and dividends on the parent’s Incorrect amount shown on a Form 1099. IfThis chapter discusses the tax treatment of:
return if certain requirements are met. Use you receive a Form 1099 that shows an incorrect

• Ordinary dividends, Form 8814, Parents’ Election To Report Child’s amount (or other incorrect information), you
Interest and Dividends, for this purpose. should ask the issuer for a corrected form. The• Capital gain distributions,

For more information about the tax on invest- new Form 1099 you receive will be marked “Cor-• Nontaxable distributions, and ment income of children and the parents’ elec- rected.”
tion, see chapter 33.• Other distributions you may receive from a

Dividends on stock sold. If stock is sold,corporation or a mutual fund.
Beneficiary of an estate or trust. Dividends exchanged, or otherwise disposed of after a
and other distributions you receive as a benefi- dividend is declared, but before it is paid, theThis chapter also explains how to report divi-
ciary of an estate or trust are generally taxable owner of record (usually the payee shown on thedend income on your tax return.
income. You should receive a Schedule K–1 dividend check) must include the dividend in

  Dividends are distributions of money, stock, (Form 1041), Beneficiary’s Share of Income, income.
or other property paid to you by a corporation. Deductions, Credits, etc., from the fiduciary.
You also may receive dividends through a part- Dividends received in January. If a regu-Your copy of Schedule K–1 and its instructions
nership, an estate, a trust, or an association that lated investment company (mutual fund) or realwill tell you where to report the income on your
is taxed as a corporation. However, some estate investment trust (REIT) declares a divi-Form 1040.
amounts you receive that are called dividends dend (including any exempt-interest dividend or
are actually interest income. (See Dividends that Social security number (SSN).  You must capital gain distribution) in October, November,
are actually interest under Taxable Interest in give your name and SSN (or individual taxpayer or December payable to shareholders of record
chapter 8.) identification number (ITIN)) to any person re- on a date in one of those months but actually

Most distributions are paid in cash (or quired by federal tax law to make a return, state- pays the dividend during January of the next
check). However, distributions can consist of ment, or other document that relates to you. This calendar year, you are considered to have re-
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ceived the dividend on December 31. You report Corp. paid a cash dividend of 10 cents per 2) The corporation is eligible for the benefits
the dividend in the year it was declared. share. The ex-dividend date was July 9, 2003. of a comprehensive income tax treaty with

Your Form 1099–DIV from XYZ Corp. shows the United States that the Treasury De-
$500 in box 1a (ordinary dividends) and in box partment determines is satisfactory for this
1b (qualified dividends). However, you sold the purpose and that includes an exchange of
5,000 shares on August 4, 2003. You held yourOrdinary Dividends information program. For a list of those
shares of XYZ Corp. for only 34 days of the treaties, seeTable 9–1.

Ordinary (taxable) dividends are the most com- 121–day period (from July 2, 2003, through
3) The corporation does not meet (1) or (2)mon type of distribution from a corporation. They August 4, 2003). The 121–day period began on

above, but the stock for which the dividendare paid out of the earnings and profits of a May 10, 2003 (60 days before the ex-dividend
is paid is readily tradable on an estab-corporation and are ordinary income to you. This date), and ended on September 7, 2003. You

means they are not capital gains. You can as- lished securities market in the Unitedhave no qualified dividends from XYZ Corp. be-
sume that any dividend you receive on common States. See Readily tradable stock, later.cause you did not hold the XYZ stock for more
or preferred stock is an ordinary dividend unless than 60 days.
the paying corporation tells you otherwise. Ordi- Exception. A corporation is not a qualified
nary dividends will be shown in box 1a of the foreign corporation if it is a foreign personalExample 2. Assume the same facts as in
Form 1099–DIV you receive. Example 1 except that you bought the stock on holding company, foreign investment company,

July 8, 2003 (the day before the ex-dividend or a passive foreign investment company during
date), and you sold the stock on September 9,Qualified Dividends its tax year in which the dividends are paid or
2003. You held the stock for 63 days (from July during its previous tax year.

Qualified dividends are the ordinary dividends 9, 2003, through September 9, 2003). The $500
Readily tradable stock. Common or ordi-received in tax years beginning after 2002 that of qualified dividends shown in box 1b of your

nary stock, or an American depositary receipt inare subject to the same 5% or 15% maximum Form 1099–DIV are all qualified dividends be-
tax rate that applies to net capital gain. They respect of that stock, is considered to satisfycause of the 121–day period (from July 9, 2003,
should be shown in box 1b of Form 1099–DIV requirement (3) if it is listed on one of the follow-through September 7, 2003).
you receive. ing securities markets: the New York Stock Ex-

Qualified dividends are subject to the 15% Example 3. You bought 10,000 shares of change, the NASDAQ Stock Market, the
rate if the regular tax rate that would apply is ABC Mutual Fund common stock on July 1, American Stock Exchange, the Boston Stock
25% or higher. If the regular tax rate that would 2003. ABC Mutual Fund paid a cash dividend of Exchange, the Cincinnati Stock Exchange, theapply is lower than 25%, qualified dividends are 10 cents a share. The ex-dividend date was July Chicago Stock Exchange, the Philadelphiasubject to the 5% rate.

9, 2003. The ABC Mutual Fund advises you that Stock Exchange, or the Pacific Exchange.To qualify for the 5% or 15% maximum rate,
the portion of the dividend eligible to be treatedall of the following requirements must be met.
as qualified dividends equals 2 cents per share.

Dividends that are not qualified dividends.Your Form 1099–DIV from ABC Mutual Fund1) The dividends must have been paid by a
The following dividends are not qualified divi-shows total ordinary dividends of $1,000 andU.S. corporation or a qualified foreign cor-

poration. (See Qualified foreign corpora- qualified dividends of $200. However, you sold dends. They are not qualified dividends even if
tion later.) the 10,000 shares on August 4, 2003. You have they are shown in box 1b of Form 1099–DIV.

no qualified dividends from ABC Mutual Fund2) The dividends are not of the type listed • Capital gain distributions.because you held the ABC Mutual Fund stocklater under Dividends that are not qualified
for less than 61 days.dividends. • Dividends paid on deposits with mutual

Holding period reduced where risk of loss savings banks, cooperative banks, credit3) You meet the holding period (discussed
is diminished. When determining whether unions, U.S. building and loan associa-next).
you met the minimum holding period discussed tions, U.S. savings and loan associations,
earlier, you cannot count any day during which federal savings and loan associations, andHolding period. You must have held the stock
you meet any of the following conditions.for more than 60 days during the 121-day period similar financial institutions. (Report these

that begins 60 days before the ex-dividend date. amounts as interest income.)
1) You had an option to sell, were under aThe ex-dividend date is the first date following

• Dividends from a corporation that is acontractual obligation to sell, or had madethe declaration of a dividend on which the buyer
tax-exempt organization or farmer’s coop-of a stock will not receive the next dividend (and not closed) a short sale of substan-
erative during the corporation’s tax year inpayment. Instead, the seller will get the divi- tially identical stock or securities.
which the dividends were paid or duringdend.

2) You were grantor (writer) of an option toWhen counting the number of days you held the corporation’s previous tax year.
buy substantially identical stock or securi-the stock, include the day you disposed the • Dividends paid by a corporation on em-ties.stock, but not the day you acquired it. See the

ployer securities which are held on theexamples later. 3) Your risk of loss is diminished by holding
date of record by an employee stock own-one or more other positions in substantiallyException for preferred stock. In the case ership plan (ESOP) maintained by thatsimilar or related property.of preferred stock, you must have held the stock corporation.

more than 90 days during the 181-day period For information about how to apply condition
• Dividends on any share of stock to thethat begins 90 days before the ex-dividend date (3), see Regulations section 1.246–5.

if the dividends are attributable to periods total- extent that you are obligated (whether
ing more than 366 days. If the preferred divi- under a short sale or otherwise) to make

Qualified foreign corporation. A foreign cor-dends are attributable to periods totaling less related payments for positions in substan-
poration is a qualified foreign corporation if itthan 367 days, the holding period in the previous tially similar or related property.
meets any of the following conditions. paragraph applies.

• Payments in lieu of dividends, but only if
you know or have reason to know that the1) The corporation is incorporated in a U.S.Example 1. You bought 5,000 shares of

possession. payments are not qualified dividends.XYZ Corp. common stock on July 1, 2003. XYZ
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stock in a corporation in different lots at differentTable 9–1. Income Tax Treaties
times, and you cannot definitely identify theCapital Gain
shares subject to the return of capital, reduceIncome tax treaties that the United States

has with the following countries satisfy the basis of your earliest purchases first.Distributions
requirement (2) under Qualified foreign When the basis of your stock has been re-
corporation. duced to zero, report any additional return of    Capital gain distributions (also called capital

capital that you receive as a capital gain.gain dividends) are paid to you or credited to
Whether you report it as a long-term oryour account by regulated investment compa-Australia Ireland Romania
short-term capital gain depends on how longnies (commonly called mutual funds) and realAustria Israel Russian
you have held the stock. See Holding Period inestate investment trusts (REITs). They will beBelgium Italy Federation
chapter 15.shown in box 2a of the Form 1099–DIV youCanada Jamaica Slovak

receive from the mutual fund or REIT.China Japan Republic
Example. You bought stock in 1991 forReport capital gain distributions as long-termCyprus Kazakhstan Slovenia

$100. In 1994, you received a return of capital ofcapital gains regardless of how long you ownedCzech Korea South Africa
$80. You did not include this amount in youryour shares in the mutual fund or REIT.Republic Latvia Spain income, but you reduced the basis of your stock

Denmark Lithuania Sweden Undistributed capital gains of mutual funds to $20. You received a return of capital of $30 in
Egypt Luxembourg Switzerland and REITs. Some mutual funds and REITs 2003. The first $20 of this amount reduced your
Estonia Mexico Thailand keep their long-term capital gains and pay tax on basis to zero. You report the other $10 as a
Finland Morocco Trinidad and them. You must treat your share of these gains long-term capital gain for 2003. You must report

as distributions, even though you did not actu-France Netherlands Tobago as a long-term capital gain any return of capital
ally receive them. However, they are not in-Germany New Zealand Tunisia you receive on this stock in later years.
cluded on Form 1099–DIV. Instead, they areGreece Norway Turkey
reported to you on Form 2439, Notice to Share-Hungary Pakistan Ukraine Liquidating distributions.  Liquidating distri-
holder of Undistributed Long-Term CapitalIceland Philippines United butions, sometimes called liquidating dividends,
Gains.India Poland Kingdom are distributions you receive during a partial or

Report undistributed capital gains shown inIndonesia Portugal Venezuela complete liquidation of a corporation. These dis-
box 1a of Form 2439 as long-term capital gains tributions are, at least in part, one form of a
in column (f) on line 11 of Schedule D (Form return of capital. They may be paid in one or
1040). If there is an amount shown in box 1b of more installments. You will receive a FormDividends Used to Buy Form 2439, report that amount in column (g) on 1099–DIV from the corporation showing you the
line 11 of Schedule D. The tax paid on theseMore Stock amount of the liquidating distribution in box 8 or
gains by the mutual fund or REIT is shown in box 9.
2 of Form 2439. You take credit for this tax byThe corporation in which you own stock may For more information on liquidating distribu-including it on line 67, Form 1040, and checkinghave a dividend reinvestment plan. This plan tions, see chapter 1 of Publication 550.box a on that line. Attach Copy B of Form 2439lets you choose to use your dividends to buy
to your return, and keep Copy C for your rec-(through an agent) more shares of stock in the
ords. Distributions of Stockcorporation instead of receiving the dividends in

cash. If you are a member of this type of plan Basis adjustment. Increase your basis in and Stock Rights
and you use your dividends to buy more stock at your mutual fund or your interest in a REIT by
a price equal to its fair market value, you still   Distributions by a corporation of its own stockthe difference between the gain you report and
must report the dividends as income. are commonly known as stock dividends. Stockthe credit you claim for the tax paid.

If you are a member of a dividend reinvest- rights (also known as “stock options”) are distri-
Additional information. For more informationment plan that lets you buy more stock at a price butions by a corporation of rights to acquire the
on the treatment of distributions from mutualless than its fair market value, you must report corporation’s stock. Generally, stock dividends
funds, see Publication 564.as dividend income the fair market value of the and stock rights are not taxable to you, and you

additional stock on the dividend payment date. do not report them on your return.
You also must report as dividend income any

service charge subtracted from your cash divi- Taxable stock dividends and stock rights.
dends before the dividends are used to buy the Distributions of stock dividends and stock rightsNontaxable
additional stock. But you may be able to deduct are taxable to you if any of the following apply.
the service charge. See chapter 30 for more Distributions
information about deducting expenses of pro- 1) You or any other shareholder has the
ducing income. choice to receive cash or other propertyYou may receive a return of capital or a tax-free

In some dividend reinvestment plans, you instead of stock or stock rights.distribution of more shares of stock or stock
can invest more cash to buy shares of stock at a rights. These distributions are not treated the 2) The distribution gives cash or other prop-price less than fair market value. If you choose same as ordinary dividends or capital gain distri- erty to some shareholders and an increaseto do this, you must report as dividend income butions. in the percentage interest in thethe difference between the cash you invest and

corporation’s assets or earnings and prof-the fair market value of the stock you buy. When
its to other shareholders.Return of Capitalfiguring this amount, use the fair market value of

the stock on the dividend payment date. 3) The distribution is in convertible preferred
A return of capital is a distribution that is not paid stock and has the same result as in (2).
out of the earnings and profits of a corporation. It

Money Market Funds 4) The distribution gives preferred stock tois a return of your investment in the stock of the
some common stock shareholders andcompany. You should receive a Form

Report amounts you receive from money market common stock to other common stock1099–DIV or other statement from the corpora-
funds as dividend income. Money market funds shareholders.tion showing you what part of the distribution is a
are a type of mutual fund and should not be return of capital. On Form 1099–DIV, a nontax- 5) The distribution is on preferred stock. (Theconfused with bank money market accounts that able return of capital will be shown in box 3. If distribution, however, is not taxable if it ispay interest. you do not receive such a statement, you report an increase in the conversion ratio of con-

the distribution as an ordinary dividend. vertible preferred stock made solely to
take into account a stock dividend, stockBasis adjustment. A return of capital reduces
split, or similar event that would otherwisethe basis of your stock. It is not taxed until your
result in reducing the conversion right.)basis in the stock is fully recovered. If you buy
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The term “stock” includes rights to acquire in the corporation’s stock that is allocated to the Alaska Permanent Fund dividends.   Do not
stock, and the term “shareholder” includes a certificate. report these amounts as dividends. Instead, re-
holder of rights or of convertible securities. However, if you receive a scrip certificate port these amounts on line 21 of Form 1040, line

that you can choose to redeem for cash instead 13 of Form 1040A, or line 3 of Form 1040EZ.If you receive taxable stock dividends or
of stock, the certificate is taxable when you re-stock rights, include their fair market value at the
ceive it. You must include its fair market value intime of the distribution in your income.
income on the date you receive it.

Preferred stock redeemable at a premium. How To ReportIf you hold preferred stock having a redemption
price higher than its issue price, the difference Dividend Income(the redemption premium) generally is taxable Other Distributionsas a constructive distribution of additional stock

 Generally, you can use either Form 1040 oron the preferred stock. For more information,
You may receive any of the following distribu- Form 1040A to report your dividend income.see chapter 1 of Publication 550.
tions during the year. Report the total of your ordinary dividends on

line 9a of Form 1040 or Form 1040A. ReportBasis. Your basis in stock or stock rights re-
Exempt-interest dividends. Exempt-interest qualified dividends on line 9b of that form.ceived in a taxable distribution is their fair market
dividends you receive from a regulated invest-value when distributed. If you receive stock or   If you receive capital gain distributions, you
ment company (mutual fund) are not included instock rights that are not taxable to you, see may be able to use Form 1040A or you may
your taxable income. You will receive a noticeStocks and Bonds under Basis of Investment have to use Form 1040. See Capital gain distri-
from the mutual fund telling you the amount ofProperty in chapter 4 of Publication 550 for infor- butions only in chapter 17. If you receive nontax-
the exempt-interest dividends you received.mation on how to figure their basis. able distributions required to be reported as
Exempt-interest dividends are not shown on capital gains, you must use Form 1040. You
Form 1099–DIV or Form 1099– INT.Fractional shares. You may not own enough cannot use Form 1040EZ if you receive any

stock in a corporation to receive a full share of dividend income.Information reporting requirement. Al-
stock if the corporation declares a stock divi- though exempt-interest dividends are not tax-
dend. However, with the approval of the share- Form 1099–DIV. If you owned stock on whichable, you must show them on your tax return if
holders, the corporation may set up a plan in you received $10 or more in dividends and otheryou have to file a return. This is an information
which fractional shares are not issued, but in- distributions, you should receive a Formreporting requirement and does not change the
stead are sold, and the cash proceeds are given 1099–DIV. Even if you do not receive Formexempt-interest dividends to taxable income.
to the shareholders. Any cash you receive for 1099–DIV, you must report all of your taxable

Alternative minimum tax treatment.fractional shares under such a plan is treated as dividend income.
Exempt-interest dividends paid from specifiedan amount realized on the sale of the fractional See Form 1099–DIV for more informationprivate activity bonds may be subject to theshares. You must determine your gain or loss on how to report dividend income.alternative minimum tax. See Alternative Mini-and report it as a capital gain or loss on Sched-
mum Tax in chapter 32 for more information.ule D (Form 1040). Your gain or loss is the Form 1040A. You must complete Part II of

difference between the cash you receive and the Schedule 1 (Form 1040A) and attach it to yourDividends on insurance policies. Insurancebasis of the fractional shares sold. Form 1040A, if:policy dividends that the insurer keeps and uses
to pay your premiums are not taxable. However,Example. You own one share of common 1) Your ordinary dividends (box 1a of Form
you must report as taxable interest income thestock that you bought on January 3, 1995, for 1099–DIV) are more than $1,500, or
interest that is paid or credited on dividends left$100. The corporation declared a common stock

2) You received, as a nominee, ordinary divi-with the insurance company.dividend of 5% on June 30, 2003. The fair mar-
dends that actually belong to someoneIf dividends on an insurance contract (otherket value of the stock at the time the stock
else.than a modified endowment contract) are distrib-dividend was declared was $200. You were paid

uted to you, they are a partial return of the$10 for the fractional-share stock dividend under List on line 5 each payer’s name and the
premiums you paid. Do not include them in youra plan described in the above paragraph. You amount of ordinary dividends you received. If
gross income until they are more than the total offigure your gain or loss as follows: you received a Form 1099–DIV from a broker-
all net premiums you paid for the contract. Re- age firm, list the brokerage firm as the payer.
port any taxable distributions on insurance poli-Fair market value of old stock . . . . . $200.00 Enter on line 6 the total of the amounts listedcies on line 16b (Form 1040) or line 12b (FormFair market value of stock dividend on line 5. Also enter this total on line 9a, Form1040A).(cash received) . . . . . . . . . . . . . . .  +10.00

1040A.Fair market value of old stock and
Dividends on veterans’ insurance. Divi-stock dividend . . . . . . . . . . . . . . . . $210.00

Form 1040. You must fill in Part II of Scheduledends you receive on veterans’ insurance poli-Basis (cost) of old stock after the B and attach it to your Form 1040, if:cies are not taxable. In addition, interest onstock dividend (($200 ÷ $210) × $100) $95.24
dividends left with the Department of VeteransBasis (cost) of stock dividend (($10 ÷ 1) Your ordinary dividends (box 1a of FormAffairs is not taxable.$210) × $100) . . . . . . . . . . . . . . . . + 4.76 1099–DIV) are more than $1,500, or

Total . . . . . . . . . . . . . . . . . . . . . . $100.00
Patronage dividends. Generally, patronage 2) You received, as a nominee, ordinary divi-

Cash received . . . . . . . . . . . . . . . . $10.00 dividends you receive in money from a coopera- dends that actually belong to someone
Basis (cost) of stock dividend . . . . . . − 4.76 tive organization are included in your income. else.
Gain $5.24 Do not include in your income patronage

If your ordinary dividends are more than $1,500,dividends you receive on:Because you had held the share of stock for you must also complete Part III of Schedule B.
more than 1 year at the time the stock dividend

List on line 5, Part II of Schedule B, each1) Property bought for your personal use, or
was declared, your gain on the stock dividend is

payer’s name and the amount of ordinary divi-
a long-term capital gain. 2) Capital assets or depreciable property

dends you received. If your securities are held
bought for use in your business. But youScrip dividends. A corporation that de- by a brokerage firm (in “street name”), list the
must reduce the basis (cost) of the items

clares a stock dividend may issue you a scrip name of the brokerage firm that is shown on
bought. If the dividend is more than the

certificate that entitles you to a fractional share. Form 1099–DIV as the payer. If your stock is
adjusted basis of the assets, you must re-

The certificate is generally nontaxable when you held by a nominee who is the owner of record,
port the excess as income.

receive it. If you choose to have the corporation and the nominee credited or paid you dividends
sell the certificate for you and give you the pro- These rules are the same whether the coop- on the stock, show the name of the nominee and
ceeds, your gain or loss is the difference be- erative paying the dividend is a taxable or the dividends you received or for which you were
tween the proceeds and the portion of your basis tax-exempt cooperative. credited.
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Enter on line 6 the total of the amounts listed If you have qualified dividends, you must fig- come when figuring the limit on your investment
on line 5. Also enter this total on line 9a, Form ure your tax by completing either Schedule D interest deduction. This is done on lines 4–6 of
1040. (Form 1040) or the Qualified Dividends and the Qualified Dividends and Capital Gain Tax

Capital Gain Tax Worksheet in the Form 1040 or Worksheet in the Form 1040 instructions, linesQualified dividends. Report qualified divi-
1040A instructions. If you have to file Schedule 24–26 of Schedule D, or lines 4–6 of the

dends (box 1b of Form 1099–DIV) on line 9b of
D (Form 1040), enter qualified dividends on line Schedule D Tax Worksheet. For more informa-

Form 1040 or Form 1040A. Do not include any
23 of that schedule or line 2 of the Schedule D tion about the limit on investment interest, see

of the following on line 9b.
Tax Worksheet. If you do not have to file Sched- Interest Expenses in chapter 25.

• Qualified dividends you received as a ule D (Form 1040), enter qualified dividends on Expenses related to dividend income. You
nominee. See Nominees under How to line 2 of the Qualified Dividends and Capital

may be able to deduct expenses related to divi-
Report Dividend Income in chapter 1 of Gain Tax Worksheet. To find out whether you

dend income if you itemize your deductions on
Publication 550. have to file Schedule D, see the Form 1040

Schedule A (Form 1040). See chapter 30 for
instructions.• Dividends on stock for which you did not general information about deducting expenses

meet the holding period. See Holding pe- Investment interest deducted. If you claim of producing income.
riod earlier under Qualified Dividends. a deduction for investment interest, you may More information. For more information

have to reduce the amount of your qualified• Dividends on any share of stock to the about how to report dividend income, see chap-
dividends that are eligible for the 5% or 15% taxextent that you are obligated (whether ter 1 of Publication 550 or the instructions for the
rate. Reduce it by the amount of qualified divi-under a short sale or otherwise) to make form you must file.
dends you choose to include in investment in-related payments for positions in substan-

tially similar or related property.

• Payments in lieu of dividends, but only if
you know or have reason to know that the
payments are not qualified dividends.
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Form (and Instructions) market value unless there is evidence to the
contrary.

❏ 4562 Depreciation and Amortization

Rental of property also used as a home. If10. ❏ 6251 Alternative Minimum Tax—
you rent property that you also use as yourIndividuals
home and you rent it fewer than 15 days during

❏ 8582 Passive Activity Loss Limitations the tax year, do not include the rent you receive
in your income and do not deduct rental ex-Rental Income ❏ Schedule E (Form 1040) Supplemental
penses. However, you can deduct on ScheduleIncome and Loss
A (Form 1040) the interest, taxes, and casualtyand Expenses and theft losses that are allowed for nonrental
property. See Personal Use of Dwelling Unit
(Including Vacation Home), later.

Rental IncomeImportant Change Part interest. If you own a part interest in
rental property, you must report your part of theYou generally must include in your gross income
rental income from the property.Special depreciation allowance increased. all amounts you receive as rent. Rental income

For qualified property you placed in service after is any payment you receive for the use or occu-
May 5, 2003, you can claim a special deprecia- pation of property. In addition to amounts you
tion allowance that is an additional depreciation receive as normal rent payments, there are
deduction equal to 50% of the property’s depre- Rental Expensesother amounts that may be rental income.
ciable basis. However, you can still choose to

When to report. Report rental income on yourclaim an allowance at the 30% rate for property This part discusses repairs and certain other
return for the year you actually or constructivelythat qualifies for the 50% rate. expenses of renting property that you ordinarily
receive it, if you are a cash basis taxpayer. YouQualified property includes property depreci- can deduct from your rental income. It includes
are a cash basis taxpayer if you report income inated under the modified accelerated cost recov- information on the expenses you can deduct if
the year you receive it, regardless of when it wasery system (MACRS) with a recovery period of you rent part of your property, or if you change
earned. You constructively receive income20 years or less. See Special Depreciation Al- your property to rental use. Depreciation, which
when it is made available to you, for example, bylowance under Depreciation later, for more infor- you can also deduct from your rental income, is
being credited to your bank account.mation. discussed later.

For more information about when you con-
structively receive income, see  Accounting When to deduct. You generally deduct your
Methods in chapter 1. rental expenses in the year you pay them.

Advance rent. Advance rent is any amountIntroduction Vacant rental property. If you hold property
you receive before the period that it covers. for rental purposes, you may be able to deductThis chapter discusses rental income and ex- Include advance rent in your rental income in the your ordinary and necessary expenses (includ-penses. It covers the following topics. year you receive it regardless of the period cov- ing depreciation) for managing, conserving, or
ered or the method of accounting you use. maintaining the property while the property is• Rental income.

vacant. However, you cannot deduct any loss of• Rental expenses. Example. You sign a 10-year lease to rent rental income for the period the property is va-
your property. In the first year, you receive cant.• Personal use of dwelling unit (including
$5,000 for the first year’s rent and $5,000 as rentvacation home).

Pre-rental expenses. You can deduct yourfor the last year of the lease. You must include
• Depreciation. ordinary and necessary expenses for managing,$10,000 in your income in the first year.

conserving, or maintaining rental property from• Limits on rental losses. Security deposits. Do not include a security the time you make it available for rent.
deposit in your income when you receive it if you• How to report your rental income and ex-
plan to return it to your tenant at the end of the Depreciation. You can begin to depreciatepenses.
lease. But if you keep part or all of the security rental property when it is ready and available for
deposit during any year because your tenant rent. See Placed-in-Service Date under Depre-If you sell or otherwise dispose of your rental
does not live up to the terms of the lease, include ciation, later.property, see Publication 544, Sales and Other
the amount you keep in your income for thatDispositions of Assets.

Expenses for rental property sold. If you sellyear.
If you have a loss from damage to, or theft of, property you held for rental purposes, you canIf an amount called a security deposit is to be

rental property, see Publication 547, Casualties, deduct the ordinary and necessary expenses forused as a final payment of rent, it is advance
Disasters, and Thefts. managing, conserving, or maintaining the prop-rent. Include it in your income when you receive

If you rent a condominium or a cooperative erty until it is sold.it.
apartment, some special rules apply to you even

Payment for canceling a lease. If your tenant Personal use of rental property. If youthough you receive the same tax treatment as
pays you to cancel a lease, the amount you sometimes use your rental property for personalother owners of rental property. See Publication
receive is rent. Include the payment in your purposes, you must divide your expenses be-527, Residential Rental Property, for more infor-
income in the year you receive it regardless of tween rental and personal use. Also, your rentalmation.
your method of accounting. expense deductions may be limited. See Per-

sonal Use of Dwelling Unit (Including VacationUseful Items Expenses paid by tenant. If your tenant pays
Home), later.

any of your expenses, the payments are rentalYou may want to see:
income. You must include them in your income. Part interest. If you own a part interest in
You can deduct the expenses if they are deduct-Publication rental property, you can deduct your part of the
ible rental expenses. See Rental Expenses, expenses that you paid.❏ 527 Residential Rental Property later, for more information.

❏ 534 Depreciating Property Placed in Property or services. If you receive property Repairs and ImprovementsService Before 1987 or services, instead of money, as rent, include
the fair market value of the property or services You can deduct the cost of repairs to your rental❏ 535 Business Expenses
in your rental income. property. You cannot deduct the cost of im-

❏ 925 Passive Activity and At-Risk Rules
If the services are provided at an agreed provements. You recover the cost of improve-

❏ 946 How To Depreciate Property upon or specified price, that price is the fair ments by taking depreciation (explained later).
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Separate the costs of repairs and im- systems. These charges are nondepreciable
provements, and keep accurate rec- capital expenditures. You must add them to the Property Changedords. You will need to know the cost of basis of your property. You can deduct localRECORDS

improvements when you sell or depreciate your benefit taxes if they are for maintaining, repair- to Rental Useproperty. ing, or paying interest charges for the benefits.

Travel expenses. You can deduct the ordi- If you change your home or other property, (or aRepairs. A repair keeps your property in good
nary and necessary expenses of traveling away part of it), to rental use at any time other than atoperating condition. It does not materially add to
from home if the primary purpose of the trip was the beginning of your tax year, you must dividethe value of your property or substantially pro-
to collect rental income or to manage, conserve, yearly expenses, such as taxes and insurance,long its life. Repainting your property inside or
or maintain your rental property. You must prop- between rental use and personal use.out, fixing gutters or floors, fixing leaks, plaster-
erly allocate your expenses between rental and You can deduct as rental expenses only theing, and replacing broken windows are exam-
nonrental activities. For information on travel part of the expense that is for the part of the yearples of repairs.
expenses, see chapter 28. the property was used or held for rental pur-If you make repairs as part of an extensive

poses.remodeling or restoration of your property, the To deduct travel expenses, you must
whole job is an improvement. Treat the property as being placed in servicekeep records that follow the rules in

on the conversion date for depreciation.chapter 28.RECORDSImprovements. An improvement adds to the
You cannot deduct depreciation or insurancevalue of your property, prolongs its useful life, or

Local transportation expenses.  You can for the part of the year the property was held foradapts it to new uses. Improvements include the
deduct your ordinary and necessary local trans- personal use. However, you can include thefollowing items.
portation expenses if you incur them to collect home mortgage interest and real estate tax ex-

• Putting a recreation room in an unfinished rental income or to manage, conserve, or main- penses for the part of the year the property was
basement. tain your rental property. held for personal use as an itemized deduction

Generally, if you use your personal car, on Schedule A (Form 1040).• Paneling a den.
pickup truck, or light van for rental activities, you

• Adding a bathroom or bedroom. can deduct the expenses using one of two meth- Example. Your tax year is the calendar
ods: actual expenses or the standard mileage year. You moved from your home in May and• Putting decorative grillwork on a balcony.
rate. For 2003, the standard mileage rate for all started renting it on June 1. You can deduct as

• Putting up a fence. business miles is 36 cents a mile. For more rental expenses seven-twelfths of your yearly
information, see chapter 28. expenses, such as taxes and insurance.• Putting in new plumbing or wiring.

Starting with June, you can deduct as rentalTo deduct car expenses under either• Putting in new cabinets. expenses the amounts you pay for items gener-method, you must keep records that
ally billed monthly, such as utilities.• Putting on a new roof. follow the rules in chapter 28. In addi-RECORDS

tion, you must complete Part V of Form 4562• Paving a driveway.
and attach it to your tax return.

If you make an improvement to property, the
Tax return preparation. You can deduct, as a

cost of the improvement must be capitalized. Renting Part ofrental expense, the part of the tax return prepa-
The capitalized cost can generally be depreci-

ration fees you paid to prepare Part I of Sched-
ated as if the improvement were separate prop- Propertyule E (Form 1040). You can also deduct, as a
erty.

rental expense, any portion of the total expense
If you rent part of your property, you must divideyou paid to resolve a tax underpayment related
certain expenses between the part of the prop-Other Expenses to your rental activities. On your 2003 Schedule
erty used for rental purposes and the part of theE, you can deduct fees paid in 2003 to prepare
property used for personal purposes as thoughOther expenses you can deduct from your rental Part I of your 2002 Schedule E.
you actually had two separate pieces of prop-income include advertising, cleaning and main-
erty.tenance services, utilities, fire and liability insur-

You can deduct the expenses related to theance, taxes, interest, commissions for the
part of the property used for rental purposes,collection of rent, ordinary and necessary travel Not Rented for Profit such as home mortgage interest and real estateand transportation, and other expenses, dis-
taxes, as rental expenses on Schedule E (Formcussed next.

If you do not rent your property to make a profit, 1040). You can deduct the expenses for the part
Rental payments for property. You can de- you can deduct your rental expenses only up to of the property used for personal purposes, sub-
duct the rent you pay for property that you use the amount of your rental income. Any rental ject to certain limitations, only if you itemize your
for rental purposes. If you buy a leasehold for expenses in excess of rental income cannot be deductions on Schedule A (Form 1040). You
rental purposes, you can deduct an equal part of carried forward to the next year. For more infor- can also deduct as a rental expense a part of
the cost each year over the term of the lease. mation about the rules for an activity not en- other expenses that normally are nondeductible

gaged in for profit, see chapter 1 of Publication personal expenses, such as expenses for elec-Rental of equipment. You can deduct the
535. tricity or painting the outside of your house. Yourent you pay for equipment that you use for

cannot deduct any part of the cost of the firstrental purposes. However, in some cases, lease Where to report. Report your not-for-profit
phone line even if your tenants have unlimitedcontracts are actually purchase contracts. If so, rental income on line 21, Form 1040. You can
use of it.you cannot deduct these payments. You can include your mortgage interest (if you use the

recover the cost of purchased equipment property as your main home or second home), You do not have to divide the expenses that
through depreciation. real estate taxes, and casualty losses on the belong only to the rental part of your property.

appropriate lines of Schedule A (Form 1040), For example, if you paint a room that you rent, orInsurance premiums paid in advance. If you
Itemized Deductions, if you itemize your deduc- if you pay premiums for liability insurance in

pay an insurance premium for more than one
tions. connection with renting a room in your home,

year in advance, each year you can deduct the
Claim your other rental expenses, subject to your entire cost is a rental expense. If you install

part of the premium payment that will apply to
the rules explained in chapter 1 of Publication a second phone line strictly for your tenants’

that year. You cannot deduct the total premium
535, as miscellaneous itemized deductions on use, all of the cost of the second line is deducti-

in the year you pay it.
line 22 of Schedule A (Form 1040). You can ble as a rental expense. You can deduct depre-

Local benefit taxes. Generally, you cannot deduct these expenses only if they, together ciation, discussed later, on the part of the
deduct charges for local benefits that increase with certain other miscellaneous itemized de- property used for rental purposes as well as on
the value of your property, such as charges for ductions, total more than 2% of your adjusted the furniture and equipment you use for rental
putting in streets, sidewalks, or water and sewer gross income. purposes.
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How to divide expenses. If an expense is for 160 (170 − 10) days. Your family also used theDwelling Unit
cottage for 7 other days during the year.both rental use and personal use, such as mort-

Used as Home You used the cottage as a home becausegage interest or heat for the entire house, you
you used it for personal purposes for 17 days.must divide the expense between the rental use

The tax treatment of rental income and ex- That is more than the greater of 14 days or 10%and the personal use. You can use any reasona-
penses for a dwelling unit that you also use for of the 160 days it was rented (16 days).ble method for dividing the expense. It may be personal purposes depends on whether you use

reasonable to divide the cost of some items (for it as a home. (See How To Figure Rental Income
example, water) based on the number of people and Deductions, later.) Use As Main Home Before or Afterusing them. However, the two most common You use a dwelling unit as a home during the Rentingmethods for dividing an expense are one based tax year if you use it for personal purposes more
on the number of rooms in your home and one than the greater of:  For purposes of determining whether a dwelling
based on the square footage of your home. unit was used as a home, do not count as days1) 14 days, or

of personal use the days you used the property
2) 10% of the total days it is rented to others as your main home before or after renting it or

at a fair rental price. offering it for rent in either of the following cir-
cumstances.Personal Use of See Figuring Days of Personal Use, later.

If a dwelling unit is used for personal pur- 1) You rented or tried to rent the property for
poses on a day it is rented at a fair rental price,Dwelling Unit 12 or more consecutive months.
do not count that day as a day of rental in

2) You rented or tried to rent the property forapplying (2) above. Instead, count it as a day of(Including Vacation
a period of less than 12 consecutivepersonal use in applying both (1) and (2) above.
months and the period ended because youThis rule does not apply when dividing expensesHome)
sold or exchanged the property.between rental and personal use.

If you have any personal use of a dwelling unit This special rule does not apply when dividingFair rental price. A fair rental price for your
(including vacation home) that you rent, you expenses between rental and personal use.property generally is an amount that a person
must divide your expenses between rental use who is not related to you would be willing to pay.
and personal use. See Figuring Days of Per- The rent you charge is not a fair rental price if it is Figuring Days
sonal Use and  How To Divide Expenses, later. substantially less than the rents charged for of Personal Useother properties that are similar to your property. If you used your dwelling unit for personal
purposes long enough during 2003, it will be A day of personal use of a dwelling unit is any
considered a dwelling unit used as a home. If so, day that it is used by any of the following per-Examplesyou cannot deduct rental expenses that exceed sons.
rental income for that property. See Dwelling The following examples show how to determine

1) You or any other person who has an inter-Unit Used as Home and How To Figure Rental whether you used your rental property as a
est in it, unless you rent it to anotherIncome and Deductions, later. If your dwelling home.
owner as his or her main home under aunit is not considered a dwelling unit used as a
shared equity financing agreement (de-home, you can deduct rental expenses that ex- Example 1. You converted the basement of
fined later).ceed rental income for that property subject to your home into an apartment with a bedroom, a

certain limits. See Limits on Rental Losses, bathroom, and a small kitchen. You rented the 2) A member of your family or a member of
basement apartment at a fair rental price tolater. the family of any other person who has a
college students during the regular school year. financial interest in it, unless the family
You rented to them on a 9-month lease (273 member uses the dwelling unit as his or

Exception for minimal rental use. If you use days). her main home and pays a fair rental price.
the dwelling unit as a home and you rent it fewer During June (30 days), your brother stayed Family includes only brothers and sisters,
than 15 days during the year, do not include any with you and lived in the basement apartment half-brothers and half-sisters, spouses, an-
of the rent in your income and do not deduct any rent free. cestors (parents, grandparents, etc.) and
of the rental expenses. See Dwelling Unit Used Your basement apartment was used as a lineal descendants (children, grandchild-
as Home, later. home because you used it for personal pur- ren, etc.).

poses for 30 days. Rent-free use by your brother
3) Anyone under an arrangement that letsis considered personal use. Your personal use

Dwelling unit.  A dwelling unit includes a you use some other dwelling unit.(30 days) is more than the greater of 14 days or
house, apartment, condominium, mobile home, 10% of the total days it was rented (27 days). 4) Anyone at less than a fair rental price.
boat, vacation home, or similar property. A
dwelling unit has basic living accommodations, Example 2. You rented the guest bedroom

Main home. If the other person or member ofsuch as sleeping space, a toilet, and cooking in your home at a fair rental price during the local
the family in (1) or (2) above has more than onefacilities. A dwelling unit does not include prop- college’s homecoming, commencement, and
home, his or her main home is ordinarily the oneerty used solely as a hotel, motel, inn, or similar football weekends (a total of 27 days). Your
lived in most of the time.establishment. sister-in-law stayed in the room, rent free, for the

last 3 weeks (21 days) in July.  Property is used solely as a hotel, motel, Shared equity financing agreement. This is
The room was used as a home because youinn, or similar establishment if it is regularly an agreement under which two or more persons

used it for personal purposes for 21 days. That is acquire undivided interests for more than 50available for occupancy by paying customers
more than the greater of 14 days or 10% of the years in an entire dwelling unit, including theand is not used by an owner as a home during 27 days it was rented (3 days). land, and one or more of the co-owners is enti-the year.

tled to occupy the unit as his or her main home
Example 3. You own a cottage in a resort upon payment of rent to the other co-owner orExample. You rent a room in your home area. You rented it at a fair rental price for a total owners.that is always available for short-term occu- of 170 days during the year. For 12 of those

pancy by paying customers. You do not use the days, the tenant was not able to use the cottage Donation of use of property. You use aroom yourself, and you allow only paying cus- and allowed you to use it even though you did dwelling unit for personal purposes if:tomers to use the room. The room is used solely not refund any of the rent. Your family actually
as a hotel, motel, inn, or similar establishment used the cottage for 10 of those days. Therefore, • You donate the use of the unit to a charita-
and is not a dwelling unit. the cottage is treated as having been rented for ble organization,
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• The organization sells the use of the unit that day. This rule does not apply when Property Used as a Home
at a fund-raising event, and determining whether you used the unit as

If you use a dwelling unit as a home during thea home.• The “purchaser” uses the unit. year (see Dwelling Unit Used as Home, earlier),
2) Any day that the unit is available for rent how you figure your rental income and deduc-

but not actually rented is not a day of tions depends on how many days the unit wasExamples
rental use. rented.

The following examples show how to determine
Rented fewer than 15 days. If you use adays of personal use. Example. Your beach cottage was avail- dwelling unit as a home and you rent it fewer

able for rent from June 1 through August 31 (92 than 15 days during the year, do not include anyExample 1. You and your neighbor are
days). Your family uses the cottage during the rental income in your income. Also, you cannotco-owners of a condominium at the beach. You
last 2 weeks in May (14 days). You were unable deduct any expenses as rental expenses.rent the unit to vacationers whenever possible.
to find a renter for the first week in August (7The unit is not used as a main home by anyone.

Rented 15 days or more. If you use a dwell-days). The person who rented the cottage forYour neighbor uses the unit for two weeks every
ing unit as a home and rent it 15 days or moreJuly allowed you to use it over a weekend (2year.
during the year, you include all your rental in-days) without any reduction in or refund of rent.Because your neighbor has an interest in the
come in your income. See How To ReportThe cottage was not used at all before May 17 orunit, both of you are considered to have used the
Rental Income and Expenses, later. If you had aunit for personal purposes during those 2 after August 31.
net profit from the rental property for the yearweeks. You figure the part of the cottage expenses (that is, if your rental income is more than the

to treat as rental expenses as follows. total of your rental expenses, including depreci-Example 2. You and your neighbors are
ation), deduct all of your rental expenses. How-co-owners of a house under a shared equity

1) The cottage was used for rental a total of ever, if you had a net loss, you may not be ablefinancing agreement. Your neighbors live in the
to deduct all of your rental expenses.85 days (92 − 7). The days it was availablehouse and pay you a fair rental price.

Use Worksheet 10–1 to figure your deducti-for rent but not rented (7 days) are notEven though your neighbors have an interest
ble expenses.days of rental use. The July weekend (2in the house, the days your neighbors live there

days) you used it is rental use becauseare not counted as days of personal use by you.
you received a fair rental price for theThis is because your neighbors rent the house
weekend.as their main home under a shared equity fi- Depreciationnancing agreement. 2) You used the cottage for personal pur-
poses for 14 days (the last 2 weeks in You recover your cost in income producingExample 3. You own a rental property that
May). property through yearly tax deductions. You doyou rent to your son. Your son has no interest in

this by depreciating the property; that is, bythis dwelling unit. He uses it as his main home. 3) The total use of the cottage was 99 days
deducting some of your cost on your tax returnHe pays you a fair rental price for the property. (14 days personal use + 85 days rental
each year.Your son’s use of the property is not personal use).

Three basic factors determine how much de-use by you because your son is using it as his
4) Your rental expenses are 85/99 (86%) of preciation you can deduct. They are: (1) yourmain home, he has no interest in the property,

the cottage expenses. basis in the property, (2) the recovery period forand he is paying you a fair rental price.
the property, and (3) the depreciation methodWhen determining whether you used the cot-
used. You cannot simply deduct your mortgageExample 4. You rent your beach house to tage as a home, the July weekend (2 days) you
or principal payments, or the cost of furniture,Joshua. Joshua rents his house in the moun- used it is personal use even though you re- fixtures and equipment, as an expense.tains to you. You each pay a fair rental price. ceived a fair rental price for the weekend. There- You can deduct depreciation only on the partYou are using your house for personal pur-

fore, you had 16 days of personal use and 83 of your property used for rental purposes. De-poses on the days that Joshua uses it because
days of rental use for this purpose. Because you preciation reduces your basis for figuring gain oryour house is used by Joshua under an arrange-
used the cottage for personal purposes more loss on a later sale or exchange.ment that allows you to use his house.
than 14 days or more than 10% of the days of   You may have to use Form 4562 to figure
rental use, you used it as a home. If you have a and report your depreciation. See How To Re-

port Rental Income and Expenses, later.net loss, you may not be able to deduct all of theDays Used for Repairs and
rental expenses. See Property Used as a HomeMaintenance Claiming the correct amount of depreciation.in the following discussion.

You should claim the correct amount of depreci-Any day that you spend working substantially full
ation each tax year. Even if you did not claimtime repairing and maintaining your property is How To Figure Rental depreciation that you were entitled to deduct,not counted as a day of personal use. Do not
you must still reduce your basis in the propertycount such a day as a day of personal use even Income and Deductions
by the full amount of depreciation that you couldif family members use the property for recrea-
have deducted. If you did not deduct the correctHow you figure your rental income and deduc-tional purposes on the same day.
amount of depreciation for property in any year,tions depends on whether the dwelling unit was
you may be able to make a correction for that

used as a home (see Dwelling Unit Used asHow To Divide Expenses year by filing Form 1040X Amended U.S Individ-
Home, earlier) and, if used as a home, how ual Income Tax Return. If you are not allowed to
many days the property was rented.If you use a dwelling unit for both rental and make the correction on an amended return, you

personal purposes, divide your expenses be- can change your accounting method to claim the
tween the rental use and the personal use based correct amount of depreciation. See Claiming

Property Not Used as a Homeon the number of days used for each purpose. the correct amount of depreciation in Publication
Expenses for the rental use of the unit are de- 527 for more information.If you do not use a dwelling unit as a home,ductible under the rules explained in How To

Changing your accounting method to de-report all the rental income and deduct all theFigure Rental Income and Deductions, later.
duct unclaimed depreciation. If you claimedrental expenses. See How To Report Rental When dividing your expenses follow these
less depreciation than allowable in an earlierIncome and Expenses, later.rules.
year, you can change your accounting method

 Your deductible rental expenses can be1) Any day that the unit is rented at a fair to take a deduction in the current year for the
more than your gross rental income. However,rental price is a day of rental use even if unclaimed depreciation. To change your ac-
see Limits on Rental Losses, later.you used the unit for personal purposes counting method, you must have the consent of
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Worksheet 10–1. Worksheet for Figuring the Limit on Rental Deductions for a Dwelling Unit Used as a Home

Use this worksheet only if you answer “yes” to all of the following questions.
● Did you use the dwelling unit as a home this year? (See Dwelling Unit Used as Home.)

1. Enter rents received

2.a. Enter the rental portion of deductible home mortgage interest (see instructions)

● Did you rent the dwelling unit 15 days or more this year?
● Is the total of your rental expenses and depreciation more than your rental income?

b. Enter the rental portion of real estate taxes
c. Enter the rental portion of deductible casualty and theft losses (see instructions)
d. Enter direct rental expenses (see instructions)
e. Fully deductible rental expenses. Add lines 2a–2d

3. Subtract line 2e from line 1. If zero or less, enter zero

4.a. Enter the rental portion of expenses directly related to operating or maintaining the dwelling unit (such as
repairs, insurance, and utilities)

b. Enter the rental portion of excess mortgage interest (see instructions)
c. Add lines 4a and 4b
d. Allowable operating expenses. Enter the smaller of line 3 or line 4c

5. Subtract line 4d from line 3. If zero or less, enter zero

6.a. Enter the rental portion of excess casualty and theft losses (see instructions)
b. Enter the rental portion of depreciation of the dwelling unit
c. Add lines 6a and 6b
d. Allowable excess casualty and theft losses and depreciation. Enter the smaller of line 5 or line 6c

7.a. Operating expenses to be carried over to next year. Subtract line 4d from line 4c
b. Excess casualty and theft losses and depreciation to be carried over to next year. Subtract line 6d

from line 6c

Enter the amounts on lines 2e, 4d, and 6d on the appropriate lines of Schedule E (Form 1040), Part I.

Worksheet Instructions
Follow these instructions for the worksheet
above. If you were unable to deduct all your
expenses last year because of the rental
income limit, add these unused amounts to
your expenses for this year.

Line 2a. Figure the mortgage interest on the
dwelling unit that you could deduct on
Schedule A (Form 1040) if you had not
rented the unit. Do not include interest on
a loan that did not benefit the dwelling unit.
For example, do not include interest on a
home equity loan used to pay off credit
cards or other personal loans, buy a car, or
pay college tuition. Include interest on a loan
used to buy, build, or improve the dwelling
unit, or to refinance such a loan. Enter the
rental portion of this interest on line 2a of
the worksheet.

Line 2c. Figure the casualty and theft losses
related to the dwelling unit that you could
deduct on Schedule A (Form 1040) if you
had not rented the dwelling unit. To do this,
complete Section A of Form 4684,
Casualties and Thefts, treating the losses as
personal losses. On line 17 of Form 4684,
enter 10% of your adjusted gross income

Line 2d. Enter the total of your rental
expenses that are directly related only to the
rental activity. These include interest on
loans used for rental activities other than to
buy, build, or improve the dwelling unit. Also
include rental agency fees, advertising,
office supplies, and depreciation on office
equipment used in your rental activity.

Line 4b. On line 2a, you entered the rental
portion of the mortgage interest you could
deduct on Schedule A if you had not rented
the dwelling unit. Enter on line 4b of this
worksheet the rental portion of the
mortgage interest you could not deduct on
Schedule A because it is more than the limit
on home mortgage interest. Do not include
interest on a loan that did not benefit the

Line 6a. To find the rental portion of excess
casualty and theft losses, use the Form
4684 you prepared for line 2c of this
worksheet.

Allocating the limited deduction. If you
cannot deduct all of the amount on line 4c
or 6c this year, you can allocate the
allowable deduction in any way you wish
among the expenses included on line 4c or
6c. Enter the amount you allocate to each
expense on the appropriate line of Schedule
E, Part I.

A. Enter the amount from line 10
of Form 4684

B. Enter the rental portion of A

C. Enter the amount from line 2c
of this worksheet

D. Subtract C from B. Enter the
result here and on line 6a of
this worksheet

figured without your rental income and
expenses from the dwelling unit. Enter the
rental portion of the result from line 18 of
Form 4684 on line 2c of this worksheet.
Note. Do not file this Form 4684 or use it
to figure your personal losses on Schedule
A. Instead, figure the personal portion on a
separate Form 4684.

dwelling unit (as explained in the line 2a
instructions).

the IRS. In some instances, you can receive type of property and when the property was This chapter discusses MACRS only. If
automatic consent. For more information, see you need more information about de-placed in service. For property used in rental
chapter 1 of Publication 946. preciating property placed in serviceactivities you use one of the following. CAUTION

!
before 1987, see Publication 534.

Land. You can never depreciate the cost of • MACRS (Modified Accelerated Cost Re- If you placed property in service before 2003,
land because land does not wear out, become covery System) for property placed in continue to use the same method of figuring
obsolete, or get used up. The costs of clearing, service after 1986. depreciation that you used in the past.
grading, planting, and landscaping are usually • ACRS (Accelerated Cost Recovery Sys-all part of the cost of land and are not deprecia- Section 179 election. You cannot claim thetem) for property placed in service afterble. section 179 deduction for property held to pro-1980 but before 1987.

duce rental income. See chapter 2 of Publication
• Useful lives and either straight line or an 946.Depreciation Methods

accelerated method of depreciation, such
as the declining balance method, if placedThere are three ways to figure depreciation. The No deduction greater than basis. The total
in service before 1981.depreciation method you use depends on the of all your yearly depreciation deductions cannot
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be more than the cost or other basis of the Example. Dave bought and placed in serv- Recovery periods for property used in rental
property. For this purpose, your yearly deprecia- ice a new refrigerator ($700) for one of his resi- activities are shown in Table 10–1.
tion deductions include any depreciation that dential rental properties in June of 2003. Dave The class to which property is assigned is
you were allowed to claim, even if you did not notes that the refrigerator has a 5-year recovery determined by its class life. Class lives and re-
claim it. period (see Table 10–1.). Dave’s refrigerator is covery periods for most assets are listed in Ap-

qualifying property and he claims the special pendix B in Publication 946.
Cooperative apartments. If you are a depreciation allowance using the 50% rate.
tenant-stockholder in a cooperative housing cor- Dave determines the total depreciable basis Additions or improvements to property.poration and rent your cooperative apartment to of the property to be $700. Next, he multiplies Treat depreciable additions or improvementsothers, you can deduct depreciation for the this amount by 50% to figure his special depreci- you make to any property as separate propertyapartment even though it is owned by the corpo- ation allowance deduction of $350 ($700 × items for depreciation purposes. The recoveryration. Your depreciation deduction is your 50%). This leaves an adjusted basis of $350 period for an addition or improvement to prop-share of the corporation’s depreciation. See Co- ($700 − $350), which he will use to figure his erty begins on the later of: operative apartments in Publication 527 for in- MACRS deduction.
formation on how to figure your depreciation

For more information, see Special Deprecia- 1) The date the addition or improvement isdeduction.
tion Allowance in Publication 946. placed in service, or

2) The date the property to which the additionSpecial Depreciation MACRS or improvement was made is placed in
Allowance service.

Most business and investment property placed
The class and recovery period of the additionYou can claim a special depreciation allowance in service after 1986 is depreciated using

or improvement is the one that would apply to(in addition to your regular MACRS depreciation MACRS.
the original property if it were placed in service atdeduction) for qualified property you placed in  MACRS consists of two systems that deter-
the same time as the addition or improvement.service in 2003. For qualified property placed in mine how you depreciate your property—the

service before May 6, 2003, the allowance is a General Depreciation System (GDS) and the
Example. You own a residential rentaldepreciation deduction equal to 30% of the Alternative Depreciation System (ADS). GDS

house that you have been renting since 1986property’s depreciable basis. For qualified prop- is used to figure your depreciation deduction for
and are depreciating under ACRS. You put anerty placed in service after May 5, 2003, it is a property used in most rental activities, unless
addition onto the house and you placed it indepreciation deduction equal to 50% of the you elect ADS.
service in 2003. You must use MACRS for theproperty’s depreciable basis, or you can choose To figure your MACRS deduction, you need
addition. Under MACRS, the addition would beto figure the deduction at the old 30% rate. The to know the following information about your
depreciated as residential rental property overspecial depreciation allowance is figured before property:
27.5 years.you calculate your regular MACRS deduction.

1) Its recovery period,You should claim the special deprecia-
tion allowance for all qualified property. 2) Its placed-in-service date, and Placed-in-Service Date
However, you can elect not to claim theCAUTION

!
3) Its depreciable basis.allowance. If you make this election for any You can begin to depreciate property when you

property, it applies to all property in the same place it in service in your trade or business or for
property class placed in service during the year. Personal home changed to rental use. You the production of income. Property is considered
See How Can You Elect Not To Claim an Allow- must use MACRS to figure the depreciation on placed in service in a rental activity when it is
ance? in Publication 946 for more information. property you used as your home and changed to ready and available for a specific use in that

rental property in 2003. activity.
Qualified property. To qualify for the special
depreciation allowance, your property must Excluded property. You cannot use MACRS
meet the following requirements. for certain personal property placed in service in Depreciable Basis

your rental property in 2003 if it had been previ-
1) It must be new property that is depreciated ously placed in service before MACRS became To deduct the proper amount of depreciation

under MACRS with a recovery period of 20 effective in 1987 (before August 1, 1986, if elec- each year, you must first determine your basis in
years or less. tion made). the property you intend to depreciate. The basis

used for figuring depreciation is your original In addition, you may elect to exclude certain2) It must meet the following tests.
basis in the property increased by any additionsproperty from the application of MACRS. See

a) Acquisition date test. or improvements made to the property. YourPublication 946 for more information.
original basis is usually your cost. However, ifb) Placed-in-service date test.
you acquire the property in some other way,

c) Original use test. such as by inheriting it, getting it as a gift, orRecovery Periods Under GDS
building it yourself, you may have to figure your

Each item of property that can be depreciated is original basis in another way. Other adjustments
Acquisition date test. Generally, you must assigned to a property class. The recovery pe- could also affect your basis. See chapter 14.
have acquired the property after September 10, riod of the property depends on the class the
2001 (after May 5, 2003, to be eligible for the property is in. Under GDS, the recovery period
50% special depreciation allowance). of an asset is generally the same as its property Conventions

class. The property classes under GDS are:Placed-in-service date test. Generally, the
Under MACRS, conventions establish when theproperty must be placed in service for use in • 3-year property, recovery period begins and ends. The conven-your trade or business or for the production of
tion you use determines the number of months• 5-year property,income after September 10, 2001 (after May 5,
for which you can claim depreciation in the year2003, to be eligible for the 50% special deprecia- • 7-year property, you place property in service and in the year yoution allowance), and before January 1, 2005.
dispose of the property.• 10-year property,

Original use test. The original use of the • 15-year property, Mid-month convention.  A mid-month con-property must have begun with you after Sep-
vention is used for all residential rental propertytember 10, 2001 (after May 5, 2003, to be eligi- • 20-year property,
and nonresidential real property. Under this con-ble for the 50% special depreciation allowance). • Nonresidential real property, and vention, you treat all property placed in service,“Original use” means the first use to which the
or disposed of, during any month as placed inproperty is put, whether or not by you. • Residential rental property.
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2) Actually figure the deduction using the de-Table 10–1. MACRS Recovery Periods for Property Used in Rental
preciation method and convention that ap-Activities
ply over the recovery period of the
property.

MACRS Recovery Period Publication 946 discusses computing deprecia-
tion using the proper method and convention.General Alternative

Depreciation Depreciation
Type of Property System System Using the Optional Tables
Computers and their peripheral equipment . . . . . . . . . . . . . 5 years 5 years

You can use the tables in Table 10–2 to com-Office machinery, such as:
pute annual depreciation under MACRS. TheTypewriters
tables show the percentages for the first 6 years.Calculators
The percentages in Tables 10–2–A, 10–2–B,Copiers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 years 6 years
and 10–2–C make the change from decliningAutomobiles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 years 5 years
balance to straight line in the year that straightLight trucks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 years 5 years
line will yield an equal or larger deduction. SeeAppliances, such as:
Appendix A of Publication 946 for complete ta-Stoves
bles.Refrigerators . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 years 9 years

If you elect to use the straight line method forCarpets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 years 9 years
5-, 7-, or 15-year property, or the 150% decliningFurniture used in rental property . . . . . . . . . . . . . . . . . . . . 5 years 9 years
balance method for 5- or 7-year property, use

Office furniture and equipment, such as: the tables in Appendix A of Publication 946.
Desks

Figure any special depreciation allow-Files . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 years 10 years
ance on qualified property before usingAny property that does not have a class life and that has not
Table 10–2–A, 10–2–B, or 10–2–C,been designated by law as being in any other class . . . 7 years 12 years CAUTION

!
or the 5-, 7-, or 15-year property tables in Ap-

Roads . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 years 20 years pendix A of Publication 946.
Shrubbery . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 years 20 years
Fences . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 years 20 years How to use the tables. The following section

explains how to use the optional tables.Residential rental property (buildings or structures)
Figure the depreciation deduction by multi-and structural components such as furnaces,

plying your unadjusted basis in the property bywater pipes, venting, etc., . . . . . . . . . . . . . . . . . . . . . 27.5 years 40 years
the percentage shown in the appropriate table.

Additions and improvements, such as a new roof . . . . . . . . The recovery period of the Your unadjusted basis is your depreciable basis
property to which the addition without reduction for depreciation previously
or improvement is made, claimed.
determined as if the property Once you begin using an optional table towere placed in service at the

figure depreciation, you must continue to use itsame time as the addition or
for the entire recovery period unless there is animprovement.
adjustment to the basis of your property for a
reason other than:

service, or disposed of, at the midpoint of that Example. During the tax year, Jordan Greg- 1) Depreciation allowed or allowable, or
ory purchased the following items to use in hismonth.

2) An addition or improvement that is depre-rental property.
ciated as a separate item of property.Mid-quarter convention. A mid-quarter con- • A dishwasher for $400, that he placed in

vention must be used if the mid-month conven- If there is an adjustment for any other reason (forservice in January.
tion does not apply and the total depreciable example, because of a deductible casualty

• Used furniture for $100, that he placed inbasis of MACRS property you placed in service loss), you can no longer use the table. For the
service in September.in the last 3 months of a tax year (excluding year of the adjustment and for the remaining

nonresidential real property, residential rental recovery period, figure depreciation using the• A refrigerator for $500, that he placed in
property’s adjusted basis at the end of the yearproperty, and property placed in service and service in October.
and the appropriate depreciation method, asdisposed of in the same year) is more than 40%
explained in MACRS Depreciation Under GDSof the total basis of all such property you place in Jordan uses the calendar year as his tax year.
in Publication 527.service during the tax year. He elects not to claim the special depreciation

allowance, discussed earlier. The total basis of
Tables 10–2–A, 10–2–B, and 10–2–C.Half-year convention. The half-year conven- all property placed in service in that year is
The percentages in these tables take into ac-tion is used if neither the mid-quarter convention $1,000. The $500 basis of the refrigerator
count the half-year and mid-quarter conven-nor the mid-month convention applies. Under placed in service during the last 3 months of his
tions. Use Table 10–2–A for 5-year property,this convention, you treat all property placed in tax year exceeds $400 (40% × $1,000). Jordan
Table 10–2–B for 7-year property, and Tablemust use the mid-quarter convention instead ofservice, or disposed of, during a tax year as
10–2–C for 15-year property. Use the percent-the half-year convention for all three items.placed in service, or disposed of, at the midpoint
age in the second column (half-year convention)of that tax year.
unless you must use the mid-quarter convention

If this convention applies, you deduct a MACRS Depreciation (explained earlier). If you must use the
half-year of depreciation for the first year and the mid-quarter convention, use the column thatUnder GDSlast year that you depreciate the property. You corresponds to the calendar year quarter in
deduct a full year of depreciation for any other which you placed the property in service.You can figure your MACRS depreciation de-year during the recovery period.

duction under GDS in one of two ways. The
Example 1. You purchased a stove and re-deduction is substantially the same both ways.

Under this convention, you treat all property frigerator and placed them in service in June.(The difference, if any, is slight.) You can either:
placed in service, or disposed of, during any Your basis in the stove is $600 and your basis in
quarter of a tax year as placed in service, or 1) Use the percentage from the optional the refrigerator is $1,000. After figuring the spe-
disposed of, at the midpoint of the quarter. MACRS tables, see Table 10–2, or cial depreciation allowance your basis in the
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Table 10–2. Optional MACRS Tables depreciation percentage for year 1 is 5%. Your
depreciation deduction for the refrigerator (after

Table 10–2–A. MACRS 5-Year property figuring the special depreciation allowance) is
$25 ($500 × .05).

Half-year convention Mid-quarter convention Because you placed the stove in service in
June, you use the second quarter column ofYear First Second Third Fourth
Table 10–2–A and find that the depreciationquarter quarter quarter quarter
percentage for year 1 is 25%. For that year, your
depreciation deduction for the stove (after figur-1 20.00% 35.00% 25.00% 15.00% 5.00%
ing the special depreciation allowance) is $752 32.00 26.00 30.00 34.00 38.00
($300 × .25).3 19.20 15.60 18.00 20.40 22.80

4 11.52 11.01 11.37 12.24 13.68
5 11.52 11.01 11.37 11.30 10.94 Table 10–2–D. Use this table for residential
6 5.76 1.38 4.26 7.06 9.58 rental property. Find the row for the month that

you placed the property in service. Use the per-
centages listed for that month to figure yourTable 10–2–B. MACRS 7-Year property
depreciation deduction. The mid-month conven-
tion is taken into account in the percentagesHalf-year convention Mid-quarter convention
shown in the table.

Year First Second Third Fourth
quarter quarter quarter quarter Example. You purchased a single family

rental house and placed it in service in February.
1 14.29% 25.00% 17.85% 10.71% 3.57% Your basis in the house is $160,000. Using Ta-
2 24.49 21.43 23.47 25.51 27.55 ble 10–2–D, you find that the percentage for
3 17.49 15.31 16.76 18.22 19.68 property placed in service in February of year 1
4 12.49 10.93 11.97 13.02 14.06 is 3.182%. That year’s depreciation deduction is
5 8.93 8.75 8.87 9.30 10.04 $5,091 ($160,000 × .03182).
6 8.92 8.74 8.87 8.85 8.73

MACRS Depreciation
Table 10–2–C. MACRS 15-Year property Under ADS

Half-year convention Mid-quarter convention
If you choose, you can use the ADS method for

Year First Second Third Forth most property. Under ADS, you use the straight
quarter quarter quarter quarter line method of depreciation.

Table 10–1 shows the recovery periods for1 5.00% 8.75% 6.25% 3.75% 1.25%
property used in rental activities that you depre-2 9.50 9.13 9.38 9.63 9.88
ciate under ADS. See Appendix B in Publication3 8.55 8.21 8.44 8.66 8.89
946 for other property. If your property is not4 7.70 7.39 7.59 7.80 8.00
listed, it is considered to have no class life.5 6.93 6.65 6.83 7.02 7.20

6 6.23 5.99 6.15 6.31 6.48 Under ADS, personal property with no class life
is depreciated using a recovery period of 12
years and real property with no class life isTable 10–2–D. Residential Rental Property (27.5-year)
depreciated using a recovery period of 40 years.

Use the mid-month convention for residentialUse the row for the month of the taxable year placed in service.
rental property and nonresidential real property.

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 For all other property, use the half-year or
mid-quarter convention.Jan. 3.485% 3.636% 3.636% 3.636% 3.636% 3.636%

Feb. 3.182 3.636 3.636 3.636 3.636 3.636
Election. For property placed in service dur-Mar. 2.879 3.636 3.636 3.636 3.636 3.636
ing 2003, you choose to use ADS by enteringApr. 2.576 3.636 3.636 3.636 3.636 3.636
the depreciation on line 20, Part III of FormMay 2.273 3.636 3.636 3.636 3.636 3.636
4562.

The election of ADS for one item in a class ofJun. 1.970 3.636 3.636 3.636 3.636 3.636
Jul. 1.667 3.636 3.636 3.636 3.636 3.636 property generally applies to all property in that
Aug. 1.364 3.636 3.636 3.636 3.636 3.636 class that is placed in service during the tax year
Sept. 1.061 3.636 3.636 3.636 3.636 3.636 of the election. However, the election applies on
Oct. 0.758 3.636 3.636 3.636 3.636 3.636 a property-by-property basis for residential

rental property and nonresidential real property.
Nov. 0.4555 3.636 3.636 3.636 3.636 3.636 Once you choose to use ADS, you cannot
Dec. 0.152 3.636 3.636 3.636 3.636 3.636 change your election.

Other Rules Aboutstove is $300 and your basis in the refrigerator is Example 2. Assume the same facts as in
Example 1, except you buy the refrigerator in$500. Both are 5-year property. Using the Depreciable Property
October instead of June. You must use thehalf-year convention column in Table 10–2–A,
mid-quarter convention to figure depreciation on In addition to the rules about what methods youyou find the depreciation percentage for year 1
the stove and refrigerator. The refrigerator was can use, there are other rules you should beis 20%. For that year, your depreciation deduc-
placed in service in the last 3 months of the tax aware of with respect to depreciable property.tion is $60 ($300 × .20) for the stove and $100
year and its basis ($1,000) is more than 40% of

($500 × .20) for the refrigerator.
the total basis of all property placed in service Gain from disposition. If you dispose of

For year 2, you find your depreciation per- during the year ($1,600 × .40 = $640). depreciable property at a gain, you may have to
centage is 32%. That year’s depreciation deduc- Because you placed the refrigerator in serv- report, as ordinary income, all or part of the gain.
tion will be $96 ($300 × .32) for the stove and ice in October, you use the fourth quarter col- See Publication 544, Sales and Other Disposi-
$160 ($500 × .32) for the refrigerator. umn of Table 10 – 2 – A and find that the tions of Assets.
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Alternative minimum tax. If you use acceler- credits resulting from passive activities. Any ex- penses in Part I of Schedule E (Form 1040).
ated depreciation, you may have to file Form cess loss or credit is carried forward to the next However, do not use that schedule to report a
6251. Accelerated depreciation includes tax year. not-for-profit activity. See Not Rented for Profit,
MACRS, ACRS, and any other method that al- earlier.For a detailed discussion of these rules, see
lows you to deduct more depreciation than you Publication 925.    If you provide significant services that are
could deduct using a straight line method. primarily for your tenant’s convenience, such asYou may have to complete Form 8582 to

regular cleaning, changing linen, or maid serv-figure the amount of any passive activity loss for
the current tax year for all activities and the ice, you report your rental income and expenses
amount of the passive activity loss allowed on on Schedule C (Form 1040), Profit or Loss
your tax return. From Business or Schedule C–EZ, Net ProfitLimits on

From Business (Sole Proprietorship). Significant
Exception for real estate professionals.Rental Losses services do not include the furnishing of heat
Rental activities in which you materially partici- and light, cleaning of public areas, trash collec-
pated during the year are not passive activitiesRental real estate activities are generally con- tion, etc. For information, see Publication 334,
if, for that year, you were a real estate profes-sidered passive activities, and the amount of Tax Guide for Small Business (For Individuals
sional because you met the requirements. For aloss you can deduct is limited. Generally, you Who Use Schedule C or C–EZ). You also may
detailed discussion of the requirements, seecannot deduct losses from rental real estate have to pay self-employment tax on your rental
Publication 527. For a detailed discussion ofactivities unless you have income from other income. See Publication 533, Self-Employment
material participation, see Publication 925.passive activities. However, you may be able to Tax.

deduct rental losses without regard to whether
you have income from other passive activities if Form 1098. If you paid $600 or more of mort-Losses From Rental Real Estateyou “materially” or “actively” participated in your gage interest on your rental property to any one
rental activity. See Passive Activity Limits, later. Activities person, you should receive a Form 1098, Mort-

Losses from passive activities are first sub- gage Interest Statement, or similar statementIf you or your spouse actively participated in aject to the at-risk rules. At-risk rules limit the showing the interest you paid for the year. If youpassive rental real estate activity, you can de-amount of deductible losses from holding most and at least one other person (other than yourduct up to $25,000 of loss from the activity fromreal property placed in service after 1986.
spouse if you file a joint return) were liable for,your nonpassive income. This special allowance
and paid interest on the mortgage, and the otheris an exception to the general rule disallowingException. If your rental losses are less than
person received the Form 1098, report yourlosses in excess of income from passive activi-$25,000 and you actively participated in the
share of the interest on line 13 of Schedule Eties. Similarly, you can offset credits from therental activity, the passive activity limits probably
(Form 1040). Attach a statement to your returnactivity against the tax on up to $25,000 ofdo not apply to you. See Losses From Rental
showing the name and address of the othernonpassive income after taking into account anyReal Estate Activities, later.
person. In the left margin of Schedule E (Formlosses allowed under this exception.
1040), next to line 13, write “See attached.”Property used as a home. If you used the If you are married, filing a separate return,

rental property as a home during the year, the and lived apart from your spouse for the entire
passive activity rules do not apply to that home. tax year, your special allowance cannot be more Schedule E (Form 1040)
Instead, you must follow the rules explained than $12,500. If you lived with your spouse at
earlier under Personal Use of Dwelling Unit (In- any time during the year and are filing a sepa- Use Part I of Schedule E (Form 1040) to report
cluding Vacation Home.) rate return, you cannot use the special allow- your rental income and expenses. List your total

ance to reduce your nonpassive income or tax income, expenses, and depreciation for each
on nonpassive income. rental property. Be sure to answer the questionAt-Risk Rules

The maximum amount of the special allow- on line 2.
ance is reduced if your modified adjusted gross The at-risk rules place a limit on the amount you If you have more than three rental or royalty
income is more than $100,000 ($50,000 if mar-can deduct as losses from activities often de- properties, complete and attach as many
ried filing separately).scribed as tax shelters. Losses from holding real Schedules E as are needed to list the properties.

property (other than mineral property) placed in Complete lines 1 and 2 for each property. How-
Active participation. You actively partici-service before 1987 are not subject to the at-risk ever, fill in the “Totals” column on only one
pated in a rental real estate activity if you (andrules. Schedule E. The figures in the “Totals” column
your spouse) owned at least 10% of the rentalGenerally, any loss from an activity subject on that Schedule E should be the combined
property and you made management decisionsto the at-risk rules is allowed only to the extent of totals of all Schedules E.in a significant and bona fide sense. Manage-the total amount you have at risk in the activity at Page 2 of Schedule E is used to report in-ment decisions include approving new tenants,the end of the tax year. You are considered at

come or loss from partnerships, S corporations,deciding on rental terms, approving expendi-risk in an activity to the extent of cash and the
estates, trusts, and real estate mortgage invest-tures, and similar decisions.adjusted basis of other property you contributed
ment conduits. If you need to use page 2 ofto the activity and certain amounts borrowed for
Schedule E, use page 2 of the same Schedule EMore information. See Publication 925 foruse in the activity. See Publication 925 for more
you used to enter the combined totals in Part I.more information on the passive loss limits, in-information.

cluding information on the treatment of unused On page 1, line 20 of Schedule E, enter the
disallowed passive losses and credits and the depreciation you are claiming. You must com-Passive Activity Limits treatment of gains and losses realized on the plete and attach Form 4562 for rental activities
disposition of a passive activity. only if you are claiming:In general, all rental activities (except those

meeting the exception for real estate profession- • Depreciation on property placed in service
als, below) are passive activities. For this pur- during 2003,
pose, a rental activity is an activity from which

• Depreciation on any property that is listedHow To Reportyou receive income mainly for the use of tangi-
property (such as a car), regardless ofble property, rather than for services.
when it was placed in service, orRental Income

Limits on passive activity deductions and • Any car expenses (actual or the standard
credits.  Deductions for losses from passive and Expenses mileage rate).
activities are limited. You generally cannot offset

Otherwise, figure your depreciation on your ownincome, other than passive income, with losses If you rent buildings, rooms, or apartments, and
worksheet. You do not have to attach thesefrom passive activities. Nor can you offset taxes provide only heat and light, trash collection, etc.,
computations to your return.on income, other than passive income, with you normally report your rental income and ex-
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Example. On January 1, Justin Cole bought Justin’s basis for depreciation of the Justin figures his net rental income or loss for
a townhouse and placed it in service as residen- townhouse is $150,000. He is using MACRS the townhouse as follows:
tial rental property. He receives $1,100 a month with a 27.5-year recovery period. On April 1,

Total rental income receivedrental income. His rental expenses for the year Justin bought a new refrigerator for the rental
($1,100 × 12) . . . . . . . . . . . . . . . . . . $13,200are as follows: property at a cost of $725. He uses the MACRS
Minus Expenses:method with a 5-year recovery period. The re-

Fire insurance (1-year policy) . . 200Fire insurance (1-year policy) . . . . . . . $ 200 frigerator qualifies for the special depreciation
Mortgage interest . . . . . . . . . . 5,000Mortgage interest . . . . . . . . . . . . . . . 5,000 allowance which he figures first.
Rent collection fee . . . . . . . . . 572Fee paid to real estate company for Justin uses the percentage for January in
General repairs . . . . . . . . . . . 175collecting monthly rent . . . . . . . . . . 572 Table 10–2–D to figure his depreciation deduc-
Real estate taxes . . . . . . . . . . 800General repairs . . . . . . . . . . . . . . . . 175 tion for the townhouse. He uses the percentage

Total expenses . . . . . . . . . . . . . . . . . 6,747Real estate taxes imposed and paid . . 800 under “Half-year convention” in Table 10–2–A
Balance . . . . . . . . . . . . . . . . . . . . . . $6,453to figure his depreciation deduction for the refrig- Minus Depreciation:

erator. He must report the depreciation on Form Townhouse
4562. ($150,000 × 3.485%) . . . . . . 5,228

Refrigerator–special
allowance
($725 × 50%) . . . . . . . . . . . 363

Refrigerator ($725 –  $363
special allowance × 20%) . . . 72

Total depreciation . . . . . . . . . . . . . . . 5,663

Net rental income for townhouse . . . . $790
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Service Retirement Benefits. Publication rately. You may have to make separate compu-
721 also covers the information that you tations even if the benefits from both are
need if you are the survivor or beneficiary included in the same check. For example, bene-11. of a federal employee or retiree who died. fits from one of your programs could be fully

taxable, while the benefits from your other pro-
3) Individual retirement arrangements

gram could be taxable under the General Rule(IRAs). Information on the tax treatment of
or the Simplified Method. Your former employer

amounts you receive from an IRA is inRetirement or the plan administrator should be able to tell
chapter 18.

you if you have more than one pension or annu-
ity contract.Plans, Pensions,

Useful Items Railroad retirement benefits. Part of the rail-
You may want to see: road retirement benefits you receive is treatedand Annuities

for tax purposes like social security benefits, and
Publication part is treated like an employee pension. For

information about railroad retirement benefits❏ 575 Pension and Annuity IncomeImportant Reminders treated as social security benefits, see Publica-
❏ 721 Tax Guide to U.S. Civil Service tion 915, Social Security and Equivalent Rail-

Retirement Benefits road Retirement Benefits. For information aboutRollovers to and from qualified retirement
railroad retirement benefits treated as an em-plans. For rollover purposes, tax-sheltered ❏ 939 General Rule for Pensions and
ployee pension, see Railroad Retirement inannuity plans (403(b) plans) and eligible state or Annuities
Publication 575.local government section 457 deferred compen-

sation plans are qualified retirement plans. See Form (and Instructions) Credit for the elderly or the disabled. If youRollovers.
receive a pension or annuity, you may be able to❏ W–4P Withholding Certificate for
take the credit for the elderly or the disabled.Pension or Annuity PaymentsHardship distribution. A hardship distribu-
See chapter 35.tion from any retirement plan is not an eligible ❏ 1099–R Distributions From Pensions,

rollover distribution. See Rollovers. Annuities, Retirement or Withholding and estimated tax. The payer
Profit-Sharing Plans, IRAs, of your pension, profit-sharing, stock bonus, an-Rollover by surviving spouse. You may be
Insurance Contracts, etc. nuity, or deferred compensation plan will with-able to roll over a distribution you receive as the

hold income tax on the taxable parts of amountssurviving spouse of a deceased employee into a ❏ 4972 Tax on Lump-Sum Distributions
paid to you. You can choose not to have taxqualified retirement plan or a traditional IRA.

❏ 5329 Additional Taxes on Qualified Plans withheld except for amounts paid to you that areSee Rollovers.
(Including IRAs) and Other eligible rollover distributions. See Eligible rollo-
Tax-Favored Accounts ver distributions under Rollovers, later. YouEligible rollover distribution. You may be

make this choice by filing Form W–4P.able to roll over the nontaxable part of a retire-
For payments other than eligible rollover dis-ment plan distribution to another qualified retire-

tributions, you can tell the payer how to withholdment plan or a traditional IRA. See Rollovers.
by filing Form W–4P. If an eligible rollover distri-Employee PensionsSection 457 plan early distributions. The bution is paid directly to you, 20% will generally

tax on early distributions may apply to certain be withheld. There is no withholding on a directand Annuitiesdistributions made from an eligible state or local rollover of an eligible rollover distribution. See
government section 457 deferred compensation Direct rollover option under Rollovers, later. If

Generally, if you did not pay any part of the costplan. See Tax on Early Distributions. you choose not to have tax withheld or you do
of your employee pension or annuity and your not have enough tax withheld, you may have to
employer did not withhold part of the cost from pay estimated tax.
your pay while you worked, the amounts you For more information, see Pensions and An-
receive each year are fully taxable. You must nuities under Withholding in chapter 5.Introduction
report them on your income tax return.

Loans. If you borrow money from your quali-This chapter discusses the tax treatment of dis-
Partly taxable payments. If you paid part of fied pension or annuity plan, tax-sheltered annu-tributions you receive from:
the cost of your annuity, you are not taxed on the ity program, government plan, or contract
part of the annuity you receive that represents a1) An employee pension or annuity from a purchased under any of these plans, you may
return of your cost. The rest of the amount youqualified plan, have to treat the loan as a nonperiodic distribu-
receive is taxable. Your annuity starting date tion. This means that you may have to include in2) A disability retirement, and (defined later) determines which method you income all or part of the amount borrowed un-
must or may use.3) A purchased commercial annuity. less certain exceptions apply. Even if you do not

If you contributed to your pension or annuity have to treat the loan as a nonperiodic distribu-
plan, you figure the tax-free and the taxable tion, you may not be able to deduct the interestWhat is not covered in this chapter. The
parts of your annuity payments under either the on the loan in some situations. For details, seefollowing topics are not discussed in this chap-
Simplified Method or the General Rule. If your Loans Treated as Distributions in Publicationter:
annuity starting date is after November 18, 575. For information on the deductibility of inter-
1996, and your payments are from a qualified est, see chapter 25.1) The General Rule. This is the method
plan, you must use the Simplified Method. Gen-generally used to determine the tax treat- Qual i f ied plans for  sel f -employederally, you must use the General Rule only forment of pension and annuity income from individuals. Qualified plans set up by self-em-nonqualified plans.nonqualified plans (including commercial

ployed individuals are sometimes called KeoghIf your annuity is paid under a qualified planannuities). If your annuity starting date is
or H.R. 10 plans. Qualified plans can be set upand your annuity starting date is after July 1,after November 18, 1996, you generally
by sole proprietors, partnerships (but not a part-1986, but before November 19, 1996, you cancannot use the General Rule for a qualified
ner), and corporations. They can cover self-em-use either the General Rule or, if you qualify, theplan. For more information about the Gen-
ployed persons, such as the sole proprietor orSimplified Method.eral Rule, see Publication 939.
partners, as well as regular (common-law) em-

2) Civil service retirement benefits. If you More than one program. If you receive bene- ployees.
are retired from the federal government fits from more than one program, such as a Distributions from a qualified plan are usually
(either regular or disability retirement), see pension plan and a profit-sharing plan, you may fully taxable because most recipients have no
Publication 721, Tax Guide to U.S. Civil have to figure the taxable part of each sepa- cost basis. If you have an investment (cost) in
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the plan, however, your pension or annuity pay- Who must use the Simplified Method. You to take the survivor’s exclusion figured as of the
ments from a qualified plan are taxed under the must use the Simplified Method if your annuity annuity starting date. The total exclusion may be
Simplified Method. For more information about starting date is after November 18, 1996, and more than your cost.
qualified plans, see Publication 560, Retirement you receive pension or annuity payments from a

How to use it. Complete the SimplifiedPlans for Small Business. qualified plan or annuity, unless you were at
Method Worksheet to figure your taxable annu-least 75 years old and entitled to annuity pay-

Section 457 deferred compensation plans. ity for 2003. If the annuity is payable only overments from a qualified plan that are guaranteed
If you work for a state or local government or for your life, use your age at the birthday precedingfor 5 years or more.
a tax-exempt organization, you may be able to your annuity starting date. For annuity starting

Who must use the General Rule. You mustparticipate in a section 457 deferred compensa- dates beginning in 1998, if your annuity is pay-
use the General Rule if you receive pension ortion plan. If your plan is an eligible plan, you are able over your life and the lives of other individu-
annuity payments from:not taxed currently on pay that is deferred under als, use your combined ages at the birthdays

the plan or on any earnings from the plan’s preceding the annuity starting date.1) A nonqualified plan (such as a private an-
investment of the deferred pay. You are taxed nuity, a purchased commercial annuity, or If your annuity starting date begins in
on amounts deferred in an eligible state or local a nonqualified employee plan), or 1998 and your annuity is payable over
government plan only when they are distributed

the lives of more than one annuitant,CAUTION
!

2) A qualified plan if you are age 75 or olderfrom the plan. You are taxed on amounts de-
the total number of monthly annuity paymentson your annuity starting date and your an-ferred in an eligible tax-exempt organization
expected to be received is based on the com-nuity payments are guaranteed for at leastplan when they are distributed or otherwise
bined ages of the annuitants at the annuity start-5 years.made available to you.
ing date. However, if your annuity starting date

This chapter covers the tax treatment of ben- began before January 1, 1998, the total numberAnnuity starting before November 19,efits under eligible section 457 plans, but it does of monthly annuity payments expected to be1996. If your annuity starting date is after Julynot cover the treatment of deferrals. For infor- received is based on the primary annuitant’s age1, 1986, and before November 19, 1996, youmation on deferrals under section 457 plans, at the annuity starting date.had to use the General Rule for either circum-see Retirement Plan Contributions under Em-
stance described above. You also had to use itployee Compensation in Publication 525. Be sure to keep a copy of the com-
for any fixed-period annuity. If you did not haveFor general information on these deferred pleted worksheet; it will help you figure
to use the General Rule, you could have chosencompensation plans, see Section 457 Deferred your taxable annuity in later years.

TIP

to use it. If your annuity starting date is beforeCompensation Plans in Publication 575.
July 2, 1986, you had to use the General Rule

Example. Bill Smith, age 65, began receiv-unless you could use the Three-Year Rule.Cost (Investment in the ing retirement benefits in 2003, under a joint andIf you had to use the General Rule (or chose
survivor annuity. Bill’s annuity starting date isto use it), you must continue to use it each yearContract)
January 1, 2003. The benefits are to be paid forthat you recover your cost.
the joint lives of Bill and his wife Kathy, age 65.Before you can figure how much, if any, of your

Who cannot use the General Rule. You can- Bill had contributed $31,000 to a qualified planpension or annuity benefits is taxable, you must
not use the General Rule if you receive your and had received no distributions before thedetermine your cost (your investment in the con-
pension or annuity from a qualified plan and annuity starting date. Bill is to receive a retire-tract). Your total cost in the plan includes every-
none of the circumstances described in the pre- ment benefit of $1,200 a month, and Kathy is tothing that you paid. It also includes amounts
ceding discussions apply to you. See Who must receive a monthly survivor benefit of $600 uponyour employer paid that were taxable at the time
use the Simplified Method, earlier. Bill’s death.paid. Cost does not include any amounts you

Bill must use the Simplified Method to figurededucted or excluded from income. More information. For complete information
his taxable annuity because his payments areFrom this total cost paid or considered paid on using the General Rule, including the actua-
from a qualified plan and he is under age 75.by you, subtract any refunds of premiums, re- rial tables you need, see Publication 939.
Because his annuity is payable over the lives ofbates, dividends, unrepaid loans, or other

Guaranteed payments. Your annuity contract more than one annuitant, he uses his andtax-free amounts you received by the later of the
provides guaranteed payments if a minimum Kathy’s combined ages and Table 2 at the bot-annuity starting date or the date on which you
number of payments or a minimum amount (for tom of the worksheet in completing line 3 of thereceived your first payment.
example, the amount of your investment) is pay- worksheet. His completed worksheet is shownYour annuity starting date is the later of the
able even if you and any survivor annuitant do in Worksheet 11–A.first day of the first period for which you received
not live to receive the minimum. If the minimuma payment, or the date the plan’s obligations Bill’s tax-free monthly amount is $100
amount is less than the total amount of thebecame fixed. ($31,000 ÷ 310 as shown on line 4 of the work-
payments you are to receive, barring death, dur-Your employer or the organization that pays sheet). Upon Bill’s death, if Bill has not recov-
ing the first 5 years after payments begin (fig-you the benefits (plan administrator) should ered the full $31,000 investment, Kathy will also
ured by ignoring any payment increases), youshow your cost in box 5 of your Form 1099–R. exclude $100 from her $600 monthly payment.
are entitled to less than 5 years of guaranteed The full amount of any annuity payments re-
payments.Foreign employment contributions. If you ceived after 310 payments are paid must be

worked in a foreign country and your employer included in gross income.Exclusion limit. Your annuity starting date
contributed to your retirement plan, a part of If Bill and Kathy die before 310 payments aredetermines the total amount that you can ex-
those payments may be considered part of your made, a miscellaneous itemized deduction willclude from your taxable income over the years.
cost. For more information about foreign em- be allowed for the unrecovered cost on the final

Exclusion limited to cost. If your annuityployment contributions, see Publication 575. income tax return of the last to die. This deduc-
starting date is after 1986, the total amount of tion is not subject to the 2%-of-adjusted
annuity income that you can exclude over the gross-income limit.Simplified Method years as a recovery of the cost cannot exceed

Had Bill’s retirement annuity paymentsyour total cost. Any unrecovered cost at your (or
Under the Simplified Method, you figure the been from a nonqualified plan, hethe last annuitant’s) death is allowed as a mis-
tax-free part of each monthly annuity payment would have used the General Rule. Hecellaneous itemized deduction on the final return

TIP

by dividing your cost by the total number of uses the Simplified Method Worksheet becauseof the decedent. This deduction is not subject to
expected monthly payments. For an annuity that his annuity payments are from a qualified plan.the 2%-of-adjusted-gross-income limit.
is payable for the lives of the annuitants, this
number is based on the annuitants’ ages on the Exclusion not limited to cost. If your an-
annuity starting date and is determined from a nuity starting date is before 1987, you can con- Survivors
table. For any other annuity, this number is the tinue to take your monthly exclusion for as long
number of monthly annuity payments under the as you receive your annuity. If you chose a joint If you receive a survivor annuity because of the
contract. and survivor annuity, your survivor can continue death of a retiree who had reported the annuity
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tion is not subject to the 2%-of-adjustedWorksheet 11–A. Simplified Method Worksheet for Bill Smith
gross-income limit. The deceased annuitant(Keep for Your Records)
must have died after the annuity starting date.
(For details, see section 1.691(d)-1 of the regu-1. Enter the total pension or annuity payments received this year.
lations.) This amount cannot be deducted in oneAlso, add this amount to the total for Form 1040, line 16a, or Form
year. It must be deducted in equal amounts over1040A, line 12a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. 14,400
your remaining life expectancy.2. Enter your cost in the plan (contract) at the

annuity starting date . . . . . . . . . . . . . . . . . . . 2. 31,000
How To ReportNote: If your annuity starting date was before

this year and you completed this worksheet
If you file Form 1040, report your total annuity onlast year, skip line 3 and enter the amount from
line 16a and the taxable part on line 16b. If yourline 4 of last year’s worksheet on line 4 below.
pension or annuity is fully taxable, enter it on lineOtherwise, go to line 3.
16b; do not make an entry on line 16a.3. Enter the appropriate number from Table 1

If you file Form 1040A, report your total an-below. But if your annuity starting date was
nuity on line 12a and the taxable part on lineafter 1997 and the payments are for your life
12b. If your pension or annuity is fully taxable,and that of your beneficiary, enter the
enter it on line 12b; do not make an entry on lineappropriate number from Table 2 below . . . . . 3. 310
12a.4. Divide line 2 by the number on line 3 . . . . . . . 4. 100

5. Multiply line 4 by the number of months for More than one annuity. If you receive more
which this year’s payments were made. If your than one annuity and at least one of them is not
annuity starting date was before 1987, enter fully taxable, enter the total amount received
this amount on line 8 below and skip lines 6, 7, from all annuities on line 16a, Form 1040, or line
10, and 11. Otherwise, go to line 6 . . . . . . . . . 5. 1,200 12a, Form 1040A, and enter the taxable part on

6. Enter any amounts previously recovered tax line 16b, Form 1040, or line 12b, Form 1040A. If
free in years after 1986 . . . . . . . . . . . . . . . . . 6. –0– all the annuities you receive are fully taxable,

7. Subtract line 6 from line 2 . . . . . . . . . . . . . . . 7. 31,000 enter the total of all of them on line 16b, Form
8. Enter the smaller of line 5 or line 7 . . . . . . . . . . . . . . . . . . . . . . 8. 1,200 1040, or line 12b, Form 1040A.
9. Taxable amount for year. Subtract line 8 from line 1. Enter the

Joint return. If you file a joint return and youresult, but not less than zero. Also, add this amount to the total for
and your spouse each receive one or more pen-Form 1040, line 16b, or Form 1040A, line 12b. . . . . . . . . . . . . . . . 9. 13,200
sions or annuities, report the total of the pen-Note: If your Form 1099–R shows a larger taxable amount, use
sions and annuities on line 16a, Form 1040, orthe amount on line 9 instead.
line 12a, Form 1040A, and report the taxable

10. Add lines 6 and 8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10. 1,200 part on line 16b, Form 1040, or line 12b, Form
11. Balance of cost to be recovered. Subtract line 10 from line 2 . . . 11. 29,800 1040A.

TABLE 1 FOR LINE 3 ABOVE Lump-Sum DistributionsAND your annuity starting date was—
IF the age at annuity before November 19, after November 18,

A lump-sum distribution is the distribution orstarting date was... 1996, enter on line 3... 1996, enter on line 3...
payment in 1 tax year of a plan participant’s55 or under 300 360
entire balance from all of the employer’s quali-56–60 260 310
fied plans of one kind (for example, pension,61–65 240 260
profit-sharing, or stock bonus plans). A distribu-66–70 170 210
tion from a nonqualified plan (such as a privately

71 or older 120 160 purchased commercial annuity or a section 457
deferred compensation plan of a state or local

TABLE 2 FOR LINE 3 ABOVE government or tax-exempt organization) cannot
IF the combined ages qualify as a lump-sum distribution.
at annuity starting THEN enter The participant’s entire balance from a plan
date were... on line 3...

does not include certain forfeited amounts. It
110 or under 410 also does not include any deductible voluntary
111–120 360 employee contributions allowed by the plan after
121–130 310 1981 and before 1987. For more information
131–140 260 about distributions that do not qualify as
141 or older 210 lump-sum distributions, see Distributions that do

not qualify under Lump-Sum Distributions in
Publication 575.

under the Three-Year Rule, include the total In any case, if the annuity starting date is If you receive a lump-sum distribution from a
received in income. (The retiree’s cost has al- after 1986, the total exclusion over the years qualified employee plan or qualified employee
ready been recovered tax free.) cannot be more than the cost. annuity and the plan participant was born before

If you are the survivor of an employee, orIf the retiree was reporting the annuity pay- January 2, 1936, you may be able to elect op-
former employee, who died before becomingments under the General Rule, apply the same tional methods of figuring the tax on the distribu-
entitled to any annuity payments, you must fig-exclusion percentage the retiree used to your tion. The part from active participation in the plan
ure the taxable and tax-free parts of your annuityinitial payment called for in the contract. The before 1974 may qualify as capital gain subject
payments using the method that applies as ifresulting tax-free amount will then remain fixed. to a 20% tax rate. The part from participation
you were the employee.Any increases in the survivor annuity are fully after 1973 (and any part from participation

taxable. before 1974 that you do not report as capital
If the retiree was reporting the annuity pay- Estate tax. If your annuity was a joint and gain) is ordinary income. You may be able to use

ments under the Simplified Method, the part of survivor annuity that was included in the the 10-year tax option, discussed later, to figure
each payment that is tax free is the same as the decedent’s estate, an estate tax may have been tax on the ordinary income part.
tax-free amount figured by the retiree at the paid on it. You can deduct, as a miscellaneous Use Form 4972 to figure the separate tax on
annuity starting date. See Simplified Method, itemized deduction, the part of the total estate a lump-sum distribution using the optional meth-
earlier. tax that was based on the annuity. This deduc- ods. The tax figured on Form 4972 is added to
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the regular tax figured on your other income. rate. You can elect this treatment only once for ther through a direct rollover to a qualified plan
This may result in a smaller tax than you would any plan participant, and only if the plan partici- that separately accounts for the taxable and
pay by including the taxable amount of the distri- pant was born before January 2, 1936. nontaxable parts of the rollover or through a
bution as ordinary income in figuring your regu- rollover to a traditional IRA.Complete Part II of Form 4972 to choose the
lar tax. 20% capital gain election. For more information, If you roll over only part of a distribution that

see Capital Gain Treatment under Lump-Sum includes both taxable and nontaxable amounts,
How to treat the distribution. If you receive a Distributions in Publication 575. the amount you roll over is treated as coming
lump-sum distribution, you may have the follow- first from the taxable part of the distribution.
ing options for how you treat the taxable part.

Hardship distributions. Hardship distribu-10-Year Tax Option• Report the part of the distribution from par-
tions are no longer treated as eligible rollover

ticipation before 1974 as a capital gain (if
distributions.The 10-year tax option is a special formula usedyou qualify) and the part from participation

to figure a separate tax on the ordinary incomeafter 1973 as ordinary income. Additional exceptions. For more informa-
part of a lump-sum distribution. You pay the tax tion about exceptions to eligible rollover distribu-• Report the part of the distribution from par- only once, for the year in which you receive the tions, see Publication 575.ticipation before 1974 as a capital gain (if distribution, not over the next 10 years. You can

you qualify) and use the 10-year tax option elect this treatment only once for any plan par- Direct rollover option. You can choose to
to figure the tax on the part from partici- ticipant, and only if the plan participant was born have the administrator of your old plan transfer
pation after 1973 (if you qualify). before January 2, 1936. the distribution directly from your old plan to the

The ordinary income part of the distribution is new plan (if permitted) or traditional IRA. If you• Use the 10-year tax option to figure the tax
the amount shown in box 2a of the Form decide on a rollover, it is generally to your ad-on the total taxable amount (if you qualify).
1099–R given to you by the payer, minus the vantage to choose this direct rollover option.• Roll over all or part of the distribution. See amount, if any, shown in box 3. You also can Under this option, the plan administrator wouldRollovers, later. No tax is currently due on treat the capital gain part of the distribution (box not withhold tax from your distribution.the part rolled over. Report any part not 3 of Form 1099–R) as ordinary income for the

rolled over as ordinary income. 10-year tax option if you do not choose capital Withholding tax. If you choose to have the
gain treatment for that part. distribution paid to you, it is taxable in the year• Report the entire taxable part of the distri-

Complete Part III of Form 4972 to choose the distributed unless you roll it over to a new plan orbution as ordinary income on your tax re-
10-year tax option. You must use the special tax IRA within 60 days. The plan administrator mustturn.
rates shown in the instructions for Part III to withhold income tax of 20% from the taxable
figure the tax. Publication 575 illustrates how toThe first three options are explained in the distribution paid to you. (See Pensions and An-
complete Form 4972 to figure the separate tax.following discussions. nuities under Withholding in chapter 5.)

If you decide to roll over an amountElecting optional lump-sum treatment. You Rollovers equal to the distribution before with-can choose to use the 10-year tax option or
holding, your contribution to the newcapital gain treatment only once after 1986 for CAUTION

!
If you withdraw cash or other assets from a plan or IRA must include other money (for exam-any plan participant. If you make this choice, you
qualified retirement plan in an eligible rollover ple, from savings or amounts borrowed) to re-cannot use either of these optional treatments
distribution, you can defer tax on the distribution place the amount withheld.for any future distributions for the participant.
by rolling it over to another qualified retirement

The administrator must give you a writtenplan or a traditional IRA.Taxable and tax-free parts of the distribution. explanation of your distribution options within a
For this purpose, the following plans areThe taxable part of a lump-sum distribution is the reasonable period of time before making an eli-qualified retirement plans.employer’s contributions and income earned on gible rollover distribution.

your account. You may recover your cost in the • A qualified employee plan.
lump sum and any net unrealized appreciation Rollover by surviving spouse. You may be• A qualified employee annuity.(NUA) in employer securities tax free. able to roll over tax free all or part of a distribu-

tion from a qualified retirement plan you receive• A tax sheltered annuity plan (403(b) plan).Cost. In general, your cost is the total of:
as the surviving spouse of a deceased em-• An eligible state or local government sec-1) The plan participant’s nondeductible con- ployee. The rollover rules apply to you as if you

tion 457 deferred compensation plan.tributions to the plan, were the employee. You can roll over a distribu-
tion into a qualified retirement plan or a tradi-2) The plan participant’s taxable costs of any You generally must complete the rollover by tional IRA.life insurance contract distributed, the 60th day following the day on which you

A beneficiary other than the employee’s sur-receive the distribution from your employer’s3) Any employer contributions that were tax- viving spouse cannot roll over a distribution.plan. (This 60-day period is extended for theable to the plan participant, and
period during which the distribution is in a frozen

Alternate payee under qualified domestic re-4) Repayments of any loans that were tax- deposit in a financial institution.) For all rollovers
lations order. You may be able to roll over allable to the plan participant. to an IRA, you must irrevocably elect rollover
or any part of a distribution from a qualifiedtreatment by written notice to the trustee or is-You must reduce this cost by amounts previ- retirement plan that you receive under a quali-suer of the IRA.ously distributed tax free. fied domestic relations order (QDRO). If you

The IRS may waive the 60-day require- receive the distribution as an employee’sNUA. The NUA in employer securities (box
ment where the failure to do so would spouse or former spouse (not as a nonspousal6 of Form 1099–R) received as part of a
be against equity or good conscience, beneficiary), the rollover rules apply to you as if

TIP
lump-sum distribution is generally tax free until

such as in the event of a casualty, disaster, or you were the employee. You can roll over theyou sell or exchange the securities. (For more
other event beyond your reasonable control. distribution from the plan into a traditional IRA orinformation, see Distributions of employer se-

to another eligible retirement plan. See Publica-curities under Taxation of Nonperiodic Pay-
tion 575 for more information on benefits re-Eligible rollover distributions. Generally,ments, in Publication 575.)
ceived under a QDRO.you can roll over any part of most nonperiodic

distributions from a qualified retirement plan.
Retirement bonds. If you redeem a retire-Capital Gain Treatment
ment bond, you can defer the tax on the amountRollover of nontaxable amounts. You may
received by rolling it over to an IRA or qualifiedCapital gain treatment applies only to the tax- be able to roll over the nontaxable part of a
employer plan as discussed in Publication 590.able part of a lump-sum distribution resulting distribution (such as your after-tax contributions)
For more information on the rules for rolling overfrom participation in the plan before 1974. The made to another qualified retirement plan or
distributions, see Publication 575.amount treated as capital gain is taxed at a 20% traditional IRA. The transfer must be made ei-
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your early distribution, distribution code “2,” “3,”Special Additional Taxes • From a deferred annuity contract to the
or “4” should be shown in box 7 of your Form extent allocable to investment in the con-
1099–R and you do not have to report theTo discourage the use of pension funds for pur- tract before August 14, 1982,
distribution on Form 5329. If an exception ap-poses other than normal retirement, the law im- • From a deferred annuity contract under aplies but distribution code “1” (early distribution,poses additional taxes on early distributions of

qualified personal injury settlement,no known exception) is shown in box 7, youthose funds and on failures to withdraw the
funds timely. Ordinarily, you will not be subject to must file Form 5329. Enter the taxable amount • From a deferred annuity contract pur-
these taxes if you roll over all early distributions of the distribution shown in box 2a of your Form chased by your employer upon termination
you receive, as explained earlier, and begin of a qualified employee plan or qualified1099–R on line 1 of Form 5329. On line 2, enter
drawing out the funds at a normal retirement employee annuity plan and held by yourthe amount that can be excluded and the excep-
age, in reasonable amounts over your life ex- employer until your separation from serv-tion number shown in the Form 5329 instruc-
pectancy. These special additional taxes are the ice, ortions.
taxes on: • From an immediate annuity contract (aIf distribution code “1” is incorrectly• Early distributions, and single premium contract providing sub-shown on your Form 1099–R for a

stantially equal annuity payments that startdistribution received when you were• Excess accumulation (not receiving mini-
TIP

within one year from the date of purchaseage 591/2 or older, include that distribution onmum distributions).
and are paid at least annually).Form 5329. Enter exception number “11” on line

These taxes are discussed in the following sec-
2.

tions.
The early distribution tax does not apply to Tax on Excess Accumulation

If you must pay either of these taxes, report any distribution that meets one of the following
them on Form 5329. However, you do not have To make sure that most of your retirement bene-exceptions.
to file Form 5329 if you owe only the tax on early fits are paid to you during your lifetime, rather

General exceptions. The tax does not ap-distributions and your Form 1099–R correctly than to your beneficiaries after your death, the
ply to distributions that are:shows a “1” in box 7. Instead, enter 10% of the payments that you receive from qualified retire-

taxable part of the distribution on line 57 of Form ment plans must begin no later than on your• Made as part of a series of substantially1040 and write “No” under the heading “Other required beginning date (defined next).
equal periodic payments (made at leastTaxes” to the left of line 57. Unless the rule for 5% owners applies, you
annually) for your life (or life expectancy)Even if you do not owe any of these taxes, must begin to receive distributions from your
or the joint lives (or joint life expectancies)you may have to complete Form 5329 and at- qualified retirement plan by April 1 of the year
of you and your designated beneficiary (iftach it to your Form 1040. This applies if you that follows the later of:

meet an exception to the tax on early distribu- from a qualified retirement plan, the pay-
tions but box 7 of your Form 1099–R does not ments must begin after your separation 1) The calendar year in which you reach age
indicate an exception. 701/2, orfrom service),

2) The calendar year in which you retire.• Made because you are totally and perma-
nently disabled, orTax on Early Distributions However, your plan may require you to begin to

receive distributions by April 1 of the year that• Made on or after the death of the plan
Most distributions (both periodic and nonperi- follows the year in which you reach age 701/2,participant or contract holder.
odic) from qualified retirement plans and non- even if you have not retired.
qualified annuity contracts made to you before Additional exceptions for qualified retire- For this purpose, a qualified retirement
you reach age 591/2 are subject to an additional plan includes a:ment plans. The tax does not apply to distri-tax of 10%. This tax applies to the part of the

butions that are:distribution that you must include in gross in- 1) Qualified employee plan,
come. • From a qualified retirement plan after your 2) Qualified employee annuity plan,

separation from service in or after the year
3) Section 457 deferred compensation plan,you reached age 55,For this purpose, a qualified retirement plan is: or

• From a qualified retirement plan to an al-• A qualified employee plan, 4) Tax-sheltered annuity plan (for benefits ac-ternate payee under a qualified domestic
cruing after 1986).• A qualified employee annuity plan, relations order,

• A tax-sheltered annuity plan, or • From a qualified retirement plan to the ex-
Age 701/2. You reach age 701/2 on the date thattent you have deductible medical ex-• A state or local government section 457
is 6 calendar months after the date of your 70thpenses (medical expenses that exceeddeferred compensation plan (to the extent
birthday.7.5% of your adjusted gross income),that any distribution is attributable to

For example, if you are retired and your 70thwhether or not you itemize your deduc-amounts the plan received in a direct
birthday was on June 30, 2003, you were agetransfer or rollover from one of the other tions for the year,
701/2 on December 31, 2003. If your 70th birth-plans listed here). • From an employer plan under a written day was on July 1, 2003, you reached age 701/2

election that provides a specific schedule on January 1, 2004.
5% rate on certain early distributions from for distribution of your entire interest if, as

5% owners. If you are a 5% owner of thedeferred annuity contracts. If an early with- of March 1, 1986, you had separated from
company maintaining your qualified retirementdrawal from a deferred annuity is otherwise sub- service and had begun receiving pay-
plan, you must begin to receive distributions byject to the 10% additional tax, a 5% rate may ments under the election, April 1 of the calendar year that follows the yearapply instead. A 5% rate applies to distributions
in which you reach age 701/2, regardless of when• From an employee stock ownership planunder a written election providing a specific
you retire.for dividends on employer securities heldschedule for the distribution of your interest in

by the plan, orthe contract if, as of March 1, 1986, you had
Required distributions. By the required be-begun receiving payments under the election. • From a qualified retirement plan due to an
ginning date, as explained above, you must ei-On line 4 of Form 5329, multiply by 5% instead IRS levy of the plan. ther:of 10%. Attach an explanation to your return.

Additional exceptions for nonqualified an-Exceptions to tax. Certain early distributions • Receive your entire interest in the plan (for
nuity contracts. The tax does not apply toare excepted from the early distribution tax. If a tax-sheltered annuity, your entire benefit
distributions that are:the payer knows that an exception applies to accruing after 1986), or
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• Begin receiving periodic distributions in minimum required distribution from your quali- vors of terrorist attacks, see Publication 3920,
annual amounts calculated to distribute Tax Relief for Victims of Terrorist Attacks.fied retirement plan.
your entire interest (for a tax-sheltered an- For more information on how to report disa-
nuity, your entire benefit accruing after bility pensions, including military and certain
1986) over your life or life expectancy or government disability pensions, see chapter 6.
over the joint lives or joint life expectan-

Disability Pensionscies of you and a designated beneficiary
(or over a shorter period).

If you retired on disability, you generally must
Additional information. For more informa- include in income any disability pension you Purchased Annuities

tion on this rule, see Tax on Excess Accumula- receive under a plan that is paid for by your
tion in Publication 575. If you privately purchased an annuity contractemployer. You must report your taxable disabil-

from a commercial organization, such as anity payments as wages on line 7 of Form 1040 orRequired distributions not made. If you
insurance company, you generally must use theForm 1040A until you reach minimum retirementdo not receive required minimum distributions,
General Rule to figure the tax-free part of eachyou are subject to an additional excise tax. The age. Minimum retirement age generally is the
annuity payment. For more information abouttax equals 50% of the difference between the age at which you can first receive a pension or
the General Rule, get Publication 939. Also, seeamount that must be distributed and the amount annuity if you are not disabled.
Variable Annuities in Publication 575 for thethat was distributed during the tax year. You can

You may be entitled to a tax credit if special provisions that apply to these annuityget this excise tax waived if you establish that
you were permanently and totally dis-the shortfall in distributions was due to reasona- contracts.
abled when you retired. For informa-ble error and that you are taking reasonable

TIP

tion on this credit, see chapter 35.steps to remedy the shortfall.
Sale of annuity. Gain on the exchange of anBeginning on the day after you reach mini-State insurer delinquency proceedings. annuity contract is ordinary income to the extent

mum retirement age, payments you receive areYou might not receive the minimum distribution that the gain is due to interest accumulated on
taxable as a pension or annuity. Report thebecause of state insurer delinquency proceed- the contract and the exchange is for a life insur-
payments on lines 16a and 16b of Form 1040, orings for an insurance company. If your pay- ance or endowment contract. You do not recog-
on lines 12a and 12b of Form 1040A.ments are reduced below the minimum due to nize gain or loss on an exchange of an annuity

these proceedings, you should contact your plan contract solely for another annuity contract if theDisability payments for injuries in-
administrator. Under certain conditions, you will insured or annuitant remains the same. Seecurred as a direct result of a terrorist
not have to pay the excise tax. attack directed against the United Transfers of Annuity Contracts in Publication

TIP

States (or its allies) are not included in income. 575 for more information about exchanges ofForm 5329. You must file a Form 5329 if
annuity contracts.For more information about payments to survi-you owe a tax because you did not receive a
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• Supplemental annuity benefits. Base amount. Your base amount is:

For information on these benefits, see Publica- • $25,000 if you are single, head of house-
tion 575, Pension and Annuity Income.12. hold, or qualifying widow(er),

This chapter also does not cover the tax rules • $25,000 if you are married filing separately
for foreign social security or railroad retirement and lived apart from your spouse for all of
benefits. These benefits are taxable as annui-

2003,Social Security ties, unless they are exempt from U.S. tax under
a treaty. For more information, see Publication • $32,000 if you are married filing jointly, or
915.and Equivalent • $–0– if you are married filing separately

and lived with your spouse at any time
Useful Items during 2003.Railroad
You may want to see:

Worksheet.   You can use the follow-PublicationRetirement
ing worksheet to figure the amount of

❏ 575 Pension and Annuity Income income to compare with your baseBenefits amount. This is a quick way to check whether❏ 590 Individual Retirement Arrangements
some of your benefits may be taxable.(IRAs)

❏ 915 Social Security and Equivalent
A. Write in the amount from box 5 ofIntroduction Railroad Retirement Benefits

all your Forms SSA–1099 and
This chapter explains the federal income tax RRB–1099. Include the fullForms (and Instructions)rules for social security benefits and equivalent amount of any lump-sum benefit

payments received in 2003, fortier 1 railroad retirement benefits. It explains: ❏ 1040–ES Estimated Tax for Individuals
2003 and earlier years. (If you

❏ W–4V Voluntary Withholding Request• How to figure whether your benefits are received more than one form,
taxable, combine the amounts from box 5

and write in the total.) . . . . . . . . A.• How to use the social security benefits Note. If the amount on line A is zero or less, stop
worksheet (with examples), here; none of your benefits are taxable this year.

• How to report your taxable benefits, and Are Any of Your B. Enter one-half of the amount on
line A . . . . . . . . . . . . . . . . . . . B.• How to treat repayments that are more Benefits Taxable?than the benefits you received during the C. Add your taxable pensions, wages,
interest, dividends, and otheryear.

To find out whether any of your benefits may be taxable income and write in the
taxable, compare the base amount for your total . . . . . . . . . . . . . . . . . . . . C.Social security benefits include monthly survi-
filing status with the total of:vor and disability benefits. They do not include D. Write in any tax-exempt interest

supplemental security income (SSI) payments, income (such as interest on1) One-half of your benefits, plus
municipal bonds) plus anywhich are not taxable.
exclusions from income (listed2) All your other income, including tax-ex-Equivalent tier 1 railroad retirement benefits
earlier). . . . . . . . . . . . . . . . . . D.empt interest.are the part of tier 1 benefits that a railroad

employee or beneficiary would have been enti- E. Add lines B, C, and D and write inWhen making this comparison, do not re-
the total . . . . . . . . . . . . . . . . . E.tled to receive under the social security system. duce your other income by any exclusions for:

Note. Compare the amount on line E to your baseThey are commonly called the social security
amount for your filing status. If the amount on line• Interest from qualified U.S. savings bonds,equivalent benefit (SSEB) portion of tier 1 bene-
E equals or is less than the base amount for yourfits. • Employer-provided adoption benefits, filing status, none of your benefits are taxable this

If you received these benefits during 2003, year. If the amount on line E is more than your• Foreign earned income or foreign housing,you should have received a Form SSA–1099 or base amount, some of your benefits may be
orForm RRB–1099 (Form SSA–1042S or Form taxable. You then need to complete Worksheet 1

RRB–1042S if you are a nonresident alien). in Publication 915 (or the Social Security Benefits• Income earned in American Samoa or
Worksheet in your tax form instruction booklet).These forms show the amounts received and Puerto Rico by bona fide residents.

repaid, and taxes withheld for the year. You may
receive more than one of these forms for the

Figuring total income. To figure the total ofsame year. You should add the amounts shown Example. You and your spouse (both over
one-half of your benefits plus your other income,on all forms you receive for the year to deter- 65) are filing a joint return for 2003, and you both
use the worksheet later in this discussion. If themine the “total” amounts received and repaid, received social security benefits during the year.
total is more than your base amount, part of yourand taxes withheld for that year. See the Appen- In January 2004, you received a Form
benefits may be taxable.dix at the end of Publication 915 for more infor- SSA–1099 showing net benefits of $7,500 in

If you are married and file a joint return formation. box 5. Your spouse received a Form SSA–1099
2003, you and your spouse must combine your showing net benefits of $3,500 in box 5. You
incomes and your benefits to figure whether anyNote. When the term “benefits” is used in

also received a taxable pension of $19,000 andof your combined benefits are taxable. Even ifthis chapter, it applies to both social security
interest income of $500. You did not have anyyour spouse did not receive any benefits, youbenefits and the SSEB portion of tier 1 railroad
tax-exempt interest income. Your benefits aremust add your spouse’s income to yours to fig-retirement benefits.
not taxable for 2003 because your income, asure whether any of your benefits are taxable.
figured in the following worksheet, is not moreWhat is not covered in this chapter. This

If the only income you received during than your base amount ($32,000) for marriedchapter does not cover the tax rules for the
2003 was your social security or the filing jointly.following railroad retirement benefits:
SSEB portion of tier 1 railroad retire-

TIP

Even though none of your benefits are tax-ment benefits, your benefits generally are not• Non-social security equivalent benefit
able, you must file a return for 2003 becausetaxable and you probably do not have to file a(NSSEB) portion of tier 1 benefits,
your taxable gross income ($19,500) exceedsreturn. If you have income in addition to your• Tier 2 benefits, the minimum filing requirement amount for yourbenefits, you may have to file a return even if
filing status.• Vested dual benefits, and none of your benefits are taxable.
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Form W–4V. For 2004, you can choose with- Which worksheet to use. A worksheet to fig-
A. Write in the amount from box 5 holding at 7%, 10%, 15%, or 25% of your total ure your taxable benefits is in the instructions for

of all your Forms SSA–1099 and benefit payment. your Form 1040 or Form 1040A. You can use
RRB–1099. Include the full If you do not choose to have income tax either that worksheet or Worksheet 1 in Publica-amount of any lump-sum benefit

withheld, you may have to request additional tion 915, unless any of the following situationspayments received in 2003, for
withholding from other income or pay estimated applies to you.2003 and earlier years. (If you
tax during the year. For details, get Publicationreceived more than one form,
505, Tax Withholding and Estimated Tax, or thecombine the amounts from box 5 1) You contributed to a traditional individual

and write in the total.) . . . . . . A. $ 11,000 instructions for Form 1040–ES. retirement arrangement (IRA) and you or
Note. If the amount on line A is zero or less, stop

your spouse is covered by a retirementhere; none of your benefits are taxable this year.
plan at work. In this situation you must

B. Enter one-half of the amount on use the special worksheets in Appendix B
line A . . . . . . . . . . . . . . . . . B. 5,500 How To Report of Publication 590 to figure both your IRA

C. Add your taxable pensions, deduction and your taxable benefits.Your Benefitswages, interest, dividends, and
2) Situation (1) does not apply and you takeother taxable income and write in

an exclusion for interest from qualifiedthe total . . . . . . . . . . . . . . . . C.  19,500 If part of your benefits are taxable, you must use
U.S. savings bonds (Form 8815), for adop-Form 1040 or Form 1040A. You cannot useD. Write in any tax-exempt interest
tion benefits (Form 8839), for foreignForm 1040EZ.income (such as interest on
earned income or housing (Form 2555 ormunicipal bonds) plus any

Reporting on Form 1040. Report your netexclusions from income (listed Form 2555–EZ), or for income earned in
benefits (the amount in box 5 of your Formearlier). . . . . . . . . . . . . . . . . D. –0– American Samoa (Form 4563) or Puerto
SSA–1099 or Form RRB–1099) on line 20a Rico by bona fide residents. In this situa-E. Add lines B, C, and D and write
and the taxable part on line 20b. If you arein the total . . . . . . . . . . . . . . E. $25,000 tion, you must use Worksheet 1 in Publi-
married filing separately and you lived apartNote. Compare the amount on line E to your base cation 915 to figure your taxable benefits.
from your spouse for all of 2003, also enter “D”amount for your filing status. If the amount on line

3) You received a lump-sum payment for anto the right of the word “benefits” on line 20a.E equals or is less than the base amount for your
earlier year. In this situation, also completefiling status, none of your benefits are taxable this

Reporting on Form 1040A. Report your netyear. If the amount on line E is more than your Worksheet 2 or 3 and Worksheet 4 in Pub-
base amount, some of your benefits may be benefits (the amount in box 5 of your Form lication 915. See Lump-sum election.
taxable. You then need to complete Worksheet 1 SSA–1099 or Form RRB–1099) on line 14a
in Publication 915 (or the Social Security Benefits and the taxable part on line 14b. If you are
Worksheet in your tax form instruction booklet). married filing separately and you lived apart Lump-sum election. You must include the

from your spouse for all of 2003, also enter “D” taxable part of a lump-sum (retroactive) pay-
to the right of the word “benefits” on line 14a.Who is taxed. The person who has the legal ment of benefits received in 2003 in your 2003

right to receive the benefits must determine income, even if the payment includes benefitsBenefits not taxable. If none of your benefitswhether the benefits are taxable. For example, if for an earlier year.are taxable, do not report any of them on youryou and your child receive benefits, but the
tax return. But if you are married filing separately This type of lump-sum benefit paymentcheck for your child is made out in your name,
and you lived apart from your spouse for all of should not be confused with theyou must use only your part of the benefits to
2003, make the following entries. On Form lump-sum death benefit that both thesee whether any benefits are taxable to you.

TIP

1040, enter “D” to the right of the word “benefits” SSA and RRB pay to many of their beneficiaries.One-half of the part that belongs to your child
on line 20a and “–0–” on line 20b. On Form No part of the lump-sum death benefit is subjectmust be added to your child’s other income to
1040A, enter “D” to the right of the word “bene- to tax.see whether any of those benefits are taxable to
fits” on line 14a and “–0–” on line 14b.your child. Generally, you use your 2003 income to fig-

ure the taxable part of the total benefits receivedRepayment of benefits. Any repayment of How Much Is Taxable? in 2003. However, you may be able to figure thebenefits you made during 2003 must be sub-
taxable part of a lump-sum payment for an ear-tracted from the gross benefits you received in If part of your benefits are taxable, how much is lier year separately, using your income for the2003. It does not matter whether the repayment taxable depends on the total amount of your earlier year. You can elect this method if it low-was for a benefit you received in 2003 or in an benefits and other income. Generally, the higher
ers your taxable benefits.earlier year. If you repaid more than the gross that total amount, the greater the taxable part of

benefits you received in 2003, see Repayments Making the election. If you received ayour benefits.
More Than Gross Benefits, later. lump-sum benefit payment in 2003 that includes

Your gross benefits are shown in box 3 of Maximum taxable part. Generally, up to 50% benefits for one or more earlier years, follow theForm SSA–1099 or RRB–1099. Your repay- of your benefits will be taxable. However, up to instructions in Publication 915 under Lump-Summents are shown in box 4. The amount in box 5 85% of your benefits can be taxable if either of Election to see whether making the election willshows your net benefits for 2003 (box 3 minus the following situations applies to you. lower your taxable benefits. That discussionbox 4). Use the amount in box 5 to figure
also explains how to make the election.whether any of your benefits are taxable. 1) The total of one-half of your benefits and

all your other income is more than $34,000 Since the earlier year’s taxable bene-Tax withholding and estimated tax. You can
($44,000 if you are married filing jointly). fits are included in your 2003 income,choose to have federal income tax withheld from

no adjustment is made to the earlierCAUTION
!

your social security benefits and/or the SSEB 2) You are married filing separately and lived
year’s return. Do not file an amended return forportion of your tier 1 railroad retirement benefits. with your spouse at any time during
the earlier year.If you choose to do this, you must complete a 2003.
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•  Adoption benefits (Form 8839, line
No.

STOP
None of your benefits are  30),

taxable. Do not enter any amounts on •  Foreign earned income or housingExamples
Form 1040, line 20a or 20b, or on Form  (Form 2555, lines 43 and 48, or
1040A, line 14a or 14b. But if you are  Form 2555 – EZ, line 18), and

The following are a few examples you can use married filing separately and you lived •  Certain income of bona fide
apart from your spouse for all of 2003,as a guide to figure the taxable part of your  residents of American
enter -0- on Form 1040, line 20b, or on  Samoa (Form 4563, line 15)benefits.
Form 1040A, line 14b.  or Puerto Rico . . . . . . . . . . . . . . – 0 –
Yes. Subtract line 8 from line 7 . . . . . . 6,980 5. Add lines 2, 3, and 4 . . . . . . . . . . . . . 32,550Example 1. George White is single and files 10.Enter $12,000 if married filing jointly; 6. Form 1040A filers: Enter the amountForm 1040 for 2003. He received the following $9,000 if single, head of household, from Form 1040A, line 20, minus any
qualifying widow(er), or married filingincome in 2003: amounts on Form 1040A, lines 18 and 19.
separately and you lived apart from your Form 1040 filers: Enter the amount from
spouse for all of 2003 . . . . . . . . . . . . . 9,000Fully taxable pension . . . . . . . . . . . . . $18,600 Form 1040, line 33, minus any amounts

11.Subtract line 10 from line 9. If zero or less,Wages from part-time job . . . . . . . . . .  9,400 on Form 1040, lines 25 and 26 . . . . . . . 1,000
enter – 0 – . . . . . . . . . . . . . . . . . . . . – 0 –Taxable interest income . . . . . . . . . . . 990 7. Is the amount on line 6 less than the

12.Enter the smaller of line 9 or line 10 . . . . 6,980Total . . . . . . . . . . . . . . . . . . . . . . . $28,990 amount on line 5?

No.
STOP

None of your benefits are taxable.13.Enter one-half of line 12 . . . . . . . . . . . 3,490George also received social security benefits Yes. Subtract line 6 from line 5 . . . . . 31,55014.Enter the smaller of line 2 or line 13 . . . . 2,990
during 2003. The Form SSA–1099 he received 8. If you are:15.Multiply line 11 by 85% (.85). If line 11 is
in January 2004 shows $5,980 in box 5. To zero, enter – 0 – . . . . . . . . . . . . . . . . – 0 – • Married filing jointly, enter $32,000
figure his taxable benefits, George completes 16.Add lines 14 and 15 . . . . . . . . . . . . . . 2,990 • Single, head of household, qualifying

17.Multiply line 1 by 85% (.85) . . . . . . . . . 5,083 widow(er), or married filingthe worksheet shown here.
separately and you lived apart from18.Taxable benefits. Enter the smaller of
your spouse for all of 2003, enterline 16 or line 17 . . . . . . . . . . . . . . . . $2,990Worksheet 1.
$25,000•  Enter the amount from line 1 aboveFiguring Your Taxable Benefits

 on Form 1040, line 20a or on Note: If you are married filing separately
 Form 1040A, line 14a. and you lived with your spouse at any1. Enter the total amount from box 5 of ALL

•  Enter the amount from line 18 above time in 2003, skip lines 8 through 15;your Forms SSA – 1099 and RRB – 1099 $5,980
 on Form 1040, line 20b or on multiply line 7 by 85% (.85) and enter theNote. If line 1 is zero or less, stop here; none
 Form 1040A, line 14b. result on line 16. Then go to line 17. . . . 32,000of your benefits are taxable. Otherwise, go to

9. Is the amount on line 8 less than theline 2.
amount on line 7?2. Enter one-half of line 1 . . . . . . . . . . . . 2,990

The amount on line 18 of George’s worksheet3. Enter the total of the amounts from:
No.

STOP
None of your benefits areshows that $2,990 of his social security benefitsForm 1040: Lines 7, 8a, 8b, 9a, 10-13a,

taxable. Do not enter any amounts onis taxable. On line 20a of his Form 1040, George14, 15b, 16b, 17-19, and 21.
Form 1040, line 20a or 20b, or on FormForm 1040A: Lines 7, 8a, 8b, 9a, 10a, enters his net benefits of $5,980. On line 20b, he 1040A, line 14a or 14b. But if you are11b, 12b, and 13 . . . . . . . . . . . . . . 28,990 enters his taxable part of $2,990. married filing separately and you lived

4. Form 1040A filers: Enter the total of any apart from your spouse for all of 2003,
exclusions for qualified U.S. savings bond enter -0- on Form 1040, line 20b, or onExample 2. Ray and Alice Hopkins file ainterest ( Form 8815, line 14) or for Form 1040A, line 14b.joint return on Form 1040A for 2003. Ray isadoption benefits ( Form 8839, line 30).

Yes. Subtract line 8 from line 7 . . . . .retired and received a fully taxable pension ofForm 1040 filers: Enter the total of any
10. Enter $12,000 if married filing jointly;exclusions/adjustments for: $15,500. He also received social security bene-

$9,000 if single, head of household,•  Qualified U.S. savings bond fits, and his Form SSA–1099 for 2003 shows qualifying widow(er), or married filing
 interest (Form 8815, line 14), net benefits of $5,600 in box 5. Alice worked separately and you lived apart from your•  Adoption benefits (Form 8839, line spouse for all of 2003 . . . . . . . . . . . .during the year and had wages of $14,000. She
 30), 11. Subtract line 10 from line 9. If zero ormade a deductible payment to her IRA account•  Foreign earned income or housing less, enter – 0 – . . . . . . . . . . . . . . . .of $1,000. Ray and Alice have two savings ac- (Form 2555, lines 43 and 48, or 12. Enter the smaller of line 9 or line 10 . . .counts with a total of $250 in interest income. Form 2555 – EZ, line 18), and

13. Enter one-half of line 12 . . . . . . . . . . .They complete Worksheet 1 and find that none•  Certain income of bona fide
14. Enter the smaller of line 2 or line 13 . . . residents of American of Ray’s social security benefits are taxable. 15. Multiply line 11 by 85% (.85). If line 11 is Samoa (Form 4563, line 15) They leave lines 14a and 14b of their Form zero, enter – 0 – . . . . . . . . . . . . . . . . or Puerto Rico . . . . . . . . . . . . . . – 0 – 1040A blank. 16. Add lines 14 and 15 . . . . . . . . . . . . .5. Add lines 2, 3, and 4 . . . . . . . . . . . . . 31,980
17. Multiply line 1 by 85% (.85) . . . . . . . . .6. Form 1040A filers: Enter the amount Worksheet 1. 18. Taxable benefits. Enter the smaller offrom Form 1040A, line 20, minus any Figuring Your Taxable Benefits line 16 or line 17 . . . . . . . . . . . . . . .amounts on Form 1040A, lines 18 and 19.

•  Enter the amount from line 1 aboveForm 1040 filers: Enter the amount from 1. Enter the total amount from box 5 of ALL  on Form 1040, line 20a or onForm 1040, line 33, minus any amounts your Forms SSA – 1099 and RRB – 1099 $5,600  Form 1040A, line 14a.on Form 1040, lines 25 and 26 . . . . . . . – 0 –
Note. If line 1 is zero or less, stop here; none •  Enter the amount from line 18 above7. Is the amount on line 6 less than the of your benefits are taxable. Otherwise, go to  on Form 1040, line 20b or onamount on line 5? line 2.  Form 1040A, line 14b.
2. Enter one-half of line 1 . . . . . . . . . . . . 2,800No.

STOP
None of your benefits are taxable.

3. Enter the total of the amounts from:Yes. Subtract line 6 from line 5 . . . . . . 31,980
Form 1040: Lines 7, 8a, 8b, 9a, Example 3. Joe and Betty Johnson file a8. If you are:
10-13a, 14, 15b, 16b, 17-19, and 21. joint return on Form 1040 for 2003. Joe is a• Married filing jointly, enter $32,000
Form 1040A: Lines 7, 8a, 8b, 9a, 10a, retired railroad worker and in 2003 received the• Single, head of household, qualifying
11b, 12b, and 13 . . . . . . . . . . . . . . 29,750widow(er), or married filing separately social security equivalent benefit (SSEB) portion

4. Form 1040A filers: Enter the total of anyand you lived apart from your spouse of tier 1 railroad retirement benefits. Joe’s Formexclusion for qualified U.S. savings bondfor all of 2003, enter $25,000 RRB–1099 shows $10,000 in box 5. Betty is ainterest (Form 8815, line 14) or for
Note: If you are married filing separately adoption benefits ( Form 8839, line 30). retired government worker and receives a fully
and you lived with your spouse at any time Form 1040 filers: Enter the total of any taxable pension of $38,000. They had $2,300 inin 2003, skip lines 8 through 15; multiply

exclusions/adjustments for: interest income plus interest of $200 on a quali-line 7 by 85% (.85) and enter the result on •  Qualified U.S. savings bondline 16. Then go to line 17. . . . . . . . . . . 25,000 fied U.S. savings bond. The savings bond inter-
 interest (Form 8815, line 14),9. Is the amount on line 8 less than the est qualified for the exclusion. Thus, they have a

amount on line 7? total income of $40,300 ($38,000 + $2,300).
They figure their taxable benefits by completing
Worksheet 1.
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Worksheet 1. Joint return. If you and your spouse file a joint13. Enter one-half of line 12 . . . . . . . . . . . 6,000
Figuring Your Taxable Benefits return, and your Form SSA – 1099 or14. Enter the smaller of line 2 or line 13 . . . 5,000

RRB–1099 has a negative figure in box 5, but15. Multiply line 11 by 85% (.85). If line 11 is
1. Enter the total amount from box 5 of ALL zero, enter – 0 – . . . . . . . . . . . . . . . . 1,275 your spouse’s does not, subtract the amount inyour Forms SSA – 1099 and RRB – 1099 $10,000

16. Add lines 14 and 15 . . . . . . . . . . . . . 6,275 box 5 of your form from the amount in box 5 ofNote. If line 1 is zero or less, stop here; none
17. Multiply line 1 by 85% (.85) . . . . . . . . . 8,500of your benefits are taxable. Otherwise, go to your spouse’s form. You do this to get your net
18. Taxable benefits. Enter the smaller ofline 2. benefits when figuring if your combined benefitsline 16 or line 17 . . . . . . . . . . . . . . . $6,2752. Enter one-half of line 1 . . . . . . . . . . . . 5,000 are taxable.•  Enter the amount from line 1 above3. Enter the total of the amounts from:

 on Form 1040, line 20a or on
Form 1040: Lines 7, 8a, 8b, 9a,  Form 1040A, line 14a. Example. John and Mary file a joint return10-13a, 14, 15b, 16b, 17-19, and 21. •  Enter the amount from line 18 above for 2003. John received Form SSA–1099 show-Form 1040A: Lines 7, 8a, 8b, 9a, 10a,  on Form 1040, line 20b or on ing $3,000 in box 5. Mary also received Form11b, 12b, and 13 . . . . . . . . . . . . . . 40,300  Form 1040A, line 14b.

4. Form 1040A filers: Enter the total of any SSA–1099 and the amount in box 5 was ($500).
exclusion for qualified U.S. savings bond John and Mary will use $2,500 ($3,000 minus
interest (Form 8815, line 14) or for More than 50% of Joe’s net benefits are tax- $500) as the amount of their net benefits whenadoption benefits (Form 8839, line 30).

able because the income on line 7 of the work- figuring if any of their combined benefits areForm 1040 filers: Enter the total of any
sheet ($45,500) is more than $44,000. Joe and taxable.exclusions/adjustments for:
Betty enter $10,000 on line 20a, Form 1040, and•  Qualified U.S. savings bond
$6,275 on line 20b, Form 1040. interest (Form 8815, line 14), Repayment of benefits received in an earlier

•  Adoption benefits (Form 8839, line year. If the total amount shown in box 5 of all
 30),

of your Forms SSA–1099 and RRB–1099 is a•  Foreign earned income or housing
negative figure, you can take an itemized deduc- (Form 2555, lines 43 and 48, or

 Form 2555 – EZ, line 18), and Deductions Related to tion for the part of this negative figure that repre-
•  Certain income of bona fide sents benefits you included in gross income in

 residents of American Your Benefits an earlier year.
 Samoa (Form 4563, line 15)

If this deduction is $3,000 or less, it is or Puerto Rico . . . . . . . . . . . . . . 200
You may be entitled to deduct certain amounts subject to the 2%-of-adjusted-gross-income5. Add lines 2, 3, and 4 . . . . . . . . . . . . . 45,500
related to the benefits you receive.6. Form 1040A filers: Enter the amount limit that applies to certain miscellaneous item-

from Form 1040A, line 20, minus any ized deductions. Claim it on line 22, Schedule ADisability payments. You may have receivedamounts on Form 1040A, lines 18 and (Form 1040).disability payments from your employer or an19.
If this deduction is more than $3,000, youinsurance company that you included as incomeForm 1040 filers: Enter the amount from

on your tax return in an earlier year. If youForm 1040, line 33, minus any amounts should figure your tax two ways:
on Form 1040, lines 25 and 26 . . . . . . . – 0 – received a lump-sum payment from SSA or

7. Is the amount on line 6 less than the 1) Figure your tax for 2003 with the itemizedRRB, and you had to repay the employer or
amount on line 5? deduction included on line 27 of Scheduleinsurance company for the disability payments,

A.you can take an itemized deduction for the partNo.
STOP

None of your benefits are taxable.
Yes. Subtract line 6 from line 5 . . . . . 45,500 of the payments you included in gross income in 2) Figure your tax for 2003 in the following8. If you are: the earlier year. If the amount you repay is more

steps.• Married filing jointly, enter $32,000 than $3,000, you may be able to claim a tax
• Single, head of household, qualifying credit instead. Claim the deduction or credit in a) Figure the tax without the itemized de-

widow(er), or married filing the same way explained under Repayments duction included on line 27 of Scheduleseparately and you lived apart from More Than Gross Benefits, later. A.your spouse for all of 2003, enter
$25,000 Legal expenses. You can usually deduct le- b) For each year after 1983 for which part

Note: If you are married filing separately gal expenses that you pay or incur to produce or of the negative figure represents a re-and you lived with your spouse at any collect taxable income or in connection with the payment of benefits, refigure your tax-time in 2003, skip lines 8 through 15;
determination, collection, or refund of any tax.multiply line 7 by 85% (.85) and enter the able benefits as if your total benefits for

Legal expenses for collecting the taxableresult on line 16. Then go to line 17. . . . 32,000 the year were reduced by that part of
part of your benefits are deductible as a miscel-9. Is the amount on line 8 less than the the negative figure. Then refigure the

amount on line 7? laneous itemized deduction on line 22, Schedule tax for that year.
A (Form 1040).

No.
STOP

None of your benefits are c) Subtract the total of the refigured tax
taxable. Do not enter any amounts on

amounts in (b) from the total of yourForm 1040, line 20a or 20b, or on Form Repayments More Than
actual tax amounts.1040A, line 14a or 14b. But if you are

married filing separately and you lived Gross Benefits
d) Subtract the result in (c) from the resultapart from your spouse for all of 2003,

in (a).enter -0- on Form 1040, line 20b, or on In some situations, your Form SSA–1099 or
Form 1040A, line 14b. Form RRB–1099 will show that the total bene-
Yes. Subtract line 8 from line 7 . . . . . 13,500 Compare the tax figured in methods (1) andfits you repaid (box 4) are more than the gross

10. Enter $12,000 if married filing jointly; (2). Your tax for 2003 is the smaller of the twobenefits (box 3) you received. If this occurred,$9,000 if single, head of household, amounts. If method (1) results in less tax, takeyour net benefits in box 5 will be a negativequalifying widow(er), or married filing
the itemized deduction on line 27, Schedule Aseparately and you lived apart from your figure (a figure in parentheses) and none of your

spouse for all of 2003 . . . . . . . . . . . . 12,000 (Form 1040). If method (2) results in less tax,benefits will be taxable. If you receive more than
11. Subtract line 10 from line 9. If zero or claim a credit for the amount from step 2(c)one form, a negative figure in box 5 of one form

less, enter – 0 – . . . . . . . . . . . . . . . . 1,500 above on line 67 of Form 1040 and writeis used to offset a positive figure in box 5 of
12. Enter the smaller of line 9 or line 10 . . . 12,000 “I.R.C. 1341” in the margin to the left of line 67.another form for that same year.

If both methods produce the same tax, deductIf you have any questions about this negative
the repayment on line 27, Schedule A (Formfigure, contact your local SSA office or your local
1040).U.S. RRB field office.
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fair market value unless the value can be shown cancels or forgives a debt you owe of $600 or
to be otherwise. more, you will receive a Form 1099–C, Cancel-

Generally, you report this income on Sched- lation of Debt. The amount of the canceled debt13. ule C, Profit or Loss From Business, or Schedule is shown in box 2.
C–EZ, Net Profit From Business (Form 1040).

Interest included in canceled debt. If anyHowever, if the barter involves an exchange of
interest is forgiven and included in the amount ofsomething other than services, such as in Ex-Other Income canceled debt in box 2, the amount of interestample 3 below, you may have to use another
will also be shown in box 3. Whether or not youform or schedule instead.
must include the interest portion of the canceled
debt in your income depends on whether theExample 1. You are a self-employed attor-Introduction interest would be deductible if you paid it. Seeney who performs legal services for a client, a
Deductible debt, under Exceptions, later.This chapter discusses many kinds of income small corporation. The corporation gives you

and explains whether they are taxable or non- If the interest would not be deductible (suchshares of its stock as payment for your services.
taxable. as interest on a personal loan), include in yourYou must include the fair market value of the

income the amount from box 2 of Form 1099–C.shares in your income on Schedule C or Sched-• Income that is taxable must be reported
If the interest would be deductible (such as on aule C–EZ (Form 1040) in the year you receiveon your tax return and is subject to tax.
business loan), include in your income the netthem.

• Income that is nontaxable may have to be amount of the canceled debt (the amount shown
shown on your tax return but is not tax- Example 2. You are self-employed and a in box 2 less the interest amount shown in box
able. member of a barter club. The club uses “credit 3).

units” as a means of exchange. It adds credit
This chapter begins with discussions of the units to your account for goods or services you Discounted mortgage loan. If your financial

following income items. provide to members, which you can use to institution offers a discount for the early payment
purchase goods and services offered by other of your mortgage loan, the amount of the dis-• Bartering.
members of the barter club. The club subtracts count is canceled debt. You must include the• Canceled debts. credit units from your account when you receive canceled amount in your income.
goods or services from other members. You• Life insurance proceeds.
must include in your income the value of the Stockholder debt. If you are a stockholder in• Partnership income. credit units that are added to your account, even a corporation and the corporation cancels or
though you may not actually receive goods or• S Corporation income. forgives your debt to it, the canceled debt is
services from other members until a later tax dividend income to you.• Recoveries (including state income tax re- year.

If you are a stockholder in a corporation andfunds).
you cancel a debt owed to you by the corpora-Example 3. You own a small apartment• Rents from personal property. tion, you generally do not realize income. This isbuilding. In return for 6 months rent-free use of
because the canceled debt is considered as a• Repayments. an apartment, an artist gives you a work of art
contribution to the capital of the corporationshe created. You must report as rental income• Royalties. equal to the amount of debt principal that youon Schedule E, Supplemental Income and Loss
canceled.• Unemployment benefits. (Form 1040), the fair market value of the art-

work, and the artist must report as income on• Welfare and other public assistance bene-
Schedule C or Schedule C–EZ (Form 1040) the Exceptionsfits.
fair rental value of the apartment.

These discussions are followed by brief discus- There are several exceptions to the inclusion of
sions of many income items arranged in alpha- Form 1099–B from barter exchange. If you canceled debt in income. These are explained
betical order. exchanged property or services through a barter next.

exchange, Form 1099–B, Proceeds From Bro-You must include on your return all income
ker and Barter Exchange Transactions, or a Nonrecourse debt. If you are not personallyyou receive in the form of money, property, and
similar statement from the barter exchange liable for the debt (nonrecourse debt), differentservices unless the tax law states that you do
should be sent to you by February 2, 2004. It rules apply. You may have a gain or loss if anot include them. Some items, however, are
should show the value of cash, property, serv- nonrecourse debt is canceled or forgiven in con-only partly excluded from income.
ices, credits, or scrip you received from ex- junction with the foreclosure or repossession of
changes during 2003. The IRS will also receive property to which the debt attaches. See Publi-Useful Items a copy of Form 1099–B. cation 544 for more information.

You may want to see:

Student loans. Certain student loans containPublication
a provision that all or part of the debt incurred to

❏ 525 Taxable and Nontaxable Income Canceled Debts attend the qualified educational institution will be
canceled if you work for a certain period of time❏ 544 Sales and Other Dispositions of

Generally, if a debt you owe is canceled or in certain professions for any of a broad class ofAssets
forgiven, other than as a gift or bequest, you employers.

❏ 550 Investment Income and Expenses must include the canceled amount in your in- You do not have income if your student loan
come. You have no income from the canceled is canceled after you agreed to this provision
debt if it is intended as a gift to you. A debt and then performed the services required. To
includes any indebtedness for which you are qualify, the loan must have been made by:
liable or which attaches to property you hold.Bartering If the debt is a nonbusiness debt, report the 1) The federal government, a state or local
canceled amount on line 21 of Form 1040. If it is government, or an instrumentality, agency,

Bartering is an exchange of property or services. a business debt, report the amount on Schedule or subdivision thereof,
You must include in your income, at the time C or Schedule C–EZ (Form 1040) (or on Sched-

2) A tax-exempt public benefit corporationreceived, the fair market value of property or ule F, Profit or Loss From Farming (Form 1040),
that has assumed control of a state,services you receive in bartering. If you ex- if the debt is farm debt and you are a farmer).
county, or municipal hospital, and whosechange services with another person and you
employees are considered public employ-both have agreed ahead of time as to the value Form 1099 – C. If a federal government
ees under state law, orof the services, that value will be accepted as agency, financial institution, or credit union
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3) An educational institution: person’s death. If the benefit payable at death is Viatical settlement. This is the sale or assign-
not specified, you include in your income the ment of any part of the death benefit under a life

a) Under an agreement with an entity de- benefit payments that are more than the present insurance contract to a viatical settlement pro-
scribed in (1) or (2) that provided the value of the payments at the time of death. vider. A viatical settlement provider is a person
funds to the institution to make the who regularly engages in the business of buying
loan, or Proceeds received in installments. If you re- or taking assignment of life insurance contracts

ceive life insurance proceeds in installments, on the lives of insured individuals who are termi-b) As part of a program of the institution
you can exclude part of each installment from nally or chronically ill and who meets the require-designed to encourage students to
your income. ments of section 101(g)(2)(B) of the Internalserve in occupations or areas with un-

To determine the excluded part, divide the Revenue Code.met needs and under which the serv-
amount held by the insurance company (gener-ices provided are for or under the
ally the total lump sum payable at the death of Exclusion for terminal illness.   Accelerateddirection of a governmental unit or a
the insured person) by the number of install- death benefits are fully excludable if the insuredtax-exempt section 501(c)(3) organiza-
ments to be paid. Include anything over this is a terminally ill individual. This is a person whotion.
excluded part in your income as interest. has been certified by a physician as having an

illness or physical condition that can reasonablySection 501(c)(3) organizations are defined Surviving spouse. If your spouse died
be expected to result in death within 24 monthsin Publication 525. before October 23, 1986, and insurance pro-
from the date of the certification.A loan to refinance a qualified student loan ceeds paid to you because of the death of your

will also qualify if it was made by an educational spouse are received in installments, you can
Exclusion for chronic illness. If the insuredinstitution or a tax-exempt 501(a) organization exclude up to $1,000 a year of the interest in-
is a chronically ill individual who is not terminallyunder its program designed as described in cluded in the installments. If you remarry, you
ill, accelerated death benefits paid on the basis(3)(b) above. can continue to take the exclusion.
of costs incurred for qualified long-term care

More information. For more information,Deductible debt. You do not have income services are fully excludable. Accelerated death
see Life Insurance Proceeds in Publication 525.from the cancellation of a debt if your payment of benefits paid on a per diem or other periodic

the debt would be deductible. This exception basis are excludable up to a limit. This limit
Surrender of policy for cash. If you surren-applies only if you use the cash method of ac- applies to the total of the accelerated death
der a life insurance policy for cash, you mustcounting. For more information, see chapter 5 of benefits and any periodic payments received
include in income any proceeds that are morePublication 334, Tax Guide for Small Business. from long-term care insurance contracts. For
than the cost of the life insurance policy. In information on the limit and the definitions of
general, your cost (or investment in the contract)Price reduced after purchase. Generally, if chronically ill individual and long-term care
is the total of premiums that you paid for the lifethe seller reduces the amount of debt you owe insurance contracts, see Long-Term Care In-
insurance policy, less any refunded premiums,for property you purchased, you do not have surance Contracts under Sickness and Injury
rebates, dividends, or unrepaid loans that wereincome from the reduction. The reduction of the Benefits in chapter 6.
not included in your income.debt is treated as a purchase price adjustment

 You should receive a Form 1099–R show-and reduces your basis in the property. Exception. The exclusion does not apply to
ing the total proceeds and the taxable part. Re- any amount paid to a person (other than theExcluded debt. Do not include a canceled port these amounts on lines 16a and 16b of insured) who has an insurable interest in the lifedebt in your gross income in the following situa- Form 1040, or lines 12a and 12b of Form 1040A. of the insured because the insured:tions.
Proceeds from an endowment contract. An • Is a director, officer, or employee of the• The debt is canceled in a bankruptcy case endowment contract is a policy under which you other person, orunder title 11 of the U.S. Code. See Publi- are paid a specified amount of money on a

cation 908, Bankruptcy Tax Guide. • Has a financial interest in the person’scertain date unless you die before that date, in
business.which case, the money is paid to your desig-• The debt is canceled when you are insol-

nated beneficiary. Endowment proceeds paid invent. However, you cannot exclude any
a lump sum to you at maturity are taxable only ifamount of canceled debt that is more than Form 8853. To claim an exclusion for acceler-
the proceeds are more than the cost of thethe amount by which you are insolvent. ated death benefits made on a per diem or other
policy. To determine your cost, subtract anySee Publication 908. periodic basis, you must file Form 8853, Archer
amount that you previously received under the MSAs and Long-term Care Insurance Con-• The debt is qualified farm debt and is can- contract and excluded from your income from tracts, with your return. You do not have to fileceled by a qualified person. See chapter 4 the total premiums (or other consideration) paid Form 8853 to exclude accelerated death bene-of Publication 225, Farmer’s Tax Guide. for the contract. Include the part of the lump sum fits paid on the basis of actual expenses in-
payment that is more than your cost in your• The debt is qualified real property busi- curred.
income.ness debt. See chapter 5 of Publication

334.
Public safety officer killed in the line of duty.
If you are a survivor of a public safety officer who Partnership Incomewas killed in the line of duty, you may be able to
exclude from income certain amounts you re-

A partnership generally is not a taxable entity.ceive.Life Insurance
The income, gains, losses, deductions, and      For this purpose, the term public safety
credits of a partnership are passed through toofficer includes law enforcement officers,Proceeds
the partners based on each partner’s distributivefirefighters, chaplains, and rescue squad and
share of these items.ambulance crew members. See Publication 559Life insurance proceeds paid to you because of

for more information.the death of the insured person are not taxable
Schedule K–1 (Form 1065). Although a part-unless the policy was turned over to you for a
nership generally pays no tax, it must file anprice. This is true even if the proceeds were paid Accelerated Death information return on Form 1065, U.S. Return ofunder an accident or health insurance policy or
Partnership Income, and send Schedule K–1Benefitsan endowment contract.
(Form 1065) to each partner. In addition, the
partnership will send each partner a copy of theProceeds not received in installments. If Certain amounts paid as accelerated death ben-
Partner’s Instructions for Schedule K–1 (Formdeath benefits are paid to you in a lump sum or efits under a life insurance contract or viatical
1065) to help each partner report his or herother than at regular intervals, include in your settlement before the insured’s death are ex-
share of the partnership’s income, deductions,income only the benefits that are more than the cluded from income if the insured is terminally or
credits, and tax preference items.amount payable to you at the time of the insured chronically ill.
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Keep Schedule K–1 (Form 1065) for Mortgage interest refund. If you received a None of the recoveries were more than the de-
your records. Do not attach it to your refund or credit in 2003 of mortgage interest paid ductions taken for 2002.
Form 1040. in an earlier year, the amount should be shown Your total recoveries are less than theRECORDS

in box 3 of your Form 1098, Mortgage Interest amount by which your itemized deductions ex-For more information on partnerships, get
Statement. Do not subtract the refund amount ceeded the standard deduction ($9,000 − 7,850Publication 541, Partnerships.
from the interest you paid in 2003. You may = $1,150), so you must include your total recov-
have to include it in your income under the rules eries in your income for 2003. Report the state
explained in the following discussions. and local income tax refund of $400 on line 10 of

Form 1040, and the balance of your recoveries,
Interest on recovery. Interest on any of theS Corporation Income $525, on line 21 of Form 1040.
amounts you recover must be reported as inter-
est income in the year received. For example,In general, an S corporation does not pay tax on Standard deduction for earlier years. To de-report any interest you received on state or localits income. Instead, the income, losses, deduc- termine if amounts recovered in 2003 must beincome tax refunds on line 8a of Form 1040.tions, and credits of the corporation are passed included in your income, you must know the

through to the shareholders based on each standard deduction for your filing status for theRecovery and expense in same year. If theshareholder’s pro rata share. year the deduction was claimed. Standard de-refund or other recovery and the expense occur
duction amounts for 2002, 2001, and 2000 are inin the same year, the recovery reduces the de-Schedule K–1 (Form 1120S). An S corpora-
Publication 525.duction or credit and is not reported as income.tion must file a return on Form 1120S, U.S.

Income Tax Return for an S Corporation, and
Recovery for 2 or more years. If you receive Example. You filed a joint return for 2002send Schedule K–1 (Form 1120S) to each
a refund or other recovery that is for amounts with taxable income of $25,000. Your itemizedshareholder. In addition, the S corporation will
you paid in 2 or more separate years, you must deductions were $8,700. The standard deduc-send each shareholder a copy of the
allocate, on a pro rata basis, the recovered tion that you could have claimed was $7,850. InShareholder’s Instructions for Schedule K–1
amount between the years in which you paid it. 2003 you recovered $2,400 of your 2002 item-(Form 1120S) to help each shareholder report
This allocation is necessary to determine the ized deductions. None of the recoveries werehis or her share of the S corporation’s income,
amount of recovery from any earlier years and to more than the actual deductions for 2002. In-losses, credits, and deductions.
determine the amount, if any, of your allowable clude $850 of the recoveries in your 2003 in-

Keep Schedule K–1 (Form 1120S) for deduction for this item for the current year. For come. This is the smaller of your recoveries
your records. Do not attach it to your information on how to compute the allocation, ($2,400) or the amount by which your itemized
Form 1040. see Recoveries in Publication 525. deductions were more than the standard deduc-RECORDS

tion ($8,700 − 7,850 = $850).For more information on S corporations and
their shareholders, see the instructions for Form Itemized Deduction

Recovery limited to deduction. You do not1120S. Recoveries include in your income any amount of your re-
covery that is more than the amount you de-

If you recover any amount that you deducted in ducted in the earlier year. The amount you
an earlier year on Schedule A (Form 1040), you include in your income is limited to the smallerRecoveries generally must include the full amount of the of:
recovery in your income in the year you receive

A recovery is a return of an amount you de- it. • The amount deducted on Schedule A
ducted or took a credit for in an earlier year. The (Form 1040), or

Where to report. Enter your state or local in-most common recoveries are refunds, reim- • The amount recovered.come tax refund on line 10 of Form 1040, andbursements, and rebates of deductions itemized
the total of all other recoveries as other incomeon Schedule A (Form 1040). You may also have
on line 21 of Form 1040. You cannot use Formrecoveries of non-itemized deductions (such as Example. During 2002 you paid $1,700 for
1040A or Form 1040EZ.payments on previously deducted bad debts) medical expenses. From this amount you sub-

and recoveries of items for which you previously tracted $1,500, which was 7.5% of your adjustedStandard deduction limit. You generally are
claimed a tax credit. gross income. Your actual medical expense de-allowed to claim the standard deduction if you do

duction was $200. In 2003, you received a $500not itemize your deductions. Only your itemizedTax benefit rule. You must include a recovery reimbursement from your medical insurance fordeductions that are more than your standardin your income in the year you receive it up to the your 2002 expenses. The only amount of thededuction are subject to the recovery rule (un-amount by which the deduction or credit you $500 reimbursement that must be included inless you are required to itemize your deduc-took for the recovered amount reduced your tax your income for 2003 is $200—the amount ac-tions). If your total deductions on the earlier yearin the earlier year. For this purpose, any in- tually deducted.return were not more than your income for thatcrease to an amount carried over to the current
year, include in your income this year the lesseryear that resulted from the deduction or credit is Other recoveries. See Recoveries in Publica-of:considered to have reduced your tax in the ear- tion 525 if:

lier year. For more information, get Publication • Your recoveries, or
525. • You have recoveries of items other than

• The amount by which your itemized de- itemized deductions, or
ductions exceeded the standard deduc-Federal income tax refund. Refunds of fed-

• You received a recovery for an item fortion.eral income taxes are not included in your in-
which you claimed a tax credit (other thancome because they are never allowed as a
investment credit or foreign tax credit) in adeduction from income. Example. For 2002, you filed a joint return. prior year.

Your taxable income was $20,000 and you wereState income tax refund. If you received a
not entitled to any tax credits. Your standardstate or local income tax refund (or credit or
deduction was $7,850, and you had itemizedoffset) in 2003, you generally must include it in
deductions of $9,000. In 2003, you received theincome if you deducted the tax in an earlier year.
following recoveries for amounts deducted onThe payer should send Form 1099–G, Certain Rents from Personal
your 2002 return:Government Payments, to you by February 2,

2004. The IRS will also receive a copy of the Property
Medical expenses . . . . . . . . . . . . . . $200Form 1099–G. Use the State and Local Income
State and local income tax refund . . . . 400Tax Refund Worksheet in the 2003 Form 1040 If you rent out personal property, such as equip-
Refund of mortgage interest . . . . . . . . 325Instructions for line 10 to figure the amount (if ment or vehicles, how you report your income
Total recoveries . . . . . . . . . . . . . . . $925any) to include in your income. and expenses is generally determined by:
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tax credit for the year of repayment if you in- subject, see chapter 10 of Publication 535, Busi-
1) Whether or not the rental activity is a busi- cluded the income under a claim of right. This ness Expenses.

ness, and means that at the time you included the income, Coal and iron ore. Under certain circum-
it appeared that you had an unrestricted right to2) Whether or not the rental activity is con- stances, you can treat amounts you receive
it. If you qualify for this choice, figure your taxducted for profit. from the disposal of coal and iron ore as pay-
under both methods and compare the results.

ments from the sale of a capital asset, ratherGenerally, if your primary purpose is income or Use the method (deduction or credit) that results
than as royalty income. For information aboutprofit and you are involved in the rental activity in less tax.
gain or loss from the sale of coal and iron ore,with continuity and regularity, your rental activity

Method 1. Figure your tax for 2003 claiming get Publication 544.is a business. See Publication 535 for details on
a deduction for the repaid amount. If you mustdeducting expenses for both business and Sale of property interest. If you sell your
deduct it as a miscellaneous itemized deduction,not-for-profit activities. complete interest in oil, gas, or mineral rights,
enter it on line 27 of Schedule A (Form 1040).

the amount you receive is considered paymentReporting business income and expenses.
Method 2. Figure your tax for 2003 claiming for the sale of section 1231 property, not royaltyIf you are in the business of renting personal

a credit for the repaid amount. Follow these income. Under certain circumstances, the saleproperty, report your income and expenses on
steps. is subject to capital gain or loss treatment onSchedule C or Schedule C–EZ (Form 1040).

Schedule D (Form 1040). For more informationThe form instructions have information on how
1) Figure your tax for 2003 without deduct- on selling section 1231 property, see chapter 3to complete them.

ing the repaid amount. of Publication 544.
Reporting nonbusiness income. If you are If you retain a royalty, an overriding royalty,2) Refigure your tax from the earlier year
not in the business of renting personal property, or a net profit interest in a mineral property forwithout including in income the amount
report your rental income on line 21 of Form the life of the property, you have made a lease oryou repaid in 2003.
1040. List the type and amount of the income on a sublease, and any cash you receive for the
the dotted line next to line 21. 3) Subtract the tax in (2) from the tax shown assignment of other interests in the property is

on your return for the earlier year. This is ordinary income subject to a depletion allow-Reporting nonbusiness expenses. If you
the credit. ance.rent personal property for profit, include your

rental expenses in the total amount you enter on 4) Subtract the answer in (3) from the tax for Part of future production sold. If you own
line 33 of Form 1040. Also enter the amount and 2003 figured without the deduction (Step mineral property but sell part of the future pro-
“PPR” on the dotted line next to line 33. 1). duction, you generally treat the money you re-

If you do not rent personal property for profit, ceive from the buyer at the time of the sale as aIf method 1 results in less tax, deduct the
your deductions are limited and you cannot re- loan from the buyer. Do not include it in youramount repaid. If method 2 results in less tax,
port a loss to offset other income. See  Activity income or take depletion based on it.claim a credit for the amount repaid on line 67 of
not for profit, under Other Income, later. When production begins, you include all theForm 1040, and write “I.R.C. 1341” next to line

proceeds in your income, deduct all the produc-67.
tion expenses, and deduct depletion from thatAn example of this computation can be found
amount to arrive at your taxable income from thein Publication 525.
property.Repayments

Repaid social security benefits. If you re-
paid social security benefits, see Repayment ofIf you had to repay an amount that you included
benefits in chapter 12.in your income in an earlier year, you may be

able to deduct the amount repaid from your Unemployment
income for the year in which you repaid it. Or, if
the amount you repaid is more than $3,000, you Benefits
may be able to take a credit against your tax for Royalties
the year in which you repaid it. Generally, you The tax treatment of unemployment benefits you
can claim a deduction or credit only if the repay- Royalties from copyrights, patents, and oil, gas, receive depends on the type of program paying
ment qualifies as an expense or loss incurred in and mineral properties are taxable as ordinary the benefits.
your trade or business or in a for-profit transac- income.
tion. You generally report royalties in Part I of Unemployment compensation. You must in-

Schedule E (Form 1040). However, if you hold clude in your income all unemployment compen-Type of deduction. The type of deduction you
an operating oil, gas, or mineral interest or are in sation you receive. You should receive a Formare allowed in the year of repayment depends
business as a self-employed writer, inventor, 1099–G, Certain Government Payments, show-on the type of income you included in the earlier
artist, etc., report your income and expenses on ing the amount paid to you. Generally, you enteryear. You generally deduct the repayment on
Schedule C or Schedule C–EZ (Form 1040). unemployment compensation on line 19 of Formthe same form or schedule on which you previ-

1040, line 13 of Form 1040A, or line 3 of Formously reported it as income. For example, if you Copyrights and patents. Royalties from
1040EZ.reported it as self-employment income, deduct it copyrights on literary, musical, or artistic works,

as a business expense on Schedule C or Sched- and similar property, or from patents on inven- Types of unemployment compensation.
ule C–EZ (Form 1040) or Schedule F (Form tions, are amounts paid to you for the right to use Unemployment compensation generally in-
1040). If you reported it as a capital gain, deduct your work over a specified period of time. Royal- cludes any amount received under an unem-
it as a capital loss on Schedule D (Form 1040). If ties are generally based on the number of units ployment compensation law of the United States
you reported it as wages, unemployment com- sold, such as the number of books, tickets to a or of a state. It includes the following benefits.
pensation, or other nonbusiness income, deduct performance, or machines sold. • Benefits paid by a state or the District of
it as a miscellaneous itemized deduction on Oil, gas, and minerals. Royalty income from Columbia from the Federal Unemployment
Schedule A (Form 1040).

oil, gas, and mineral properties is the amount Trust Fund.
Repayment — $3,000 or less. If the amount you receive when natural resources are ex- • State unemployment insurance benefits.
you repaid was $3,000 or less, deduct it from tracted from your property. The royalties are
your income in the year you repaid it. If you must based on units, such as barrels, tons, etc., and • Railroad unemployment compensation
deduct it as a miscellaneous itemized deduction, are paid to you by a person or company who benefits.
enter it on line 22 of Schedule A (Form 1040). leases the property from you. • Disability payments from a government
Repayment — over $3,000. If the amount Depletion. If you are the owner of an eco- program paid as a substitute for unem-
you repaid was more than $3,000, you can de- nomic interest in mineral deposits or oil and gas ployment compensation. (Amounts re-
duct the repayment (see Type of deduction, ear- wells, you can recover your investment through ceived as workers’ compensation for
lier). However, you can instead choose to take a the depletion allowance. For information on this injuries or illness are not unemployment
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compensation. See chapter 6 for more in- repaid. For more information on this, see Repay- transportation, or funeral expenses. Do not de-
formation.) ments, earlier. duct casualty losses or medical expenses that

are specifically reimbursed by these disaster• Trade readjustment allowances under the Private unemployment fund. Unemploy- relief grants. Unemployment assistance pay-
Trade Act of 1974. ment benefit payments from a private (nonun- ments under the Act are taxable unemployment

ion) fund to which you voluntarily contribute are• Unemployment assistance under the Dis- compensation. See Unemployment compensa-
taxable only if the amounts you receive are moreaster Relief and Emergency Assistance tion under Unemployment Benefits, earlier.
than your total payments into the fund. ReportAct.
the taxable amount on line 21 of Form 1040. Disaster relief payments. You can exclude

Governmental program. If you contribute from income any amount you receive that is aPayments by a union. Benefits paid to you asto a governmental unemployment compensa- qualified disaster relief payment. A qualified dis-an unemployed member of a union from regulartion program and your contributions are not de- aster relief payment is an amount paid to you: union dues are included in your gross income onductible, amounts you receive under the
line 21 of Form 1040. 1) To reimburse or pay reasonable and nec-program are not included as unemployment

essary personal, family, living, or funeralcompensation until you recover your contribu- Guaranteed annual wage. Payments you re-
expenses that result from a qualified disas-tions. ceive from your employer during periods of un-
ter,

employment, under a union agreement thatR e p a y m e n t  o f  u n e m p l o y m e n t
guarantees you full pay during the year, are 2) To reimburse or pay reasonable and nec-compensation. If you repaid in 2003 unem-
taxable as wages. Include them on line 7 of essary expenses incurred for the repair orployment compensation you received in 2003,
Form 1040 or Form 1040A or on line 1 of Form rehabilitation of your home or repair or re-subtract the amount you repaid from the total
1040EZ. placement of its contents to the extent it isamount you received and enter the difference on

due to a qualified disaster,line 19 of Form 1040, line 13 of Form 1040A, or
State employees. Payments similar to aline 3 of Form 1040EZ. On the dotted line next to 3) By a person engaged in the furnishing orstate’s unemployment compensation may beyour entry write “Repaid” and the amount you sale of transportation as a common carriermade by the state to its employees who are notrepaid. If you repaid unemployment compensa- because of the death or personal physicalcovered by the state’s unemployment compen-tion in 2003 that you included in income in an injuries incurred as a result of a qualifiedsation law. Although the payments are fully tax-earlier year, you can deduct the amount repaid disaster, orable, do not report them as unemploymenton line 22 of Schedule A (Form 1040) if you
compensation. Report these payments on line 4) By a federal, state, or local government, oritemize deductions. If the amount is more than
21 of Form 1040. agency, or instrumentality in connection$3,000, see  Repayments, earlier.

with a qualified disaster in order to pro-
Tax withholding. You can choose to have mote the general welfare.

federal income tax withheld from your unem-
You can only exclude this amount to the extentployment compensation. To make this choice, Welfare and Other any expense it pays for is not paid for by insur-complete Form W–4V, Voluntary Withholding
ance or otherwise. The exclusion does not applyRequest, and give it to the paying office. Tax will Public Assistance if you were a participant or conspirator in abe withheld at 10% of your payment.
terroristic action or his or her representative.

If you do not choose to have tax with- Benefits A qualified disaster is:
held from your unemployment com-

• A disaster which results from a terroristicpensation, you may be liable for Do not include in your income benefit paymentsCAUTION
!

or military action.estimated tax. For more information on esti- from a public welfare fund, such as payments
mated tax, see chapter 5. due to blindness. Payments from a state fund for • A Presidentially-declared disaster.

the victims of crime should not be included in the
Supplemental unemployment benefits. • A disaster which results from an accidentvictims’ incomes if they are in the nature of

Benefits received from an employer-financed involving a common carrier, or from anywelfare payments. Do not deduct medical ex-
fund (to which the employees did not contribute) other event, which is determined to be cat-penses that are reimbursed by such a fund. You
are not unemployment compensation. They are astrophic by the Secretary of the Treasurymust include in your income any welfare pay-
taxable as wages and are subject to withholding or his or her delegate.ments obtained fraudulently.
for income tax. They may be subject to social
security and Medicare taxes. For more informa- For amounts paid under item (4), a disaster isAlaska residents. Payments the state of
tion, see Supplemental Unemployment Benefits qualified if it is determined by an applicableAlaska makes to its citizens who meet certain
in section 5 of Publication 15–A, Employer’s federal, state, or local authority to warrant assis-age and residency tests that are not based on
Supplemental Tax Guide. Report these pay- tance from the federal, state, or local govern-need are not welfare benefits. Include them in
ments on line 7 of Form 1040 or Form 1040A or ment, agency, or instrumentality.income on line 21 of Form 1040.
on line 1 of Form 1040EZ.

Persons with disabilities. If you have a disa- Mortgage assistance payments. PaymentsRepayment of benefits. You may have to
bility, you must include in income compensation made under section 235 of the National Housingrepay some of your supplemental unemploy-
you receive for services you perform unless the Act for mortgage assistance are not included inment benefits to qualify for trade readjustment
compensation is otherwise excluded. However, the homeowner’s income. Interest paid for theallowances under the Trade Act of 1974. If you
you do not include in income the value of goods, homeowner under the mortgage assistance pro-repay supplemental unemployment benefits in
services, and cash that you receive, not in return gram cannot be deducted.the same year you receive them, reduce the
for your services, but for your training and reha-total benefits by the amount you repay. If you
bilitation because you have a disability. Excluda-repay the benefits in a later year, you must Nutrition Program for the Elderly. Foodble amounts include payments for transportationinclude the full amount of the benefits received benefits you receive under the Nutrition Pro-and attendant care, such as interpreter servicesin your income for the year you received them. gram for the Elderly are not taxable. If you pre-for the deaf, reader services for the blind, and

pare and serve free meals for the program,Deduct the repayment in the later year as an services to help mentally retarded persons do
include in your income as wages the cash payadjustment to gross income on Form 1040. (You their work.
you receive, even if you are also eligible for foodcannot use Form 1040A or Form 1040EZ.) In-
benefits.clude the repayment on line 33 of Form 1040, Disaster relief grants. Do not include

and write “Sub-Pay TRA” and the amount on the post-disaster grants received under the Disaster
dotted line next to line 33. If the amount you Relief and Emergency Assistance Act in your Payments to reduce cost of winter energy.
repay in a later year is more than $3,000, you income if the grant payments are made to help Payments made by a state to qualified people to
may be able to take a credit against your tax for you meet necessary expenses or serious needs reduce their cost of winter energy use are not
the later year instead of deducting the amount for medical, dental, housing, personal property, taxable.
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or judgment must be included in your income, Estate and trust income.     An estate or trust,
unlike a partnership, may have to pay federalyou must consider the item that the settlementOther Income
income tax. If you are a beneficiary of an estatereplaces. Include the following as ordinary in-
or trust, you may be taxed on your share of itscome.The following brief discussions are arranged in
income distributed or required to be distributedalphabetical order. Income items that are dis-

1) Interest on any award. to you. However, there is never a double tax.cussed in greater detail in another publication
Estates and trusts file their returns on Forminclude a reference to that publication. 2) Compensation for lost wages or lost profits
1041, U.S. Income Tax Return for Estates andin most cases.

Activity not for profit. You must include on Trusts, and your share of the income is reported
3) Punitive damages. It does not matter ifyour return income from an activity from which to you on Schedule K–1 (Form 1041).

they relate to a physical injury or physicalyou do not expect to make a profit. An example
Current income required to be distributed.sickness.of this type of activity is a hobby or a farm you

If you are the beneficiary of a trust that mustoperate mostly for recreation and pleasure. 4) Amounts received in settlement of pension distribute all of its current income, you mustEnter this income on line 21 of Form 1040. rights (if you did not contribute to the plan). report your share of the distributable net income,Deductions for expenses related to the activity
whether or not you actually received it.5) Damages for:are limited. They cannot total more than the

income you report and can be taken only if you Current income not required to be distrib-
a) Patent or copyright infringement,itemize deductions on Schedule A (Form 1040). uted.  If you are the beneficiary of an estate or

See Not-for-Profit Activities in chapter 1 of Publi- trust and the fiduciary has the choice of whetherb) Breach of contract, or
cation 535 for information on whether an activity to distribute all or part of the current income, you

c) Interference with business operations.is considered carried on for a profit. must report:

Alaska Permanent Fund dividend. If you re- • All income that is required to be distributed6) Back pay and damages for emotional dis-
ceived a payment from Alaska’s mineral income to you, whether or not it is actually distrib-tress received to satisfy a claim under Title
fund (Alaska Permanent Fund dividend), report uted, plusVII of the Civil Rights Act of 1964.
it as income on line 21 of Form 1040, line 13 of • All other amounts actually paid or creditedDo not include in your income compensatoryForm 1040A, or line 3 of Form 1040EZ. The

to you,damages for personal physical injury or physicalstate of Alaska sends each recipient a document
sickness (whether received in a lump sum or up to the amount of your share of distributablethat shows the amount of the payment with the
installments). net income.check. The amount is also reported to IRS.

Emotional distress. Emotional distress it- How to report. Treat each item of incomeAlimony. Include in your income on line 11 of
self is not a physical injury or physical sickness, the same way that the estate or trust would treatForm 1040 any alimony payments you receive.
but damages you receive for emotional distress it. For example, if a trust’s dividend income isAmounts you receive for child support are not
due to a physical injury or sickness are treated distributed to you, you report the distribution asincome to you. Alimony and child support pay-
as received for the physical injury or sickness. dividend income on your return. The same rulements are discussed in chapter 20.
Do not include them in your income. applies to distributions of tax-exempt interest

Campaign contributions. These contribu- If the emotional distress is due to a personal and capital gains.
tions are not income to a candidate unless they injury that is not due to a physical injury or The fiduciary of the estate or trust must tell
are diverted to his or her personal use. To be sickness (for example, employment discrimina- you the type of items making up your share of
exempt from tax, the contributions must be tion or injury to reputation), you must include the the estate or trust income and any credits you
spent for campaign purposes or kept in a fund damages in your income, except for any dam- are allowed on your individual income tax return.
for use in future campaigns. However, interest ages you receive for medical care due to that

Losses. Losses of estates and trusts gener-earned on bank deposits, dividends received on emotional distress. Emotional distress includes
ally are not deductible by the beneficiaries.contributed securities, and net gains realized on physical symptoms that result from emotional

sales of contributed securities are taxable and distress, such as headaches, insomnia, and Grantor trust. Income earned by a grantor
must be reported on Form 1120–POL, U.S. stomach disorders. trust is taxable to the grantor, not the benefi-
Income Tax Return for Certain Political Organi- ciary, if the grantor keeps certain control over
zations. Excess campaign funds transferred to Credit card insurance. Generally, if you re- the trust. (The grantor is the one who transferred
an office account must be included in the ceive benefits under a credit card disability or property to the trust.) This rule applies if the
officeholder’s income on line 21 of Form 1040 in unemployment insurance plan, the benefits are property (or income from the property) put into
the year transferred. taxable to you. These plans make the minimum the trust will or may revert (be returned) to the

monthly payment on your credit card account if grantor or the grantor’s spouse.Cash rebates. A cash rebate you receive from
you cannot make the payment due to injury, Generally, a trust is a grantor trust if thea dealer or manufacturer of an item you buy is
illness, disability, or unemployment. Report on grantor has a reversionary interest valued (atnot income, but you must reduce your basis by
line 21 of Form 1040 the amount of benefits you the date of transfer) at more than 5% of thethe amount of the rebate.
received during the year that is more than the value of the transferred property.
amount of the premiums you paid during theExample. You buy a new car for $9,000
year. Fees for services. Include all fees for yourcash and receive a $400 rebate check from the

services in your income. Examples of these feesmanufacturer. The $400 is not income to you.
are amounts you receive for services you per-Energy conservation subsidies. You canYour basis in the car is $8,600. This is your basis
form as:exclude from gross income any subsidy pro-on which you figure gain or loss if you sell the

vided, either directly or indirectly, by public utili-car, and depreciation if you use it for business. • A corporate director,ties for the purchase or installation of an energy
C a s u a l t y  i n s u r a n c e  a n d  o t h e r conservation measure for a dwelling unit. • An executor, administrator, or personal
reimbursements. You generally should not representative of an estate,Energy conservation measure. This in-report these reimbursements on your return. Get

cludes installations or modifications that are pri- • A notary public, orPublication 547, Casualties, Disasters, and
marily designed to reduce consumption ofThefts, for more information. • An election precinct official.electricity or natural gas, or improve the man-

Child support payments. You should not re- agement of energy demand.
Nonemployee compensation. If you areport these payments on your return. Get Publi-

Dwelling unit. This includes a house, apart- not an employee and the fees for your servicescation 504, Divorced or Separated Individuals,
ment, condominium, mobile home, boat, or simi- from the same payer total $600 or more for thefor more information.
lar property. If a building or structure contains year, you may receive a Form 1099–MISC. You
both dwelling and other units, any subsidy mustCourt awards and damages. To determine if may need to report your fees as self-employ-
be properly allocated.settlement amounts you receive by compromise ment income. See Self-Employed Persons, in
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chapter 1, for a discussion of when you are Reporting taxable payments.  If you re- Holocaust victims restitution. Restitution
ceive payments that you must include in your payments you receive as a Holocaust victim (orconsidered self-employed.
income, you are in business as a foster-care the heir of a Holocaust victim) and interest

Corporate director. Corporate director
provider and you are self-employed. Report the earned on the payments, including interest

fees are self-employment income. Report these payments on Schedule C or Schedule C–EZ earned on amounts held in certain escrow ac-
payments on Schedule C or Schedule C–EZ (Form 1040). Get Publication 587, Business Use counts or funds, are not taxable. You also do not
(Form 1040). of Your Home (Including Use by Daycare Prov- include them in any computations in which you

iders), to help you determine the amount you would ordinarily add excludable income to yourExecutor, administrator, or personal rep-
can deduct for the use of your home. adjusted gross income, such as the computationresentative of an estate. All personal repre-

to determine the taxable part of social securitysentatives must include in their gross income
Free tour. If you received a free tour from a benefits. If the payments are made in property,fees paid to them from an estate. If you are not in
travel agency for organizing a group of tourists, your basis in the property is its fair market valuethe trade or business of being an executor (for
you must include its value in your income. Re- when you receive it.instance, you are the executor of a friend’s or
port the fair market value of the tour on line 21 of Excludable restitution payments are pay-relative’s estate), report these fees on line 21 of
Form 1040 if you are not in the trade or business ments or distributions made by any country orForm 1040. If you are in the trade or business of
of organizing tours. You cannot deduct your any other entity because of persecution of anbeing an executor, report these fees as self-em-
expenses in serving as the voluntary leader of individual on the basis of race, religion, physicalployment income on Schedule C or Schedule
the group at the group’s request. If you organize or mental disability, or sexual orientation by NaziC–EZ (Form 1040).
tours as a trade or business, report the tour’s Germany, any other Axis regime, or any other

Notary public.  Report payments for these value on Schedule C or Schedule C–EZ (Form Nazi-controlled or Nazi-allied country, whether
services on Schedule C or Schedule C–EZ 1040). the payments are made under a law or as a
(Form 1040). These payments are not subject result of a legal action. They include compensa-

Gambling winnings. You must include yourto self-employment tax. (See the separate in- tion or reparation for property losses resulting
gambling winnings in income on line 21 of Formstructions for Schedule SE (Form 1040) for de- from Nazi persecution, including proceeds
1040. If you itemize your deductions on Sched-tails.) under insurance policies issued before and dur-
ule A (Form 1040), you can deduct gambling ing World War II by European insurance compa-Election precinct official. You should re- losses you had during the year, but only up to nies.ceive a Form W–2 showing payments for serv- the amount of your winnings. See chapter 30 for

ices performed as an election official or election information on recordkeeping. Illegal income. Illegal income, such as stolen
worker. Report these payments on line 7 of or embezzled funds, must be included in yourLotteries and raffles. Winnings from lotter-Form 1040 or Form 1040A, or on line 1 of Form income on line 21 of Form 1040, or on Scheduleies and raffles are gambling winnings. In addi-1040EZ. C or Schedule C–EZ (Form 1040) if from yourtion to cash winnings, you must include in your

self-employment activity.income the fair market value of bonds, cars,Foster-care providers. Payments you re-
houses, and other noncash prizes. Indian fishing rights. If you are a member ofceive from a state, political subdivision, or a

a qualified Indian tribe that has fishing rightsqualified foster care placement agency for pro- If you win a state lottery prize payable
secured by treaty, executive order, or an Act ofviding care to qualified foster individuals in your in installments, see Publication 525 for
Congress as of March 17, 1988, do not includehome generally are not included in your income. more information.

TIP

in your income amounts you receive from activi-However, you must include in your income pay-
ties related to those fishing rights. The income isments received for the care of more than 5 Form W–2G. You may have received a
not subject to income tax, self-employment tax,individuals age 19 or older and certain Form W – 2G, Certain Gambling Winnings,
or employment taxes.difficulty-of-care payments. showing the amount of your gambling winnings

and any tax taken out of them. Include theA qualified foster individual is a person who: Interest on frozen deposits. In general, you
amount from box 1 on line 21 of Form 1040. exclude from your income the amount of interest

1) Is living in a foster family home, and Include the amount shown in box 2 on line 61 of earned on a frozen deposit. See  Interest income
Form 1040 as federal income tax withheld. on frozen deposits in chapter 8.2) Was placed there by:

Gifts and inheritances. Generally, property Interest on qualified savings bonds. Youa) An agency of a state or one of its politi-
you receive as a gift, bequest, or inheritance is may be able to exclude from income the interestcal subdivisions, or
not included in your income. However, if prop- from qualified U.S. savings bonds you redeem if

b) A qualified foster care placement erty you receive this way later produces income you pay qualified higher educational expenses
agency. such as interest, dividends, or rents, that income in the same year. For more information on this

is taxable to you. If property is given to a trust exclusion, see Education Savings Bond Pro-
and the income from it is paid, credited, or dis- gram under U.S. Savings Bonds in chapter 8.Difficulty-of-care payments. These are
tributed to you, that income is also taxable toadditional payments that are designated by the Job interview expenses. If a prospective em-you. If the gift, bequest, or inheritance is thepayer as compensation for providing the addi- ployer asks you to appear for an interview andincome from the property, that income is taxabletional care that is required for physically, men- either pays you an allowance or reimburses youto you.tally, or emotionally handicapped qualified foster for your transportation and other travel ex-

individuals. A state must determine that the ad- Inherited pension or IRA. If you inherited a penses, the amount you receive is generally not
ditional compensation is needed, and the care pension or an individual retirement arrangement taxable. You include in income only the amount
for which the payments are made must be pro- (IRA), you may have to include part of the inher- you receive that is more than your actual ex-
vided in your home. ited amount in your income. See chapter 11 if penses.

you inherited a pension. See chapter 18 if youYou must include in your income
Jury duty.   Jury duty pay you receive must beinherited an IRA.difficulty-of-care payments received for more
included in your income on line 21 of Form 1040.than:
If you must give the pay to your employer be-Hobby losses. Losses from a hobby are not
cause your employer continues to pay your sal-• 10 qualified foster individuals under age deductible from other income. A hobby is an
ary while you serve on the jury, you can deduct19, or activity from which you do not expect to make a
the amount turned over to your employer as anprofit. See Activity not for profit, earlier.• 5 qualified foster individuals age 19 or adjustment to your income. Include the amount

older. If you collect stamps, coins, or other you repay your employer on line 33 of Form
items as a hobby for recreation and 1040. Write “Jury Pay” and the amount on the

Maintaining space in home. If you are paid pleasure, and you sell any of the items,CAUTION
!

dotted line next to line 33.
to maintain space in your home for emergency your gain is taxable as a capital gain. (See
foster care, you must include the payment in chapter 17.) However, if you sell items from your Kickbacks.   You must include kickbacks, side
your income. collection at a loss, you cannot deduct the loss. commissions, push money, or similar payments
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you receive in your income on line 21 of Form gram) is a program set up to allow you to either more information on qualified scholarships and
1040, or on Schedule C or Schedule C–EZ prepay, or contribute to an account established fellowship grants.
(Form 1040), if from your self-employment activ- for paying, a student’s qualified higher education Payment for services. Generally, you must
ity. expenses at an eligible educational institution. A

include in income the part of any scholarship or
program can be established and maintained by

fellowship that represents payment for past,Example. You sell cars and help arrange a state, an agency or instrumentality of a state,
present, or future teaching, research, or other

car insurance for buyers. Insurance brokers pay or an eligible educational institution.
services. This applies even if all candidates for a

back part of their commissions to you for refer- The part of a distribution representing the
degree must perform the services to receive the

ring customers to them. You must include the amount paid or contributed to a QTP is not
degree.

kickbacks in your income. included in income. This is a return of the invest-
For information about the rules that apply to

ment in the program.Medical savings accounts (MSAs). You a tax-free qualified tuition reduction provided to
For 2003, the beneficiary generally does notgenerally do not include in income amounts you employees and their families by an educational

include in income any earnings distributed fromwithdraw from your Archer MSA or institution, see Publication 970.
a QTP established and maintained by a state (orMedicare+Choice MSA if you use the money to

VA payments. Allowances paid by the De-an agency or instrumentality of the state) if thepay for qualified medical expenses. Generally,
partment of Veterans Affairs are not included intotal distribution is less than or equal to adjustedqualified medical expenses are those you can
your income. These allowances are not consid-qualified higher education expenses. However,deduct on Schedule A (Form 1040), Itemized
ered scholarship or fellowship grants.the beneficiary must include in income any earn-Deductions. For more information about quali-

ings distributed from a QTP established andfied medical expenses, see chapter 23. For Prizes. Scholarship prizes won in a contest
maintained by an eligible educational institution.more information about Archer MSAs or are not scholarships or fellowships if you do not
See Publication 970, Tax Benefits for Education,Medicare+Choice MSAs, see Publication 969, have to use the prizes for educational purposes.
for more information.Medical Savings Accounts (MSAs). You must include these amounts in your income

on line 21 of Form 1040, whether or not you useRailroad retirement annuities. The followingPrizes and awards. If you win a prize in a
the amounts for educational purposes.types of payments are treated as pension orlucky number drawing, television or radio quiz

annuity income and are taxable under the rulesprogram, beauty contest, or other event, you Transporting school children. Do not in-
explained in chapter 12.must include it in your income. For example, if clude in your income a school board mileage

you win a $50 prize in a photography contest, allowance for taking children to and from school• Tier 1 railroad retirement benefits that are
you must report this income on line 21 of Form if you are not in the business of taking children tomore than the social security equivalent
1040. If you refuse to accept a prize, do not school. You cannot deduct expenses for provid-benefit.
include its value in your income. ing this transportation.• Tier 2 benefits.

Prizes and awards in goods or services must Union benefits and dues. Amounts deducted
be included in your income at their fair market • Vested dual benefits.

from your pay for union dues, assessments,
value.

contributions, or other payments to a union can-
Employee awards or bonuses. Cash Sale of home. You may be able to exclude not be excluded from your income.

awards or bonuses given to you by your em- from income all or part of any gain from the sale You may be able to deduct some of these
ployer for good work or suggestions generally or exchange of a personal residence. See chap- payments as a miscellaneous deduction subject
must be included in your income as wages. ter 16. to the 2% limit if they are related to your job and
However, certain noncash employee achieve- if you itemize deductions on Schedule A (FormSale of personal items. If you sold an item
ment awards can be excluded from income. See 1040). For more information, see  Union Dues

you owned for personal use, such as a car,
Bonuses and awards in chapter 6. and Expenses in chapter 30.

refrigerator, furniture, stereo, jewelry, or
Pulitzer, Nobel, and similar prizes. If you silverware, your gain is taxable as a capital gain. Strike and lockout benefits. Benefits paid

were awarded a prize in recognition of accom- Report it on Schedule D (Form 1040). You can- to you by a union as strike or lockout benefits,
plishments in religious, charitable, scientific, ar- not deduct a loss. including both cash and the fair market value of
tistic, educational, literary, or civic fields, you However, if you sold an item you held for other property, are usually included in your in-
generally must include the value of the prize in investment, such as gold or silver bullion, coins, come as compensation. You can exclude these
your income. However, you do not include this or gems, any gain is taxable as a capital gain benefits from your income only when the facts
prize in your income if you meet all of the follow- and any loss is deductible as a capital loss. clearly show that the union intended them as
ing requirements. gifts to you.Scholarships and fellowships. A candidate

• You were selected without any action on for a degree can exclude amounts received as a Utility rebates. If you are a customer of an
your part to enter the contest or proceed- qualified scholarship or fellowship. A qualified electric utility company and you participate in the
ing. scholarship or fellowship is any amount you re- utility’s energy conservation program, you may

ceive that is for: receive on your monthly electric bill either:• You are not required to perform substan-
tial future services as a condition to receiv- • Tuition and fees to enroll at or attend an • A reduction in the purchase price of elec-
ing the prize or award. educational institution, or tricity furnished to you (rate reduction), or

• The prize or award is transferred by the • Fees, books, supplies, and equipment re- • A nonrefundable credit against the
payer directly to a governmental unit or quired for courses at the educational insti- purchase price of the electricity.
tax-exempt charitable organization as des- tution.

The amount of the rate reduction or nonrefund-
ignated by you.

Amounts used for room and board do not qual- able credit is not included in your income.
See Publication 525 for more information about ify for the exclusion. Get Publication 970 for
the conditions that apply to the transfer.

Qualified tuition programs (QTP). A quali-
fied tuition program (also known as a 529 pro-
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Part Three.

The four chapters in this part discuss investment gains and losses, includingGains and
how to figure your basis in property. A gain from selling or trading stocks,
bonds, or other investment property may be taxed or it may be tax free, atLosses least in part. A loss may or may not be deductible. These chapters also
discuss gains from selling property you personally use — including the special
rules for selling your home. Nonbusiness casualty and theft losses are dis-
cussed in chapter 27 in Part Five.

❏ 551 Basis of Assets Fair market value (FMV) is the price at which
the property would change hands between a

❏ 564 Mutual Fund Distributions
willing buyer and a willing seller, neither having14. ❏ 946 How To Depreciate Property to buy or sell, and both having reasonable
knowledge of all the necessary facts. Sales of
similar property on or about the same date may
be helpful in figuring the FMV of the property.Basis of
Assumption of mortgage. If you buy prop-Cost Basis
erty and assume (or buy subject to) an existingProperty
mortgage on the property, your basis includesThe basis of property you buy is usually its cost.
the amount you pay for the property plus theThe cost is the amount you pay in cash, debt
amount to be paid on the mortgage.obligations, other property, or services. YourIntroduction cost also includes amounts you pay for the fol-
Settlement costs. You can include in the ba-lowing items.This chapter discusses how to figure your basis
sis of property you buy the settlement fees andin property. It is divided into the following sec- • Sales tax. closing costs for buying the property. (A fee fortions.
buying property is a cost that must be paid even• Freight.

• Cost basis. if you buy the property for cash.) You cannot
• Installation and testing. include fees and costs for getting a loan on the• Adjusted basis.

property in your basis.• Excise taxes.
• Basis other than cost. The following are some of the settlement

• Legal and accounting fees (when they fees or closing costs you can include in the basis
must be capitalized).Basis is the amount of your investment in of your property.

property for tax purposes. Use the basis of prop- • Revenue stamps. • Abstract fees (abstract of title fees).erty to figure gain or loss on the sale, exchange,
• Recording fees.or other disposition of property. Also use it to • Charges for installing utility services.

figure deductions for depreciation, amortization, • Real estate taxes (if assumed for the • Legal fees (including title search and prep-depletion, and casualty losses. You must keep seller). aration of the sales contract and deed).accurate records of all items that affect the basis
In addition, the basis of real estate and businessof property so you can make these computa- • Recording fees.
assets may include other items.tions. • Surveys.If you use property for both business and
Loans with low or no interest.  If you buypersonal purposes, you must allocate the basis • Transfer taxes.
property on a time-payment plan that chargesbased on the use. Only the basis allocated to the • Owner’s title insurance.little or no interest, the basis of your property isbusiness use of the property can be depreci-
your stated purchase price minus any amountated. • Any amounts the seller owes that you
considered to be unstated interest. You gener-Your original basis in property is adjusted agree to pay, such as back taxes or inter-
ally have unstated interest if your interest rate is(increased or decreased) by certain events. If est, recording or mortgage fees, charges
less than the applicable federal rate.you make improvements to the property, in- for improvements or repairs, and sales

For more information, see Unstated Interestcrease your basis. If you take deductions for commissions.
and Original Issue Discount in Publication 537.depreciation or casualty losses, reduce your ba-

sis. Settlement costs do not include amounts
placed in escrow for the future payment of itemsReal Property
such as taxes and insurance.Useful Items

The following are some of the settlementYou may want to see:
fees and closing costs you cannot include in theReal property, also called real estate, is land
basis of property. and generally anything built on, growing on, orPublication

attached to land.
1) Fire insurance premiums.❏ 15–B Employer’s Tax Guide to Fringe If you buy real property, certain fees and

Benefits other expenses you pay are part of your cost 2) Rent for occupancy of the property before
basis in the property. closing.❏ 525 Taxable and Nontaxable Income

If you buy buildings and the land on which
3) Charges for utilities or other services re-❏ 535 Business Expenses they stand for a lump sum, allocate the basis

lated to occupancy of the property before
among the land and the buildings so you can❏ 537 Installment Sales

closing.
figure the allowable depreciation on the build-

❏ 544 Sales and Other Dispositions of
ings. Land is not depreciable. Allocate the cost 4) Charges connected with getting a loan.

Assets
according to the fair market values of the land The following are examples of these

❏ 550 Investment Income and Expenses and buildings at the time of purchase. charges.
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a) Points (discount points, loan origination Table 14–1. Examples of Adjustments to Basis
fees).

b) Mortgage insurance premiums. Increases to Basis Decreases to Basis
c) Loan assumption fees. •  Capital improvements: •  Exclusion from income of

 Putting an addition on your home subsidies for energy conservationd) Cost of a credit report.
 Replacing an entire roof measures

e) Fees for an appraisal required by a  Paving your drivewaylender.
 Installing central air conditioning •  Casualty or theft loss deductions
 Rewiring your home and insurance reimbursements5) Fees for refinancing a mortgage.

•  Assessments for local improvements: •  Credit for qualified electric vehiclesReal estate taxes. If you pay real estate taxes
 Water connectionsthe seller owed on real property you bought, and
 Sidewalks •  Section 179 deductionthe seller did not reimburse you, treat those
 Roadstaxes as part of your basis. You cannot deduct

them as taxes. •  Deduction for clean-fuel vehicles
If you reimburse the seller for taxes the seller •  Casualty losses: and clean-fuel vehicle refueling property

paid for you, you can usually deduct that amount Restoring damaged property
as an expense in the year of purchase. Do not •  Depreciation
include that amount in the basis of your property. •  Legal fees:
If you did not reimburse the seller, you must Cost of defending and perfecting a title •  Nontaxable corporate distributions
reduce your basis by the amount of those taxes.

Points. If you pay points to get a loan (includ- •  Zoning costs
ing a mortgage, second mortgage, line of credit,
or a home equity loan), do not add the points to
the basis of the related property. Generally, you streets and sidewalks to the basis of the prop- • Credit for employer-provided childcare.
deduct the points over the term of the loan. For erty if they increase the value of the property
more information on how to deduct points, see assessed. Do not deduct them as taxes. How- Casualties and thefts. If you have a casualtyPoints in chapter 5 of Publication 535. ever, you can deduct as taxes assessments for or theft loss, decrease the basis in your property

maintenance, repairs, or interest charges re-Points on home mortgage. Special rules by any insurance proceeds or other reimburse-
lated to the improvements.may apply to points you and the seller pay when ment and by any deductible loss not covered by

you get a mortgage to buy your main home. If insurance.
Example. Your city changes the street incertain requirements are met, you can deduct You must increase your basis in the property

front of your store into an enclosed pedestrianthe points in full for the year in which they are by the amount you spend on repairs that sub-
mall and assesses you and other affected prop-paid. Reduce the basis of your home by any stantially prolong the life of the property, in-
erty owners for the cost of the conversion. Addseller-paid points. For more information, see crease its value, or adapt it to a different use. To
the assessment to your property’s basis. In thisPoints in chapter 25. make this determination, compare the repaired
example, the assessment is a depreciable as- property to the property before the casualty.
set. For more information on casualty and theft

losses, see chapter 27.
Decreases to BasisAdjusted Basis

Depreciation and section 179 deduction.
Decrease the basis of your qualifying businessThe following items reduce the basis of yourBefore figuring gain or loss on a sale, exchange,
property by any section 179 deduction you takeproperty.or other disposition of property or figuring allow-
and the depreciation you deducted, or couldable depreciation, depletion, or amortization, • The section 179 deduction. have deducted, on your tax returns under theyou must usually make certain adjustments (in-
method of depreciation you selected.• The deduction for clean-fuel vehicles andcreases and decreases) to the basis of the prop-

For more information about depreciation andclean-fuel vehicle refueling property.erty. The result of these adjustments to the basis
the section 179 deduction, see Publication 946.is the adjusted basis. • Nontaxable corporate distributions (see

chapter 9). Example. You owned a duplex used asIncreases to Basis rental property that cost you $40,000, of which• Deductions previously allowed (or allowa-
$35,000 was allocated to the building andble) for amortization, depreciation, and de-Increase the basis of any property by all items $5,000 to the land. You added an improvementpletion.properly added to a capital account. These in- to the duplex that cost $10,000. In February last

clude the cost of any improvements having a • Exclusion of subsidies for energy conser- year the duplex was damaged by fire. Up to that
useful life of more than 1 year. Other items vation measures (see Energy conserva- time you had been allowed depreciation of
added to the basis of property include the cost of tion subsidies in chapter 13). $23,000. You sold some salvaged material for
extending utility service lines to the property and $1,300 and collected $19,700 from your insur-• Credit for qualified electric vehicles.legal fees, such as the cost of defending and ance company. You deducted a casualty loss of
perfecting title. • Postponed gain from the sale of your $1,000 on your income tax return for last year.

home. You spent $19,000 of the insurance proceedsImprovements. Add the cost of improve-
for restoration of the duplex, which was com-ments to your basis in the property if they in- • Casualty and theft losses and insurance
pleted this year. You must use the duplex’screase the value of the property, lengthen its life, reimbursements.
adjusted basis after the restoration to determineor adapt it to a different use. For example, im- • Certain canceled debt excluded from in- depreciation for the rest of the property’s recov-provements include putting a recreation room in

come. ery period. Figure the adjusted basis of the du-your unfinished basement, adding another bath-
plex as follows:room or bedroom, putting up a fence, putting in • Rebates from a manufacturer or seller.

new plumbing or wiring, installing a new roof, or • Easements. Original cost of duplex . . . . . . . . . $35,000paving your driveway.
Addition to duplex . . . . . . . . . . . . 10,000• Gas-guzzler tax.Assessments for local improvements. Total cost of duplex . . . . . . . . . . . $45,000
Minus: Depreciation . . . . . . . . . . 23,000Add assessments for improvements such as • Adoption tax benefits.
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Adjusted basis before casualty . . . . $22,000 were performed for a price agreed on before- erty, and you buy replacement property similar
Minus: Insurance hand, it will be accepted as the FMV of the or related in service or use to the converted

proceeds . . . . . . $19,700 property if there is no evidence to the contrary. property, the basis of the replacement property
Deducted casualty is its cost decreased by the gain not recognizedRestricted property. If you receive prop-loss . . . . . . . . . . 1,000 on the conversion.erty for your services and the property is subjectSalvage proceeds  1,300  22,000

to certain restrictions, your basis in the propertyAdjusted basis after casualty . . . . . $–0– Example. The state condemned your prop-is its FMV when it becomes substantially vested.Add: Cost of restoring duplex . . . . . 19,000 erty. The adjusted basis of the property wasHowever, this rule does not apply if you make anAdjusted basis after restoration $19,000 $26,000 and the state paid you $31,000 for it.election to include in income the FMV of the
You realized a gain of $5,000 ($31,000 −Your basis in the land is its original cost of property at the time it is transferred to you, less
$26,000). You bought replacement property$5,000. any amount you paid for it. Property becomes
similar in use to the converted property forsubstantially vested when your rights in theEasements. The amount you receive for $29,000. You recognize a gain of $2,000property or the rights of any person to whom yougranting an easement is generally considered to ($31,000 − $29,000), the unspent part of thetransfer the property are not subject to a sub-be from the sale of an interest in real property. It payment from the state. Your unrecognized gainstantial risk of forfeiture. For more information,reduces the basis of the affected part of the is $3,000, the difference between the $5,000see Restricted Property in Publication 525.property. If the amount received is more than the realized gain and the $2,000 recognized gain.

basis of the part of the property affected by the Bargain purchases. A bargain purchase is The basis of the replacement property is figured
easement, reduce your basis in that part to zero a purchase of an item for less than its FMV. If, as as follows:
and treat the excess as a recognized gain. compensation for services, you buy goods or

If the gain is on a capital asset, see chapter other property at less than FMV, include the Cost of replacement property . . . . . . $29,000
17 for information about how to report it. If the difference between the purchase price and the Minus: Gain not recognized . . . . . . . 3,000
gain is on property used in a trade or business, Basis of replacement property . . . $26,000property’s FMV in your income. Your basis in the
see Publication 544 for information about how to property is its FMV (your purchase price plus the
report it. amount you include in income). Allocating the basis. If you buy more than

 If the difference between your purchaseCredit for qualified electric vehicles. If you one piece of replacement property, allocate your
price and the FMV is a qualified employee dis-claim the credit for a qualified electric vehicle, basis among the properties based on their re-
count, do not include the difference in income.you must reduce your basis in that vehicle by the spective costs.
However, your basis in the property is still itsmaximum credit allowable even if the credit al-
FMV. See Employee Discounts in Publicationlowed is less than that maximum amount. For Nontaxable Exchanges15–B.information on this credit, see chapter 12 in

Publication 535.
A nontaxable exchange is an exchange in whichTaxable Exchanges you are not taxed on any gain and you cannotDeduction for clean-fuel vehicle and refuel-

ing property. If you take the deduction for deduct any loss. If you receive property in a
A taxable exchange is one in which the gain isclean-fuel vehicles or clean-fuel vehicle refuel- nontaxable exchange, its basis is generally the
taxable or the loss is deductible. A taxable gaining property, decrease the basis of the property same as the basis of the property you trans-
or deductible loss also is known as a recognizedby the amount taken. For more information ferred. See Nontaxable Trades in chapter 15.
gain or loss. If you receive property in exchangeabout these deductions, see chapter 12 in Publi-
for other property in a taxable exchange, thecation 535. Like-Kind Exchangesbasis of the property you receive is usually its

Exclusion of subsidies for energy conserva- FMV at the time of the exchange.
The exchange of property for the same kind oftion measures. You can exclude from gross
property is the most common type of nontaxableincome any subsidy you received from a public Involuntary Conversions exchange. To qualify as a like-kind exchange,utility company for the purchase or installation of
the property traded and the property receivedan energy conservation measure for a dwelling If you receive property as a result of an involun- must be both of the following.unit. Reduce the basis of the property for which tary conversion, such as a casualty, theft, or

you received the subsidy by the excluded condemnation, you can figure the basis of the • Qualifying property.
amount. For more information about this sub- replacement property using the basis of the con- • Like-kind property.sidy, see chapter 13. verted property.

Postponed gain from sale of home. If you The basis of the property you receive is gener-Similar or related property. If you receive
postponed gain from the sale of your main home ally the same as the basis of the property youproperty similar or related in service or use to the
under rules in effect before May 7, 1997, you gave up. If you trade property in a like-kindconverted property, the replacement property’s
must reduce the basis of the home you acquired exchange and also pay money, the basis of thebasis is the same as the converted property’s
as a replacement by the amount of the post- property received is the basis of the property youbasis on the date of the conversion, with the
poned gain. For more information on the rules gave up increased by the money you paid.following adjustments.
for the sale of a home, see chapter 16.

1) Decrease the basis by the following. Qualifying property. In a like-kind exchange,
you must hold for investment or for productive

a) Any loss you recognize on the conver- use in your trade or business both the property
sion. you give up and the property you receive.Basis Other Than Cost

b) Any money you receive that you do not
Like-kind property. There must be an ex-There are many times when you cannot use cost spend on similar property.
change of like property. Like-kind property isas basis. In these cases, the fair market value or
property of the same nature or character, even if2) Increase the basis by the following.the adjusted basis of the property can be used.
it differs in grade or quality. The exchange of realFair market value (FMV) and adjusted basis

a) Any gain you recognize on the conver- estate for real estate or personal property forwere discussed earlier.
sion. similar personal property is an exchange of like

property.b) Any cost of acquiring the replacementProperty Received for
property.

Example. You trade in an old truck used inServices
your business with an adjusted basis of $1,700
for a new one costing $6,800. The dealer allowsIf you receive property for your services, include Money or property not similar or related.  If
you $2,000 on the old truck, and you pay $4,800.its FMV in income. The amount you include in you receive money or property not similar or
This is a like-kind exchange. The basis of theincome becomes your basis. If the services related in service or use to the converted prop-
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new truck is $6,500 (the adjusted basis of the old The amount of the gift is its value for gift taxProperty Received as a
one, $1,700, plus the amount you paid, $4,800). purposes after reduction by any annual exclu-

Gift sion and marital or charitable deduction thatIf you sell your old truck to a third party for
applies to the gift. For information on the gift tax,$2,000 instead of trading it in and then buy a To figure the basis of property you receive as a see Publication 950, Introduction to Estate andnew one from the dealer, you have a taxable gift, you must know its adjusted basis to the Gift Taxes.gain of $300 on the sale ($2,000 sale price donor just before it was given to you, its FMV at

minus $1,700 basis). The basis of the new truck the time it was given to you, and any gift tax paid Example. In 2003, you received a gift ofis the price you pay the dealer. on it. property from your mother that had an FMV of
$50,000. Her adjusted basis was $20,000. TheFMV less than donor’s adjusted basis. If thePartially nontaxable exchange. A partially amount of the gift for gift tax purposes wasFMV of the property at the time of the gift is lessnontaxable exchange is an exchange in which $39,000 ($50,000 minus the $11,000 annualthan the donor’s adjusted basis, your basis de-

you receive unlike property or money in addition exclusion). She paid a gift tax of $9,000 on thepends on whether you have a gain or a loss
to like property. The basis of the property you property. Your basis is $26,930, figured as fol-when you dispose of the property. Your basis for
receive is the total adjusted basis of the property lows:figuring gain is the same as the donor’s adjusted
you gave up, with the following adjustments. basis plus or minus any required adjustments to

Fair market value . . . . . . . . . . . . . . $50,000basis while you held the property. Your basis for
Minus: Adjusted basis . . . . . . . . . . . −20,0001) Decrease the basis by the following figuring loss is its FMV when you received the
Net increase in value . . . . . . . . . . . $30,000amounts. gift plus or minus any required adjustments to

basis while you held the property. See Adjusteda) Any money you receive. Gift tax paid . . . . . . . . . . . . . . . . . $9,000Basis, earlier.
Multiplied by ($30,000 ÷ $39,000) . . . × .77b) Any loss you recognize on the ex-
Gift tax due to net increase in value $6,930

Example. You received an acre of land as achange. Adjusted basis of property to your
gift. At the time of the gift, the land had an FMV mother . . . . . . . . . . . . . . . . . . . . . +20,000

2) Increase the basis by the following of $8,000. The donor’s adjusted basis was Your basis in the property . . . . . . . $26,930
$10,000. After you received the property, noamounts.
events occurred to increase or decrease your

a) Any additional costs you incur. basis. If you later sell the property for $12,000, Inherited Property
you will have a $2,000 gain because you mustb) Any gain you recognize on the ex-
use the donor’s adjusted basis at the time of the Your basis in property you inherit from a dece-change.
gift ($10,000) as your basis to figure gain. If you dent is generally one of the following.
sell the property for $7,000, you will have a

Allocation of basis. Allocate the basis first • The FMV of the property at the date of the$1,000 loss because you must use the FMV at
to the unlike property, other than money, up to individual’s death.the time of the gift ($8,000) as your basis to
its FMV on the date of the exchange. The rest is figure loss. • The FMV on the alternate valuation date if
the basis of the like-kind property. If the sales price is between $8,000 and the personal representative for the estate

$10,000, you have neither gain nor loss. chooses to use alternate valuation.
More information. See Like-Kind Exchanges Business property. If you hold the gift as • The value under the special-use valuation
in chapter 1 of Publication 544 for more informa- business property, your basis for figuring any

method for real property used in farmingtion. depreciation, depletion, or amortization deduc-
or a closely held business if chosen fortion is the same as the donor’s adjusted basis
estate tax purposes.plus or minus any required adjustments to basisProperty Transferred

while you hold the property. • The decedent’s adjusted basis in land to
From a Spouse the extent of the value excluded from the

FMV equal to or greater than donor’s ad- decedent’s taxable estate as a qualified
The basis of property transferred to you or trans- justed basis. If the FMV of the property is conservation easement.
ferred in trust for your benefit by your spouse is equal to or greater than the donor’s adjusted

basis, your basis is the donor’s adjusted basis atthe same as your spouse’s adjusted basis. The If a federal estate tax return does not have to
the time you received the gift. Increase yoursame rule applies to a transfer by your former be filed, your basis in the inherited property is its
basis by all or part of any gift tax paid, dependingspouse that is incident to divorce. However, ad- appraised value at the date of death for state
on the date of the gift, explained later.just your basis for any gain recognized by your inheritance or transmission taxes.

Also, for figuring gain or loss from a sale orspouse or former spouse on property trans- For more information, see the instructions toother disposition or for figuring depreciation, de-ferred in trust. This rule applies only to a transfer Form 706, United States Estate (andpletion, or amortization deductions on businessof property in trust in which the liabilities as- Generation-Skipping Transfer) Tax Return.property, you must increase or decrease yoursumed, plus the liabilities to which the property
basis by any required adjustments to basis whileis subject, are more than the adjusted basis of
you held the property. See Adjusted Basis, ear- Property Changed tothe property transferred.
lier. Business or Rental Use

Gift received before 1977. If you receivedIf the property transferred to you is a series If you hold property for personal use and thena gift before 1977, increase your basis in the giftE, series EE, or series I U.S. savings bond, the change it to business use or use it to produceby any gift tax paid on it. However, do not in-
transferor must include in income the interest crease your basis above the FMV of the gift at rent, you must figure its basis for depreciation.
accrued to the date of transfer. Your basis in the the time it was given to you. An example of changing property held for per-
bond immediately after the transfer is equal to sonal use to business use would be renting outGift received after 1976. If you received athe transferor’s basis increased by the interest your former personal residence.gift after 1976, increase your basis in the gift byincome includible in the transferor’s income. For

the part of the gift tax paid on it that is due to themore information on these bonds, see chapter 8.
Basis for depreciation. The basis for depre-net increase in value of the gift. Figure the in-

At the time of the transfer, the transferor ciation is the lesser of the following amounts.crease by multiplying the gift tax paid by a frac-
must give you the records needed to determine tion. The numerator of the fraction is the net • The FMV of the property on the date of thethe adjusted basis and holding period of the increase in value of the gift and the denominator change.property as of the date of the transfer. is the amount of the gift.

For more information about the transfer of • Your adjusted basis on the date of theThe net increase in value of the gift is the
property from a spouse, see chapter 15. change.FMV of the gift minus the donor’s adjusted basis.

Page 104 Chapter 14 Basis of Property



Page 107 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Example. Several years ago, you paid deductions of $37,500. In this case, you would Identifying stocks or bonds sold. If you can
$160,000 to have your house built on a lot that start with the FMV on the date of the change to adequately identify the shares of stock or the
cost $25,000. You paid $20,000 for permanent rental use ($180,000), because it is less than the bonds you sold, their basis is the cost or other
improvements to the house and claimed a adjusted basis of $203,000 ($178,000 + basis of the particular shares of stocks or bonds.
$2,000 casualty loss deduction for damage to $25,000) on that date. Reduce that amount If you buy and sell securities at various times in
the house before changing the property to rental ($180,000) by the depreciation deductions to varying quantities and you cannot adequately
use last year. Because land is not depreciable, arrive at a basis for loss of $142,500 ($180,000 identify the shares you sell, the basis of the
you include only the cost of the house when − $37,500). securities you sell is the basis of the securities
figuring the basis for depreciation. you acquired first. For more information about

Your adjusted basis in the house when you identifying securities you sell, see Stocks andStocks and Bondschanged its use was $178,000 ($160,000 +
Bonds under Basis of Investment Property in$20,000 − $2,000). On the same date, your

The basis of stocks or bonds you buy generally chapter 4 of Publication 550.property had an FMV of $180,000, of which
is the purchase price plus any costs of purchase,$15,000 was for the land and $165,000 was for
such as commissions and recording or transfer Mutual fund shares. If you sell mutual fundthe house. The basis for figuring depreciation on
fees. If you get stocks or bonds other than by shares you acquired at various times and prices,the house is its FMV on the date of the change
purchase, your basis is usually determined by you can choose to use an average basis. For($165,000) because it is less than your adjusted
the FMV or the previous owner’s adjusted basis, more information, see Average Basis in Publica-basis ($178,000).
as discussed earlier. tion 564.

Sale of property. If you later sell or dispose of You must adjust the basis of stocks for cer-
property changed to business or rental use, the tain events that occur after purchase. For exam- Bond premium. If you buy a taxable bond at abasis you use will depend on whether you are ple, if you receive additional stock from premium and choose to amortize the premium,figuring gain or loss.

nontaxable stock dividends or stock splits, di- reduce the basis of the bond by the amortized
Gain. The basis for figuring a gain is your vide the adjusted basis of the old stock by the premium you deduct each year. See Bond Pre-

adjusted basis in the property when you sell. number of shares of old and new stock. This rule mium Amortization in chapter 3 of Publication
applies only when the additional stock received 550 for more information. Although you cannot

Example. Assume the same facts as in the is identical to the stock held. Also reduce your deduct the premium on a tax-exempt bond, you
previous example except that you sell the prop- basis when you receive nontaxable distribu- must amortize the premium each year and re-
erty at a gain after being allowed depreciation tions. They are a return of capital. duce your basis in the bond by the amortized
deductions of $37,500. Your adjusted basis for amount.
figuring gain is $165,500 ($178,000 + $25,000 Example. In 2001 you bought 100 shares of
(land) − $37,500). XYZ stock for $1,000 or $10 a share. In 2002 Original issue discount (OID) on debt

you bought 100 shares of XYZ stock for $1,600Loss. Figure the basis for a loss starting instruments. You must increase your basis in
or $16 a share. In 2003 XYZ declared a 2-for-1with the smaller of your adjusted basis or the an OID debt instrument by the OID you include
stock split. You now have 200 shares of stockFMV of the property at the time of the change to in income for that instrument. See Original Issue
with a basis of $5 a share and 200 shares with abusiness or rental use. Then adjust this amount Discount in chapter 8.
basis of $8 a share.for the period after the change in the property’s

Tax-exempt bonds. OID on tax-exemptuse, as discussed earlier under Adjusted Basis,
bonds is generally not taxable. However, thereOther basis. There are other ways to figureto arrive at a basis for loss.
are special rules for figuring the basis of thesethe basis of stocks or bonds depending on how
bonds issued after September 3, 1982, and ac-you acquired them. For detailed information, seeExample. Assume the same facts as in the
quired after March 1, 1984. See chapter 4 ofStocks and Bonds under Basis of Investmentprevious example, except that you sell the prop-
Publication 550.Property in chapter 4 of Publication 550.erty at a loss after being allowed depreciation
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Surrender of stock. A surrender of stock by aUseful Items
dominant shareholder who retains control of theYou may want to see:
corporation is treated as a contribution to capital15. rather than as an immediate loss deductiblePublication
from taxable income. The surrendering share-

❏ 550 Investment Income and Expenses holder must reallocate his or her basis in the
surrendered shares to the shares he or she❏ 564 Mutual Fund DistributionsSale of Property retains.

Form (and Instructions)
Worthless securities. Stocks, stock rights,

❏ Schedule D (Form 1040) Capital Gains and bonds (other than those held for sale by aImportant Reminder and Losses securities dealer) that became worthless during
the tax year are treated as though they were❏ 8824 Like-Kind Exchanges
sold on the last day of the tax year. This affectsForeign income. If you are a U.S. citizen who
whether your capital loss is long-term orsells property located outside the United States,
short-term. See Holding Period, later.you must report all gains and losses from the

If you are a cash basis taxpayer and makesale of that property on your tax return unless it
payments on a negotiable promissory note thatSales and Tradesis exempt by U.S. law. This is true whether you
you issued for stock that became worthless, youreside inside or outside the United States and
can deduct these payments as losses in theIf you sold property such as stocks, bonds, orwhether or not you receive a Form 1099 from the
years you actually make the payments. Do notcertain commodities through a broker during thepayer.
deduct them in the year the stock became worth-year, you should receive, for each sale, a Form
less.1099–B, Proceeds From Broker and Barter Ex-

change Transactions, or an equivalent state- How to report loss. Report worthless se-
ment from the broker. You should receive the curities on line 1 or line 8 of Schedule D (FormIntroduction statement by January 31 of the next year. It will 1040), whichever applies. In columns (c) and
show the gross proceeds from the sale. The IRSThis chapter discusses the tax consequences of (d), write “Worthless.” Enter the amount of your
will also get a copy of Form 1099–B from theselling or trading investment property. It ex- loss in parentheses in column (f). Also enter the
broker.plains: amount of your loss in parentheses in column (g)

Use Form 1099–B (or an equivalent state- to the extent it is not a collectibles loss (defined• What is a sale or trade, ment received from your broker) to complete in chapter 17).
Schedule D (Form 1040).• When you have a nontaxable trade, Filing a claim for refund. If you do not

claim a loss for a worthless security on your• What to do with a related party transac- What is a Sale or Trade? original return for the year it becomes worthless,tion,
you can file a claim for a credit or refund due toA sale is generally a transfer of property for• Whether the property you sell is a capital the loss. You must use Form 1040X, Amendedmoney or a mortgage, note, or other promise toasset or a noncapital asset, U.S. Individual Income Tax Return, to amendpay money. A trade is a transfer of property for
your return for the year the security became• Whether you have a capital or ordinary other property or services and may be taxed in
worthless. You must file it within 7 years from thegain or loss from the sale of property, the same way as a sale. Certain other transac-
date your original return for that year had to betions and events are treated as sales or trades.• How to determine your holding period, and filed, or 2 years from the date you paid the tax,

Sale and purchase. Ordinarily, a transaction whichever is later. For more information about• When you can make a tax-free rollover of
is not a trade when you voluntarily sell property filing a claim, see Amended Returns and Claimsa gain from selling certain securities.
for cash and immediately buy similar property to for Refund in chapter 1.
replace it. The sale and purchase are two sepa-

Sales not discussed in this chapter. Certain rate transactions. But see Like-kind exchanges How To Figuresales or trades of property are not discussed under Nontaxable Trades, later.
here. Gain or Loss

Redemption of stock. A redemption of stock
is treated as a sale or trade and is subject to theInstallment sales are covered in Publication You figure gain or loss on a sale or trade of
capital gain or loss provisions unless the re-537, Installment Sales. property by comparing the amount you realize
demption is a dividend or other distribution on with the adjusted basis of the property.Transfers of property at death are covered in stock.

Publication 559, Survivors, Executors, and Ad- Gain. If the amount you realize from a sale orDividend versus sale or trade. Whether aministrators. trade is more than the adjusted basis of theredemption is treated as a sale, trade, dividend,
property you transfer, the difference is a gain.Transactions involving business property are or other distribution depends on the circum-

covered in Publication 544, Sales and Other stances in each case. Both direct and indirect
Loss. If the adjusted basis of the property youDispositions of Assets. ownership of stock will be considered. The re-
transfer is more than the amount you realize, thedemption is treated as a sale or trade of stock if: Dispositions of an interest in a passive activity difference is a loss.

are covered in Publication 925, Passive Activity 1) The redemption is not essentially
and At-Risk Rules. Adjusted basis. The adjusted basis of prop-equivalent to a dividend (see chapter 9),

erty is your original cost or other original basis
Sales of a main home are covered in chapter 2) There is a substantially disproportionate properly adjusted (increased or decreased) for
16. redemption of stock, certain items. See chapter 14 for more informa-

tion about determining the adjusted basis of3) There is a complete redemption of all thePublication 550, Investment Income and Ex- property.stock of the corporation owned by thepenses (Including Capital Gains and Losses),
shareholder, orprovides more detailed discussion about sales Amount realized. The amount you realize

and trades of investment property. Publication 4) The redemption is a distribution in partial from a sale or trade of property is everything you
550 includes information about the rules cover- liquidation of a corporation. receive for the property. This includes the
ing nonbusiness bad debts, straddles, section money you receive plus the fair market value of
1256 contracts, puts and calls, commodity fu- Redemption or retirement of bonds. A re- any property or services you receive. If you
tures, short sales, and wash sales. It also dis- demption or retirement of bonds or notes at their received a note or other debt instrument for the
cusses investment-related expenses. maturity is generally treated as a sale or trade. property, see How To Figure Gain or Loss in
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chapter 4 of Publication 550 to figure the amount erty may be property used for personal Like property and money transferred. If
realized. conditions (1) –  (6) are met, you have a nontax-purposes, such as your home or family

  If you finance the buyer’s purchase of your able trade even if you pay money in addition tocar.
property and the debt instrument does not pro- the like property.

2) The property must not be held primarily forvide for adequate stated interest, the unstated
sale. The property you trade and the prop- Basis of property received. To figure the ba-interest that you must report as ordinary income
erty you receive must not be property you sis of the property received, see Nontaxablewill reduce the amount realized from the sale.
sell to customers, such as merchandise. Exchanges in chapter 14.For more information, see Publication 537.

3) The property must not be stocks, bonds, How to report.     You must report the trade ofFair market value. Fair market value is the
notes, choses in action, certificates of trust like property on Form 8824. If you figure a rec-price at which the property would change hands
or beneficial interest, or other securities or ognized gain or loss on Form 8824, report it onbetween a buyer and a seller, neither being
evidences of indebtedness or interest, in- Schedule D (Form 1040) or on Form 4797,forced to buy or sell and both having reasonable
cluding partnership interests. However, Sales of Business Property, whichever applies.knowledge of all the relevant facts.
you can have a nontaxable trade of corpo- For information on using Form 4797, see
rate stocks under a different rule, as dis- chapter 4 of Publication 544.Example. You trade A Company stock with
cussed later.an adjusted basis of $7,000 for B Company

Corporate stocks. The following trades ofstock with a fair market value of $10,000, which 4) There must be a trade of like property. The corporate stocks generally do not result in ais your amount realized. Your gain is $3,000 trade of real estate for real estate, or per- taxable gain or a deductible loss.($10,000 − $7,000). sonal property for similar personal property
Corporate reorganizations. In some in-is a trade of like property. The trade of anDebt paid off. A debt against the property,

stances, a company will give you common stockor against you, that is paid off as a part of the apartment house for a store building, or a
for preferred stock, preferred stock for commontransaction, or that is assumed by the buyer, panel truck for a pickup truck, is a trade of
stock, or stock in one corporation for stock inmust be included in the amount realized. This is like property. The trade of a piece of ma-
another corporation. If this is a result of atrue even if neither you nor the buyer is person- chinery for a store building is not a trade of
merger, recapitalization, transfer to a controlledally liable for the debt. For example, if you sell or like property. Real property located in the
corporation, bankruptcy, corporate division, cor-trade property that is subject to a nonrecourse United States and real property located porate acquisition, or other corporate reorgani-loan, the amount you realize generally includes outside the United States are not like prop- zation, you do not recognize gain or loss.the full amount of the note assumed by the buyer erty. Also, personal property used

even if the amount of the note is more than the Stock for stock of the same corporation.predominantly within the United States and
fair market value of the property. You can exchange common stock for commonpersonal property used predominantly

stock or preferred stock for preferred stock in theoutside the United States are not like prop-
Example. You sell stock that you had same corporation without having a recognizederty.

pledged as security for a bank loan of $8,000. gain or loss. This is true for a trade between two
5) The property to be received must be iden-Your basis in the stock is $6,000. The buyer stockholders as well as a trade between a stock-

tified in writing within 45 days after thepays off your bank loan and pays you $20,000 in holder and the corporation.
date you transfer the property given up incash. The amount realized is $28,000 ($20,000

Convertible stocks and bonds. You gen-the trade.+ $8,000). Your gain is $22,000 ($28,000 −
erally will not have a recognized gain or loss if$6,000). 6) The property to be received must be re- you convert bonds into stock or preferred stock

ceived by the earlier of:Payment of cash. If you trade property and into common stock of the same corporation ac-
cash for other property, the amount you realize cording to a conversion privilege in the terms of

a) The 180th day after the date on whichis the fair market value of the property you re- the bond or the preferred stock certificate.
you transfer the property given up inceive. Determine your gain or loss by sub-

Property for stock of a controlledthe trade, ortracting the cash you pay plus the adjusted basis
corporation. If you transfer property to a cor-of the property you trade in from the amount you b) The due date, including extensions, for poration solely in exchange for stock in thatrealize. If the result is a positive number, it is a your tax return for the year in which the corporation, and immediately after the trade yougain. If the result is a negative number, it is a transfer of the property given up oc- are in control of the corporation, you ordinarilyloss. curs. will not recognize a gain or loss. This rule ap-
plies both to individuals and to groups whoNo gain or loss. You may have to use a basis

If you trade property with a related party in a transfer property to a corporation. It does notfor figuring gain that is different from the basis
like-kind exchange, a special rule may apply. apply if the corporation is an investment com-used for figuring loss. In this case, you may have
See Related Party Transactions, later in this pany.neither a gain nor a loss. See Basis Other Than
chapter. Also, see chapter 1 of Publication 544 For this purpose, to be in control of a corpo-Cost in chapter 14.
for more information on exchanges of business ration, you or your group of transferors must
property and special rules for exchanges using own, immediately after the exchange, at leastNontaxable Trades qualified intermediaries or involving multiple 80% of the total combined voting power of all
properties. classes of stock entitled to vote and at least 80%This section discusses trades that generally do

of the outstanding shares of each class of non-not result in a taxable gain or deductible loss.
voting stock of the corporation.Partially nontaxable exchange. If you re-For more information on nontaxable trades, see

If this provision applies to you, you mustceive money or unlike property in addition to likechapter 1 of Publication 544.
attach to your return a complete statement of allproperty, and the above six conditions are met,
facts pertinent to the exchange.you have a partially nontaxable trade. You areLike-kind exchanges. If you trade business

taxed on any gain you realize, but only up to theor investment property for other business or Additional information. For more informa-
investment property of a like kind, you do not amount of the money and the fair market value tion on trades of stock, see Nontaxable Trades
pay tax on any gain or deduct any loss until you of the unlike property you receive. You cannot in chapter 4 of Publication 550.
sell or dispose of the property you receive. To be deduct a loss.
nontaxable, a trade must meet all six of the Insurance policies and annuities. You will

Like property and unlike property trans-following conditions. not have a recognized gain or loss if the insured
ferred. If you give up unlike property in addi- or annuitant is the same under both contracts
tion to the like property, you must recognize gain1) The property must be business or invest- and you trade:
or loss on the unlike property you give up. Thement property. You must hold both the
gain or loss is the difference between the ad-property you trade and the property you 1) A life insurance contract for another life
justed basis of the unlike property and its fairreceive for productive use in your trade or insurance contract or for an endowment or
market value.business or for investment. Neither prop- annuity contract,
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2) An endowment contract for an annuity Like-kind exchanges. Generally, if you trade 8) Two corporations that are members of the
contract or for another endowment con- business or investment property for other busi- same controlled group. (Under certain con-
tract that provides for regular payments ness or investment property of a like kind, no ditions, however, these losses are not dis-
beginning at a date not later than the be- gain or loss is recognized. See Like-kind ex- allowed but must be deferred.)
ginning date under the old contract, or changes earlier under Nontaxable Trades.

9) Two partnerships if the same persons
This rule also applies to trades of property

3) An annuity contract for another annuity own, directly or indirectly, more than 50%
between related parties, defined next under

contract. of the capital interests or the profit inter-
Losses on sales or trades of property. However,

ests in both partnerships.
You also may not have to recognize gain or if either you or the related party disposes of the

loss on an exchange of a portion of an annuity like property within 2 years after the trade, you Multiple property sales or trades. If you
contract for another annuity contract. See Reve- both must report any gain or loss not recognized sell or trade to a related party a number of blocks
nue Ruling 2003–76 and Notice 2003–51. on the original trade on your return filed for the of stock or pieces of property in a lump sum, you

year in which the later disposition occurs.Exchanges of contracts not included in this must figure the gain or loss separately for each
list, such as an annuity contract for an endow- block of stock or piece of property. The gain onLosses on sales or trades of property. You
ment contract, or an annuity or endowment con- each item may be taxable. However, you cannotcannot deduct a loss on the sale or trade of
tract for a life insurance contract, are taxable. deduct the loss on any item. Also, you cannotproperty, other than a distribution in complete

reduce gains from the sales of any of theseliquidation of a corporation, if the transaction isDemutualization of life insurance
items by losses on the sales of any of the otherdirectly or indirectly between you and the follow-companies. If you received stock in exchange
items.ing related parties. for your equity interest as a policyholder or an

annuitant, you generally will not have a recog- Indirect transactions. You cannot deduct1) Members of your family. This includes onlynized gain or loss. See Demutualization of Life your loss on the sale of stock through youryour brothers and sisters, half-brothersInsurance Companies in Publication 550. broker if, under a prearranged plan, a relatedand half-sisters, spouse, ancestors (par-
party buys the same stock you had owned. Thisents, grandparents, etc.), and lineal de-U.S. Treasury notes or bonds. You can trade does not apply to a trade between related par-scendants (children, grandchildren, etc.).certain issues of U.S. Treasury obligations for ties through an exchange that is purely coinci-

other issues designated by the Secretary of the 2) A partnership in which you directly or indi- dental and is not prearranged.
Treasury, with no gain or loss recognized on the rectly own more than 50% of the capital

Constructive ownership of stock. In de-trade. interest or the profits interest.
termining whether a person directly or indirectly

3) A corporation in which you directly or indi- owns any of the outstanding stock of a corpora-Transfers Between rectly own more than 50% in value of the tion, the following rules apply.
outstanding stock. (See Constructive own-Spouses Rule 1. Stock directly or indirectly owned byership of stock, later.)

or for a corporation, partnership, estate, or trustGenerally, no gain or loss is recognized on a 4) A tax-exempt charitable or educational or- is considered owned proportionately by or for itstransfer of property from an individual to (or in ganization that is directly or indirectly con- shareholders, partners, or beneficiaries.trust for the benefit of) a spouse, or if incident to trolled, in any manner or by any method,
a divorce, a former spouse. This nonrecognition Rule 2. An individual is considered to ownby you or by a member of your family,
rule does not apply if the recipient spouse or the stock that is directly or indirectly owned by orwhether or not this control is legally en-
former spouse is a nonresident alien. The rule for his or her family. Family includes only broth-forceable.
also does not apply to a transfer in trust to the ers and sisters, half-brothers and half-sisters,

In addition, a loss on the sale or trade ofextent the adjusted basis of the property is less spouse, ancestors, and lineal descendants.
property is not deductible if the transaction isthan the amount of the liabilities assumed plus

Rule 3. An individual owning, other than bydirectly or indirectly between the following re-any liabilities on the property.
applying rule 2, any stock in a corporation islated parties.Any transfer of property to a spouse or for- considered to own the stock that is directly or

mer spouse on which gain or loss is not recog- indirectly owned by or for his or her partner.1) A grantor and fiduciary, or the fiduciary
nized is treated by the recipient as a gift and is and beneficiary, of any trust. Rule 4. When applying rule 1, 2, or 3, stocknot considered a sale or exchange. The

constructively owned by a person under rule 1 is2) Fiduciaries of two different trusts, or therecipient’s basis in the property will be the same
treated as actually owned by that person. Butfiduciary and beneficiary of two differentas the adjusted basis of the giver immediately
stock constructively owned by an individualtrusts, if the same person is the grantor ofbefore the transfer. This carryover basis rule
under rule 2 or rule 3 is not treated as owned byboth trusts.applies whether the adjusted basis of the trans-
that individual for again applying either rule 2 orferred property is less than, equal to, or greater 3) A trust fiduciary and a corporation of which rule 3 to make another person the constructivethan either its fair market value at the time of more than 50% in value of the outstanding owner of the stock.transfer or any consideration paid by the recipi- stock is directly or indirectly owned by or

ent. This rule applies for purposes of determin- Property received from a related party. Iffor the trust, or by or for the grantor of the
ing loss as well as gain. Any gain recognized on you sell or trade at a gain property that youtrust.
a transfer in trust increases the basis. acquired from a related party, you recognize the

4) A corporation and a partnership if theA transfer of property is incident to a divorce gain only to the extent it is more than the loss
same persons own more than 50% inif the transfer occurs within 1 year after the date previously disallowed to the related party. This
value of the outstanding stock of the cor-on which the marriage ends, or if the transfer is rule applies only if you are the original transferee
poration and more than 50% of the capitalrelated to the ending of the marriage. and you acquired the property by purchase or
interest, or the profits interest, in the part-

exchange. This rule does not apply if the related
nership.

party’s loss was disallowed because of the washRelated Party Transactions
5) Two S corporations if the same persons sale rules described in chapter 4 of Publication

own more than 50% in value of the out- 550 under Wash sales.Special rules apply to the sale or trade of prop-
standing stock of each corporation. If you sell or trade at a loss property that youerty between related parties.

acquired from a related party, you cannot recog-
6) Two corporations, one of which is an SGain on sale or trade of depreciable nize the loss that was not allowed to the related

corporation, if the same persons own moreproperty. Your gain from the sale or trade of party.
than 50% in value of the outstanding stock

property to a related party may be ordinary in-
of each corporation.

come, rather than capital gain, if the property Example 1. Your brother sells you stock for
can be depreciated by the party receiving it. See 7) An executor and a beneficiary of an estate $7,600. His cost basis is $10,000. Your brother
chapter 3 of Publication 544 for more informa- (except in the case of a sale or trade to cannot deduct the loss of $2,400. Later, you sell
tion. satisfy a pecuniary bequest). the same stock to an unrelated party for
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$10,500, realizing a gain of $2,900. Your report- sale as a capital gain. However, you cannot
1) Property held mainly for sale to cus-able gain is $500 — the $2,900 gain minus the deduct a loss from selling personal use property.

tomers or property that will physically be-$2,400 loss not allowed to your brother.
come a part of the merchandise that is for
sale to customers. Example 2. If, in Example 1, you sold the Discounted Debt Instruments

stock for $6,900 instead of $10,500, your recog- 2) Depreciable property used in your trade
Treat your gain or loss on the sale, redemption,nized loss is only $700 (your $7,600 basis minus or business, even if fully depreciated. 
or retirement of a bond or other debt instrument$6,900). You cannot deduct the loss that was

3) Real property used in your trade or busi- originally issued at a discount or bought at anot allowed to your brother.
ness. discount as capital gain or loss, except as ex-

plained in the following discussions.4) A copyright, a literary, musical, or artis-
tic composition, a letter or memoran- Short-term government obligations. Treat
dum, or similar property:Capital Gains gains on short-term federal, state, or local gov-

ernment obligations (other than tax-exempt obli-a) Created by your personal efforts,and Losses gations) as ordinary income up to your ratable
b) Prepared or produced for you as a let- share of the acquisition discount. This treatment

This section discusses the tax treatment of ter, memorandum, or similar property, applies to obligations that have a fixed maturity
gains and losses from different types of invest- or date not more than 1 year from the date of issue.
ment transactions. Acquisition discount is the stated redemptionc) Acquired under circumstances (for ex-

price at maturity minus your basis in the obliga-Character of gain or loss.      You need to ample, by gift) entitling you to the basis
tion.classify your gains and losses as either ordinary of the person who created the property

However, do not treat these gains as incomeor capital gains or losses. You then need to or for whom it was prepared or pro-
to the extent you previously included the dis-classify your capital gains and losses as either duced.
count in income. See Discount on Short-Termshort term or long term. If you have long-term
Obligations in chapter 1 of Publication 550.5) Accounts or notes receivable acquiredgains and losses, you must identify your 28%

in the ordinary course of a trade or busi-rate gains and losses. If you have a net capital
Short-term nongovernment obligations.ness for services rendered or from the salegain, you must also identify your qualified 5-year
Treat gains on short-term nongovernment obli-of property described in (1).gain and any unrecaptured section 1250 gain.
gations as ordinary income up to your ratableThe correct classification and identification 6) U.S. Government publications that you share of original issue discount (OID). This treat-helps you figure the limit on capital losses and received from the government for free or ment applies to obligations that have a fixedthe correct tax on capital gains. Reporting capi- for less than the normal sales price, or that maturity date of not more than 1 year from thetal gains and losses is explained in chapter 17. you acquired under circumstances entitling date of issue.

you to the basis of someone who received However, to the extent you previously in-Capital or Ordinary the publications for free or for less than the cluded the discount in income, you do not have
normal sales price. to include it in income again. See Discount onGain or Loss

Short-Term Obligations in chapter 1 of Publica-7) Certain commodities derivative finan-
tion 550.If you have a taxable gain or a deductible loss cial instruments held by commodities de-

from a transaction, it may be either a capital gain rivatives dealers.
Tax-exempt state and local governmentor loss or an ordinary gain or loss, depending on

8) Hedging transactions, but only if the bonds. If these bonds were originally issuedthe circumstances. Generally, a sale or trade of
transaction is clearly identified as a hedg- at a discount before September 4, 1982, or youa capital asset (defined next) results in a capital
ing transaction before the close of the day acquired them before March 2, 1984, treat yourgain or loss. A sale or trade of a noncapital asset
on which it was acquired, originated, or part of the OID as tax-exempt interest. To figuregenerally results in ordinary gain or loss. De-
entered into. your gain or loss on the sale or trade of thesepending on the circumstances, a gain or loss on

bonds, reduce the amount realized by your parta sale or trade of property used in a trade or 9) Supplies of a type you regularly use or
of the OID.business may be treated as either capital or consume in the ordinary course of your

If the bonds were issued after September 3,ordinary, as explained in Publication 544. In trade or business.
1982, and acquired after March 1, 1984, in-some situations, part of your gain or loss may be
crease the adjusted basis by your part of thea capital gain or loss and part may be an ordi-
OID to figure gain or loss. For more informationnary gain or loss.

Investment Property on the basis of these bonds, see Discounted
Debt Instruments in chapter 4 of PublicationCapital Assets and Investment property is a capital asset. Any gain 550.

or loss from its sale or trade is generally a capital Any gain from market discount is usuallyNoncapital Assets
gain or loss. taxable on disposition or redemption of tax-ex-

empt bonds. If you bought the bonds before MayFor the most part, everything you own and use
Gold, silver, stamps, coins, gems, etc. 1, 1993, the gain from market discount is capitalfor personal purposes, pleasure, or investment
These are capital assets except when they are gain. If you bought the bonds after April 30,is a capital asset. Some examples are:
held for sale by a dealer. Any gain or loss you 1993, the gain is ordinary income.• Stocks or bonds held in your personal ac- have from their sale or trade generally is a capi- You figure the market discount by sub-

count, tal gain or loss. tracting the price you paid for the bond from the
sum of the original issue price of the bond and• A house owned and used by you and your

Stocks, stock rights, and bonds. All of these the amount of accumulated OID from the date offamily,
(including stock received as a dividend) are cap- issue that represented interest to any earlier• Household furnishings, ital assets except when held for sale by a securi- holders. For more information, see Market Dis-
ties dealer. However, if you own small business count Bonds in chapter 1 of Publication 550.• A car used for pleasure or commuting,
stock, see Losses on Section 1244 (Small Busi- A loss on the sale or other disposition of a• Coin or stamp collections, ness) Stock and Losses on Small Business In- tax-exempt state or local government bond is
vestment Company Stock in chapter 4 of deductible as a capital loss.• Gems and jewelry, and
Publication 550.

Redeemed before maturity. If a state or• Gold, silver, or any other metal.
Personal use property. Property held for per- local bond that was issued before June 9, 1980,
sonal use only, rather than for investment, is aAny property you own is a capital asset, ex- is redeemed before it matures, the OID is not
capital asset, and you must report a gain from itscept the following noncapital assets. taxable to you.
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If a state or local bond issued after June 8, Retirement of debt instrument. Any or officer are “related parties,” as defined
1980, is redeemed before it matures, the part of amount that you receive on the retirement of a earlier under Related Party Transactions,
the OID that is earned while you hold the bond is debt instrument is treated in the same way as if or if you are the aunt, uncle, nephew, or
not taxable to you. However, you must report the you had sold or traded that instrument. niece of the owner or officer.
unearned part of the OID as a capital gain.

If the actual loss that is finally determined isNotes of individuals. If you hold an obligation
more than the amount you deducted as an esti-of an individual that was issued with OID afterExample. On July 1, 1992, the date of is-
mated loss, you can claim the excess loss as aMarch 1, 1984, you generally must include thesue, you bought a 20-year, 6% municipal bond
bad debt. If the actual loss is less than theOID in your income currently, and your gain orfor $800. The face amount of the bond was
amount deducted as an estimated loss, youloss on its sale or retirement is generally capital$1,000. The $200 discount was OID. At the time
must include in income (in the final determina-gain or loss. An exception to this treatment ap-the bond was issued, the issuer had no intention
tion year) the excess loss claimed. See Recov-plies if the obligation is a loan between individu-of redeeming it before it matured. The bond was
eries in Publication 525, Taxable andals and all of the following requirements are met.callable at its face amount beginning 10 years
Nontaxable Income.after the issue date.

1) The lender is not in the business of lending Nonbusiness bad debt. If you choose toThe issuer redeemed the bond at the end of
money. treat the loss as a bad debt, see How to report11 years (July 1, 2003) for its face amount of

bad debts, later.$1,000 plus accrued annual interest of $60. The 2) The amount of the loan, plus the amount
OID earned during the time you held the bond, of any outstanding prior loans, is $10,000
$73, is not taxable. The $60 accrued annual or less.

Sale of Annuityinterest also is not taxable. However, you must
3) Avoiding federal tax is not one of the prin-report the unearned part of the OID ($127) as a

cipal purposes of the loan. The part of any gain on the sale of an annuitycapital gain.
contract before its maturity date that is based onIf the exception applies, or the obligation wasLong-term debt instruments issued after interest accumulated on the contract is ordinaryissued before March 2, 1984, you do not include1954 and before May 28, 1969 (or before July income.the OID in your income currently. When you sell2, 1982, if a government instrument). If you

or redeem the obligation, the part of your gainsell, trade, or redeem for a gain one of these
that is not more than your accrued share of thedebt instruments, the part of your gain that is not Nonbusiness Bad DebtsOID at that time is ordinary income. The rest ofmore than your ratable share of the OID at the
the gain, if any, is capital gain. Any loss on thetime of the sale or redemption is ordinary in- If someone owes you money that you cannotsale or redemption is capital loss.come. The rest of the gain is capital gain. If, collect, you have a bad debt. You may be able to

however, there was an intention to call the debt deduct the amount owed to you when you figure
instrument before maturity, all of your gain that is your tax for the year the debt becomes worth-Deposit in Insolvent or Bankruptnot more than the entire OID is treated as ordi- less. A debt must be genuine for you to deduct aFinancial Institutionnary income at the time of the sale. This treat- loss. A debt is genuine if it arises from a
ment of taxable gain also applies to corporate debtor-creditor relationship based on a valid andIf you lose money you have on deposit in ainstruments issued after May 27, 1969, under a enforceable obligation to repay a fixed or deter-qualified financial institution that becomes insol-written commitment that was binding on May 27, minable sum of money.vent or bankrupt, you may be able to deduct1969, and at all times thereafter. Bad debts that you did not get in the courseyour loss in one of three ways.

of operating your trade or business are nonbusi-Long-term debt instruments issued after
1) Ordinary loss, ness bad debts. To be deductible, nonbusinessMay 27, 1969 (or after July 1, 1982, if a gov-

bad debts must be totally worthless. You cannoternment instrument). If you hold one of these 2) Casualty loss, or
deduct a partly worthless nonbusiness debt.debt instruments, you must include a part of the

3) Nonbusiness bad debt (short-term capitalOID in your gross income each year that you
loss). Basis in bad debt required. To deduct a badown the instrument. Your basis in that debt in-

debt, you must have a basis in it — that is, youstrument is increased by the amount of OID that
Ordinary loss or casualty loss. If you can must have already included the amount in youryou have included in your gross income. See

reasonably estimate your loss, you can choose income or loaned out your cash. For example,Original Issue Discount (OID) in chapter 8 for
to treat the estimated loss as either an ordinary you cannot claim a bad debt deduction forinformation about the OID that you must report
loss or a casualty loss in the current year. Either court-ordered child support not paid to you byon your tax return.
way, you claim the loss as an itemized deduc- your former spouse. If you are a cash methodIf you sell or trade the debt instrument before
tion. taxpayer (as most individuals are), you generallymaturity, your gain is a capital gain. However, if

If you claim an ordinary loss, report it as a cannot take a bad debt deduction for unpaidat the time the instrument was originally issued
miscellaneous itemized deduction on line 22 of salaries, wages, rents, fees, interest, dividends,there was an intention to call it before its matur-
Schedule A (Form 1040). The maximum and similar items.ity, your gain generally is ordinary income to the
amount you can claim is $20,000 ($10,000 if youextent of the entire OID reduced by any amounts
are married filing separately) reduced by any How to report bad debts.  Deduct nonbusi-of OID previously includible in your income. In
expected state insurance proceeds. Your loss is ness bad debts as short-term capital losses onthis case, the rest of the gain is a capital gain.
subject to the 2%-of-adjusted-gross-income Schedule D (Form 1040).

Market discount bonds. If the debt instru- limit. You cannot choose to claim an ordinary In Part I, line 1 of Schedule D, enter thement has market discount and you chose to loss if any part of the deposit is federally insured. name of the debtor and “statement attached” ininclude the discount in income as it accrued, If you claim a casualty loss, attach Form column (a). Enter the amount of the bad debt inincrease your basis in the debt instrument by the 4684, Casualties and Thefts, to your return. parentheses in column (f). Also enter theaccrued discount to figure capital gain or loss on Each loss must be reduced by $100. Your total amount of the bad debt in parentheses in col-its disposition. If you did not choose to include casualty losses for the year are reduced by 10% umn (g) if the debt became worthless after Maythe discount in income as it accrued, you must of your adjusted gross income. 5, 2003. Use a separate line for each bad debt.report gain as ordinary interest income up to the You cannot choose either of these methods For each bad debt, attach a statement toinstrument’s accrued market discount. The rest if: your return that contains:of the gain is capital gain. See Market Discount
Bonds in chapter 1 of Publication 550. 1) You own at least 1% of the financial insti- 1) A description of the debt, including the

A different rule applies to market discount tution, amount, and the date it became due,
bonds issued before July 19, 1984, and pur-

2) You are an officer of the institution, or 2) The name of the debtor, and any businesschased by you before May 1, 1993. See Market
or family relationship between you and the3) You are related to such an owner or of-discount bonds under Discounted Debt Instru-
debtor,ficer. You are related if you and the ownerments in chapter 4 of Publication 550.
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3) The efforts you made to collect the debt, Do not confuse the trade date with the Nontaxable stock rights. Your holding period
and settlement date, which is the date by for nontaxable stock rights begins on the same

which the stock must be delivered and day as the holding period of the underlyingCAUTION
!

4) Why you decided the debt was worthless.
payment must be made. stock. The holding period for stock acquiredFor example, you could show that the bor-

through the exercise of stock rights begins onrower has declared bankruptcy, or that le-
Example. You are a cash method, calendar the date the right was exercised.gal action to collect would probably not

year taxpayer. You sold stock at a gain on De-result in payment of any part of the debt.
cember 29, 2003. According to the rules of the Rollover of Gain Fromstock exchange, the sale was closed by deliveryFiling a claim for refund.  If you do not
of the stock 3 trading days after the sale, on Publicly Traded Securitiesdeduct a bad debt on your original return for the
January 2, 2004. You received payment of theyear it becomes worthless, you can file a claim

You may qualify for a tax-free rollover of certainsales price on that same day. Report your gainfor a credit or refund due to the bad debt. To do
gains from the sale of publicly traded securities.on your 2003 return, even though you receivedthis, use Form 1040X to amend your return for
This means that if you buy certain replacementthe payment in 2004. The gain is long term orthe year the debt became worthless. You must
property and make the choice described in thisshort term depending on whether you held thefile it within 7 years from the date your original
section, you postpone part or all of your gain.stock more than 1 year. Your holding periodreturn for that year had to be filed, or 2 years

You postpone the gain by adjusting the basisended on December 29. If you had sold thefrom the date you paid the tax, whichever is
of the replacement property as described in Ba-stock at a loss, you would also report it on yourlater. For more information about filing a claim,
sis of replacement property, later. This2003 return.see Amended Returns and Claims for Refund in
postpones your gain until the year you disposechapter 1. Nontaxable trades. If you acquire investment of the replacement property.

property in a trade for other investment propertyAdditional information. For more informa- You qualify to make this choice if you meet
and your basis for the new property is deter-tion, see Nonbusiness Bad Debts in Publication all the following tests.
mined, in whole or in part, by your basis in the550. For information on business bad debts, see
old property, your holding period for the newchapter 11 of Publication 535, Business Ex- 1) You sell publicly traded securities at a
property begins on the day following the datepenses. gain. Publicly traded securities are securi-
you acquired the old property. ties traded on an established securities

market.Property received as a gift. If you receive aLosses on Section 1244 (Small
gift of property and your basis is determined by 2) Your gain from the sale is a capital gain.Business) Stock
the donor’s adjusted basis, your holding period

3) During the 60-day period beginning on theis considered to have started on the same day You can deduct as an ordinary loss, rather than
date of the sale, you buy replacementthe donor’s holding period started.as a capital loss, your loss on the sale, trade, or
property. This replacement property mustIf your basis is determined by the fair marketworthlessness of section 1244 stock. Report the
be either common stock or a partnershipvalue of the property, your holding period startsloss on Form 4797, line 10. Any gain on this
interest in a specialized small business in-on the day after the date of the gift.stock is capital gain and is reported on Schedule
vestment company (SSBIC). This is anyD (Form 1040) if the stock is a capital asset in Inherited property. If you inherit investment partnership or corporation licensed by theyour hands. See Losses on Section 1244 (Small property, your capital gain or loss on any later Small Business Administration under sec-Business) Stock in chapter 4 of Publication 550. disposition of that property is treated as a tion 301(d) of the Small Business Invest-

long-term capital gain or loss. This is true re- ment Act of 1958, as in effect on May 13,
gardless of how long you actually held the prop-Losses on Small Business 1993.
erty.Investment Company Stock
Real property bought. To figure how long Amount of gain recognized. If you make the

See Losses on Small Business Investment you have held real property bought under an choice described in this section, you must rec-
Company Stock in chapter 4 of Publication 550. unconditional contract, begin counting on the ognize gain only up to the following amount.

day after you received title to it or on the dayHolding Period 1) The amount realized on the sale, minusafter you took possession of it and assumed the
burdens and privileges of ownership, whichever 2) The cost of any common stock or partner-If you sold or traded investment property, you
happened first. However, taking delivery or pos- ship interest in an SSBIC that you boughtmust determine your holding period for the prop-
session of real property under an option agree- during the 60-day period beginning on theerty. Your holding period determines whether
ment is not enough to start the holding period. date of sale (and did not previously takeany capital gain or loss was a short-term or
The holding period cannot start until there is an into account on an earlier sale of publiclylong-term capital gain or loss.
actual contract of sale. The holding period of the traded securities).Long term or short term. If you hold invest- seller cannot end before that time.

If this amount is less than the amount of yourment property more than 1 year, any capital
Automatic investment service. In determin- gain, you can postpone the rest of your gain,gain or loss is a long-term capital gain or loss. If
ing your holding period for shares bought by the subject to the limit described next. If this amountyou hold the property 1 year or less, any capital
bank or other agent, full shares are considered is equal to or more than the amount of your gain,gain or loss is a short-term capital gain or loss.
bought first and any fractional shares are con- you must recognize the full amount of your gain.To determine how long you held the invest-
sidered bought last. Your holding period startsment property, begin counting on the date after Limit on gain postponed. The amount ofon the day after the bank’s purchase date. If athe day you acquired the property. The day you gain you can postpone each year is limited to theshare was bought over more than one purchasedisposed of the property is part of your holding smaller of:date, your holding period for that share is a splitperiod.
holding period. A part of the share is considered 1) $50,000 ($25,000 if you are married and
to have been bought on each date that stockExample. If you bought investment property file a separate return), or
was bought by the bank with the proceeds ofon February 5, 2002, and sold it on February 5,

2) $500,000 ($250,000 if you are married andavailable funds.2003, your holding period is not more than 1
file a separate return), minus the amountyear and you have a short-term capital gain or Stock dividends. The holding period for stock
of gain you postponed for all earlier years.loss. If you sold it on February 6, 2003, your you received as a taxable stock dividend begins

holding period is more than 1 year and you will on the date of distribution.
Basis of replacement property. You musthave a long-term capital gain or loss. The holding period for new stock you re-
subtract the amount of postponed gain from theSecurities traded on established market. ceived as a nontaxable stock dividend begins on
basis of your replacement property.For securities traded on an established securi- the same day as the holding period of the old

ties market, your holding period begins the day stock. This rule also applies to stock acquired in How to report and postpone gain. See
after the trade date you bought the securities, a “spin-off,” which is a distribution of stock or chapter 4 of Publication 550 for details on how to
and ends on the trade date you sold them. securities in a controlled corporation. report and postpone the gain.
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Form (and Instructions) Subtract the adjusted basis from the amount
realized to get your gain or loss.

❏ Schedule D (Form 1040) Capital Gains
and Losses16. Selling price

− Selling expenses❏ 8822 Change of Address
Amount realized❏ 8828 Recapture of Federal Mortgage

SubsidySelling Your Amount realized
− Adjusted basis

Home Gain or loss

Main Home Selling PriceImportant Reminders
This section explains the term “main home.”

The selling price is the total amount you receive
Usually, the home you live in most of the time isChange of address. If you change your mail- for your home. It includes money, all notes,
your main home and can be a:ing address, be sure to notify the IRS using mortgages, or other debts assumed by the

Form 8822, Change of Address. Mail it to the buyer as part of the sale, and the fair market• House,
Internal Revenue Service Center for your old value of any other property or any services you• Houseboat,address. (Addresses for the Service Centers are receive.
on the back of the form.) • Mobile home, Payment by employer. You may have to

sell your home because of a job transfer. If your• Cooperative apartment, orHome sold with undeducted points. If you
employer pays you for a loss on the sale or forhave not deducted all the points you paid to • Condominium. your selling expenses, do not include the pay-secure a mortgage on your old home, you may
ment as part of the selling price. Your employerbe able to deduct the remaining points in the To exclude gain under the rules of this chap- will include it as wages in box 1 of your Formyear of the sale. See Mortgage ending early ter, you generally must have owned and lived in W–2 and you will include it in your gross incomeunder Points in chapter 25. the property as your main home for at least 2 as wages on line 7 of Form 1040.

years during the 5-year period ending on the
Option to buy. If you grant an option to buydate of sale.

your home and the option is exercised, add the
amount you receive for the option to the sellingLand. If you sell the land on which your mainIntroduction
price of your home. If the option is not exercised,home is located, but not the house itself, you

This chapter explains the tax rules that apply you must report the amount as ordinary incomecannot exclude any gain you have from the sale
when you sell your main home. Generally, your in the year the option expires. Report thisof the land.

amount on line 21 of Form 1040.main home is the one in which you live most of
Example. On March 4, 2003, you sell thethe time.

Form 1099–S. If you received Form 1099–S,land on which your main home is located. YouIf you sold your main home in 2003, you may
Proceeds From Real Estate Transactions, box 2buy another piece of land and move your housebe able to exclude from income any gain up to a (gross proceeds) should show the total amountto it. This sale is not considered a sale of yourlimit of $250,000 ($500,000 on a joint return in you received for your home.main home, and you cannot exclude any gain onmost cases). See Excluding the Gain, later. If However, box 2 will not include the fair mar-the sale of the land.you can exclude all of the gain, you do not need ket value of any property other than cash or

to report the sale on your tax return. notes, or any services, you received or will re-More than one home. If you have more than
If you have gain that cannot be excluded, it is ceive. Instead, box 4 will be checked to indicateone home, you can exclude gain only from the

taxable. Report it on Schedule D (Form 1040). your receipt (or expected receipt) of these items.sale of your main home. You must include in
You may also have to include Form 4797, Sales If you can exclude the entire gain, the personincome the gain from the sale of any other
of Business Property. See Reporting the Sale, responsible for closing the sale generally will nothome. If you have two homes and live in both of
later. have to report it on Form 1099–S. If you do notthem, your main home is ordinarily the one you

receive Form 1099–S, use sale documents andIf you have a loss on the sale, you cannot live in most of the time.
other records to figure the total amount youdeduct it on your return.
received for your home.Example 1. You own and live in a house inThe main topics in this chapter are:

the city. You also own a beach house, which you
• Figuring gain or loss, use during summer months. The house in the Amount Realized

city is your main home.• Basis,
The amount realized is the selling price minus• Excluding the gain, Example 2. You own a house, but you live in selling expenses.

another house that you rent. The rented house is• Ownership and use tests, and Selling expenses. Selling expenses in-your main home.
clude:• Reporting the sale.

Property used partly as your main home. If • Commissions,Other topics include:
you use only part of the property as your main

• Advertising fees,• Business use or rental of home, and home, the rules discussed in this chapter apply
only to the gain or loss on the sale of that part of • Legal fees, and• Recapturing a federal mortgage subsidy.
the property. For details, see Business Use or

• Loan charges paid by the seller, such asRental of Home, later.
loan placement fees or “points.”Useful Items

You may want to see:

Adjusted Basis
Publication Figuring Gain or Loss

While you owned your home, you may have
❏ 523 Selling Your Home

To figure the gain or loss on the sale of your made adjustments (increases or decreases) to
❏ 530 Tax Information for First-Time main home, you must know the selling price, the basis. This adjusted basis must be deter-

Homeowners the amount realized, and the adjusted basis. mined before you can figure gain or loss on the
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sale of your home. For information on how to trade-in and allowed you $50,000 toward a new Also see Publication 523 for additional items
figure your home’s adjusted basis, see Adjusted home priced at $80,000. This is treated as a sale and a discussion of basis other than cost.
Basis under Determining Basis later. of your old home for $50,000 with a gain of

$9,000 ($50,000 –  $41,000).
Adjusted BasisIf the dealer had allowed you $27,000 andAmount of Gain or Loss

assumed your unpaid mortgage of $23,000 on
Adjusted basis is your basis increased or de-your old home, your sales price would still beTo figure the amount of gain or loss, compare creased by certain amounts.$50,000 (the $27,000 trade-in allowed plus thethe amount realized to the adjusted basis.

$23,000 mortgage assumed).
Increases to basis. These include any:Gain on sale. If the amount realized is more

than the adjusted basis, the difference is a gain Transfer to spouse. If you transfer your home 1) Additions and other improvements thatand, except for any part you can exclude, gener- to your spouse, or to your former spouse inci- have a useful life of more than 1 year,ally is taxable. dent to your divorce, you generally have no gain
2) Special assessments for local improve-or loss. This is true even if you receive cash orLoss on sale. If the amount realized is less

ments, andother consideration for the home. Therefore, thethan the adjusted basis, the difference is a loss.
rules in this chapter do not apply.A loss on the sale of your main home cannot be 3) Amounts you spent after a casualty to re-

deducted. store damaged property.More information. If you need more infor-
mation, see Transfer to spouse in PublicationJointly owned home. If you and your spouse
523 and Property Settlements in Publication Decreases to basis. These include any:sell your jointly owned home and file a joint
504, Divorced or Separated Individuals.return, you figure your gain or loss as one tax- 1) Gain you postponed from the sale of a

payer. previous home before May 7, 1997,Determining Basis
Separate returns. If you file separate re- 2) Deductible casualty losses,

turns, each of you must figure your own gain or You need to know your basis in your home to
3) Insurance payments you received or ex-loss according to your ownership interest in the determine any gain or loss when you sell it. Your

pect to receive for casualty losses,home. Your ownership interest is determined by basis in your home is determined by how you got
state law. the home. Your basis is its cost if you bought it or 4) Payments you received for granting an

built it. If you got it in some other way (inheri- easement or right-of-way,Joint owners not married. If you and a
tance, gift, etc.), its basis is either its fair marketjoint owner other than your spouse sell your 5) Depreciation allowed or allowable if youvalue when you got it or the adjusted basis of thejointly owned home, each of you must figure used your home for business or rental pur-person you got it from.your own gain or loss according to your owner- poses,

ship interest in the home. Each of you applies While you owned your home, you may have
6) Residential energy credit (generally al-the rules discussed in this chapter on an individ- made adjustments (increases or decreases) to

lowed from 1977 through 1987) claimedual basis. your home’s basis. The result of these adjust-
for the cost of energy improvements thatments is your home’s adjusted basis, which is
you added to the basis of your home,used to figure gain or loss on the sale of yourOther Dispositions

home. See Adjusted Basis, later. 7) Adoption credit you claimed for improve-
You can find more information on basis andThe following rules apply to foreclosures and ments added to the basis of your home,

adjusted basis in chapter 14 of this publicationrepossessions, abandonments, trades, and
8) Nontaxable payments from an adoptionand in Publication 523.transfers to a spouse.

assistance program of your employer that
you used for improvements you added toForeclosure or repossession. If your home
the basis of your home,was foreclosed on or repossessed, you have a Cost As Basis

sale. 9) First-time homebuyer credit (allowed to
The cost of property is the amount you pay for itYou figure the gain or loss from the sale in certain first-time buyers of a home in the
in cash, debt obligations, other property, or serv-generally the same way as gain or loss from any District of Columbia), and
ices.sale. But the amount of your gain or loss de-

10) Energy conservation subsidy excludedpends, in part, on whether you were personally
from your gross income because you re-Purchase. If you buy your home, your basis isliable for repaying the debt secured by the
ceived it (directly or indirectly) from a pub-its cost to you. This includes the purchase pricehome. See Publication 523 for more information.
lic utility after 1992 to buy or install anyand certain settlement or closing costs. Gener-

Form 1099–A and Form 1099–C. Gener- energy conservation measure. An energyally, your purchase price includes your down
ally, you will receive Form 1099–A, Acquisition conservation measure is an installation orpayment and any debt, such as a first or second
or Abandonment of Secured Property, from your modification that is primarily designed ei-mortgage or notes you gave the seller in pay-
lender. This form will have the information you ther to reduce consumption of electricity orment for the home. If you build, or contract to
need to determine the amount of your gain or natural gas or to improve the managementbuild, a new home, your purchase price can
loss and any ordinary income from cancellation of energy demand for a home.include costs of construction, as discussed in
of debt. If your debt is canceled, you may re- Publication 523.
ceive Form 1099–C, Cancellation of Debt.

Improvements. These add to the value of
Settlement fees or closing costs. When you your home, prolong its useful life, or adapt it toAbandonment. If you abandon your home,
bought your home, you may have paid settle- new uses. You add the cost of additions andyou may have ordinary income. If the aban-
ment fees or closing costs in addition to the other improvements to the basis of your prop-doned home secures a debt for which you are
contract price of the property. You can include in erty.personally liable and the debt is canceled, you
your basis some of the settlement fees andhave ordinary income equal to the amount of the
closing costs you paid for buying the home. You Examples. Putting a recreation room or an-canceled debt. See Publication 523 for more
cannot include in your basis the fees and costs other bathroom in your unfinished basement,information.
for getting a mortgage loan. A fee paid for buying putting up a new fence, putting in new plumbing
the home is any fee you would have had to payTrading homes. If you trade your old home for or wiring, putting on a new roof, or paving your
even if you paid cash for the home.another home, treat the trade as a sale and a unpaved driveway are improvements. An addi-

Chapter 14 lists some of the settlement feespurchase. tion to your house, such as a new deck, a sun-
and closing costs that you can include in the room, or a garage, is also an improvement.

Example. You owned and lived in a home basis of property, including your home. It also
that had an adjusted basis of $41,000. A real lists some settlement costs that cannot be in- Repairs. These maintain your home in good
estate dealer accepted your old home as a cluded in basis. condition but do not add to its value or prolong
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its life. You do not add their cost to the basis of uously until January 5, 2002, when he went
1) You are married and file a joint return for abroad for a 1-year sabbatical leave. During partyour property.

the year. of the period of leave, the house was unoccu-
pied, and during the rest of the period, he rentedExamples. Repainting your house inside or 2) Either you or your spouse meets the own-
it. On January 6, 2003, he sold the house at aoutside, fixing your gutters or floors, repairing ership test.
gain.leaks or plastering, and replacing broken win-

3) Both you and your spouse meet the use Because his leave was not a short temporarydow panes are examples of repairs.
test. absence, he cannot include the period of leave

Recordkeeping.  You should keep to meet the 2-year use test. He cannot exclude4) During the 2-year period ending on therecords to prove your home’s adjusted any part of his gain, unless he qualifies for adate of the sale, neither you nor yourbasis. Ordinarily, you must keep rec-RECORDS
reduced maximum exclusion (explained later).spouse excluded gain from the sale of an-ords for 3 years after the due date for filing your Even if he does qualify for a reduced maximumother home.return for the tax year in which you sold your exclusion, he cannot exclude the part of the gain

home. But if you sold a home before May 7, equal to the depreciation he claimed or should
1997, and postponed tax on any gain, the basis have claimed while renting the house. See De-Ownership and Use Testsof that home affects the basis of the new home preciation after May 6, 1997, later.
you bought. Keep records proving the basis of To claim the exclusion, you must meet the own-

Ownership and use tests met at differentboth homes as long as they are needed for tax ership and use tests. This means that during the
times. You can meet the ownership and usepurposes. 5-year period ending on the date of the sale,
tests during different 2-year periods. However,The records you should keep include: you must have:
you must meet both tests during the 5-year pe-
riod ending on the date of the sale.1) Owned the home for at least 2 years (the

• Proof of the home’s purchase price and ownership test), and
Example. In 1994, Helen Jones lived in apurchase expenses,

2) Lived in the home as your main home for rented apartment. The apartment building was• Receipts and other records for all improve- at least 2 years (the use test). later changed to a condominium, and she
ments, additions, and other items that af- bought her apartment on December 1, 2000. In
fect the home’s adjusted basis, Exception. If you owned and lived in the prop- 2001, Helen became ill and on April 14 of that

erty as your main home for less than 2 years, year she moved to her daughter’s home. On July• Any worksheets you used to figure the ad-
you can still claim an exclusion in some cases. 10, 2003, while still living in her daughter’sjusted basis of the home you sold, the
The maximum amount you can claim will be home, she sold her apartment.gain or loss on the sale, the exclusion, and
reduced. See Reduced Maximum Exclusion, Helen can exclude gain on the sale of herthe taxable gain,
later. apartment because she met the ownership and

• Any Form 2119, Sale of Your Home, that use tests. Her 5-year period is from July 11,
you filed to postpone gain from the sale of Example 1—home owned and occupied 1998, to July 10, 2003, the date she sold the
a previous home before May 7, 1997, and for 3 years. Amanda bought and moved into apartment. She owned her apartment from De-

her main home in September 2000. She sold the cember 1, 2000, to July 10, 2003 (more than 2• Any worksheets you used to prepare Form
home at a gain on September 15, 2003. During years). She lived in the apartment from July 11,2119, such as the Adjusted Basis of Home
the 5-year period ending on the date of sale 1998 (the beginning of the 5-year period), toSold Worksheet or the Capital Improve-
(September 16, 1998 –  September 15, 2003), April 14, 2001 (more than 2 years).ments Worksheet from the Form 2119 in-
she owned and lived in the home for 3 years.structions. Cooperative apartment. If you sold stock in aShe meets the ownership and use tests.

cooperative housing corporation, the ownership
and use tests are met if, during the 5-year periodExample 2—met ownership test but not
ending on the date of sale, you:use test. Dan bought a home in 1997. After

living in it for 6 months, he moved out. He neverExcluding the Gain 1) Owned the stock for at least 2 years, andlived in the home again and sold it at a gain on
June 28, 2003. He owned the home during the 2) Lived in the house or apartment that theYou may qualify to exclude from your income all
entire 5-year period ending on the date of sale stock entitles you to occupy as your mainor part of any gain from the sale of your main
(June 29, 1998 –  June 28, 2003). However, he home for at least 2 years.home. This means that, if you qualify, you will
did not live in it for the required 2 years. He

not have to pay tax on the gain up to the limit meets the ownership test but not the use test. Exception for individuals with a disability.described under Maximum Exclusion, next. To He cannot exclude any part of his gain on the There is an exception to the use test if during thequalify, you must meet the ownership and use sale, unless he qualified for a reduced maximum 5-year period before the sale of your home:tests described later. exclusion (explained later).
You can choose not to take the exclusion. In 1) You become physically or mentally unable

that case, you must include the gain from the to care for yourself, and
sale in your gross income on your tax return for Period of Ownership and Use 2) You owned and lived in your home as yourthe year of the sale.

main home for a total of at least 1 year.The required 2 years of ownership and use dur-
ing the 5-year period ending on the date of the Under this exception, you are considered to liveMaximum Exclusion
sale do not have to be continuous. in your home during any time that you own the

 You meet the tests if you can show that you home and live in a facility (including a nursingYou can exclude up to $250,000 of the gain on
owned and lived in the property as your main home) that is licensed by a state or politicalthe sale of your main home if all of the following
home for either 24 full months or 730 days (365 subdivision to care for persons in your condition.are true.
× 2) during the 5-year period ending on the date If you meet this exception to the use test, you
of sale. still have to meet the 2-out-of-5-year ownership1) You meet the ownership test.

test to claim the exclusion.
2) You meet the use test. Temporary absence. Short temporary ab-

Previous home destroyed or condemned.sences for vacations or other seasonal ab-3) During the 2-year period ending on the
For the ownership and use tests, you add thesences, even if you rent out the property duringdate of the sale, you did not exclude gain
time you owned and lived in a previous homethe absences, are counted as periods of use.from the sale of another home.
that was destroyed or condemned to the time

You can exclude the entire gain on the sale Example. Professor Paul Beard, who is sin- you owned and lived in the home on which you
of your main home up to $500,000 if all of the gle, bought and moved into a house on August wish to exclude gain. This rule applies if any part
following are true. 28, 2000. He lived in it as his main home contin- of the basis of the home you sold depended on
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the basis of the destroyed or condemned home. b) Health, or Amy can exclude gain up to $250,000. But she
Otherwise, you must have owned and lived in cannot exclude the part of the gain equal to the

c) Unforeseen circumstances (as defined
the same home for 2 of the 5 years before the depreciation she claimed, or should have

next).sale to qualify for the exclusion. claimed, for renting the house, as explained
after Example 2.

Use Worksheet 3 in Publication 523 to figure
your reduced maximum exclusion. Example 2. William owned and used aMarried Persons

house as his main home from 1997 through
Unforeseen circumstances. The sale of yourIf you and your spouse file a joint return for the 2000. On January 1, 2001, he moved to another
main home is because of an unforeseen circum-year of sale, you can exclude gain if either state. He rented his house from that date until
stance if your primary reason for the sale is thespouse meets the ownership and use tests. (But April 30, 2003, when he sold it. During the 5-year
occurrence of an event that you did not antici-see Maximum Exclusion, earlier.) period ending on the date of sale (May 1, 1998 –
pate before buying and occupying your main April 30, 2003), William owned and lived in the
home. For more information on unforeseen cir-Example 1 –  one spouse sells a home. house for 32 months (more than 2 years). He
cumstances, see Publication 523.Emily sells her home in June 2003. She marries can exclude gain up to $250,000. However, he

Jamie later in the year. She meets the owner- cannot exclude the part of the gain equal to the
ship and use tests, but Jamie does not. She can depreciation he claimed, or should haveMore Than One Home Sold
exclude up to $250,000 of gain on a separate or claimed, for renting the house, as explainedDuring 2-Year Periodjoint return for 2003. next.

You cannot exclude gain on the sale of your Depreciation after May 6, 1997. If you wereExample 2 –  each spouse sells a home.
home if, during the 2-year period ending on the entitled to take depreciation deductions be-The facts are the same as in Example 1 except
date of the sale, you sold another home at a gain cause you used your home for business pur-that Jamie also sells a home in 2003. He meets
and excluded all or part of that gain. If you poses or as rental property, you cannot excludethe ownership and use tests on his home. Emily
cannot exclude the gain, you must include it in the part of your gain equal to any depreciationand Jamie can each exclude up to $250,000 of
your income. allowed as a deduction for periods after May 6,gain.

1997. If you can show by adequate records or
Death of spouse before sale. If your spouse other evidence that the depreciation deductionException. You can still claim an exclusion,
died and you did not remarry before the date of allowed was less than the amount allowable, thebut the maximum amount of gain you can ex-
sale, you are considered to have owned and amount you cannot exclude is the amount al-clude will be reduced, if the primary reason you
lived in the property as your main home during lowed.sold the home was:
any period of time when your spouse owned and

Property used partly for business or rental.lived in it as a main home. 1) A change in place of employment,
If you used property partly as a home and partly

2) Health, orHome transferred from spouse. If your for business or to produce income, see Publica-
home was transferred to you by your spouse (or tion 523.3) Unforeseen circumstances (as defined
former spouse if the transfer was incident to earlier).
divorce), you are considered to have owned it

For more information about this exception, seeduring any period of time when your spouse
More Than One Home Sold During 2-Year Pe-owned it. Reporting the Saleriod, in Publication 523.

Use of home after divorce. You are consid-
ered to have used property as your main home

Do not report the 2003 sale of your main homeduring any period when:
on your tax return unless:Business Use or1) You owned it, and

• You have a gain and you do not qualify to
2) Your spouse or former spouse is allowed exclude all of it, orRental of Home

to live in it under a divorce or separation
• You have a gain and you choose not toinstrument and uses it as his or her main You may be able to exclude your gain from the exclude it.home. sale of a home that you have used for business

or to produce rental income. But you must meet If you have any taxable gain on the sale of
the ownership and use tests. your main home that cannot be excluded, reportReduced Maximum

the entire gain realized on Schedule D (Form
Example 1. On May 30, 1997, Amy boughtExclusion 1040). Report it in column (f) of line 1 or line 8 of

a house. She moved in on that date and lived in Schedule D, depending on how long you owned
You can claim an exclusion, but the maximum it until May 31, 1999, when she moved out of the the home. If you sold the home after May 5,
amount of gain you can exclude will be reduced, house and put it up for rent. The house was 2003, also report the gain in column (g). If you
if either of the following is true. rented from June 1, 1999, to March 31, 2001. qualify for an exclusion, show it on the line di-

Amy moved back into the house on April 1, rectly below the line on which you report the1) You did not meet the ownership and use 2001, and lived there until she sold it on January gain. Write “Section 121 exclusion” in column (a)tests, but the primary reason you sold the 31, 2003. During the 5-year period ending on the of that line and show the amount of the exclusionhome was: date of the sale (February 1, 1998 –  January 31, in column (f) as a loss (in parentheses). If you
2003), Amy owned and lived in the house for sold the home after May 5, 2003, also show thea) A change in place of employment,
more than 2 years as shown in the table below. exclusion in column (g).

b) Health, or If you used the home for business or to
Five Year Used as Used as produce rental income, you may have to usec) Unforeseen circumstances (as defined

Period  Home  Rental Form 4797 to report the sale of the business orlater).
rental part (or the sale of the entire property if 2/1/98 –
used entirely for business or rental in that year).5/31/99 16 months2) Your exclusion would have been disal-
See Business Use or Rental of Home in Publica-lowed because of the rule described in  6/1/99 –
tion 523.More Than One Home Sold During 2-Year 3/31/01  22 months

Period, later, except that the primary rea-
Installment sale. Some sales are made under 4/1/01 –son you sold the home was:

1/31/03 22 months arrangements that provide for part or all of the
38 months 22 monthsa) A change in place of employment, selling price to be paid in a later year. These
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sales are called “installment sales.” If you fi- Sale of remainder interest. Subject to the a) At a gain, and
nance the buyer’s purchase of your home your- other rules in this chapter, you can choose to b) During the first 9 years after the date
self, instead of having the buyer get a loan or exclude gain from the sale of a remainder inter- you closed your mortgage loan.
mortgage from a bank, you probably have an est in your home. If you make this choice, you
installment sale. You may be able to report the cannot choose to exclude gain from your sale of 2) Your income for the year of disposition is
part of the gain you cannot exclude on the in- any other interest in the home that you sell more than that year’s adjusted qualifying
stallment basis. income for your family size for that yearseparately.Use Form 6252, Installment Sale Income, to (related to the income requirements a per-
report the sale. Enter your exclusion on line 15 Exception for sales to related persons. son must meet to qualify for the federally
of Form 6252. You cannot exclude gain from the sale of a subsidized program).

remainder interest in your home to a relatedSeller-financed mortgage. If you sell your
person. Related persons include your brothers When recapture does not apply. The recap-home and hold a note, mortgage, or other finan-
and sisters, half-brothers and half-sisters, ture does not apply if any of the following situa-cial agreement, the payments you receive gen-

tions apply to you:erally consist of both interest and principal. You spouse, ancestors (parents, grandparents, etc.),
must report the interest you receive as part of and lineal descendants (children, grandchildren, • Your mortgage loan was a qualified home
each payment separately as interest income. If etc.). Related persons also include certain cor- improvement loan of not more than
the buyer of your home uses the property as a porations, partnerships, trusts, and exempt or- $15,000,
main or second home, you must also report the ganizations. • The home is disposed of as a result ofname, address, and social security number

your death,(SSN) of the buyer on line 1 of either Schedule B
(Form 1040) or Schedule 1 (Form 1040A). The • You dispose of the home more than 9
buyer must give you his or her SSN and you years after the date you closed your mort-
must give the buyer your SSN. Failure to meet Recapturing a gage loan,
these requirements may result in a $50 penalty

• You transfer the home to your spouse, orfor each failure. If you or the buyer does not Federal Mortgage
to your former spouse incident to a di-have and is not eligible to get an SSN, see
vorce, where no gain is included in yourSocial Security Number in chapter 1. Subsidy
income,

More information. For more information on
If you financed your home under a federally • You dispose of the home at a loss,installment sales, see Publication 537, Install-
subsidized program (loans from tax-exemptment Sales. • Your home is destroyed by a casualty, and
qualified mortgage bonds or loans with mort- you repair it or replace it on its original site
gage credit certificates), you may have to recap- within 2 years after the end of the tax year
ture (pay back) all or part of the benefit you when the destruction happened, or
received from that program when you sell orSpecial Situations • You refinance your mortgage loan (unlessotherwise dispose of your home. You recapture

you later meet all of the conditions listedThe situations that follow may affect your exclu- the benefit by increasing your federal income tax
previously under When the recapture ap-sion. for the year of the sale. You may have to pay this plies).

recapture tax even if you can exclude your gainExpatriates. You cannot claim the exclusion if
from income under the rules discussed earlier;the expatriation tax applies to you. The expatria-

Notice of amounts. At or near the time ofthat exclusion does not affect the recapture tax.tion tax applies to U.S. citizens who have re-
settlement of your mortgage loan, you shouldnounced their citizenship (and long-term
receive a notice that provides the federally sub-residents who have ended their residency) if one
sidized amount and other information you willLoans subject to recapture rules. The re-of their principal purposes was to avoid U.S.
need to figure your recapture tax.capture applies to loans that:taxes. See chapter 4 of Publication 519, U.S.

Tax Guide for Aliens, for more information about How to figure and report the recapture. The
1) Came from the proceeds of qualified mort-expatriation tax. recapture tax is figured on Form 8828, Recap-

gage bonds, or ture of Federal Mortgage Subsidy. If you sellHome destroyed or condemned. If your
your home and your mortgage is subject to re-home was destroyed or condemned, any gain 2) Were based on mortgage credit certifi-
capture rules, you must file Form 8828 even if(for example, because of insurance proceeds cates. you do not owe a recapture tax. Attach Formyou received) qualifies for the exclusion.
8828 to your Form 1040. For more information,The recapture also applies to assumptions ofAny part of the gain that cannot be excluded
see Form 8828 and its instructions.these loans.(because it is more than the limit) may be post-

poned under the rules explained in:

• Publication 547, Casualties, Disasters, When the recapture applies. The recapture
and Thefts, in the case of a home that was of the federal mortgage subsidy applies only if
destroyed, or you meet both of the following conditions. 

• Chapter 1 of Publication 544, Sales and
1) You sell or otherwise dispose of yourOther Dispositions of Assets, in the case

home:of a home that was condemned.
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• An illustrated example of how to complete enter that net sales price in column (d) of either
Schedule D. line 1 or line 8 of Schedule D, whichever applies.

 If the net amount is entered in column (d), do17. If you sell or otherwise dispose of property not include the commissions and option premi-
used in a trade or business or for the production ums in column (e).
of income, see Publication 544, Sales and Other

Form 1099–S transactions. If you sold orDispositions of Assets, before completing
traded reportable real estate, you generallyReporting Gains Schedule D.
should receive from the real estate reporting
person a Form 1099–S showing the gross pro-

Useful Itemsand Losses ceeds.
You may want to see: “Reportable real estate” is defined as any

present or future ownership interest in any of the
Publication following:Important Change for
❏ 537 Installment Sales 1) Improved or unimproved land, including air2003 space,❏ 544 Sales and Other Dispositions of

Assets 2) Inherently permanent structures, including
Lower maximum tax rates on net capital any residential, commercial, or industrial❏ 550 Investment Income and Expenses
gain. For sales and other dispositions of prop- building,
erty after May 5, 2003 (including installment Form (and Instructions) 3) A condominium unit and its accessory fix-payments received after that date), the maxi-

tures and common elements, including❏ Schedule D (Form 1040) Capital Gainsmum tax rates on net capital gain have changed
land, andand Lossesas follows.

4) Stock in a cooperative housing corporation❏ 4797 Sales of Business Property• The 20% and 10% tax rates have been
(as defined in section 216 of the Internallowered to 15% and 5%, respectively. ❏ 6252 Installment Sale Income Revenue Code).

• The 8% tax rate for qualified 5-year gain ❏ 8582 Passive Activity Loss Limitations A “real estate reporting person” could includehas been eliminated. Instead, the new 5%
the buyer’s attorney, your attorney, the title orrate applies to gain that would have quali-
escrow company, a mortgage lender, your bro-fied for the 8% rate.
ker, the buyer’s broker, or the person acquiring
the biggest interest in the property.There is no change to the maximum tax rates Schedule D

Your Form 1099–S will show the gross pro-that apply to collectibles gain, gain on qualified
ceeds from the sale or exchange in box 2. Fol-small business stock, and unrecaptured section Report capital gains and losses on Schedule D
low the instructions for Schedule D to report1250 gain. (Form 1040). Enter your sales and trades of
these transactions and include them on line 1 orstocks, bonds, etc., and real estate (if not re-Elimination of 18% rate. In 2006, the 20%
8 as appropriate.quired to be reported on another form) on line 1rate was scheduled to be lowered to 18% for

of Part I or line 8 of Part II, as appropriate.qualified 5-year gain from property with a hold- Reconciling Forms 1099 with Schedule D.
Include all these transactions even if you did noting period that began after 2000. The 18% rate Add the following amounts reported to you for
receive a Form 1099–B, Proceeds From Brokerand the 5-year holding period have been elimi- 2003 on Forms 1099–B and 1099–S (or on
and Barter Exchange Transactions, or Formnated. The new 15% rate applies to gain on substitute statements):
1099–S, Proceeds From Real Estate Transac-property held for more than 1 year.

1) Proceeds from transactions involvingtions (or substitute statement). You can useTaxpayers who owned certain assets on
stocks, bonds, and other securities, andSchedule D–1 as a continuation schedule toJanuary 1, 2001, could have elected to treat

report more transactions.those assets as sold and repurchased on the 2) Gross proceeds from real estate transac-
same date, if they paid tax for 2001 on any tions (other than the sale of your mainInstallment sales. You cannot use the install-resulting gain. The purpose of the election was home if you had no taxable gain) not re-ment method to report a gain from the sale ofto make any future gain on the asset eligible for ported on another form or schedule.stock or securities traded on an established se-the 18% rate. That election is irrevocable. Thus,

curities market. You must report the entire gain If this total is more than the total of lines 3 and 10if you made the election, you may not amend
in the year of sale (the year in which the trade of Schedule D, attach a statement to your returnyour 2001 income tax return to get a refund of
date occurs). explaining the difference.the tax you paid on the resulting gain.

Qualified dividends. Qualified dividends Sale of property bought at various times. IfPassive activity gains and losses. If you
are subject to the same 5% or 15% maximum you sell a block of stock or other property thathave gains or losses from a passive activity, you
tax rate that applies to net capital gain. They you bought at various times, report themay also have to report them on Form 8582. In
should be shown in box 1b of Form 1099–DIV short-term gain or loss from the sale on one linesome cases, the loss may be limited under the
you receive. See chapter 9 for more information. in Part I of Schedule D and the long-term gain orpassive activity rules. Refer to Form 8582 and its

loss on one line in Part II. Write “Various” inseparate instructions for more information about
column (b) for the “Date acquired.” See thereporting capital gains and losses from a pas-
Comprehensive Example later in this chapter.sive activity.

Introduction Sale expenses.  Add to your cost or other
Form 1099–B transactions. If you sold prop- basis any expense of sale such as brokers’ fees,This chapter discusses how to report capital erty, such as stocks, bonds, or certain commodi- commissions, state and local transfer taxes, andgains and losses from sales, exchanges, and ties, through a broker, you should receive Form option premiums. Enter this adjusted amount inother dispositions of investment property on 1099–B or equivalent statement from the bro- column (e) of either Part I or Part II of ScheduleSchedule D of Form 1040. The discussion in- ker. Use the Form 1099–B or the equivalent D, whichever applies, unless you reported thecludes: statement to complete Schedule D. net sales price amount in column (d).

Report the gross proceeds shown in box 2 of For more information about adjustments to• How to report short-term gains and losses, Form 1099–B as the gross sales price in col- basis, see chapter 14.
umn (d) of either line 1 or line 8 of Schedule D,• How to report long-term gains and losses,
whichever applies. However, if the broker ad- Short-term gains and losses. Capital gain or• How to figure capital loss carryovers,
vises you, in box 2 of Form 1099–B, that gross loss on the sale or trade of investment property

• How to figure your tax using the lower tax proceeds (gross sales price) less commissions held 1 year or less is a short-term capital gain or
rates on a net capital gain, and and option premiums were reported to the IRS, loss. You report it in Part I of Schedule D. If the
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amount you report in column (f) and/or column Total net gain or loss. To figure your total net If their capital loss had been $2,000, their
capital loss deduction would have been $2,000.(g) is a loss, show it in parentheses. gain or loss, combine your net short-term capital
They would have no carryover.gain or loss (line 7b) with your net long-termYou combine your share of short-term capital

capital gain or loss (line 16). Enter the result ongains or losses from partnerships, S corpora- Use short-term losses first. When you fig-
line 17a, Part III of Schedule D. If your losses aretions, and fiduciaries, and any short-term capital ure your capital loss carryover, use your
more than your gains, see Capital Losses, next.loss carryover, with your other short-term capital short-term capital losses first, even if you in-
If both lines 16 and 17a are gains and line 40 ofgains and losses to figure your net short-term curred them after a long-term capital loss. If you
Form 1040 is more than zero, see Capital Gaincapital gain or loss on line 7b of Schedule D. have not reached the limit on the capital loss
Tax Rates, later. deduction after using the short-term capital loss,

Long-term gains and losses. A capital gain use the long-term capital losses until you reach
or loss on the sale or trade of investment prop- the limit.Capital Losses
erty held more than 1 year is a long-term capital

Decedent’s capital loss. A capital lossgain or loss. You report it in Part II of Schedule If your capital losses are more than your capital sustained by a decedent during his or her last
D. If the amount you report in column (f) or gains, you can claim a capital loss deduction. tax year (or carried over to that year from an
column (g) is a loss, show it in parentheses. Report the deduction on line 13a of Form 1040, earlier year) can be deducted only on the final

enclosed in parentheses.You also report the following in Part II of income tax return filed for the decedent. The
Schedule D: capital loss limits discussed earlier still apply in

Limit on deduction. Your allowable capital this situation. The decedent’s estate cannot de-
1) Undistributed long-term capital gains from loss deduction, figured on Schedule D, is the duct any of the loss or carry it over to following

a regulated investment company (mutual lesser of: years.
fund) or real estate investment trust

Joint and separate returns. If you and your1) $3,000 ($1,500 if you are married and file(REIT),
spouse once filed separate returns and are nowa separate return), or

2) Your share of long-term capital gains or filing a joint return, combine your separate capi-
2) Your total net loss as shown on line 17a oflosses from partnerships, S corporations, tal loss carryovers. However, if you and your

Schedule D.and fiduciaries, spouse once filed a joint return and are now
filing separate returns, any capital loss carryoverYou can use your total net loss to reduce3) All capital gain distributions from mutual
from the joint return can be deducted only on theyour income dollar for dollar, up to the $3,000funds and REITs not reported directly on
return of the person who actually had the loss.limit.line 10a of Form 1040A or line 13a of

Form 1040, and
Capital loss carryover. If you have a total net4) Long-term capital loss carryovers.
loss on line 17a of Schedule D that is more than Capital Gain Tax Rates The result after combining these items with the yearly limit on capital loss deductions, you

your other long-term capital gains and losses is can carry over the unused part to the next year The tax rates that apply to a net capital gain areyour net long-term capital gain or loss (line 16 of and treat it as if you had incurred it in that next generally lower than the tax rates that apply to
Schedule D). year. If part of the loss is still unused, you can other income. These lower rates are called the

carry it over to later years until it is completelyCapital gain distributions only. You do maximum capital gain rates.
used up. The term “net capital gain” means thenot have to file Schedule D if all of the following

When you figure the amount of any capital amount by which your net long-term capital gainare true.
loss carryover to the next year, you must take for the year is more than your net short-term
the current year’s allowable deduction into ac-1) The only amounts you would have to re- capital loss.
count, whether or not you claimed it.port on Schedule D are capital gain distri- For 2003, the maximum capital gain rates

butions from box 2a and box 2b of Form When you carry over a loss, it remains long are 5%, 8%, 10%, 15%, 20%, 25%, or 28%. See
1099–DIV (or substitute statement). term or short term. A long-term capital loss you Table 17–1 for details.

carry over to the next tax year will reduce that2) You do not have an amount in box 2c, 2d, If you figure your tax using the maxi-
year’s long-term capital gains before it reduces2e, or 2f of any Form 1099–DIV (or substi- mum capital gain rates and the regular
that year’s short-term capital gains.tute statement). tax computation results in a lower tax,

TIP

Figuring your carryover. The amount of the regular tax computation applies.3) You do not file Form 4952 or, if you do,
your capital loss carryover is the amount of yourand the amount on line 4g of that form
total net loss that is more than the lesser of: Example. All of your net capital gain is fromincludes any qualified dividends, that

selling collectibles, so the capital gain rate wouldamount also includes all of your net capital 1) Your allowable capital loss deduction for be 28%. Because you are single and your tax-gains from the disposition of property held the year, or able income is $25,000, none of your taxablefor investment.
income will be taxed above the 15% rate. The2) Your taxable income increased by your al-

If all the above statements are true, report your 28% rate does not apply.lowable capital loss deduction for the year
capital gain distributions directly on line 13a of and your deduction for personal exemp-

8% rate. The 10% maximum capital gain rateForm 1040 and check the box on line 13a. Enter tions.
is lowered to 8% for “qualified 5-year gain.”post-May 5 capital gain distributions on line 13b.

If your deductions are more than your grossAlso, use the Qualified Dividends and Capital Qualified 5-year gain. This is long-termincome for the tax year, use your negative tax-Gain Tax Worksheet in the Form 1040 instruc- capital gain from the sale of property that youable income in computing the amount in item (2).tions to figure your tax. held for more than 5 years and sold before May
  Complete the Capital Loss Carryover Work-You can report your capital gain distributions 6, 2003.

sheet in Publication 550 to determine the part ofon line 10a of Form 1040A, instead of on Form
your capital loss for 2003 that you can carry over Investment interest deducted. If you claim a1040, if both of the following are true.
to 2004. deduction for investment interest, you may have

1) None of the Forms 1099–DIV (or substi- to reduce the amount of your net capital gain
Example. Bob and Gloria sold securities intute statements) you received have an that is eligible for the capital gain tax rates.

2003. The sales resulted in a capital loss ofamount in box 2c, 2d, 2e, or 2f. Reduce it by the amount of the net capital gain
$7,000. They had no other capital transactions. you choose to include in investment income2) You do not have to file Form 1040 for any
Their taxable income was $26,000. On their joint when figuring the limit on your investment inter-other capital gains or any capital losses.
2003 return, they can deduct $3,000. The un- est deduction. This is done on lines 24–26 of

Enter post-May 5 capital gain distributions on used part of the loss, $4,000 ($7,000 − $3,000), Schedule D, lines 4–6 of the Qualified Divi-
line 10b. can be carried over to 2004. dends and Capital Gain Tax Worksheet, or lines
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See the Comprehensive Example, later, forTable 17–1. What Is Your Maximum Capital Gain Rate?
an example of how to figure your tax on Sched-
ule D using the capital gain rates.THEN your

maximum capital Using the Qualified Dividends and Capital
IF your net capital gain is from ... gain rate is ... Gain Tax Worksheet.   If you have qualified

dividends or capital gain distributions but do notCollectibles gain 28%
have to file Schedule D (Form 1040), figure your

Gain on qualified small business stock equal to the section tax using the Qualified Dividends and Capital
1202 exclusion 28% Gain Tax Worksheet in the instructions for Form

1040A or Form 1040. For more information, see
Unrecaptured section 1250 gain 25% Capital gain distributions only, earlier.

20% for sales2 before MayOther gain,1 and the regular tax rate that would apply is
6, 200325% or higher

15% for sales2 after May 5, Comprehensive2003

Example8% or 10% for sales3Other gain,1 and the regular tax rate that would apply is
before May 6, 2003lower than 25%

Emily Jones is single and, in addition to wages
5% for sales2 after May 5, from her job, she has income from stocks and
2003 other securities. For the 2003 tax year, she had

the following capital gains and losses, which she
1 Other gain means any gain that is not collectibles gain, gain on qualified small business stock, or reports on Schedule D. All the Forms 1099 she
unrecaptured section 1250 gain.

received showed net sales prices. Her filled-in2 The term “sales” includes trades, involuntary conversions, and installment payments received.
Schedule D is shown in this chapter.3 The 8% rate is only for qualified 5-year gain.

Capital gains and losses — Schedule D.
3–10 of the Schedule D Tax Worksheet. For to figure your unrecaptured section 1250 gain. Emily sold stock in two different companies that
more information about the limit on investment For more information about section 1250 prop- she held for less than a year. In June, she sold
interest, see chapter 3 of Publication 550. erty and section 1231 gain, see chapter 3 of 100 shares of Trucking Co. stock that she had

Publication 544. bought in February. She had an adjusted basis
Collectibles gain or loss.      This is gain or of $650 in the stock and sold it for $900, for aUsing Schedule D. You apply these rules byloss from the sale or trade of a work of art, rug, gain of $250. In July, she sold 25 shares ofusing Part IV of Schedule D (Form 1040) toantique, metal (such as gold, silver, and plati- Computer Co. stock that she bought in June.figure your tax. Use Part IV if both of the follow-num bullion), gem, stamp, coin, or alcoholic bev- She had an adjusted basis in the stock of $2,500ing are true.erage held more than 1 year. and she sold it for $2,000, for a loss of $500. She

reports these short-term transactions on line 1 in1) You have a net capital gain. You have aGain on qualified small business stock. If
Part I of Schedule D.net capital gain if both lines 16 and 17a ofyou realized a gain from qualified small business

Emily had three other stock sales that sheSchedule D are gains. (Line 16 is your netstock that you held more than 5 years, you
reports as long-term transactions on line 8 inlong-term capital gain or loss. Line 17a isgenerally can exclude one-half of your gain from
Part II of Schedule D. In February, she sold 60your net long-term capital gain or lossincome. The taxable part of your gain equal to
shares of Car Co. for $2,100. She had inheritedcombined with any net short-term capitalyour section 1202 exclusion is a 28% rate gain.
the Car Co. stock from her father. Its fair marketgain or loss.)See Gains on Qualified Small Business Stock in
value at the time of his death was $2,500, whichchapter 4 of Publication 550. 2) Your taxable income on Form 1040, line became her basis. Her loss on the sale is $400.

40, is more than zero. Because she had inherited the stock, her loss isUnrecaptured section 1250 gain.  Generally,
a long-term loss, regardless of how long she andthis is any part of your capital gain from selling If you have any collectibles gain, gain on
her father actually held the stock. She enters thesection 1250 property (real property) that is due qualified small business stock, or unrecaptured
loss in column (f) of line 8.to depreciation (but not more than your net sec- section 1250 gain, you may have to use the

tion 1231 gain), reduced by any net loss in the Schedule D Tax Worksheet in the Schedule D In June, she sold 500 shares of Furniture Co.
28% group. Use the Unrecaptured Section 1250 instructions to figure your tax. See the directions stock for $14,000. She had bought 100 of those
Gain Worksheet in the Schedule D instructions below line 20 of Schedule D. shares in 1992, for $1,000. She had bought 100

28% Rate Gain Worksheet for Emily Jones—Line 20

1. Enter the total of all collectibles gain or (loss) from items you reported on line 8, column (f), of Schedules
D and D-1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. 0

2. Enter as a positive number the amount of any section 1202 exclusion you reported on line 8, column (f),
of Schedules D and D-1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2. 1,500

3. Enter the total of all collectibles gain or (loss) from Form 4684, line 4 (but only if Form 4684, line 15, is
more than zero); Form 6252; Form 6781, Part II; and Form 8824 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Enter the total of any collectibles gain reported to you on:
• Form 1099-DIV, box 2f; } . . . . . . . . . . . . . . . 4.• Form 2439, box 1f; and
• Schedule K-1 from a partnership, S corporation, estate, or trust.

5. Enter your long-term capital loss carryovers from Schedule D, line 14, and Schedule K-1 (Form 1041), 5. ( 500)line 13c . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
6. If Schedule D, line 7b, is a (loss), enter that (loss) here. Otherwise, enter -0- . . . . . . . . . . . . . . . . . . . . . 6. ( 550)
7. Combine lines 1 through 6. If zero or less, enter -0-. If more than zero, also enter this amount on

Schedule D, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7. 450
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more shares in 1994 for $2,200, and an addi- which $300 is short-term capital loss, and $500 business stock), she must use the Schedule D
tional 300 shares in 1997 for $1,500. Her total Tax Worksheet to figure her tax.is long-term capital loss. She enters these
basis in the stock is $4,700. She has a $9,300 amounts on lines 6 and 14 of Schedule D. She After entering the gain from line 17a on line
($14,000 − $4,700) gain on this sale, which she also enters the $500 long-term capital loss car- 13 of her Form 1040, she completes the rest of
enters in columns (f) and (g) of line 8. ryover on line 5 of the 28% Rate Gain Work- Form 1040 through line 40. She enters the

In December, she sold 20 shares of Toy Co.
sheet. Her filled-in 28% Rate Gain Worksheet is amount from that line, $30,000, on line 1 of thefor $4,100. This was qualified small business

Schedule D Tax Worksheet. After filling out theshown here.stock that she had bought in September 1998.
rest of that worksheet, she figures her tax isHer basis is $1,100, so she has a $3,000 gain She kept the completed Capital Loss Carry-
$3,651. This is less than the $4,316 tax shewhich she enters in column (f) of line 8. Because over Worksheet in her 2002 Schedule D instruc- would have figured without the capital gain taxshe held the stock more than 5 years, she has a tions (not shown), so she could properly report rates.$1,500 section 1202 exclusion. She claims the her loss carryover for the 2003 tax year without

exclusion on the line below by entering $1,500
refiguring it.as a loss in column (f). She also enters the Reconciliation of Forms 1099–B. Emily

exclusion as a positive amount on line 2 of the Tax computation. Because Emily has makes sure that the total of the amounts re-
28% Rate Gain Worksheet. gains on both lines 16 and 17a of Schedule D ported in column (d) of lines 3 and 10 of Sched-

She received a Form 1099–B (not shown) and has taxable income, she goes to Part IV of ule D is not less than the total of the amounts
from her broker for each of these transactions. Schedule D to figure her tax. But because line shown on the Forms 1099–B she received from

20 of Schedule D is more than zero (due to herCapital loss carryover from 2002. Emily her broker. For 2003, the total is $23,100.
section 1202 gain from selling qualified smallhas a capital loss carryover to 2003 of $800, of
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Emily Jones 1 1 1 00 1 1 1 1

Car Co.
60 sh

INHERITED 2-3-03 2,100

20,200

2,500

Trucking Co.
100 sh

2-12-03 6-12-03 900 650

Computer Co.
25 sh

6-29-03 7-30-03 2,000 2,500

2,900

300

Furniture Co.
500 sh

VARIOUS 6-29-03 14,000 4,700 9,300

9,900

250

500

550

400

Toy Co.
20 sh

9-28-98 12-15-03 4,100 1,100 3,000

9,300

500

Section 1202
exclusion 1,500

( )

( )

*Include in column (g) all gains and losses from column (f) from sales, exchanges, or conversions (including installment payments received) after
May 5, 2003. However, do not include gain attributable to unrecaptured section 1250 gain, “collectibles gains and losses” (as defined on page
D-8) or eligible gain on qualified small business stock (see page D-4).

OMB No. 1545-0074
SCHEDULE D Capital Gains and Losses
(Form 1040)

� Attach to Form 1040. � See Instructions for Schedule D (Form 1040).
Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 12� Use Schedule D-1 to list additional transactions for lines 1 and 8.

Your social security numberName(s) shown on Form 1040

Short-Term Capital Gains and Losses—Assets Held One Year or Less
(f) Gain or (loss) for

the entire year
Subtract (e) from (d)

(e) Cost or other basis
(see page D-6)

(a) Description of property
(Example: 100 sh. XYZ Co.)

(d) Sales price
(see page D-6)

(c) Date sold
(Mo., day, yr.)

1

Enter your short-term totals, if any, from
Schedule D-1, line 2

2

Total short-term sales price amounts.
Add lines 1 and 2 in column (d)

3
3

5

Short-term gain from Form 6252 and short-term gain or (loss) from Forms 4684,
6781, and 8824

5

6
6

Net short-term gain or (loss) from partnerships, S corporations, estates, and trusts
from Schedule(s) K-1

7b

Short-term capital loss carryover. Enter the amount, if any, from line 8 of your
2002 Capital Loss Carryover Worksheet

Net short-term capital gain or (loss). Combine lines 1 through 6 in column (f)
Long-Term Capital Gains and Losses—Assets Held More Than One Year

8

Enter your long-term totals, if any, from
Schedule D-1, line 9

9

10 Total long-term sales price amounts.
Add lines 8 and 9 in column (d) 10

11
Gain from Form 4797, Part I; long-term gain from Forms 2439 and 6252; and
long-term gain or (loss) from Forms 4684, 6781, and 8824

11

12
12

13

Net long-term gain or (loss) from partnerships, S corporations, estates, and trusts
from Schedule(s) K-1

14

Capital gain distributions. See page D-2

15 15

14

16

Long-term capital loss carryover. Enter the amount, if any, from line 13 of your
2002 Capital Loss Carryover Worksheet

Combine lines 8 through 13 in column (g). If zero or less, enter -0-

Net long-term capital gain or (loss). Combine lines 8 through 14 in column (f)
Next: Go to Part III on the back.

16

For Paperwork Reduction Act Notice, see Form 1040 instructions. Schedule D (Form 1040) 2003Cat. No. 11338H

4
4

Part I

Part II
b

13

(b) Date
acquired

(Mo., day, yr.)

2

9

(99)

(a) Description of property
(Example: 100 sh. XYZ Co.)

(c) Date sold
(Mo., day, yr.)

(b) Date
acquired

(Mo., day, yr.)

2003

(g) Post-May 5 gain
or (loss)*

(see below)

Combine lines 1 through 5 in column (g). If the result is a loss, enter the result.
Otherwise, enter -0-. Do not enter more than zero

7a

(f) Gain or (loss) for
the entire year

Subtract (e) from (d)

(g) Post-May 5 gain
or (loss)*

(see below)

7a ( )

(e) Cost or other basis
(see page D-6)

(d) Sales price
(see page D-6)

( )

( )

9,300

250

( ) ( )

250

500

( )
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3,424

9,050

Schedule D (Form 1040) 2003

Taxable Gain or Deductible Loss

Combine lines 7b and 16 and enter the result. If a loss, enter -0- on line 17b and go to line 18.
If a gain, enter the gain on Form 1040, line 13a, and go to line 17b below

17a
17a

( )18

Part III
Page 2

18

Next:

If line 17a is a loss, enter here and on Form 1040, line 13a, the smaller of (a) that loss or
(b) ($3,000) (or, if married filing separately, ($1,500)) (see page D-7)

Tax Computation Using Maximum Capital Gains RatesPart IV

Enter your unrecaptured section 1250 gain, if any, from line 18 of the worksheet on page D-7

22
23
24
25

Add lines 22 and 23

26
27

31

33

34

41
42
43

Subtract line 41 from line 40

25
26
27

28

29
30

37

32

21 Enter your taxable income from Form 1040, line 40
22

● If line 16 of Schedule D is a gain or you have qualified dividends on Form 1040, line
9b, complete Part IV below.

Amount from line 4g of Form 4952 (investment interest expense)

Enter the amount from line 27
Subtract line 29 from line 28. If zero or less, enter -0- and go to line 40

Enter the smaller of line 30 or line 31
Multiply line 32 by 5% (.05)

Enter the smaller of line 21 or line 26
Enter the amount from line 30 (if line 30 is blank, enter -0-)

19

39

34

35
36

47

44
Add lines 17b and 23*

Schedule D (Form 1040) 2003

● Otherwise, skip the rest of Schedule D and complete Form 1040.

Next: ● If you have qualified dividends on Form 1040, line 9b, complete Form 1040 through
line 40, and then complete Part IV below (but skip lines 19 and 20).

● Otherwise, skip Part IV below and complete the rest of Form 1040.

20

If lines 19 and 20 are zero, go to line 21. Otherwise, complete the worksheet on page D-11 to figure the amount to
enter on lines 35 and 53 below, and skip all other lines below.

24

Enter the smaller of line 16 or line 17a, but not less than zero
Enter your qualified dividends from Form 1040, line 9b 23

Subtract line 25 from line 24. If zero or less, enter -0-

If line 27 is more than line 28, skip lines 29–39 and go to line 40.

32
Add lines 17b and 23*

35
Subtract line 32 from line 30

38

36

Enter your qualified 5-year gain, if any, from
line 8 of the worksheet on page D-10

45
46
47

Enter the amount from line 32 (if line 32 is blank, enter -0-)
Subtract line 44 from line 43
Enter the smaller of line 42 or line 45

49

40
If lines 26 and 30 are the same, skip lines 40–49 and go to line 50.

Enter your 28% rate gain, if any, from line 7 of the worksheet on page D-820

Subtract line 26 from line 21. If zero or less, enter -0-
Enter the smaller of line 21 or:28

29
30

37
Enter the smaller of line 34 or line 35

38
Multiply line 36 by 8% (.08)

39
Subtract line 36 from line 34

40

Multiply line 38 by 10% (.10)

48
49
50

Multiply line 48 by 20% (.20)

Multiply line 46 by 15% (.15)
Subtract line 46 from line 42

51
Figure the tax on the amount on line 27. Use the Tax Table or Tax Rate Schedules, whichever applies

52
53

Add lines 33, 37, 39, 47, 49, and 50
Figure the tax on the amount on line 21. Use the Tax Table or Tax Rate Schedules, whichever applies
Tax on all taxable income. Enter the smaller of line 51 or line 52 here and on Form 1040, line 41

Combine lines 7a and 15. If zero or less, enter -0-. Then complete Form 1040 through line 40b 17b

19

21

31

33

41
42

43
44
45

46

48

50
51
52
53

● $56,800 if married filing jointly or qualifying widow(er);
● $28,400 if single or married filing separately; or
● $38,050 if head of household �

If lines 30 and 32 are the same, skip lines 34–39 and go to line 40.

If line 16 or line 17a is zero or less, skip lines 19 and 20 and go to line 21. Otherwise, go to line 19.

*If lines 23 and 25 are more than zero, see Lines 31 and 43 on page D-9 for the amount to enter.

9,350

450
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Schedule D Tax Worksheet—Line 53

Complete this worksheet only if line 19 or line 20 of Schedule D is more than zero.
1. Enter your taxable income from Form 1040, line 40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. 30,000
2. Enter your qualified dividends from Form 1040, line 9b . . 2.
3. Enter the amount from Form 4952,

line 4g . . . . . . . . . . . . . . . . . . . . . . 3.
4. Enter the amount from Form 4952,

line 4e* . . . . . . . . . . . . . . . . . . . . . 4.
5. Subtract line 4 from line 3. If zero or less, enter -0- . . . . . 5.
6. Subtract line 5 from line 2. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . 6.
7. Enter the smaller of line 16 or line 17a of Schedule D . . . 7. 9,350
8. Enter the smaller of line 3 or line 4 . . . . . . . . . . . . . . . 8.
9. Subtract line 8 from line 7. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . 9. 9,350

10. Add lines 6 and 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10. 9,350
11. Add lines 19 and 20 of Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11. 450
12. Enter the smaller of line 9 or line 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12. 450
13. Subtract line 12 from line 10. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13. 8,900
14. Subtract line 13 from line 1. If zero or less, enter -0-. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14. 21,100
15. Enter the smaller of line 1 or:

• $56,800 if married filing jointly or qualifying widow(er);
• $28,400 if single or married filing separately; or } . . . . . . . . 15. 28,400
• $38,050 if head of household.

16. Enter the smaller of line 14 or line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16. 21,100
17. Subtract line 10 from line 1. If zero or less, enter -0- . . . . 17. 20,650
18. Enter the larger of line 16 or line 17 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 18. 21,100

If lines 15 and 16 are the same, skip lines 19 through 28 and go to line 29. Otherwise, go to line 19.
19. Subtract line 16 from line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 19. 7,300
20. Add the amounts on Schedule D, line 17b, and line 6 above . . . . . . . . . . . . . 20. 9,050
21. Enter the smaller of line 19 or line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21. 7,300
22. Multiply line 21 by 5% (.05) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22. 365

If lines 19 and 21 are the same, skip lines 23 through 28 and go to line 29. Otherwise, go to line 23.
23. Subtract line 21 from line 19 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23.
24. Qualified 5-year gain from the worksheet on page D-10. Also enter on

Schedule D, line 35 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.
25. Enter the smaller of line 23 or line 24 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.
26. Multiply line 25 by 8% (.08) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.
27. Subtract line 25 from line 23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.
28. Multiply line 27 by 10% (.10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28.

If lines 1 and 15 are the same, skip lines 29 through 47 and go to line 48. Otherwise, go to line 29.
29. Enter the smaller of line 1 or line 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29. 8,900
30. Enter the amount from line 19 (if line 19 is blank, enter -0-) . . . . . . . . . . . . . 30. 7,300
31. Subtract line 30 from line 29. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 31. 1,600
32. Add the amounts on Schedule D, line 17b, and line 6 above . . . . . . . . . . . . . 32. 9,050
33. Enter the amount from line 21 (if line 21 is blank, enter -0-) . . . . . . . . . . . . . 33. 7,300
34. Subtract line 33 from line 32 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34. 1,750
35. Enter the smaller of line 31 or line 34 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35. 1,600
36. Multiply line 35 by 15% (.15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36. 240
37. Subtract line 35 from line 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37. 0
38. Multiply line 37 by 20% (.20) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38. 0

If Schedule D, line 19, is zero or blank, skip lines 39 through 44 and go to line 45. Otherwise, go to line 39.
39. Enter the smaller of line 9 above or Schedule D, line 19 . . . . . . . . . . . . . . . 39.
40. Add lines 10 and 18 . . . . . . . . . . . . . . . . . . . . . . . . . . 40.
41. Enter the amount from line 1 above . . . . . . . . . . . . . . . 41.
42. Subtract line 41 from line 40. If zero or less, enter -0- . . . . . . . . . . . . . . . . . 42.
43. Subtract line 42 from line 39. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 43.
44. Multiply line 43 by 25% (.25) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44.

If Schedule D, line 20, is zero or blank, skip lines 45 through 47 and go to line 48. Otherwise, go to line 45.
45. Add lines 18, 19, 31, and 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45. 30,000
46. Subtract line 45 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46. 0
47. Multiply line 46 by 28% (.28) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47. 0
48. Figure the tax on the amount on line 18. Use the Tax Table or Tax Rate Schedules, whichever applies . . . . . . . . . . . 48. 2,819
49. Add lines 22, 26, 28, 36, 38, 44, 47, and 48 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49. 3,424
50. Figure the tax on the amount on line 1. Use the Tax Table or Tax Rate Schedules, whichever applies . . . . . . . . . . . . 50. 4,316
51. Tax on all taxable income (including capital gains and qualified dividends). Enter the smaller of line 49 or line 50.

Also enter this amount on Schedule D, line 53, and Form 1040, line 41 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51. 3,424

*Or, if applicable, the smaller amount entered on the dotted line next to line 4e of Form 4952.
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Part Four.

The four chapters in this part discuss six of the adjustments to income that youAdjustments to
can deduct in figuring your adjusted gross income. These chapters cover:

• Contributions you make to traditional individual retirement arrangementsIncome
(IRAs) — chapter 18,

• Moving expenses you pay — chapter 19,

• Alimony you pay — chapter 20, and

• Educator expenses, student loan interest, and tuition and fees you pay—
chapter 21.

Other adjustments to income are discussed in other parts of this publication.
For details, see Table V below.

Table V. Other Adjustments to Income

Use this table to find information about other adjustments to income not covered in this part of the publication.

IF you are looking for more information about the deduction for... THEN see...

One-half of self-employment tax Chapter 24.

Self-employed health insurance Chapter 23.

Payments to self-employed SEP, SIMPLE, and qualified plans Publication 560, Retirement Plans for Small Business.

Contributions to an Archer MSA Chapter 23.

Penalty on the early withdrawal of savings Chapter 8.

Amortization of the costs of reforestation Chapter 9 of Publication 535, Business Expenses.

Contributions to Internal Revenue Code section 501(c)(18)(D) pension Publication 525, Taxable and Nontaxable Income.
plans

Expenses from the rental of personal property Chapter 13.

Expenses of fee-basis officials or certain performing artists Chapter 28.

Overnight travel expenses of Reserve Component members Chapter 28.

Certain required repayments of supplemental unemployment benefits Chapter 13.
(sub-pay)

Foreign housing costs Chapter 4 of Publication 54, Tax Guide for U.S. Citizens and Resident
Aliens Abroad.

Jury duty pay given to your employer Chapter 13.

Part of the cost of qualified clean-fuel vehicle property Chapter 12 of Publication 535, Business Expenses.

Contributions by certain chaplains to Internal Revenue Code section Publication 517, Social Security and Other Information for Members of
403(b) plans the Clergy and Religious Workers.
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must be below a certain amount. For more infor-
mation, see chapter 39.Important Changes for18. Rollovers of distributions from employer2004 plans. You can roll over both the taxable and
nontaxable part of a distribution from a qualified
plan into a traditional IRA. For more information,Modified AGI limit for traditional IRA contri-Individual see Rollover From Employer’s Plan Into an IRAbutions increased. For 2004, if you are cov-
under Can You Move Retirement Plan Assets?ered by a retirement plan at work, your
under Traditional IRAs, later.deduction for contributions to a traditional IRARetirement

will be reduced (phased out) if your modified
Kinds of rollovers from a traditional IRA.adjusted gross income (AGI) is:
You can roll over, tax free, a distribution fromArrangements
your traditional IRA into a qualified plan. For• more than $65,000 but less than $75,000
more information, see Rollovers under Can Youfor a married couple filing a joint return or(IRAs) Move Retirement Plan Assets? under Tradi-a qualifying widow(er),
tional IRAs, later.

• more than $45,000 but less than $55,000
for a single individual or head of house- Rollovers of deferred compensation plans ofImportant Changes for hold, or state and local governments (section 457

plans) into traditional IRAs. If you participate• less than $10,000 for a married individual2003 in an eligible deferred compensation plan of afiling a separate return.
state or local government, you may be able to

Modified AGI limit for traditional IRAs For all filing statuses other than married filing roll over part or all of your account tax free into
increased. For 2003, if you were covered by a separately, the upper and lower limits of the an eligible retirement plan. The most that you
retirement plan at work, your deduction for con- phaseout range will increase by $5,000. See can roll over is the amount that qualifies as an
tributions to a traditional IRA is reduced (phased How Much Can You Deduct? under Traditional eligible rollover distribution. The rollover may be
out) if your modified adjusted gross income IRAs, later. either direct or indirect. For more information,
(AGI) is: see Rollovers under Traditional IRAs, later.

New method for figuring net income on re-
• More than $60,000 but less than $70,000 turned or recharacterized IRA contributions. Roth IRA contribution limit. If contributions

for a married couple filing a joint return or There is a new method for figuring the net in- on your behalf are made only to Roth IRAs, your
a qualifying widow(er), come on IRA contributions made after 2003 that contribution limit for 2003 generally is the lesser

are returned to you or recharacterized. For more of:• More than $40,000 but less than $50,000
information, see How Do You Recharacterize afor a single individual or head of house-
Contribution or Contributions Returned Before • $3,000, orhold, or
the Due Date in chapter 1 of Publication 590.

• Your taxable compensation.• Less than $10,000 for a married individual
filing a separate return.

If you were 50 years of age or older in 2003
For all filing statuses other than married filing and contributions on your behalf are made only
separately, the upper and lower limits of the Important Reminders to Roth IRAs, your contribution limit for 2003
phaseout range increased by $6,000. For more generally is the lesser of:
information, see How Much Can You Deduct?

Traditional IRA contribution and deductionunder Traditional IRAs, later. • $3,500, orlimit. Unless you reached age 50 before 2004,
the most that can be contributed to your tradi-Deemed IRAs. For plan years beginning after • Your taxable compensation.
tional IRA for 2003 is the smaller of the following2002, a qualified employer plan (retirement
amounts:plan) can maintain a separate account or annu- However, if your modified AGI is above a

ity under the plan (a deemed IRA) to receive certain amount, your contribution limit may be• $3,000, orvoluntary employee contributions. If the sepa- reduced. For more information, see How Much
rate account or annuity otherwise meets the • Your taxable compensation for the year. Can Be Contributed? under Can You Contribute
requirements of an IRA, it will be subject only to to a Roth IRA? under Roth IRAs, later.
IRA rules. An employee’s account can be If you reached age 50 before 2004, the most
treated as a traditional IRA or a Roth IRA. that can be contributed to your traditional IRA for Note. The $3,000 and $3,500 amounts do

For this purpose, a “qualified employer plan” 2003 is the smaller of the following amounts: not increase for 2004.
includes:

• $3,500, or Contributions to both traditional and Roth• A qualified pension, profit-sharing, or stock
IRAs for same year. If contributions are madebonus plan (section 401(a) plan), • Your taxable compensation for the year.
on your behalf to both a Roth IRA and a tradi-

• A qualified employee annuity plan (section tional IRA, your contribution limit for 2003 is theFor more information, see How Much Can Be
403(a) plan), lesser of:Contributed? under Traditional IRAs, later.

• A tax-sheltered annuity plan (section
• $3,000 ($3,500 if you were 50 years ofNote. The $3,000 and $3,500 amounts do403(b) plan), and

age or older in 2003) minus all contribu-not increase for 2004.• A deferred compensation plan (section tions (other than employer contributions
457 plan) maintained by a state, a political Credit for IRA contributions and salary re- under a SEP or SIMPLE IRA plan) for the
subdivision of a state, or an agency or duction contributions. If you are an eligible year to all IRAs other than Roth IRAs, or
instrumentality of a state or political subdi- individual, you may be able to claim a credit for a • Your taxable compensation minus all con-vision of a state. percentage of your qualified retirement savings

tributions (other than employer contribu-
contributions, such as contributions to your

tions under a SEP or SIMPLE IRA plan)
traditional or Roth IRA or salary reduction contri-

for the year to all IRAs other than Roth
butions to your SIMPLE. To be eligible, you must

IRAs.
be at least 18 years old as of the end of the year,
and you cannot be a student or an individual for However, if your modified AGI is above a certain
whom someone else claims a personal exemp- amount, your contribution limit may be reduced.
tion. Also, your adjusted gross income (AGI) For more information, see How Much Can Be
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Contributed? under Can You Contribute to a provided that amount is reduced by any amount
1) The rules for a traditional IRA (any IRA properly shown in box 11 (Nonqualified plans).Roth IRA? under Roth IRAs, later.

that is not a Roth or SIMPLE IRA), and Scholarship and fellowship payments are
compensation for this purpose only if shown in2) The Roth IRA, which features nondeduct-Note. The $3,000 and $3,500 amounts do
box 1 of Form W–2.ible contributions and tax-free distributions.not increase for 2004.

Compensation also includes commissions
Simplified Employee Pensions (SEPs) and and taxable alimony and separate maintenanceStatement of required minimum distribution. Savings Incentive Match Plans for Employees payments.If a minimum distribution is required from your (SIMPLEs) are not discussed in this chapter. For

IRA, the trustee, custodian, or issuer that held Self-employment income. If you aremore information on these plans and employ-
the IRA at the end of the preceding year must self-employed (a sole proprietor or a partner),ees’ SEP-IRAs and SIMPLE IRAs that are part
either report the amount of the required mini- compensation is the net earnings from yourof these plans, see Publications 560 and 590.
mum distribution to you, or offer to calculate it for trade or business (provided your personal serv-
you. The report or offer must include the date by ices are a material income-producing factor) re-Useful Items

duced by the total of:which the amount must be distributed. The re-
You may want to see:

port is due January 31 of the year in which the
1) The deduction for contributions made onminimum distribution is required. It can be pro- Publication your behalf to retirement plans, andvided with the year-end fair market value state-

❏ 560 Retirement Plans for Smallment that you normally get each year. No report 2) The deduction allowed for one-half of your
Businessis required for IRAs of owners who have died. self-employment taxes.

❏ 590 Individual Retirement Arrangements Compensation includes earnings fromIRA interest. Although interest earned from
(IRAs) self-employment even if they are not subject toyour IRA is generally not taxed in the year

self-employment tax because of your religiousearned, it is not tax-exempt interest. Do not Form (and Instructions) beliefs. See Publication 533, Self-Employmentreport this interest on your tax return as tax-ex-
Tax, for more information.❏ 5329 Additional Taxes on Qualified Plansempt interest.

(including IRAs) and Other
What is not compensation? CompensationForm 8606.  If you make nondeductible contri- Tax-Favored Accounts
does not include any of the following items.butions to a traditional IRA and you do not file

❏ 8606 Nondeductible IRAs
Form 8606, Nondeductible IRAs, with your tax • Earnings and profits from property, such
return, you may have to pay a $50 penalty. as rental income, interest income, and div-

idend income.
Spousal IRAs. In the case of a married couple

• Pension or annuity income.filing a joint return, up to $3,000 ($3,500 if 50 or Traditional IRAsolder) can be contributed to IRAs (other than • Deferred compensation received (com-
SIMPLE IRAs) on behalf of each spouse, even if pensation payments postponed from aIn this chapter the original IRA (sometimes
one spouse has little or no compensation. See past year).called an ordinary or regular IRA) is referred to
Spousal IRA limit under How Much Can Be as a “traditional IRA.” Two advantages of a tradi- • Income from a partnership for which youContributed? and Can you contribute to a Roth tional IRA are: do not provide services that are a materialIRA for your spouse? under  Roth IRAs, later.

income-producing factor.
1) You may be able to deduct some or all ofThe term “50 or older” is used several • Any amounts you exclude from income,your contributions to it, depending on yourtimes in this chapter. It refers to an IRA

such as foreign earned income and hous-circumstances, and,owner who is age 50 or older by the
TIP

ing costs.end of the tax year. 2) Generally, amounts in your IRA, including
earnings and gains, are not taxed until
they are distributed.Note. Employer contributions under a SEP When and How Can a

plan are not counted when figuring the limits just Traditional IRA Be Set Up?discussed. SEP plans are discussed in Publica-
What Is a Traditional IRA?tion 560. You can set up a traditional IRA at any time.

However, the time for making contributions forA traditional IRA is any IRA that is not a Roth IRASpouse covered by employer plan. If you
any year is limited. See When Can Contributionsor a SIMPLE IRA.are not covered by an employer retirement plan
Be Made, later.and you file a joint return, you may be able to

  You can set up different kinds of IRAs with adeduct all of your contributions to a traditional Who Can Set Up variety of organizations. You can set up an IRAIRA, even if your spouse is covered by a plan.
at a bank or other financial institution or with aa Traditional IRA?See How Much Can You Deduct? under Tradi-
mutual fund or life insurance company. You cantional IRAs. You can set up and make contributions to a also set up an IRA through your stockbroker.

traditional IRA if: Any IRA must meet Internal Revenue Code re-Roth IRA. You cannot claim a deduction for
quirements.any contributions to a Roth IRA. But, if you

1) You (or, if you file a joint return, yoursatisfy the requirements, all earnings are tax
spouse) received taxable compensation Kinds of traditional IRAs. Your traditionalfree and neither your nondeductible contribu-
during the year, and IRA can be an individual retirement account ortions nor any earnings on them are taxable when

annuity. It can be part of either a simplified2) You were not age 701/2 by the end of theyou withdraw them. See Roth IRAs, later.
employee pension (SEP) or an employer or em-year.
ployee association trust account.

What is compensation? Generally, compen- How Much Can Besation is what you earn from working. Compen-Introduction
sation includes wages, salaries, tips, Contributed?

An individual retirement arrangement (IRA) is a professional fees, bonuses, and other amounts
personal savings plan that gives you tax advan- you receive for providing personal services. The There are limits and other rules that affect the
tages for setting aside money for your retire- IRS treats as compensation any amount prop- amount that can be contributed and the amount
ment. erly shown in box 1 (Wages, tips, other compen- you can deduct. These limits and other rules are

This chapter discusses: sation) of Form W–2, Wage and Tax Statement, explained below.
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Community property laws. Except as dis- the due date for filing your return for that year, This limit is reduced by any contributions made
cussed later under Spousal IRA limit, each not including extensions. For most people, this to a 501(c)(18) plan on your behalf.
spouse figures his or her limit separately, using means that contributions for 2003 must be made Spousal IRA. In the case of a married
his or her own compensation. This is the rule by April 15, 2004, and contributions for 2004

couple with unequal compensation who file a
even in states with community property laws. must be made by April 15, 2005.

joint return, the deduction for contributions to the
traditional IRA of the spouse with less compen-Age 701/2 rule. Contributions cannot be madeBrokers’ commissions. Brokers’ commis-
sation is limited to the lesser of:to your traditional IRA for the year in which yousions paid in connection with your traditional IRA

reach age 701/2 or for any later year.are subject to the contribution limit.
1) $3,000 ($3,500 if the spouse with theYou attain age 701/2 on the date that is six

Trustees’ fees. Trustees’ administrative fees lower compensation is 50 or older), orcalendar months after the 70th anniversary of
are not subject to the contribution limit. your birth. If you were born on June 30, 1933, 2) The total compensation includible in the

the 70th anniversary of your birth is June 30,Contributions to your traditional IRAs gross income of both spouses for the year
2003, and you attained age 701/2 on Decemberreduce your limit for contributions to reduced by the following two amounts.
30, 2003. If you were born on July 1, 1933, theRoth IRAs. (See Roth IRAs, later.)CAUTION

!
70th anniversary of your birth was July 1, 2003, a) The IRA deduction for the year of the
and you attained age 701/2 on January 1, 2004. spouse with the greater compensation.General limit. The most that can be contrib-

uted to your traditional IRA is the smaller of the b) Any contributions for the year to a RothDesignating year for which contribution is
following amounts: IRA on behalf of the spouse with themade. If an amount is contributed to your

greater compensation.traditional IRA between January 1 and April 15,1) $3,000 ($3,500 if you are 50 or older), or
you should tell the sponsor which year (the cur-

2) Your taxable compensation (defined ear- This limit is reduced by any contributions to arent year or the previous year) the contribution is
lier) for the year. 501(c)(18) plan on behalf of the spouse withfor. If you do not tell the sponsor which year it is

less compensation.for, the sponsor can assume, and report to theThis is the most that can be contributed regard-
IRS, that the contribution is for the current yearless of whether the contributions are to one or Note. If you were divorced or legally sepa-(the year the sponsor received it).more traditional IRAs or whether all or part of the

rated (and did not remarry) before the end of the
contributions are nondeductible. (See Nonde- Filing before a contribution is made. You year, you cannot deduct any contributions to
ductible Contributions, later.) can file your return claiming a traditional IRA your spouse’s IRA. After a divorce or legal sepa-

contribution before the contribution is actually ration, you can deduct only contributions to yourExample 1. Betty, who is 34 years old and made. However, the contribution must be made own IRA. Your deductions are subject to the
single, earned $24,000 in 2003. Her IRA contri- by the due date of your return, not including rules for single individuals.
butions for 2003 are limited to $3,000. extensions.

Covered by an employer retirement plan. IfContributions not required. You do not haveExample 2. John, an unmarried college stu- you or your spouse was covered by an employerto contribute to your traditional IRA for every taxdent working part time, earned $1,500 in 2003. retirement plan at any time during the year foryear, even if you can.His IRA contributions for 2003 are limited to which contributions were made, your deduction
$1,500, the amount of his compensation. may be further limited. This is discussed laterHow Much Can You under Limit If Covered by Employer Plan. LimitsSpousal IRA limit. If you file a joint return and

on the amount you can deduct do not affect theyour taxable compensation is less than that of Deduct?
amount that can be contributed. See Nonde-your spouse, the most that can be contributed
ductible Contributions, later.Generally, you can deduct the lesser of:for the year to your IRA is the smaller of the

following amounts: • The contributions to your traditional IRA
for the year, or1) $3,000 ($3,500 if you are 50 or older), or Are You Covered by an Employer

• The general limit (or the spousal IRA limit, Plan?2) The total compensation includible in the
if it applies).gross income of both you and your spouse

The Form W–2 you receive from your employerfor the year, reduced by the following two However, if you or your spouse was covered by has a box used to indicate whether you wereamounts. an employer retirement plan, you may not be covered for the year. The “Retirement plan” box
able to deduct this amount. See Limit If Covered should be checked if you were covered.a) Your spouse’s IRA contribution for the by Employer Plan, later.

Reservists and volunteer firefighters shouldyear to a traditional IRA.
also see Situations in Which You Are Not Cov-

You may be eligible to claim a credit forb) Any contribution for the year to a Roth ered, later.
contributions to your traditional IRA.IRA on behalf of your spouse.

If you are not certain whether you were cov-For more information see chapter 39.
TIP

ered by your employer’s retirement plan, youThis means that the total combined contribu-
should ask your employer.tions that can be made for the year to your IRA Trustees’ fees. Trustees’ administrative fees

and your spouse’s IRA can be as much as that are billed separately and paid in connection Federal judges. For purposes of the IRA de-$6,000 ($6,500 if only one of you is 50 or older, with your traditional IRA are not deductible as duction, federal judges are covered by an em-or $7,000 if both of you are 50 or older). IRA contributions. However, they may be de- ployer retirement plan.
ductible as a miscellaneous itemized deduction
on Schedule A (Form 1040). See chapter 30.When Can Contributions

For Which Year(s) Are YouBrokers’ commissions. Brokers’ commis-Be Made?
sions are part of your IRA contribution and, as Covered?
such, are deductible subject to the limits.As soon as you set up your traditional IRA,

Special rules apply to determine the tax yearscontributions can be made to it through your Full deduction. If neither you nor your spouse for which you are covered by an employer plan.chosen sponsor (trustee or other administrator). was covered for any part of the year by an These rules differ depending on whether theContributions to a traditional IRA must be in the employer retirement plan, you can take a deduc- plan is a defined contribution plan or a definedform of money (cash, check, or money order). tion for total contributions to one or more tradi- benefit plan.Property cannot be contributed. tional IRAs of up to the lesser of:

Contributions must be made by due date. Tax year. Your tax year is the annual account-
1) $3,000 ($3,500 if you are 50 or older), or

Contributions can be made to your traditional ing period you use to keep records and report
IRA for a year at any time during the year or by 2) 100% of your compensation. income and expenses on your income tax re-
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Benefits from a previous employer’s plan.Table 18–1. Effect of Modified AGI1 on Deduction if You Are Covered by
If you receive retirement benefits from a previ-Retirement Plan at Work
ous employer’s plan, you are not covered by that

If you are covered by a retirement plan at work, use this table to determine if plan.
your modified AGI affects the amount of your deduction.

Reservists. If the only reason you participateIF your filing status is... AND your modified AGI is... THEN you can take...
in a plan is because you are a member of a
reserve unit of the armed forces, you may not be $40,000 or less a full deduction.single
covered by the plan. You are not covered by the

more than $40,000 a partial deduction.or plan if both of the following conditions are met.
but less than $50,000

head of household 1) The plan you participate in is established$50,000 or more no deduction.
for its employees by:

 $60,000 or less a full deduction.married filing jointly
a) The United States,

more than $60,000 a partial deduction.or b) A state or political subdivision of abut less than $70,000
state, orqualifying widow(er) $70,000 or more no deduction.

c) An instrumentality of either (a) or (b)
less than $10,000 a partial deduction.married filing above.

separately2

$10,000 or more no deduction.
2) You did not serve more than 90 days on

1Modified AGI (adjusted gross income). See Modified adjusted gross income (AGI). active duty during the year (not counting
2If you did not live with your spouse at any time during the year, your filing status is considered Single for this purpose duty for training).

(therefore, your IRA deduction is determined under the “Single” column).

Volunteer firefighters. If the only reason youturn. For almost all people, the tax year is the • Did not perform the minimum service re-
participate in a plan is because you are a volun-calendar year. quired to accrue a benefit for the year.
teer firefighter, you may not be covered by the
plan. You are not covered by the plan if both ofA defined benefit plan is any plan that is not a
the following conditions are met.Defined contribution plan. Generally, you defined contribution plan. Defined benefit plans

are covered by a defined contribution plan for a include pension plans and annuity plans. 1) The plan you participate in is establishedtax year if amounts are contributed or allocated
for its employees by:to your account for the plan year that ends with No vested interest. If you accrue a benefit for

or within that tax year. a plan year, you are covered by that plan even if a) The United States,
A defined contribution plan is a plan that you have no vested interest in (legal right to) the

b) A state or political subdivision of aprovides for a separate account for each person account or the accrual.
state, orcovered by the plan. Types of defined contribu-

tion plans include profit-sharing plans, stock bo- c) An instrumentality of either (a) or (b)
nus plans, and money purchase pension plans. Situations in Which You Are Not above.

Covered
2) Your accrued retirement benefits at the be-Defined benefit plan. If you are eligible to Unless you are covered under another employer ginning of the year will not provide moreparticipate in your employer’s defined benefit plan, you are not covered by an employer plan if than $1,800 per year at retirement.plan for the plan year that ends within your tax you are in one of the situations described below.

year, you are covered by the plan. This rule
applies even if you: Social security or railroad retirement. Cov-

erage under social security or railroad retire- Limit If Covered by Employer Plan• Declined to participate in the plan,
ment is not coverage under an employer

• Did not make a required contribution, or retirement plan. If either you or your spouse was covered by an
employer retirement plan, you may be entitled to
only a partial (reduced) deduction or no deduc-Table 18–2. Effect of Modified AGI1 on Deduction if You Are NOT
tion at all, depending on your income and yourCovered by Retirement Plan at Work
filing status.

If you are not covered by a retirement plan at work, use this table to determine
Your deduction begins to decrease (phaseif your modified AGI affects the amount of your deduction.

out) when your income rises above a certain
amount and is eliminated altogether when itIF your filing status is... AND your modified AGI is... THEN you can take...
reaches a higher amount. These amounts vary

single, any amount a full deduction. depending on your filing status.
head of household, or To determine if your deduction is subject toqualifying widow(er)

phaseout, you must determine your modified
adjusted gross income (AGI) and your filing sta-married filing jointly or any amount a full deduction.
tus. See Filing status and Modified adjustedseparately with a spouse who is

not covered by a plan at work gross income (AGI), later. Then use Table 18–1
or 18–2 to determine if the phaseout applies.

$150,000 or less a full deduction.married filing jointly with a
spouse who is covered by a plan Social security recipients. Instead of usingmore than $150,000 a partial deduction.at work Table 18–1 or 18–2, use the worksheets inbut less than $160,000

Appendix B of Publication 590 if, for the year, all
$160,000 or more no deduction. of the following apply.

less than $10,000 a partial deduction.married filing separately with a
1) You received social security benefits.spouse who is covered by a plan

$10,000 or more no deduction.at work2 2) You received taxable compensation.
1Modified AGI (adjusted gross income). See Modified adjusted gross income (AGI). 3) Contributions were made to your tradi-
2You are entitled to the full deduction if you did not live with your spouse at any time during the year. tional IRA.
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4) You or your spouse was covered by an you file a separate return, your filing status, for • Exclusion of qualified savings bond inter-
employer retirement plan. est shown on Form 8815.this purpose, is single.

Use those worksheets to figure your IRA deduc- • Exclusion of employer-provided adoption
Modified adjusted gross income (AGI). Howtion, your nondeductible contribution, and the benefits shown on Form 8839.
you figure your modified AGI depends ontaxable portion, if any, of your social security

This is your modified AGI.whether you are filing Form 1040 or Formbenefits.
1040A. If you made contributions to your IRA for Both contributions for 2003 and distribu-

Deduction phaseout. If you were covered by 2003 and received a distribution from your IRA tions in 2003. If all three of the following ap-
an employer retirement plan and you did not in 2003, see Publication 590. ply, any IRA distributions you received in 2003
receive any social security retirement benefits, may be partly tax free and partly taxable.Do not assume that your modified AGIyour IRA deduction may be reduced or elimi-

is the same as your compensation.nated depending on your filing status and modi- 1) You received distributions in 2003 from
Your modified AGI may include incomeCAUTION

!
fied AGI as shown in Table 18–1. one or more traditional IRAs.

in addition to your compensation (discussed
For 2004, if you are covered by a retire- 2) You made contributions to a traditional IRAearlier), such as interest, dividends, and income
ment plan at work, your IRA deduction for 2003.from IRA distributions.
will not be reduced (phased out) unless

TIP

3) Some of those contributions may be non-your modified AGI is: Form 1040. If you file Form 1040, refigure deductible contributions depending on
the amount on page 1 “adjusted gross income”• More than $45,000 but less than $55,000 whether your IRA deduction for 2003 is
line without taking into account any of the follow-for a single individual (or head of house- reduced.
ing amounts.hold),

If this is your situation, you must figure the tax-
• IRA deduction.• More than $65,000 but less than $75,000 able part of the traditional IRA distribution before

for a married couple filing a joint return (or you can figure your modified AGI. To do this, you• Student loan interest deduction.
a qualifying widow(er)), or can use Worksheet 1–5, Figuring the Taxable

• Tuition and fees deduction. Part of Your IRA Distribution, in Publication 590.• Less than $10,000 for a married individual
If at least one of the above does not apply,• Foreign earned income exclusion.filing a separate return.

figure your modified AGI using Worksheet 18–1
• Foreign housing exclusion or deduction.For all filing statuses other than married filing in this chapter.

separately, the upper and lower limits of the • Exclusion of qualified savings bond inter- How to figure your reduced IRA deduction.phaseout range will increase by $5,000. est shown on Form 8815, Exclusion of In- You can figure your reduced IRA deduction for
terest From Series EE and I U.S. SavingsIf your spouse is covered. If you are not either Form 1040 or Form 1040A by using the
Bonds Issued After 1989 (For Filers Withcovered by an employer retirement plan, but worksheets in chapter 1 of Publication 590.
Qualified Higher Education Expenses).your spouse is, and you did not receive any Also, the instructions for Form 1040 and Form

social security benefits, your IRA deduction may 1040A include similar worksheets that you may• Exclusion of employer-provided adoption
be reduced or eliminated entirely depending on be able to use instead.benefits shown on Form 8839, Qualified
your filing status and modified AGI as shown in Adoption Expenses.
Table 18–2.

This is your modified AGI. Reporting Deductible
Filing status. Your filing status depends pri- ContributionsForm 1040A. If you file Form 1040A,marily on your marital status. For this purpose,

refigure the amount on page 1 “adjusted grossyou need to know if your filing status is single or If you file Form 1040, enter your IRA deductionincome” line without taking into account any ofhead of household, married filing jointly or quali- on line 24 of that form. If you file Form 1040A,the following amounts.fying widow(er), or married filing separately. If enter your IRA deduction on line 17. You cannot
you need more information on filing status, see deduct IRA contributions on Form 1040EZ.• IRA deduction.
chapter 2.

• Student loan interest deduction.
Lived apart from spouse. If you did not live Nondeductible• Tuition and fees deduction.with your spouse at any time during the year and Contributions

Worksheet 18–1. Figuring Your Modified AGI
Although your deduction for IRA contributions

Use this worksheet to figure your modified adjusted gross income for may be reduced or eliminated, contributions can
traditional IRA purposes. be made to your IRA up to the general limit or, if

it applies, the spousal IRA limit. The difference
1. Enter your adjusted gross income (AGI) shown on line 22, Form between your total permitted contributions and

1040A, or line 35, Form 1040 figured without taking into account your IRA deduction, if any, is your nondeductible
line 17, Form 1040A, or line 24, Form 1040 . . . . . . . . . . . . . . . . . 1.

contribution.
2. Enter any Student loan interest deduction from line 18, Form

1040A, or line 25, Form 1040 . . . . . . . . . . . . . . . . . . . . . . . . . . 2. Example. Mike is 28 years old and single. In
2003, he was covered by a retirement plan at3. Enter any Tuition and fees deduction from line 19, Form 1040A,
work. His salary was $52,312. His modified AGIor line 26, Form 1040 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
was $55,000. Mike made a $3,000 IRA contribu-

4. Enter any Foreign earned income and/or housing exclusion from tion for 2003. Because he was covered by a
line 18, Form 2555–EZ, or line 43, Form 2555 . . . . . . . . . . . . . . . 4. retirement plan and his modified AGI was over

$50,000, he cannot deduct his $3,000 IRA con-5. Enter any Foreign housing deduction from line 48, Form 2555 . . . . 5.
tribution. He must designate this contribution as

6. Enter any Excluded qualified savings bond interest shown on a nondeductible contribution by reporting it on
line 3, Schedule 1, Form 1040A, or line 3, Schedule B, Form 8606, as explained next.
Form 1040 (from line 14, Form 8815) . . . . . . . . . . . . . . . . . . . . . 6.

Form 8606. To designate contributions as7. Enter any Exclusion of employer-provided adoption benefits shown
nondeductible, you must file Form 8606.on line 30, Form 8839 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

You do not have to designate a contribution
8. Add lines 1 through 7. This is your Modified AGI for traditional as nondeductible until you file your tax return.

IRA purposes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8. When you file, you can even designate other-
wise deductible contributions as nondeductible.
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You must file Form 8606 to report nonde- • You do not take the required minimum dis- retirement plan. The contribution to the second
tribution for a year as a beneficiary of the retirement plan is called a “rollover contribution.”ductible contributions even if you do not have to
IRA.file a tax return for the year.

Note. An amount rolled over tax free from
You will only be considered to have chosen toFailure to report nondeductible contribu- one retirement plan to another is generally in-
treat the IRA as your own if:tions. If you do not report nondeductible con- cludible in income when it is distributed from the

tributions, all of the contributions to your • You are the sole beneficiary of the IRA, second plan.
traditional IRA will be treated as deductible. All and
distributions from your IRA will be taxed unless Kinds of rollovers to a traditional IRA. You

• You have an unlimited right to withdrawyou can show, with satisfactory evidence, that can roll over amounts from the following plans
amounts from it.nondeductible contributions were made. into a traditional IRA:

Penalty for overstatement. If you over- 1) A traditional IRA,However, if you receive a distribution from
state the amount of nondeductible contributions your deceased spouse’s IRA, you can roll that 2) An employer’s qualified retirement plan foron your Form 8606 for any tax year, you must distribution over into your own IRA within the its employees,pay a penalty of $100 for each overstatement, 60-day time limit, as long as the distribution is
unless it was due to reasonable cause. 3) A deferred compensation plan of a state ornot a required distribution, even if you are not

local government (section 457 plan), orthe sole beneficiary of your deceased spouse’sPenalty for failure to file Form 8606. You
IRA.will have to pay a $50 penalty if you do not file a 4) A tax-sheltered annuity plan (section

required Form 8606, unless you can prove that 403(b) plan).
Inherited from someone other than spouse.the failure was due to reasonable cause.
If you inherit a traditional IRA from anyone other

Treatment of rollovers. You cannot deduct athan your deceased spouse, you cannot treatTax on earnings on nondeductible rollover contribution, but you must report thethe inherited IRA as your own. This means thatcontributions. As long as contributions are rollover distribution on your tax return as dis-you cannot make any contributions to the IRA. Itwithin the contribution limits, none of the earn- cussed later under Reporting rollovers fromalso means you cannot roll over any amountsings or gains on contributions (deductible or IRAs and under Reporting rollovers from em-into or out of the inherited IRA. However, younondeductible) will be taxed until they are dis- ployer plans.can make a trustee-to-trustee transfer as longtributed. See When Can You Withdraw or Use
as the IRA into which amounts are being movedIRA Assets, later. Kinds of rollovers from a traditional IRA.
is set up and maintained in the name of the You may be able to roll over, tax free, a distribu-
deceased IRA owner for the benefit of you asCost basis. You will have a cost basis in your tion from your traditional IRA into a qualified
beneficiary.traditional IRA if you made any nondeductible plan. These plans include the federal Thrift Sav-

For more information, see the discussion ofcontributions. Your cost basis is the sum of the ings Fund (for federal employees), deferred
inherited IRAs under Rollover From One IRAnondeductible contributions to your IRA minus compensation plans of state or local govern-
Into Another, later.any withdrawals or distributions of nondeduct- ments (section 457 plans), and tax-sheltered

ible contributions. annuity plans (section 403(b) plans). The part of
the distribution that you can roll over is the partCan You Move Retirement
that would otherwise be taxable (includible inInherited IRAs Plan Assets? your income). Qualified plans may, but are not
required to, accept such rollovers.If you inherit a traditional IRA, you are called a You can transfer tax free, assets (money or

beneficiary. A beneficiary can be any person or Time limit for making a rollover contribution.property) from other retirement plans (including
entity the owner chooses to receive the benefits You generally must make the rollover contribu-traditional IRAs) to a traditional IRA. You can
of the IRA after he or she dies. Beneficiaries of a tion by the 60th day after the day you receive themake the following kinds of transfers.
traditional IRA must include in their gross in- distribution from your traditional IRA or your• Transfers from one trustee to another.come any taxable distributions they receive. employer’s plan.

 The IRS may waive the 60-day requirement• Rollovers.Inherited from spouse. If you inherit a tradi- where the failure to do so would be against
tional IRA from your spouse, you generally have • Transfers incident to a divorce. equity or good conscience, such as in the event
the following three choices. You can: of a casualty, disaster, or other event beyond

your reasonable control. For more information,Transfers to Roth IRAs. Under certain condi-1) Treat it as your own by designating your-
see Publication 590.tions, you can move assets from a traditionalself as the account owner.

IRA to a Roth IRA. See Can You Move Amounts Extension of rollover period. If an amount2) Treat it as your own by rolling it over into Into a Roth IRA under Roth IRAs, later. distributed to you from a traditional IRA or ayour traditional IRA, or to the extent it is
qualified employer retirement plan is a frozentaxable, into a:
deposit at any time during the 60-day period

Trustee-to-Trustee Transfer allowed for a rollover, special rules extend thea) Qualified employer plan,
rollover period. For more information, see Publi-A transfer of funds in your traditional IRA fromb) Qualified employee annuity plan (sec- cation 590.one trustee directly to another, either at yourtion 403(a) plan),

request or at the trustee’s request, is not a More information. For more information on
c) Tax-sheltered annuity plan (section rollover. Because there is no distribution to you, rollovers, see Publication 590.

403(b) plan), the transfer is tax free. Because it is not a rollo-
ver, it is not affected by the 1-year waiting periodd) Deferred compensation plan of a state
required between rollovers, discussed lateror local government (section 457 plan), Rollover From One IRA Into
under Rollover From One IRA Into Another. Foror Another
information about direct transfers to IRAs from
retirement plans other than IRAs, see Publica- You can withdraw, tax free, all or part of the3) Treat yourself as the beneficiary rather
tion 590. assets from one traditional IRA if you reinvestthan treating the IRA as your own.

them within 60 days in the same or another
Treating it as your own. You will be con- traditional IRA. Because this is a rollover, you

Rolloverssidered to have chosen to treat the IRA as your cannot deduct the amount that you reinvest in an
own if: IRA.

Generally, a rollover is a tax-free distribution to
• Contributions (including rollover contribu- you of cash or other assets from one retirement Waiting period between rollovers. Gener-

tions) are made to the inherited IRA, or plan that you contribute (roll over) to another ally, if you make a tax-free rollover of any part of
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a distribution from a traditional IRA, you cannot, another traditional IRA on lines 15a and 15b, Reporting rollovers from employer plans.
within a 1-year period, make a tax-free rollover Enter the total distribution (before income tax orForm 1040 or lines 11a and 11b, Form 1040A.
of any later distribution from that same IRA. You other deductions were withheld) on line 16a ofEnter the total amount of the distribution on
also cannot make a tax-free rollover of any Form 1040 or line 12a of Form 1040A. Thisline 15a, Form 1040 or line 11a, Form 1040A. If
amount distributed, within the same 1-year pe- amount should be shown in box 1 of Formthe total amount on line 15a, Form 1040 or line
riod, from the IRA into which you made the 1099–R. From this amount, subtract any contri-11a, Form 1040A was rolled over, enter zero on
tax-free rollover. butions (usually shown in box 5 of Formline 15b, Form 1040 or line 11b, Form 1040A. If

The 1-year period begins on the date you 1099–R) that were taxable to you when made.the total distribution was not rolled over, enter
receive the IRA distribution, not on the date you From that result, subtract the amount that wasthe taxable portion of the part that was not rolled
roll it over into an IRA. rolled over either directly or within 60 days ofover on line 15b, Form 1040 or line 11b, Form

receiving the distribution. Enter the remaining1040A. Put “Rollover” next to line 15b, Form
Example. You have two traditional IRAs, amount, even if zero, on line 16b of Form 10401040 or line 11b, Form 1040A. See the forms

IRA-1 and IRA-2. You make a tax-free rollover of or line 12b of Form 1040A. Also, enter ‘‘Rollo-
instructions.a distribution from IRA-1 into a new traditional ver’’ next to line 16b on Form 1040 or line 12b of

If you rolled over the distribution in 2004 orIRA (IRA-3). You cannot, within 1 year of the Form 1040A.
from an IRA into a qualified plan (other than andistribution from IRA-1, make a tax-free rollover
IRA), attach a statement explaining what youof any distribution from either IRA-1 or IRA-3 into
did.another traditional IRA. Converting From Any Traditional

However, the rollover from IRA-1 into IRA-3 IRA to a Roth IRA
does not prevent you from making a tax-free

Rollover From Employer’s Planrollover from IRA-2 into any other traditional You can convert amounts from a traditional IRA
IRA. This is because you have not, within the into a Roth IRA if, for the tax year you make theInto an IRA
last year, rolled over, tax free, any distribution withdrawal from the traditional IRA, both of the

You can roll over into a traditional IRA all or partfrom IRA-2 or made a tax-free rollover into following requirements are met.
of an eligible rollover distribution you receiveIRA-2.

1) Your modified AGI (explained later underfrom your (or your deceased spouse’s):
Exception. There is an exception to the rule Roth IRAs) is not more than $100,000.

that amounts rolled over tax free into an IRA 1) Employer’s qualified pension, profit-shar- 2) You are not a married individual filing acannot be rolled over tax free again within the ing or stock bonus plan, separate return.1-year period beginning on the date of the origi-
2) Annuity plan,nal distribution. The exception applies to a distri-

bution which meets all three of the following Note. If you did not live with your spouse at3) Tax-sheltered annuity plan (section 403(b)
requirements. any time during the year and you file a separateplan), or

return, your filing status, for this purpose, is
1) It is made from a failed financial institution 4) Governmental deferred compensation plan single.

by the Federal Deposit Insurance Corpora- (section 457 plan).
Required distributions. You cannot converttion (FDIC) as receiver for the institution.

A qualified plan is one that meets the require- amounts that must be distributed from your
2) It was not initiated by either the custodial ments of the Internal Revenue Code. traditional IRA for a particular year (including the

institution or the depositor.
calendar year in which you reach age 701/2)

Eligible rollover distribution. Generally, an3) It was made because: under the required distribution rules (discussed
eligible rollover distribution is any distribution of later).

a) The custodial institution is insolvent, all or part of the balance to your credit in a
Inherited IRAs. If you inherited a traditionaland qualified retirement plan except the following.
IRA from someone other than your spouse, you

b) The receiver is unable to find a buyer cannot convert it to a Roth IRA.1) A required minimum distribution (explainedfor the institution.
later under When Must You Withdraw IRA Income. You must include in your gross in-
Assets? (Required Minimum Distributions). come distributions from a traditional IRA that

Partial rollovers. If you withdraw assets from you would have to include in income if you had2) Hardship distributions.
a traditional IRA, you can roll over part of the not converted them into a Roth IRA. You do not

3) Any of a series of substantially equal peri-withdrawal tax free and keep the rest of it. The include in gross income any part of a distribution
odic distributions paid at least once a yearamount you keep will generally be taxable (ex- from a traditional IRA that is a return of your
over:cept for the part that is a return of nondeductible basis, as discussed later.

contributions). The amount you keep may be If you must include any amount in your gross
a) Your lifetime or life expectancy,subject to the 10% additional tax on early distri- income, you may have to increase your with-

butions, discussed later under What Acts Result holding or make estimated tax payments. Seeb) The lifetimes or life expectancies of you
in Penalties or Additional Taxes. chapter 5.and your beneficiary, or

c) A period of 10 years or more.Required distributions. Amounts that must
be distributed during a particular year under the Recharacterizations

4) Corrective distributions of excess contribu-required distribution rules (discussed later) are
tions or excess deferrals, and any incomenot eligible for rollover treatment. You may be able to treat a contribution made to
allocable to the excess, or of excess an- one type of IRA as having been made to a

Inherited IRAs. If you inherit a traditional IRA nual additions and any allocable gains. different type of IRA. This is called recharacter-
from your spouse, you generally can roll it over, izing the contribution. More detailed information5) A loan treated as a distribution because itor you can choose to make the inherited IRA is in Publication 590.does not satisfy certain requirements ei-your own. See Treating it as your own, earlier.

ther when made or later (such as upon No deduction allowed. You cannot deduct
Not inherited from spouse. If you inherit a default), unless the participant’s accrued the contribution to the first IRA. Any net income

traditional IRA from someone other than your benefits are reduced (offset) to repay the you transfer with the recharacterized contribu-
spouse, you cannot roll it over or allow it to loan. tion is treated as earned in the second IRA.
receive a rollover contribution. You must with-

6) Dividends on employer securities. How to recharacterize a contribution. Todraw the IRA assets within a certain period. For
recharacterize a contribution, you generallymore information, see Publication 590. 7) The cost of life insurance coverage.
must have the contribution transferred from the

8) Generally, a distribution to the planReporting rollovers from IRAs. Report any first IRA (the one to which it was made) to the
participant’s beneficiary.rollover from one traditional IRA to the same or second IRA in a trustee-to-trustee transfer. If the
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transfer is made by the due date (including ex- Required minimum distribution. TheWhen Can You Withdraw
tensions) for your tax return for the year during amount that must be distributed each year is

or Use IRA Assets?which the contribution was made, you can elect referred to as the required minimum distribution.
to treat the contribution as having been originally Required distributions not eligible for rollo-There are rules limiting use of your IRA assetsmade to the second IRA instead of to the first ver. Amounts that must be distributed (re-and distributions from it. Violation of the rulesIRA. If you recharacterize your contribution, you

quired minimum distributions) during a particulargenerally results in additional taxes in the year ofmust do all three of the following.
year are not eligible for rollover treatment.violation. See What Acts Result in Penalties or

1) Include in the transfer any net income allo- Additional Taxes, later. IRA owners. If you are the owner of a tradi-
cable to the contribution. If there was a tional IRA, you must start receiving distributionsContributions returned before the due dateloss, the net income you must transfer from your IRA by April 1 of the year following theof return. If you made IRA contributions inmay be a negative amount. year in which you reach age 701/2. April 1 of the2003, you can withdraw them tax free by the due

year following the year in which you reach age2) Report the recharacterization on your tax date of your return. If you have an extension of
701/2 is referred to as the required beginningreturn for the year during which the contri- time to file your return, you can withdraw them
date.bution was made. tax free by the extended due date. You can do

this if, for each contribution you withdraw, both Distributions by the required beginning date.3) Treat the contribution as having been
of the following conditions apply. You must receive at least a minimum amount formade to the second IRA on the date that it

each year starting with the year you reach agewas actually made to the first IRA. • You did not take a deduction for the contri-
701/2 (your 701/2 year). If you do not (or did not)bution.
receive that minimum amount in your 701/2 year,Required notifications. To recharacterize

• You withdraw any interest or other income then you must receive distributions for your 701/2a contribution, you must notify both the trustee of
earned on the contribution. You can take year by April 1 of the next year.the first IRA (the one to which the contribution
into account any loss on the contribution If an IRA owner dies after reaching age 701/2,was actually made) and the trustee of the sec-
while it was in the IRA when calculating but before April 1 of the next year, no minimumond IRA (the one to which the contribution is
the amount that must be withdrawn. If distribution is required because death occurredbeing moved) that you have elected to treat the
there was a loss, the net income earned before the required beginning date.contribution as having been made to the second
on the contribution may be a negativeIRA rather than the first. You must make the Even if you begin receiving distribu-amount.notifications by the date of the transfer. Only one tions before you attain age 701/2, you

notification is required if both IRAs are main- must begin calculating and receivingCAUTION
!

tained by the same trustee. The notification(s) required minimum distributions by your requiredNote. To calculate the amount you mustmust include all of the following information. beginning date.withdraw, see Publication 590.
• The type and amount of the contribution to

Distributions after the required beginningGenerally, except for any part of a with-the first IRA that is to be recharacterized.
date. The required minimum distribution fordrawal that is a return of nondeductible

• The date on which the contribution was any year after the year you reach 701/2 must becontributions (basis), any withdrawal ofCAUTION
!

made to the first IRA and the year for made by December 31 of that later year.your contributions after the due date (or ex-
which it was made. tended due date) of your return will be treated as Beneficiaries. If you are the beneficiary of a

a taxable distribution. Another exception is the• A direction to the trustee of the first IRA to decedent’s traditional IRA, the requirements for
return of an excess contribution as discussedtransfer in a trustee-to-trustee transfer the distributions from that IRA generally depend on
under What Acts Result in Penalties or Addi-amount of the contribution and any net whether the IRA owner died before or after the
tional Taxes, later.income (or loss) allocable to the contribu- required beginning date for distributions.

tion to the trustee of the second IRA. If Earnings includible in income. You must More information. For more information, in-
both IRAs involved in the trustee-to-trus- include in income any earnings on the contribu- cluding how to figure your minimum required
tee transfer are maintained by the same tions you withdraw. Include the earnings in in- distribution each year and how to figure your
trustee, you need only direct that trustee come for the year in which you made the required distribution if you are a beneficiary of a
to transfer the contribution. contributions, not in the year in which you with- decedent’s IRA, see Publication 590.

draw them.• The name of the trustee of the first IRA
and the name of the trustee of the second Are Distributions Taxable?Early distributions tax. The 10% additionalIRA.

tax on distributions made before you reach age
In general, distributions from a traditional IRA• Any additional information needed to 591/2 does not apply to these tax-free withdraw-
are taxable in the year you receive them.make the transfer. als of your contributions. However, the distribu-

tion of interest or other income must be reported Exceptions. Exceptions to distributions from
on Form 5329 and, unless the distribution quali- traditional IRAs being taxable in the year youReporting a recharacterization. If you elect
fies as an exception to the age 591/2 rule, it will receive them are:to recharacterize a contribution to one IRA as a
be subject to this tax.contribution to another IRA, you must report the • Rollovers,

recharacterization on your tax return as directed
• Tax-free withdrawals of contributions, dis-by Form 8606 and its instructions. You must When Must You Withdraw

cussed earlier, andtreat the contribution as having been made to IRA Assets? (Required
the second IRA. • The return of nondeductible contributions,Minimum Distributions) discussed later under Distributions Fully or

Partly Taxable.
You cannot keep funds in your traditional IRATransfers Incident to Divorce
indefinitely. Eventually they must be distributed.

If an interest in a traditional IRA is transferred If there are no distributions, or if the distributions Although a conversion of a traditional
from your spouse or former spouse to you by a are not large enough, you may have to pay a IRA is considered a rollover for Roth
divorce or separate maintenance decree or a 50% excise tax on the amount not distributed as IRA purposes, it is not an exception toCAUTION

!
written document related to such a decree, the required. See Excess Accumulations (Insuffi- the rule that distributions from a traditional IRA
interest in the IRA, starting from the date of the cient Distributions), later. The requirements for are taxable in the year you receive them. Con-
transfer, is treated as your IRA. The transfer is distributing IRA funds differ depending on version distributions are includible in your gross
tax free. For detailed information, see Publica- whether you are the IRA owner or the benefi- income subject to this rule and the special rules
tion 590. ciary of a decedent’s IRA. for conversions explained in Publication 590.
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Ordinary income. Distributions from tradi- you cannot choose exemption from withholding information on figuring your gain and reporting it
tional IRAs that you include in income are taxed on distributions from your traditional IRA. in income, see Are Distributions Taxable, ear-
as ordinary income. lier. The distribution may be subject to additional

Reporting taxable distributions on your re-
taxes or penalties.

turn. Report fully taxable distributions, includ-No special treatment. In figuring your tax,
ing early distributions on line 15b, Form 1040, oryou cannot use the 10-year tax option or capital Taxes on prohibited transactions. If some-
line 11b, Form 1040A (no entry is required ongain treatment that applies to lump-sum distribu- one other than the owner or beneficiary of a
line 15a, Form 1040, or line 11a, Form 1040A). Iftions from qualified employer plans. traditional IRA engages in a prohibited transac-
only part of the distribution is taxable, enter the tion, that person may be liable for certain taxes.
total amount on line 15a, Form 1040, or line 11a, In general, there is a 15% tax on the amount of
Form 1040A, and the taxable part on line 15b,Distributions Fully or Partly the prohibited transaction and a 100% additional
Form 1040, or line 11b, Form 1040A. You can- tax if the transaction is not corrected.Taxable
not report distributions on Form 1040EZ.

More information. For more information onDistributions from your traditional IRA may be
prohibited transactions, see Publication 590.fully or partly taxable, depending on whether What Acts Result in

your IRA includes any nondeductible contribu- Penalties or Additionaltions.
Investment in CollectiblesTaxes?

Fully taxable. If only deductible contributions
were made to your traditional IRA (or IRAs, if If your traditional IRA invests in collectibles, theThe tax advantages of using traditional IRAs for
you have more than one), you have no basis in amount invested is considered distributed to youretirement savings can be offset by additional
your IRA. Because you have no basis in your in the year invested. You may have to pay thetaxes and penalties if you do not follow the rules.
IRA, any distributions are fully taxable when 10% additional tax on early distributions, dis-There are additions to the regular tax for
received. See Reporting taxable distributions on cussed later.using your IRA funds in prohibited transactions.
your return, later. There are also additional taxes for the following

Collectibles. These include:activities.
Partly taxable. If you made nondeductible • Art works,• Investing in collectibles.contributions to any of your traditional IRAs, you
have a cost basis (investment in the contract) • Rugs,• Making excess contributions.
equal to the amount of those contributions. • Antiques,• Taking early distributions.These nondeductible contributions are not taxed
when they are distributed to you. They are a • Metals,• Allowing excess amounts to accumulate
return of your investment in your IRA. (failing to take required distributions). • Gems,Only the part of the distribution that repre-
sents nondeductible contributions (your cost ba- • Stamps,There are penalties for overstating the
sis) is tax free. If nondeductible contributions amount of nondeductible contributions and for • Coins,have been made, distributions consist partly of failure to file a Form 8606, if required.
nondeductible contributions (basis) and partly of • Alcoholic beverages, and
deductible contributions, earnings, and gains (if • Certain other tangible personal property.there are any). Until all of your basis has been Prohibited Transactionsdistributed, each distribution is partly nontaxable

Exception. Your IRA can invest in one,and partly taxable. Generally, a prohibited transaction is any im- one-half, one-quarter, or one-tenth ounce U.S.
proper use of your traditional IRA by you, your gold coins, or one-ounce silver coins minted byForm 8606. You must complete Form 8606
beneficiary, or any disqualified person. the Treasury Department. It can also invest inand attach it to your return if you receive a

Disqualified persons include your fiduciary certain platinum coins and certain gold, silver,distribution from a traditional IRA and have ever
and members of your family (spouse, ancestor, palladium, and platinum bullion.made nondeductible contributions to any of your
lineal descendent, and any spouse of a linealtraditional IRAs. Using the form, you will figure
descendent).the nontaxable distributions for 2003 and your

The following are examples of prohibited Excess Contributionstotal IRA basis for 2003 and earlier years.
transactions with a traditional IRA.

Generally, an excess contribution is the amountNote. If you are required to file Form 8606, • Borrowing money from it.
contributed to your traditional IRA(s) for the yearbut you are not required to file an income tax • Selling property to it. that is more than the smaller of:return, you still must file Form 8606. Send it to

the IRS at the time and place you would other- • Receiving unreasonable compensation for • $3,000 ($3,500 if 50 or older), or
wise file an income tax return. managing it. • Your taxable compensation for the year.

• Using it as security for a loan.Distributions reported on Form 1099–R. If
you receive a distribution from your traditional • Buying property for personal use (present Tax on excess contributions. In general, if
IRA, you will receive Form 1099–R, Distribu- or future) with IRA funds. the excess contributions for a year are not with-
tions From Pensions, Annuities, Retirement or drawn by the date your return for the year is due
Profit-Sharing Plans, IRAs, Insurance Con- (including extensions), you are subject to a 6%Effect on an IRA account. Generally, if you ortracts, etc., or a similar statement. IRA distribu- tax. You must pay the 6% tax each year onyour beneficiary engages in a prohibited trans-tions are shown in boxes 1 and 2a of Form excess amounts that remain in your traditionalaction in connection with your traditional IRA1099–R. A number or letter code in box 7 tells IRA at the end of your tax year. The tax cannotaccount at any time during the year, the accountyou what type of distribution you received from be more than 6% of the value of your IRA as ofstops being an IRA as of the first day of thatyour IRA. the end of your tax year.year.
Withholding. Federal income tax is withheld Effect on you or your beneficiary. If your Excess contributions withdrawn by due date
from distributions from traditional IRAs unless

account stops being an IRA because you or your of return. You will not have to pay the 6% tax if
you choose not to have tax withheld. See chap-

beneficiary engaged in a prohibited transaction, you withdraw an excess contribution made dur-
ter 5.

the account is treated as distributing all its as- ing a tax year and you also withdraw interest or
IRA distributions delivered outside the sets to you at their fair market values on the first other income earned on the excess contribution.

United States. In general, if you are a U.S. day of the year. If the total of those values is You must complete your withdrawal by the date
citizen or resident alien and your home address more than your basis in the IRA, you will have a your tax return for that year is due, including
is outside the United States or its possessions, taxable gain that is includible in your income. For extensions.
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How to treat withdrawn contributions. Do More information. For more information onEarly Distributions
early distributions, see Publication 590.not include in your gross income an excess

You must include early distributions of taxablecontribution that you withdraw from your tradi-
amounts from your traditional IRA in your grosstional IRA before your tax return is due if both
income. Early distributions are also subject to anthe following conditions are met. Excess Accumulations
additional 10% tax. See the discussion of Form (Insufficient Distributions)

1) No deduction was allowed for the excess 5329 under Reporting Additional Taxes, later, to
figure and report the tax.contribution. You cannot keep amounts in your traditional IRA

indefinitely. Generally, you must begin receiving2) You withdraw the interest or other income Early distributions defined. Early distribu- distributions by April 1 of the year following theearned on the excess contribution. tions generally are amounts distributed from year in which you reach age 701/2. The required
your traditional IRA account or annuity beforeYou can take into account any loss on the contri- minimum distribution for any year after the year
you are age 591/2.bution while it was in the IRA when calculating in which you reach age 701/2 must be made by

the amount that must be withdrawn. If there was December 31 of that later year.
Age 591/2 rule. Generally, if you are under agea loss, the net income earned on the contribution

Tax on excess. If distributions are less than591/2, you must pay a 10% additional tax on themay be a negative amount.
the required minimum distribution for the year,distribution of any assets (money or other prop-

How to treat withdrawn interest or other you may have to pay a 50% excise tax for thaterty) from your traditional IRA. Distributions
income. You must include in your gross in- year on the amount not distributed as required.before you are age 591/2 are called early distribu-
come the interest or other income that was tions. Request to excuse the tax. If the excess ac-earned on the excess contribution. Report it on The 10% additional tax applies to the part of cumulation is due to reasonable error, and youyour return for the year in which the excess the distribution that you have to include in gross have taken, or are taking, steps to remedy thecontribution was made. Your withdrawal of inter- income. It is in addition to any regular income tax insufficient distribution, you can request that theest or other income may be subject to an addi- on that amount. tax be excused.tional 10% tax on early distributions, discussed

If you believe you qualify for this relief, do theExceptions. There are several exceptionslater.
following.to the age 591/2 rule. Even if you receive a

distribution before you are age 591/2, you mayExcess contributions withdrawn after due 1) File Form 5329 with your Form 1040.not have to pay the 10% additional tax if you aredate of return. In general, you must include all
in one of the following situations. 2) Pay any tax you owe on excess accumula-distributions (withdrawals) from your traditional

tions.IRA in your gross income. However, if the follow- • You have unreimbursed medical expenses
ing conditions are met, you can withdraw excess that are more than 7.5% of your adjusted 3) Attach a letter of explanation.
contributions from your IRA and not include the gross income.

If the IRS approves your request, it will re-amount withdrawn in your gross income. • The distributions are not more than the fund the excess accumulations tax you paid.
cost of your medical insurance.1) Total contributions (other than rollover Exemption from tax. If you are unable to take

contributions) for 2003 to your IRA were • You are disabled. required distributions because you have a tradi-
not more than $3,000 ($3,500 if 50 or tional IRA invested in a contract issued by an• You are the beneficiary of a deceased IRAolder). insurance company that is in state insurer delin-owner.

quency proceedings, the 50% excise tax does2) You did not take a deduction for the ex- • You are receiving distributions in the form not apply if the conditions and requirements ofcess contribution being withdrawn.
of an annuity. Revenue Procedure 92–10 are satisfied.

The withdrawal can take place at any time, even • The distributions are not more than your More information. For more information onafter the due date, including extensions, for filing
qualified higher education expenses. excess accumulations, see Publication 590.your tax return for the year.

• You use the distributions to buy, build, or
rebuild a first home.Excess contribution deducted in an earlier

Reporting Additional Taxesyear. If you deducted an excess contribution in • The distribution is due to an IRS levy of
an earlier year for which the total contributions the qualified plan. Generally, you must use Form 5329 to report the
were not more than the maximum deductible tax on excess contributions, early distributions,Most of these exceptions are explained in Publi-amount for that year ($2,000 for 2001 and earlier and excess accumulations. If you must file Formcation 590.years, $3,000 for 2002 ($3,500 for 2002 if 50 or 5329, you cannot use Form 1040A or Form
older)), you can still remove the excess from 1040EZ.
your traditional IRA and not include it in your Note. Distributions that are timely and prop-
gross income. To do this, file Form 1040X, Filing a tax return. If you must file an individ-erly rolled over, as discussed earlier, are not
Amended U.S. Individual Income Tax Return, ual income tax return, complete Form 5329 andsubject to either regular income tax or the 10%
for that year and do not deduct the excess con- attach it to your Form 1040. Enter the totaladditional tax. Certain withdrawals of excess
tribution on the amended return. Generally, you amount of additional taxes due on line 57, Formcontributions after the due date of your return
can file an amended return within 3 years after 1040.are also tax free and therefore not subject to the
you filed your return, or 2 years from the time the 10% additional tax. (See Excess contributions Not filing a tax return. If you do not have totax was paid, whichever is later. withdrawn after due date of return, earlier.) This file a tax return but do have to pay one of the

also applies to transfers incident to divorce, as additional taxes mentioned earlier, file the com-
Excess due to incorrect rollover information. discussed earlier. pleted Form 5329 with the IRS at the time and
If an excess contribution in your traditional IRA is place you would have filed your Form 1040. Be
the result of a rollover and the excess occurred Additional 10% tax. The additional tax on sure to include your address on page 1 and your
because the information the plan was required early distributions is 10% of the amount of the signature and date on page 2. Enclose, but do
to give you was incorrect, you can withdraw the early distribution that you must include in your not attach, a check or money order payable to
excess contribution. The limits mentioned above gross income. This tax is in addition to any the United States Treasury for the tax you owe,
are increased by the amount of the excess that regular income tax resulting from including the as shown on Form 5329. Enter your social se-
is due to the incorrect information. You will have distribution in income. curity number and “2003 Form 5329” on your
to amend your return for the year in which the check or money order.
excess occurred to correct the reporting of the Nondeductible contributions. The tax on
rollover amounts in that year. Do not include in early distributions does not apply to the part of a Form 5329 not required. You do not have to
your gross income the part of the excess contri- distribution that represents a return of your non- use Form 5329 if either of the following situa-
bution caused by the incorrect information. deductible contributions (basis). tions exist.
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• $10,000 for married filing separately and Compensation. Compensation includes• Distribution code 1 (early distribution) is
wages, salaries, tips, professional fees, bo-you lived with your spouse at any time

correctly shown in box 7 of Form 1099–R. nuses, and other amounts received for providingduring the year, or
If you do not owe any other additional tax personal services. It also includes commissions,• $110,000 for single, head of household, oron a distribution, multiply the taxable part self-employment income, and taxable alimony

married filing separately and you did notof the early distribution by 10% and enter and separate maintenance payments.
live with your spouse at any time duringthe result on line 57 of Form 1040. Put
the year.“No” to the left of line 57 to indicate that Modified AGI. Your modified AGI for Roth IRA

you do not have to file Form 5329. How- purposes is your adjusted gross income (AGI)
ever, if you also owe any other additional as shown on your return modified as follows.You may be eligible to claim a credit for
tax on a distribution, do not enter this 10% contributions to your Roth IRA. For

1) Subtract conversion income. This is anyadditional tax directly on your Form 1040. more information, see chapter 39.
TIP

income resulting from the conversion of anYou must file Form 5329 to report your
IRA (other than a Roth IRA) to a Roth IRA.additional taxes. 

Is there an age limit for contributions? Con-
2) Add the following deductions and exclu-• If you rolled over part or all of a distribution tributions can be made to your Roth IRA regard-

sions:from a qualified retirement plan, the part less of your age.
rolled over is not subject to the tax on a) Traditional IRA deduction,
early distributions. Can you contribute to a Roth IRA for your

b) Student loan interest deduction,spouse? You can contribute to a Roth IRA for
your spouse provided the contributions satisfy c) Tuition and fees deduction,
the spousal IRA limit (discussed in How Much

d) Foreign earned income exclusion,Can Be Contributed under Traditional IRAs),Roth IRAs you file jointly, and your modified AGI is less e) Foreign housing exclusion or deduc-
than $160,000. tion,

Regardless of your age, you may be able to
establish and make nondeductible contributions Worksheet 18–2. Modified Adjusted Gross Income for Roth IRA
to a retirement plan called a Roth IRA. Purposes

Use this worksheet to figure your modified adjusted gross income forContributions not reported. You do not re-
Roth IRA purposes.port Roth IRA contributions on your return.

1. Enter your adjusted gross income (Form 1040, line 35, or
What Is a Roth IRA? Form 1040A, line 22) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.

2. Enter any income resulting from the conversion of an IRAA Roth IRA is an individual retirement plan that,
(other than a Roth IRA) to a Roth IRA . . . . . . . . . . . . . . . . . . . 2.except as explained in this chapter, is subject to

the rules that apply to a traditional IRA (defined 3. Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
earlier). It can be either an account or an annu-

4. Enter any traditional IRA deduction (Form 1040, line 24, or
ity. Individual retirement accounts and annuities Form 1040A, line 17) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.
are described in Publication 590.

5. Enter any student loan interest deduction (Form 1040,To be a Roth IRA, the account or annuity
line 25, or Form 1040A, line 18) . . . . . . . . . . . . . . . . . . . . . . . 5.must be designated as a Roth IRA when it is set

up. A deemed IRA can be a Roth IRA, but 6. Enter any tuition and fees deduction (Form 1040, line 26, or
Form 1040A, line 19) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.neither a SEP-IRA nor a SIMPLE IRA can be

designated as a Roth IRA. 7. Enter any foreign earned income and/or housing exclusion
Unlike a traditional IRA, you cannot deduct (Form 2555, line 43, or Form 2555–EZ, line 18) . . . . . . . . . . . . 7.

contributions to a Roth IRA. But, if you satisfy
8. Enter any foreign housing deduction (Form 2555, line 48) . . . . . . 8.the requirements, qualified distributions (dis-

cussed later) are tax free. Contributions can be 9. Enter any exclusion of bond interest (Form 8815, line 14) . . . . . . 9.
made to your Roth IRA after you reach age 701/2

10. Enter any exclusion of employer-provided adoption benefitsand you can leave amounts in your Roth IRA as (Form 8839, line 30) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.
long as you live.

11. Add the amounts on lines 3 through 10 . . . . . . . . . . . . . . . . . . 11.

12. Enter:When Can a Roth IRA Be
• $160,000 if married filing jointly or qualifying widow(er)Set Up? • $10,000 if married filing separately and you lived with your

spouse at any time during the year
You can set up a Roth IRA at any time. How- • $110,000 for all others 12.
ever, the time for making contributions for any

Next. Is the amount on line 11 more than the amount on lineyear is limited. See When Can You Make Contri-
12?butions, later under Can You Contribute to a

Yes. See the Note below.Roth IRA.
No. The amount on line 11 is your modified AGI for Roth IRA

purposes.
Can You Contribute to a

Note. If the amount on line 11 is more than the amount on line 12 and you have other
income or loss items, such as social security income or passive activity losses, that areRoth IRA?
subject to AGI-based phaseouts, you can refigure your AGI solely for the purpose of

Generally, you can contribute to a Roth IRA if figuring your modified AGI for Roth IRA purposes. Refigure your AGI without taking into
account any income from conversions. (If you receive social security benefits, useyou have taxable compensation (defined later)
Worksheet 1 in Appendix B of Publication 590 to refigure your AGI.) Then go to list itemand your modified AGI (defined later) is less
(2) under Modified AGI or line 4 above in Worksheet 18–2 to refigure your modified AGI. Ifthan:
you do not have other income or loss items subject to AGI-based phaseouts, your
modified AGI for Roth IRA purposes is the amount on line 11.• $160,000 for married filing jointly or quali-

fying widow(er),
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f) Exclusion of qualified savings bond in- Table 18–3. Effect of Modified AGI on Roth IRA Contribution
terest shown on Form 8815, and

This table shows whether your contribution to a Roth IRA is affected by the
amount of your modified adjusted gross income (modified AGI).g) Exclusion of employer-provided adop-

tion benefits shown on Form 8839.
IF you have taxable
compensation and your AND your modifiedYou can use Worksheet 18–2 to figure your
filing status is... AGI is... THEN...

modified AGI.
less than $150,000 you can contribute up to $3,000married filing jointly, or

($3,500 if age 50 or older).qualifying widow(er)
How Much Can Be Contributed?

at least $150,000 the amount you can contribute is
but less than $160,000 reduced as explained underThe contribution limit for Roth IRAs depends on

Contribution limit reduced inwhether contributions are made only to Roth
Publication 590.

IRAs or to both traditional IRAs and Roth IRAs.
$160,000 or more you cannot contribute to a Roth IRA.

Roth IRAs only. If contributions are made zero (-0-) you can contribute up to $3,000married filing separately
($3,500 if age 50 or older).and you lived with youronly to Roth IRAs, your contribution limit gener-

spouse at any time duringally is the lesser of: more than zero (-0-) the amount you can contribute isthe year
but less than $10,000 reduced as explained under• $3,000 ($3,500 if you are 50 or older), or

Contribution limit reduced in
Publication 590.• Your taxable compensation.

However, If your modified AGI is above a certain $10,000 or more you cannot contribute to a Roth IRA.
amount, your contribution limit may be reduced,

less than $95,000 you can contribute up to $3,000single,
as explained later under Contribution limit re- ($3,500 if age 50 or older).head of household, or
duced. married filing separately

at least $95,000 the amount you can contribute isand you did not live with
but less than $110,000 reduced as explained underRoth IRAs and traditional IRAs. If contribu- your spouse at any time

Contribution limit reduced intions are made to both Roth IRAs and traditional during the year
Publication 590.IRAs established for your benefit, your contribu-

tion limit for Roth IRAs generally is the same as $110,000 or more you cannot contribute to a Roth IRA.
your limit would be if contributions were made
only to Roth IRAs, but then reduced by all contri-
butions (other than employer contributions You can make contributions for 2003 been earned and received in the year the excess

by the due date (not including exten- contribution was made.under a SEP or SIMPLE IRA plan) for the year to
sions) for filing your 2003 tax return.all IRAs other than Roth IRAs.

TIP

Applying excess contributions. If contribu-This means that most people can make contri-This means that your contribution limit is the tions to your Roth IRA for a year were more thanbutions for 2003 by April 15, 2004.
lesser of: the limit, you can apply the excess contribution

in one year to a later year if the contributions for• $3,000 ($3,500 if you are 50 or older) mi-
that later year are less than the maximum al-What If You Contribute Too Much?nus all contributions (other than employer
lowed for that year.

contributions under a SEP or SIMPLE IRA
A 6% excise tax applies to any excess contri-

plan) for the year to all IRAs other than
bution to a Roth IRA. Can You Move AmountsRoth IRAs, or

Into a Roth IRA?Excess contributions. These are the contri-• Your taxable compensation minus all con-
butions to your Roth IRAs for a year that equaltributions (other than employer contribu-

You may be able to convert amounts from eitherthe total of:tions under a SEP or SIMPLE IRA plan) a traditional, SEP, or SIMPLE IRA into a Roth
for the year to all IRAs other than Roth IRA. You may be able to recharacterize contri-1) Amounts contributed for the tax year toIRAs. butions made to one IRA as having been madeyour Roth IRAs (other than amounts prop-

directly to a different IRA. You can roll amountsHowever, if your modified AGI is above a certain erly and timely rolled over from a Roth IRA
over from one Roth IRA to another Roth IRA.amount, your contribution limit may be reduced, or properly converted from a traditional

IRA, as described later) that are more thanas explained later under Contribution limit re-
your contribution limit for the year, plusduced.

Conversions
2) Any excess contributions for the preceding

Contribution limit reduced. If your modified year, reduced by the total of: You can convert a traditional IRA or a SIMPLE
AGI is above a certain amount, your contribution IRA to a Roth IRA. The conversion is treated as

a) Any distributions out of your Roth IRAslimit is gradually reduced. Use Table 18–3 to a rollover, regardless of the conversion method
for the year, plusdetermine if this reduction applies to you. used. Most of the rules for rollovers, described

earlier under Rollover From One IRA Into An-b) Your contribution limit for the year mi-Figuring the reduction. If the amount you
other under Traditional IRAs, apply to these roll-nus your contributions to all your IRAscan contribute to your Roth IRA is reduced, see
overs. However, the 1-year waiting period doesfor the year.Publication 590 for how to figure the reduction.
not apply.

Withdrawal of excess contributions. For Conversion methods. You can convertWhen Can You Make purposes of determining excess contributions, amounts from a traditional IRA to a Roth IRA in
Contributions? any contribution that is withdrawn on or before any of the following three ways.

the due date (including extensions) for filing your
You can make contributions to a Roth IRA for a tax return for the year is treated as an amount 1) Rollover. You can receive a distribution
year at any time during the year or by the due not contributed. This treatment applies only if from a traditional IRA and roll it over (con-
date of your return for that year (not including any earnings on the contributions are also with- tribute it) to a Roth IRA within 60 days
extensions). drawn. The earnings are considered to have after the distribution.
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2) Trustee-to-trustee transfer. You can di- How to avoid. You must move the amount amounts. See Publication 590 for more
rect the trustee of the traditional IRA to converted (including all earnings from the date information.
transfer an amount from the traditional IRA of conversion) into a traditional IRA by the due
to the trustee of the Roth IRA. date (including extensions) for your tax return for

the year during which you made the conversion Additional tax on distributions of conversion3) Same trustee transfer. If the trustee of
to the Roth IRA. You do not have to include this contributions within 5-year period. If, withinthe traditional IRA also maintains the Roth
distribution (withdrawal) in income. See the 5-year period starting with the first day ofIRA, you can direct the trustee to transfer
Recharacterizations, earlier, for more informa- your tax year in which you convert an amountan amount from the traditional IRA to the
tion. from a traditional IRA to a Roth IRA, you take aRoth IRA.

distribution from a Roth IRA, you may have to
Same trustee. Conversions made with the pay the 10% additional tax on early distributions.

Rollover From a Roth IRAsame trustee can be made by redesignating the You generally must pay the 10% additional tax
traditional IRA as a Roth IRA, rather than open- on any amount attributable to the part of theYou can withdraw, tax free, all or part of theing a new account or issuing a new contract. amount converted (the conversion contribution)assets from one Roth IRA if you contribute them

that you had to include in income. A separateConverting from a SIMPLE IRA. Generally, within 60 days to another Roth IRA. Most of the
5-year period applies to each conversion. Seeyou can convert an amount in your SIMPLE IRA rules for rollovers, explained earlier under Rollo-
Ordering rules for distributions, later, to deter-to a Roth IRA under the same rules explained ver From One IRA Into Another under Tradi-
mine the amount, if any, of the distribution that isearlier under Converting From Any Traditional tional IRAs, apply to these rollovers.
attributable to the part of the conversion contri-IRA to a Roth IRA.
bution that you had to include in income. However, you cannot convert any amount Are Distributions Taxable?distributed from the SIMPLE IRA during the

2-year period beginning on the date you first Additional tax on other early distributions.You do not include in your gross income quali-
participated in any SIMPLE IRA plan maintained Unless an exception applies, the taxable part offied distributions or distributions that are a
by your employer. other distributions from your Roth IRA(s) thatreturn of your regular contributions from your

are not qualified distributions is subject to theMore information. For more detailed informa- Roth IRA(s). You also do not include distribu-
10% additional tax on early distributions. Seetion on conversions, see Publication 590. tions from your Roth IRA that you roll over tax
Publication 590 for more information.free into another Roth IRA. You may have to

include part of other distributions in your income.
Ordering rules for distributions. If you re-Failed Conversions See Ordering rules for distributions, later.
ceive a distribution from your Roth IRA that is

If, when you converted amounts from a tradi- not a qualified distribution, part of it may beWhat are qualified distributions? A qualified
tional IRA or SIMPLE IRA into a Roth IRA, you taxable. There is a set order in which contribu-distribution is any payment or distribution from
expected to have modified AGI of less than tions (including conversion contributions) andyour Roth IRA that meets the following require-
$100,000 and a filing status other than married earnings are considered to be distributed fromments.
filing separately, but your expectations did not your Roth IRA. Regular contributions are distrib-
come true, you have made a failed conversion. 1) It is made after the 5-year period begin- uted first. See Publication 590 for more informa-

ning with the first taxable year for which aResults of failed conversions. If the con- tion.
contribution was made to a Roth IRA setverted amount (contribution) is not recharacter-
up for your benefit, andized (explained earlier), the contribution will be Must you withdraw or use Roth IRA assets?

treated as a regular contribution to the Roth IRA You are not required to take distributions from2) The payment or distribution is:
and subject to the following tax consequences. your Roth IRA at any age. The minimum distri-

a) Made on or after the date you reach bution rules that apply to traditional IRAs do not1) A 6% excise tax per year will apply to any age 591/2, apply to Roth IRAs while the owner is alive.excess contribution not withdrawn from the
However, after the death of a Roth IRA owner,b) Made because you are disabled,Roth IRA.
certain of the minimum distribution rules that

c) Made to a beneficiary or to your estate2) The distributions from the traditional IRA apply to traditional IRAs also apply to Roth IRAs.
after your death, ormust be included in your gross income.

More information. For more detailed informa-d) To pay up to $10,000 (lifetime limit) of3) The 10% additional tax on early distribu-
tion on Roth IRAs, see Publication 590.tions may apply to any distribution. certain qualified first-time homebuyer
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Home defined. Your home means your mainUseful Items
home (residence). It can be a house, apartment,You may want to see:
condominium, houseboat, house trailer, or simi-19. lar dwelling. It does not include other homesPublication
owned or kept up by you or members of your

❏ 521 Moving Expenses family. It also does not include a seasonal home,
such as a summer beach cottage. Your formerMoving Form (and Instructions) home means your home before you left for your
new job location. Your new home means your❏ 3903 Moving ExpensesExpenses home within the area of your new job location.

❏ 8822 Change of Address
Retirees or survivors. You may be able to
deduct the expenses of moving to the United
States or its possessions even if the move is notImportant Change
related to the start of work at a new job location.
You must have worked outside the UnitedWho Can DeductStandard mileage rate. The standard mile-
States or be a survivor of someone who did. Seeage rate for moving expenses has been de-
Retirees or Survivors Who Move to the UnitedMoving Expensescreased from 13 cents to 12 cents a mile. See
States, later.Travel by car under Deductible Moving Ex-

You can deduct your moving expenses if youpenses.
meet all three of the following requirements. Distance Test
1) Your move is closely related to the start of

Your move will meet the distance test if your newwork.
main job location is at least 50 miles fartherImportant Reminder

2) You meet the distance test. from your former home than your old main job
location was from your former home. For exam-3) You meet the time test.Change of address. If you change your mail- ple, if your old main job location was 3 miles

ing address, be sure to notify the IRS using After you have read these rules, you may want from your former home, your new main job loca-
Form 8822, Change of Address. Mail it to the to use Figure 19–B to help you decide if you can tion must be at least 53 miles from that former
Internal Revenue Service Center for your old deduct your moving expenses. home.
address. Addresses for the Service Centers are Different rules may apply if you are a mem- The distance between a job location and
on the back of the form. ber of the Armed Forces or a retiree or survivor your home is the shortest of the more commonly

moving to the United States. These rules are traveled routes between them. The distance test
discussed later in this chapter. considers only the location of your former home.

It does not take into account the location of your
Introduction new home. See Figure 19–A.Related to Start of Work
This chapter explains the deduction of certain Example. You moved to a new home lessYour move must be closely related, both in timeexpenses of moving to a new home because

than 50 miles from your former home becauseand in place, to the start of work at your new jobyou changed job locations or started a new job.
you changed main job locations. Your old mainlocation.It includes the following topics.
job location was 3 miles from your former home.

Closely related in time. You can generally• Who can deduct moving expenses. Your new main job location is 60 miles from that
consider moving expenses incurred within 1 home. Because your new main job location is 57• What moving expenses are deductible. year from the date you first reported to work at miles farther from your former home than the
the new location as closely related in time to the• What moving expenses are not deductible. distance from your former home to your old main
start of work. It is not necessary that you arrange job location, you meet the distance test.• How a reimbursement affects your moving to work before moving to a new location, as long

expense deduction. First job or return to full-time work. If you goas you actually do go to work.
to work full time for the first time, your place ofIf you do not move within 1 year of the date• How and when to report moving ex-
work must be at least 50 miles from your formeryou begin work, you ordinarily cannot deduct thepenses.
home to meet the distance test.expenses unless you can show that circum-

• Special rules for members of the Armed If you go back to full-time work after a sub-stances existed that prevented the move within
Forces. stantial period of part-time work or unemploy-that time.

ment, your place of work must also be at least 50
You may be able to deduct moving expenses miles from your former home.Example. Your family moved more than a

whether you are self-employed or an employee. year after you started work at a new location. Armed Forces. If you are in the Armed ForcesYour expenses generally must be related to You delayed the move for 18 months to allow and you moved because of a permanent changestarting work at your new job location. However, your child to complete high school. You can of station, you do not have to meet the distancecertain retirees and survivors may qualify to deduct your moving expenses. test. See Members of the Armed Forces, later.claim the deduction even if they are not starting
Closely related in place. You can generallywork at a new job location. See Who Can De- Main job location. Your main job location is
consider your move closely related in place toduct Moving Expenses. usually the place where you spend most of your
the start of work if the distance from your new working time. If there is no one place where youMoves to locations outside the United home to the new job location is not more than spend most of your working time, your main jobStates. This chapter does not discuss moves the distance from your former home to the new location is the place where your work is cen-outside the United States. If you are a United job location. If your move does not meet this tered, such as where you report for work or areStates citizen or resident alien who moved requirement, you may still be able to deduct otherwise required to “base” your work.outside the United States or its possessions moving expenses if you can show that:

because of your job or business, see Publication Union members. If you work for several
1) You are required to live at your new home521, Moving Expenses, for special rules that employers on a short-term basis and you get

as a condition of your employment, orapply to your move. work under a union hall system (such as a con-
struction or building trades worker), your main2) You will spend less time or money com-
job location is the union hall.muting from your new home to your new

job location.
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Figure 19–A. Illustration of Distance Test

Your new main job location is at
least 50 miles farther from your
former residence than your old
main job location was.

DISTANCE TEST IS MET

Your new main job location is
not at least 50 miles farther from
your former residence than your
old main job location was.

DISTANCE TEST IS NOT MET

New
main job
location

New
main job
location

Old
main job
location

Former
residence

58
miles

38
miles

3
miles

More than one job. If you have more than 3) You do not have to work 39 weeks in a ment covers an off-season period of less than 6
one job at any time, your main job location de- row. months. For example, a school teacher on a
pends on the facts in each case. The more 12-month contract who teaches on a full-time

4) You must work full time within the same
important factors to be considered are: basis for more than 6 months is considered to

general commuting area for all 39 weeks.
have worked full time for the entire 12 months.• The total time you spend at each place,

Temporary absence from work. You are• The amount of work you do at each place, considered to have worked full time during any
and Time Test for Self-Employedweek you are temporarily absent from work be-

Personscause of illness, strikes, lockouts, layoffs, natu-• How much money you earn at each place.
ral disasters, or similar causes. You are also

If you are self-employed, you must work full time
considered to have worked full time during any

for at least 39 weeks during the first 12Time Test week you are absent from work for leave or months AND for a total of at least 78 weeks
vacation provided for in your work contract or during the first 24 months (78-week test) afterTo deduct your moving expenses, you also must agreement.

you arrive in the general area of your new jobmeet one of the following two time tests.
Seasonal work. If your work is seasonal, you location.
are considered to be working full time during the For purposes of the time test for self-em-1) The time test for employees.
off-season only if your work contract or agree- ployed persons, the following three rules apply.

2) The time test for self-employed persons.

Both of these tests are explained below. See Table 19–1. Satisfying the Time Test for Employees
Table 19–1 for a summary of these tests. and Self-Employed Persons

IF you are... THEN you satisfy the time test by meeting the...Time Test for Employees

If you are an employee, you must work full time an employee 39-week test for employees.
for at least 39 weeks during the first 12
months (39-week test) after you arrive in the both self-employed and an 78-week test for self-employed persons.
general area of your new job location. Full-time employee, but unable to
employment depends on what is usual for your satisfy the 39-week test fortype of work in your area.

employeesFor purposes of this test, the following four
rules apply.

both self-employed and an 78-week test for a self-employed person or the
1) You count only your full-time work as an employee at the same time 39-week test for an employee. Your principal place of

employee, not any work you do as a work determines which test applies.
self-employed person.

self-employed 78-week test for self-employed persons.2) You do not have to work for the same
employer for all 39 weeks.
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Figure 19–B. Can You Deduct Expenses for a Non-Military Move Within the United States?1

Yes
�

�

No

�

No

1Military persons should see Members of the Armed Forces for special rules that apply to them.

Was your move closely related to a
new or changed job location?2

Is your new main job location at
least 50 miles farther from your
FORMER HOME than your old
main job location was?

Are you an employee? Are you self-employed?

Did you or will you work full time as an
employee for at least 39 weeks in the
first 12 months after you arrived in the
new area?3, 4

You may be able to deduct your
moving expenses

Did you or will you work full time as an
employee or a self-employed person
for at least 78 weeks in the first 24
months (which includes 39 weeks in
the first 12 months) after you arrived
in the new area?

You cannot
deduct your

moving
expenses

�
No

No
�

� �

No

�

�

�

�

�

�

Yes

Yes

Yes

�

Yes

Yes

No

2Your move must be closely related to the start of work at your new job location. See Related to Start of Work.
3If you deduct expenses and do not meet this test later, you must either file an amended tax return or report your moving expense deduction as other
income. See Time test not yet met.

4If you become self-employed during the first 12 months, answer YES if your combined time as a full-time employee and self-employed person equals or will
equal at least 78 weeks in the first 24 months (including 39 weeks in the first twelve months) after you arrived in the new area.

Start Here

Joint Return Exceptions to the Time Test
1) You count any full-time work you do either

as an employee or as a self-employed per- If you are married and file a joint return and both You do not have to meet the time test if one of
son. you and your spouse work full time, either of you the following applies.

can satisfy the full-time work test. However, you2) You do not have to work for the same 1) You are in the Armed Forces and youcannot combine the weeks your spouse workedemployer or be self-employed in the same moved because of a permanent change ofwith the weeks you worked to satisfy that test.trade or business for the 78 weeks. station. See Members of the Armed
Forces, later.3) You must work within the same general Time test not yet met. You can deduct your

commuting area for all 78 weeks. moving expenses on your 2003 tax return even if 2) Your main job location was outside the
you have not yet met the time test by the date United States and you moved to the
your 2003 return is due. You can do this if you United States because you retired. SeeSelf-employment. You are self-employed if
expect to meet the 39-week test in 2004, or the Retirees or Survivors Who Move to theyou work as the sole owner of an unincorporated
78-week test in 2004 or 2005. If you deduct United States, later.business or as a partner in a partnership carry-
moving expenses but do not meet the time test

ing on a business. You are not considered 3) You are the survivor of a person whosein 2004, or 2005, you must either:
self-employed if you are semiretired, are a main job location at the time of death was
part-time student, or work only a few hours each 1) Report your moving expense deduction as outside the United States. See Retirees or
week. other income on your Form 1040 for the Survivors Who Move to the United States,

year you cannot meet the test, or later.
Full-time work. You can count only those

2) Amend your 2003 return. 4) Your job at the new location ends becauseweeks during which you work full time as a week
of death or disability.of work. Whether you work full time during any If you do not deduct your moving expenses

week depends on what is usual for your type of on your 2003 return and you later meet the time 5) You are transferred for your employer’s
work in your area. test, you can file an amended return for 2003 to benefit or laid off for a reason other than

take the deduction.If you were both an employee and self-em- willful misconduct. For this exception, you
ployed, see Table 19–1 for the requirements. must have obtained full-time employment
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and you must have expected to meet the though you later return to work. Your intention to route available by conventional transportation.
test at the time you started the job. retire permanently may be determined by: If, during your trip to your new home, you stop

over, or make side trips for sightseeing, the
1) Your age and health, additional expenses for your stopover or side

trips are not deductible as moving expenses.2) The customary retirement age for peopleMembers of the Armed Forces
who do similar work, Travel by car. If you use your car to take

If you are a member of the Armed Forces on yourself, members of your household, or your3) Whether you receive retirement payments
active duty and you move because of a perma- personal effects to your new home, you canfrom a pension or retirement fund, and
nent change of station, you do not have to meet figure your expenses by deducting either:

4) The length of time before you return tothe distance and time tests, discussed earlier.
full-time work. 1) Your actual expenses, such as gas andYou can deduct your unreimbursed moving ex-

oil for your car, if you keep an accuratepenses.
record of each expense, orA permanent change of station includes: Survivors of decedents who were working

abroad. If you are the spouse or the depen- 2) The standard mileage rate of 12 cents a• A move from your home to your first post
dent of a person whose main job location at the mile.of active duty,
time of death was outside the United States, you

Whether you use actual expenses or the stan-• A move from one permanent post of duty can deduct moving expenses if the following five
dard mileage rate to figure your expenses, youto another, and requirements are met.
can deduct parking fees and tolls you paid in• A move from your last post of duty to your 1) The move is to a home in the United moving. You cannot deduct any part of general

home or to a nearer point in the United States. repairs, general maintenance, insurance, or de-
States. The move must occur within 1 year preciation for your car.2)  The move begins within 6 months afterof ending your active duty or within the

the decedent’s death. (When a move be-period allowed under the Joint Travel Reg- Member of household. You can deduct mov-
gins is described later.)ulations. ing expenses you pay for yourself and members

of your household. A member of your household3) The move is from the decedent’s former
is anyone who has both your former and newhome.Spouse and dependents. If a member of the
home as his or her home. It does not include aArmed Forces dies, is imprisoned, or deserts, a 4) The decedent’s former home was outside tenant or employee, unless that person is yourpermanent change of station for the spouse or the United States. dependent.dependent includes a move to:

5) The decedent’s former home was also Location of move. There are different rules• The place of enlistment, your home. for moving within or to the United States than for
• The member’s, spouse’s, or dependent’s moving outside the United States. This chapter

When a move begins. A move beginshome of record, or only discusses moves within or to the United
when one of the following events occurs. States. The rules for moves outside the United• A nearer point in the United States.

States can be found in Publication 521.1) You contract for your household goods
If the military moves you and your spouse and and personal effects to be moved to your

dependents to or from separate locations, the home in the United States, but only if the Household Goods and
moves are treated as a single move to your new move is completed within a reasonable Personal Effectsmain job location. time.

You can deduct the cost of packing, crating, and2) Your household goods and personal ef-More information. For more information on
transporting your household goods and per-fects are packed and on the way to yourmoving expenses for members of the Armed
sonal effects and those of the members of yourhome in the United States.Forces, and instructions for completing Form
household from your former home to your new3903, see Members of the Armed Forces in 3) You leave your former home to travel to home.Publication 521. your new home in the United States. If you use your own car to move your things,
see Travel by car, earlier.

You can deduct any costs of connecting orRetirees or Survivors Who Move to
disconnecting utilities required because you arethe United States
moving your household goods, appliances, orDeductible Moving
personal effects.If you are a retiree who was working abroad or a

You can deduct the cost of shipping your carsurvivor of a decedent who was working abroad Expenses
and household pets to your new home.and you move to the United States or one of its

You can deduct the cost of moving yourpossessions, you do not have to meet the time If you meet the requirements discussed earlier
household goods and personal effects from atest, discussed earlier. However, you must meet under Who Can Deduct Moving Expenses, you
place other than your former home. Your deduc-the requirements discussed below under Retir- can deduct the reasonable expenses of:
tion is limited to the amount it would have cost toees who were working abroad or Survivors of
move them from your former home.decedents who were working abroad. 1) Moving your household goods and per-

sonal effects (including in-transit or You cannot deduct the cost of movingUnited States defined. For this section of this foreign-move storage expenses), and furniture you buy on the way to yourchapter, the term “United States” includes the
new home.2) Traveling (including lodging but not meals) CAUTION

!
possessions of the United States.

to your new home.
Retirees who were working abroad. You Storage expenses. You can include the cost
can deduct moving expenses for a move to a of storing and insuring household goods andYou cannot deduct any expenses for
new home in the United States when you perma- personal effects within any period of 30 con-meals.
nently retire. However, both your former main secutive days after the day your things areCAUTION

!
job location and your former home must have moved from your former home and before they
been outside the United States. are delivered to your new home.

Permanently retired. You are considered Reasonable expenses. You can deduct only
permanently retired when you cease gainful those expenses that are reasonable for the cir- Travel Expenses
full-time employment or self-employment. If, at cumstances of your move. For example, the
the time you retire, you intend your retirement to cost of traveling from your former home to your You can deduct the cost of transportation and
be permanent, you will be considered retired new one should be by the shortest, most direct lodging for yourself and members of your house-
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hold while traveling from your former home to pense deduction for the same expenses. You Example. In December 2002, your em-
your new home. This includes expenses for the must decide if your expenses are deductible as ployer transferred you to another city in the
day you arrive. moving expenses or as business expenses. For United States, where you still work. You are

You can include any lodging expenses you example, expenses you have for travel, meals, single and were not reimbursed for your moving
had in the area of your former home within one and lodging while temporarily working at a expenses. In 2002, you paid for moving your
day after you could no longer live in your former place away from your regular place of work may furniture and you deducted these expenses on
home because your furniture had been moved. be deductible as business expenses if you are your 2002 tax return. In January 2003, you paid

You can deduct expenses for only one trip to considered away from home on business. Gen- for travel to the new city. You can deduct these
your new home for yourself and members of erally, your work at a single location is consid-

additional expenses on your 2003 tax return.
your household. However, all of you do not have ered temporary if it is realistically expected to
to travel together or at the same time. If you use last (and does in fact last) for 1 year or less. See
your own car, see Travel by car, earlier. Temporary Assignment or Job in chapter 28 for Expenses reimbursed. If you are reimbursed

information on deducting your expenses. for your expenses, you may be able to deduct
your expenses either in the year you incurred
them or in the year you paid them. If you use the
cash method of accounting, you can choose toNondeductible

How and When To deduct the expenses in the year you are reim-
Expenses bursed even though you paid the expenses in aReport different year.
You cannot deduct the following items as mov- If you are reimbursed for your expenses in a
ing expenses. This section explains how and when to report

year after you paid the expenses, you may wantyour moving expenses and any reimbursements• Any part of the purchase price of your new to delay taking the deduction until the year youor allowances you received for your move.
home. receive the reimbursement. If you do not choose

Form 3903. Use Form 3903 to figure your to delay your deduction until the year you are• Car tags.
moving expense deduction. reimbursed and you deduct moving expenses

• Driver’s license. that will be reimbursed, you must include theWhere to deduct. Deduct your moving ex-
reimbursement in your income.• Expenses of buying or selling a home. penses on line 27 of Form 1040. The amount of

moving expenses you can deduct is shown on Choosing when to deduct. If you use the• Expenses of getting or breaking a lease.
line 5 of Form 3903. cash method of accounting, which is used by• Home improvements to help sell your

most individuals, you can choose to deductYou cannot deduct moving expenseshome.
on Form 1040EZ or Form 1040A. moving expenses in the year your employer

• Loss on the sale of your home. reimburses you if:CAUTION
!

• Losses from disposing of memberships in
1) You paid the expenses in a year beforeclubs.

Reimbursements. If you receive a reimburse- the year of reimbursement, or
• Meal expenses. ment for your moving expenses, how you report

2) You paid the expenses in the year immedi-this amount and your expenses depends on• Mortgage penalties. ately after the year of reimbursement butwhether the reimbursement is paid to you under
by the due date, including extensions, for• Pre-move househunting expenses. an accountable plan or a nonaccountable plan.
filing your return for the reimbursementFor more information on reimbursements,• Real estate taxes.
year.see Publication 521.

• Refitting of carpets and draperies.
How to make the choice. You choose to• Security deposits (including any given up When To Deduct Expenses deduct moving expenses in the year you re-due to the move).

ceived reimbursement by taking the deductionYou may have a choice of when to deduct your• Storage charges except those incurred in on your return, or amended return, for that year.moving expenses and report any reimburse-
transit and for foreign moves. ment. You cannot deduct any moving ex-

• Temporary living expenses. penses for which you received a reim-Expenses not reimbursed. If you were not
bursement that was not included inCAUTION

!
reimbursed, deduct your allowable moving ex-

your income. (Reimbursements are discussedNo double deduction. You cannot take a penses either in the year you incurred them or in
in Publication 521.)moving expense deduction and a business ex- the year you paid them.
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real estate taxes and none of the home insur-Useful Items
ance.You may want to see:

Other payments to a third party. If you20. Publication made other third-party payments, see Publica-
tion 504 to see whether any part of the payments❏ 504 Divorced or Separated Individuals
qualifies as alimony.Alimony

General Rules InstrumentsIntroduction
The following rules apply to alimony regardlessThis chapter discusses the rules that apply if you Executed After 1984
of when the divorce or separation instrumentpay or receive alimony. It covers the following
was executed.topics: The following rules for alimony apply to pay-

ments under divorce or separation instrumentsPayments not alimony. Not all payments• What payments are alimony,
executed after 1984.under a divorce or separation instrument are• What payments are not alimony, such as alimony. Alimony does not include any of the Exception for instruments executed beforechild support, following. 1985. There are two situations where the rules

• How to deduct alimony you paid, for instruments executed after 1984 apply to1) Child support.
instruments executed before 1985.• How to report alimony income you re-

2) Noncash property settlements.ceived, and 1) A divorce or separation instrument exe-
3) Payments that are your spouse’s part of cuted before 1985 and then modified after• Whether you must recapture the tax bene-

community income. (See Community 1984 to specify that the after-1984 rulesfits of alimony. Recapture means adding
Property in Publication 504.) will apply.back in your income all or part of a deduc-

tion you took in a prior year. 4) Payments to keep up the payer’s property. 2) A temporary divorce or separation instru-
ment executed before 1985 and incorpo-5) Use of property.Alimony is a payment to or for a spouse or rated into, or adopted by, a final decree

former spouse under a divorce or separation executed after 1984 that:Payments to a third party. Cash paymentsinstrument. It does not include voluntary pay-
(including checks and money orders) to a thirdments that are not made under a divorce or a) Changes the amount or period of pay-
party on behalf of your spouse under the termsseparation instrument. ment, or
of your divorce or separation instrument may beAlimony is deductible by the payer and must

b) Adds or deletes any contingency oralimony if they otherwise qualify. These includebe included in the spouse’s or former spouse’s
condition.payments for your spouse’s medical expenses,income. Although this chapter is generally writ-

housing costs (rent, utilities, etc.), taxes, tuition,ten for the payer of the alimony, the recipient can
For the rules for alimony payments underetc. The payments are treated as received byuse the information to determine whether an

pre-1985 instruments not meeting these excep-your spouse and then paid to the third party.amount received is alimony.
tions, see Instruments Executed Before 1985 in

To be alimony, a payment must meet certain Life insurance premiums. Alimony includes Publication 504.
requirements. Different requirements apply to premiums you must pay under your divorce or
payments under instruments executed after separation instrument for insurance on your life Example 1. In November 1984, you and
1984 and to payments under instruments exe- to the extent your spouse owns the policy. your former spouse executed a written separa-
cuted before 1985. This chapter discusses the

tion agreement. In February 1985, a decree ofPayments for jointly-owned home. If yourrules for payments under instruments executed
divorce was substituted for the written separa-divorce or separation instrument states that youafter 1984. For the rules for payments under
tion agreement. The decree of divorce did notmust pay expenses for a home owned by youpre-1985 instruments, see Publication 504, Di-
change the terms for the alimony you pay yourand your spouse or former spouse, some of yourvorced or Separated Individuals.
former spouse. The decree of divorce is treatedpayments may be alimony.Use Table 20–1 in this chapter as a guide to as executed before 1985. Alimony payments

determine whether certain payments are con- Mortgage payments. If you must pay all the under this decree are not subject to the rules for
sidered alimony. mortgage payments (principal and interest) on a payments under instruments executed after

jointly-owned home, and they otherwise qualify, 1984.Definitions. The following definitions apply you can deduct one-half of the total payments as
throughout this chapter. alimony. If you itemize deductions and the home Example 2. Assume the same facts as in

is a qualified home, you can claim half of theSpouse or former spouse. Unless other- Example 1 except that the decree of divorce
interest in figuring your deductible interest. Yourwise stated in the following discussions about changed the amount of the alimony. In this ex-
spouse must report one-half of the payments asalimony, the term “spouse” includes former ample, the decree of divorce is not treated as
alimony received. If your spouse itemizes de-spouse. executed before 1985. The alimony payments
ductions and the home is a qualified home, he or are subject to the rules for payments under in-Divorce or separation instrument. The she can claim one-half of the interest on the struments executed after 1984.term “divorce or separation instrument” means: mortgage in figuring deductible interest.

Alimony requirements. A payment to or for a
Taxes and insurance. If you must pay all1) A decree of divorce or separate mainte- spouse under a divorce or separation instrument

the real estate taxes or insurance on a homenance or a written instrument incident to is alimony if the spouses do not file a joint return
held as tenants in common, you can deductthat decree, with each other and all the following require-
one-half of these payments as alimony. Your ments are met. 2) A written separation agreement, or
spouse must report one-half of these payments

3) A decree or any type of court order requir- as alimony received. If you and your spouse 1) The payment is in cash.
ing a spouse to make payments for the itemize deductions, you can each claim one-half

2) The instrument does not designate the
support or maintenance of the other of the real estate taxes and none of the home

payment as not alimony.
spouse. This includes a temporary decree, insurance.
an interlocutory (not final) decree, and a   If your home is held as tenants by the 3) The spouses are not members of the
decree of alimony pendente lite (while entirety or joint tenants, none of your pay- same household at the time the payments
awaiting action on the final decree or ments for taxes or insurance are alimony. But if are made. This requirement applies only if
agreement). you itemize deductions, you can claim all of the the spouses are legally separated under a
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death. If all of the payment would continue, thenTable 20–1. Alimony Requirements (Instruments Executed After 1984)
none of the payments made before or after the
death are alimony.

Payments ARE alimony if all of the Payments are NOT alimony if any of the The divorce or separation instrument doesfollowing are true: following are true:
not have to expressly state that the payments

Payments are required by a divorce or Payments are not required by a divorce or cease upon the death of your spouse if, for
separation instrument. separation instrument. example, the liability for continued payments

would end under state law.Payer and recipient spouse do not file a joint Payer and recipient spouse file a joint return.
return.

Example. You must pay your former
Payment is in cash (including checks or Payment is: spouse $10,000 in cash each year for 10 years.
money orders). Your divorce decree states that the payments• Not in cash,

will end upon your former spouse’s death. You• A noncash property settlement,
must also pay your former spouse or your former• Spouse’s part of community income, or
spouse’s estate $20,000 in cash each year for• To keep up the payer’s property.
10 years. The death of your spouse would not

Payment is not designated in the instrument Payment is designated in the instrument as terminate these payments under state law.
as not alimony. not alimony. The $10,000 annual payments are alimony.

But because the $20,000 annual payments willSpouses legally separated under a decree of Spouses legally separated under a decree of
not end upon your former spouse’s death, theydivorce or separate maintenance are not divorce or separate maintenance are
are not alimony.members of the same household. members of the same household.

Substitute payments. If you must makePayments are not required after death of the Payments are required after death of the
any payments in cash or property after yourrecipient spouse. recipient spouse.
spouse’s death as a substitute for continuing

Payment is not treated as child support. Payment is treated as child support. otherwise qualifying payments, the otherwise
qualifying payments are not alimony. To the

These payments are deductible by the payer These payments are neither deductible by the extent that your payments begin, accelerate, or
and includible in income by the recipient. payer nor includible in income by the increase because of the death of your spouse,

recipient. otherwise qualifying payments you made may
be treated as payments that were not alimony.
Whether or not such payments will be treated as

decree of divorce or separate mainte- qualifying payments are not alimony. You do this not alimony depends on all the facts and circum-
nance. by including a provision in your divorce or sepa- stances.

ration instrument that states the payments are4) There is no liability to make any payment
not deductible as alimony by you and are ex- Example 1. Under your divorce decree, you(in cash or property) after the death of the
cludable from your spouse’s income. For this must pay your former spouse $30,000 annually.recipient spouse.
purpose, any instrument (written statement) The payments will stop at the end of 6 years or

5) The payment is not treated as child sup- signed by both of you that makes this designa- upon your former spouse’s death, if earlier.
port. tion and that refers to a previous written separa- Your former spouse has custody of your mi-

tion agreement is treated as a written separation nor children. The decree provides that if anyEach of these requirements is discussed next.
agreement. If you are subject to temporary sup- child is still a minor at your spouse’s death, you
port orders, the designation must be made in the must pay $10,000 annually to a trust until thePayment must be in cash. Only cash pay-
original or a later temporary support order. youngest child reaches the age of majority. Thements, including checks and money orders,

Your spouse can exclude the payments from trust income and corpus (principal) are to bequalify as alimony. The following do not qualify
income only if he or she attaches a copy of the used for your children’s benefit.as alimony.
instrument designating them as not alimony to These facts indicate that the payments to be• Transfers of services or property (includ- his or her return. The copy must be attached made after your former spouse’s death are a

ing a debt instrument of a third party or an each year the designation applies. substitute for $10,000 of the $30,000 annual
annuity contract).

payments. $10,000 of each of the $30,000 an-
Spouses cannot be members of the same• Execution of a debt instrument by the nual payments is not alimony.
household.  Payments to your spouse whilepayer.
you are members of the same household are not Example 2. Under your divorce decree, you• The use of property. alimony if you are legally separated under a must pay your former spouse $30,000 annually.
decree of divorce or separate maintenance. A The payments will stop at the end of 15 years orPayments to a third party. Cash payments home you formerly shared is considered one upon your former spouse’s death, if earlier. The

to a third party under the terms of your divorce or household, even if you physically separate your- decree provides that if your former spouse dies
separation instrument can qualify as a cash pay- selves in the home. before the end of the 15-year period, you must
ment to your spouse. See Payments to a third

pay the estate the difference between $450,000You are not treated as members of the sameparty under General Rules, earlier.
($30,000 × 15) and the total amount paid up tohousehold if one of you is preparing to leave theAlso, cash payments made to a third party at
that time. For example, if your spouse dies at thehousehold and does leave no later than 1 monththe written request of your spouse qualify as
end of the tenth year, you must pay the estateafter the date of the payment.alimony if all the following requirements are met.
$150,000 ($450,000 − $300,000).

Exception. If you are not legally separated These facts indicate that the lump-sum pay-1) The payments are in lieu of payments of under a decree of divorce or separate mainte- ment to be made after your former spouse’salimony directly to your spouse. nance, a payment under a written separation death is a substitute for the full amount of the
agreement, support decree, or other court order2) The written request states that both $30,000 annual payments. None of the annual
may qualify as alimony even if you are membersspouses intend the payments to be treated payments are alimony. The result would be the
of the same household when the payment isas alimony. same if the payment required at death were to
made. be discounted by an appropriate interest factor3) You receive the written request from your

to account for the prepayment.spouse before you file your return for the Liability for payments after death of recipient
year you made the payments. spouse. If you must continue to make pay- Child support. A payment that is specifically

ments for any period after your spouse’s death, designated as child support or treated as specifi-
the part of the payment that would continue isPayments designated as not alimony. You cally designated as child support under your
not alimony whether made before or after theand your spouse can designate that otherwise divorce or separation instrument is not alimony.

Page 144 Chapter 20 Alimony



Page 147 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

The designated amount or part may vary from the period of alimony payments is customary in alimony under a decree of divorce or separate
time to time. Child support payments are neither maintenance or a written separation agreement.the local jurisdiction, such as a period equal to
deductible by the payer nor taxable to the recipi- Do not include any time in which payments wereone-half of the duration of the marriage, you can
ent. being made under temporary support orders.treat the amount as alimony.

The second and third years are the next 2 calen-Specifically designated as child support.
dar years, whether or not payments are madeA payment will be treated as specifically desig-
during those years.nated as child support to the extent that the

The reasons for a reduction or termination ofpayment is reduced either: How To Deduct
alimony payments that can require a recapture

1) On the happening of a contingency relat- include:Alimony Paid
ing to your child, or

• A change in your divorce or separation
You can deduct alimony you paid, whether or2) At a time that can be clearly associated instrument,

with the contingency. not you itemize deductions on your return. You
• A failure to make timely payments,must file Form 1040. You cannot use FormA payment may be treated as specifically desig-

1040A or Form 1040EZ. • A reduction in your ability to provide sup-nated as child support even if other separate
Enter the amount of alimony you paid on line port, orpayments are specifically designated as child

32a of Form 1040. In the space provided on linesupport. • A reduction in your spouse’s support
32b, enter your spouse’s social security number.

needs.Contingency relating to your child. A  If you paid alimony to more than one person,
contingency relates to your child if it depends on

enter the social security number of one of the
any event relating to that child. It does not matter When to apply the recapture rule. You arerecipients. Show the social security number andwhether the event is certain or likely to occur. subject to the recapture rule in the third year ifamount paid to each other recipient on an at-Events relating to your child include the child’s: the alimony you pay in the third year decreasestached statement. Enter your total payments on

by more than $15,000 from the second year or• Becoming employed, line 32a.
the alimony you pay in the second and third• Dying, If you do not provide your spouse’s years decreases significantly from the alimony

social security number, you may have you pay in the first year.• Leaving the household,
to pay a $50 penalty and your deduc-CAUTION

!
When you figure a decrease in alimony, do• Leaving school, tion may be disallowed. not include the following amounts.

• Marrying, or
1) Payments made under a temporary sup-• Reaching a specified age or income level.

port order.

How To ReportClearly associated with a contingency. 2) Payments required over a period of at
Payments are presumed to be reduced at a time least 3 calendar years of a fixed part ofAlimony Receivedclearly associated with the happening of a con- your income from a business or property,
tingency relating to your child only in the follow- or from compensation for employment or

Report alimony you received on line 11 of Forming situations. self-employment.
1040. You cannot use Form 1040A or Form

3) Payments that decrease because of the1) The payments are to be reduced not more 1040EZ.
death of either spouse or the remarriage ofthan 6 months before or after the date the

You must give the person who paid the the spouse receiving the payments.child will reach 18, 21, or local age of ma-
alimony your social security number. Ifjority.
you do not, you may have to pay a $50CAUTION

!
2) The payments are to be reduced on two or Figuring the recapture. You can use Work-penalty.

more occasions that occur not more than 1 sheet A in Publication 504 to figure recaptured
year before or after a different one of your alimony.
children reaches a certain age from 18 to
24. This certain age must be the same for Including the recapture in income.   If you
each child, but need not be a whole num- Recapture Rule must include a recapture amount in income,
ber of years. show it on Form 1040, line 11 (“Alimony re-

If your alimony payments decrease or terminate ceived”). Cross out “received” and print “recap-In all other situations, reductions in payments
during the first 3 calendar years, you may be ture.” On the dotted line next to the amount,are not treated as clearly associated with the
subject to the recapture rule. If you are subject to enter your spouse’s last name and social secur-happening of a contingency relating to your
this rule, you have to include in income in the ity number.child.
third year part of the alimony payments youEither you or the IRS can overcome the pre-
previously deducted. Your spouse can deduct in Deducting the recapture. If you can deduct asumption in the two situations above. This is
the third year part of the alimony payments he or recapture amount, show it on Form 1040, linedone by showing that the time at which the
she previously included in income. 32a (“Alimony paid”). Cross out “paid” and printpayments are to be reduced was determined

“recapture.” In the space provided, enter yourThe 3-year period starts with the first calen-independently of any contingencies relating to
spouse’s social security number.dar year you make a payment qualifying asyour children. For example, if you can show that
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connection with books, supplies, equipment (in- • A qualified employer plan.
cluding computer equipment, software, and
services), and other materials used in the class- Reasonable period of time. Qualified educa-21. room. An ordinary expense is one that is com-

tion expenses are treated as paid or incurred
mon and accepted in your educational field. A

within a reasonable period of time before or after
necessary expense is one that is helpful and

you take out the loan if they are paid with the
appropriate for your profession as an educator.

proceeds of student loans that are part of aEducation-
An expense does not have to be required to be

federal postsecondary education loan program.
considered necessary.

Even if not paid with the proceeds of thatRelated Qualified expenses do not include expenses type of loan, the expenses are treated as paid or
for home schooling or for nonathletic supplies incurred within a reasonable period of time if
for courses in health or physical education. You both of the following requirements are met.Adjustments must reduce your qualified expenses by the fol-
lowing amounts. 1) The expenses relate to a specific aca-

demic period, and• Excludable U.S. series EE and I savingsImportant Change for 2) The loan proceeds are disbursed within abond interest from Form 8815.
period that begins 60 days before the start• Nontaxable qualified state tuition program2004 of that academic period and ends 60 days

earnings. after the end of that academic period.
Maximum tuition and fees deduction in- • Nontaxable earnings from Coverdell edu- If neither of the above situations applies, thecreases to $4,000. Beginning in 2004, the cation savings accounts. reasonable period of time usually is determinedamount of qualified education expenses you

based on all the relevant facts and circum-• Any reimbursements you received formay take into account in figuring your tuition and
stances.these expenses that were not reported tofees deduction increases from $3,000 to $4,000

you in box 1 of your Form W-2.if your modified adjusted gross income (MAGI) Academic period. An academic period in-
is not more than $65,000 ($130,000 if you are cludes a semester, trimester, quarter, or other
married filing jointly). If your MAGI is larger than How the deduction is claimed.  To claim the period of study (such as a summer school ses-
$65,000 ($130,000), but is not more than deduction, enter the allowable amount on line 23 sion) as reasonably determined by an educa-
$80,000 ($160,000 if you are married filing of Form 1040, or line 16 of Form 1040A. tional institution. In the case of an educational
jointly), your maximum tuition and fees deduc- institution that uses credit hours or clock hours
tion will be $2,000. No tuition and fees deduction and does not have academic terms, each pay-
will be allowed if your MAGI is larger than ment period can be treated as an academic
$80,000 ($160,000). period.Student Loan Interest

Table 21–1. Student Loan InterestDeduction Deduction at a
GlanceIntroduction Generally, personal interest you pay, other than
Do not rely on this table alone.certain mortgage interest, is not deductible onThis chapter discusses the education-related Refer to the text for moreyour tax return. However, there is a special de-adjustments you can deduct in figuring your ad- details.duction allowed for paying interest on a studentjusted gross income.

loan (also known as an education loan). This Feature DescriptionThis chapter covers:
deduction can reduce the amount of your in-

Maximum You can decrease your• Educator expenses, come subject to tax by up to $2,500 in 2003.
benefit income subject to tax by up toTable 21–1 summarizes the features of the stu-• Student loan interest deduction, and $2,500.

dent loan interest deduction.
• The tuition and fees deduction. Your student loanLoan

qualifications • must have been taken outStudent Loan Interest solely to pay qualified
Useful Items education expenses, andDefined
You may want to see: • cannot be from a related

person or made under aStudent loan interest is interest you paid during
qualified employer plan.Publication the year on a qualified student loan. It includes

both required and voluntary interest payments. The student must beStudent❏ 970 Tax Benefits for Education
qualifications • you, your spouse, or your

dependent, and
Qualified Student Loan • enrolled at least half-time

in a degree program.
This is a loan you took out solely to pay quali-

Time limit on You can deduct interest paidfied education expenses (defined later) thatEducator Expenses deduction during the remaining period ofwere: your student loan.
If you were an eligible educator in 2003, you

1) For you, your spouse, or a person who Phaseout The amount of your deductionmay deduct up to $250 of qualified expenses
depends on your income level.was your dependent (defined in chapter 3)you paid in 2003. If you and your spouse are

when you took out the loan,filing jointly and both of you were eligible educa-
tors, the maximum deduction is $500. However, 2) Paid or incurred within a reasonable pe-
neither spouse may deduct more than $250 of riod of time before or after you took out Eligible student. This is a student who was
his or her qualified expenses. An eligible educa- the loan, and enrolled at least half-time in a program leading
tor is a kindergarten through grade 12 teacher, to a degree, certificate, or other recognized edu-3) For education provided during an aca-instructor, counselor, principal, or aide in a cational credential.demic period for an eligible student.school for at least 900 hours during a school

Enrolled at least half-time. A student wasyear. Loans from the following sources are not
enrolled at least half-time if the student wasqualified student loans.

Qualified expenses. Qualified expenses in- taking at least half the normal full-time work load
clude ordinary and necessary expenses paid in • A related person. for his or her course of study.
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The standard for what is half of the normal The educational institution should be ing your MAGI, see chapter 4 of Publica-
able to tell you if it is an eligible educa-full-time work load is determined by each eligible tion 970.
tional institution.educational institution. However, the standard

TIP

4) You paid interest on a qualified student
may not be lower than any of those established

loan.by the Department of Education under the Adjustments to qualified education ex-
Higher Education Act of 1965. penses. You must reduce your qualified edu-

cation expenses by certain tax-free items (such
No Double Benefit AllowedLoan from a related person. You cannot de- as the tax-free part of scholarships and fellow-

duct interest on a loan you get from a related ships). See chapter 4 of Publication 970 for
You cannot deduct as interest on a student loanperson. Related persons include: details.
any amount you can deduct under any other

• Your spouse, provision of the tax law (for example, home
mortgage interest).Include As Interest• Your brothers and sisters,

• Your half brothers and half sisters, Loan origination fees (other than fees for serv- Who Can Claim a
ices), capitalized interest, interest on revolving• Your ancestors (parents, grandparents, Dependent’s Expenses?lines of credit, and interest on refinanced stu-etc.),
dent loans are student loan interest if all other

You can deduct interest paid on a student loan• Your lineal descendants (children, grand- requirements are met. In addition to simple inter-
for your dependent only if you:children, etc.), and est on the loan, the items discussed below can

be student loan interest.• Certain corporations, partnerships, trusts, 1) Are legally obligated to make the interest
and exempt organizations. payments,Loan origination fees. These are the costs of

getting the loan. 2) Actually made the payments during the tax
Loan from a qualified employer plan. You year, andCapitalized interest.  This is unpaid interestcannot deduct interest on a loan made under a

on a student loan that is added by the lender to 3) Claim an exemption for your dependent onqualified employer plan or under a contract pur-
the outstanding principal balance of the loan. your tax return.chased under such a plan.

You are not considered to have made stu-Interest on revolving lines of credit. Revolv-
dent loan interest payments actually made bying lines of credit, such as credit card debt,Qualified Education Expenses your dependent, regardless of whether your de-qualify if the borrower uses the line of credit

(credit card) only to pay qualified education ex- pendent is legally liable for the loan. Also, pay-Generally, for purposes of the student loan inter-
penses. See Qualified Education Expenses, ments made by anyone other than yourest deduction, these expenses are the total
earlier. dependent are not considered made by yourcosts of attending an eligible educational insti-

dependent.tution, including graduate school. They include Interest on refinanced student loans. This
amounts paid for the following items. includes interest on both: How Much Can You
1) Tuition and fees. • Consolidated loans — loans used to refi- Deduct?nance more than one student loan of the2) Room and board.

same borrower, and
Your student loan interest deduction for 2003 is3) Books, supplies, and equipment. • Collapsed loans — two or more loans of generally the smaller of:

4) Other necessary expenses (such as trans- the same borrower that are treated by
portation). both the lender and the borrower as one 1) $2,500, or

loan.The cost of room and board qualifies only to 2) The interest you paid in 2003.
the extent that it is not more than the greater of

The amount determined above is phased outthe following two amounts. Voluntary interest payments. These are
if your MAGI is between $50,000 and $65,000payments made on a qualified student loan dur-
($100,000 and $130,000 if you file a joint return).1) The allowance for room and board, as de- ing a period when interest payments are not
You cannot take a student loan interest deduc-termined by the eligible educational institu- required, such as when the borrower has been
tion if your MAGI is $65,000 or more ($130,000tion, that was included in the cost of granted a deferment.
or more if you file a joint return). For details onattendance (for federal financial aid pur-
figuring your MAGI, see Publication 970.poses) for a particular academic period

and living arrangement of the student. The amount of your student loan interestDo Not Include As Interest
deduction2) The actual amount charged if the student You cannot claim a student loan interest deduc-

is residing in housing owned or operated tion for interest on a loan if, under the terms of
by the eligible educational institution. How Do You Figure thethe loan, you are not legally obligated to make

interest payments. Deduction?
Eligible educational institution. An eligible

Generally, you figure the deduction using theeducational institution is any college, university, Can You Claim the
Student Loan Interest Deduction Worksheet invocational school, or other postsecondary edu- Deduction? the Form 1040 or Form 1040A instructions.cational institution eligible to participate in a stu-
However, if you are filing Form 2555, 2555–EZ,dent aid program administered by the

Generally, you can claim the deduction if all four or 4563, or you are excluding income fromDepartment of Education. It includes virtually all
of the following requirements are met. sources within Puerto Rico, you must completeaccredited, public, nonprofit, and proprietary

Worksheet 4–1 in chapter 4 of Publication 970.(privately owned profit-making) postsecondary 1) Your filing status is any filing status except
institutions. To help you figure your student loan interestmarried filing separately.

deduction, you should receive Form 1098–E,For purposes of the student loan interest
2) No one else is claiming an exemption for Student Loan Interest Statement. Generally, andeduction, the term also includes an institution

you on his or her tax return. institution (such as a bank or governmentalconducting an internship or residency program
agency) that received interest payments of $600leading to a degree or certificate from an institu- 3) Your modified adjusted gross income
or more during 2003 on one or more qualifiedtion of higher education, a hospital, or a health (MAGI) is less than $65,000 ($130,000 if

care facility that offers postgraduate training. you file a joint return). For details on figur- student loans must issue Form 1098–E (or ac-
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ceptable substitute) to each borrower by Febru- students are defined later under Who Is an Eligi- Related expenses. Student-activity fees and
ary 2, 2004. fees for course-related books, supplies, andble Student.

equipment are included in qualified tuition and To claim the deduction, enter the allowable
related expenses only if the fees must be paidamount on line 25 of Form 1040, or line 18 of
to the institution as a condition of enrollment orWho Cannot Take the Deduction?Form 1040A.
attendance.

You cannot take the tuition and fees deduction if
any of the following apply.

No Double Benefit Allowed• Your filing status is married filing sepa-Tuition and Fees
rately.  You cannot do any of the following.Deduction • Another person is entitled to claim an ex- • Deduct higher education expenses you
emption for you as a dependent on his or

deduct under any other provision of theYou may be able to deduct qualified education her tax return. You cannot take the deduc-
law, for example, as a business expense,expenses paid during the year for yourself, your tion even if the other person does not ac-

spouse, or a dependent. • Deduct qualified education expenses for atually claim that exemption.
The tuition and fees deduction can reduce student on your income tax return if you or• Your modified adjusted gross incomeyour income subject to tax by up to $3,000. It is anyone else claims a Hope or lifetime

(MAGI) is more than $65,000 ($130,000 ifavailable through 2005. learning credit for that same student in the
filing a joint return).Table 21–2 summarizes the features of the same year,

tuition and fees deduction. • You were a nonresident alien for any part • Deduct qualified education expenses that
of the year and did not elect to be treatedTable 21–2. Tuition and Fees have been used to figure the tax-free por-
as a resident alien for tax purposes. More tion of a distribution from a Coverdell edu-Deduction information on nonresident aliens can be cation savings account (ESA) or aat a Glance found in Publication 519, U.S. Tax Guide qualified tuition program (QTP). For a
for Aliens.Do not rely on this table alone. QTP, this applies only to the amount of

Refer to the text for more
tax-free earnings that were distributed, not• You or anyone else claims a Hope or life-details.
to the recovery of contributions to the pro-time learning credit in 2003 with respect to
gram. See Figuring the Taxable Portion ofQuestion Answer expenses of the student for whom the tui-
a Distribution in chapter 7 (Coverdell ESA)tion and related expenses were paid.

What is the You can decrease your income and in chapter 8 (QTP) of Publication 970.maximum subject to tax by up to $3,000.
benefit? • Deduct qualified education expenses thatWhat Expenses Qualify? have been paid with tax-free interest onWhere is As an adjustment to income on

U.S. savings bonds (Form 8815). See Fig-the Form 1040 or 1040A. The tuition and fees deduction is based on quali-
uring the Tax-Free Amount in chapter 10deduction fied education expenses you pay for yourself,
of Publication 970.taken? your spouse, or a dependent for whom you claim

an exemption on your tax return. Generally, the • Deduct qualified education expenses thatFor whom A student enrolled in an eligible
deduction is allowed for qualified education ex-must the educational institution who is have been paid with tax-free scholarship,

expenses • you, penses paid in 2003 in connection with enroll- grant, or employer-provided educational
be paid? • your spouse, or ment at an institution of higher education during assistance. See the following section on

• your dependent. 2003 or for an academic period (defined earlier Adjustments to qualified expenses.
under Student Loan Interest Deduction) begin-What Tuition and fees required for
ning in 2003 or in the first 3 months of 2004.tuition and enrollment or attendance at an Adjustments to qualified expenses. If you

fees are eligible postsecondary
paid qualified higher education expenses withPayments with borrowed funds. You candeductible? educational institution, but not
certain tax-free funds, you cannot claim a de-including personal, living, or claim a tuition and fees deduction for qualified
duction for those amounts. You must reduce thefamily expenses, such as room education expenses paid with the proceeds of a
qualified expenses by the amount of anyand board. loan. You use the expenses to figure the deduc-
tax-free educational assistance and refunds yoution for the year in which the expenses are paid,
received.not the year in which the loan is repaid. Treat

loan payments sent directly to the educational Tax-free educational assistance. This in-Can You Claim the
institution as paid on the date the institution cludes:Deduction? credits the student’s account.

• Tax-free part of scholarships and fellow-
The following rules will help you determine if you ships (see chapter 1 of Publication 970),
can claim the tuition and fees deduction. Qualified Education Expenses • Pell grants (see chapter 1 of Publication

970),
For purposes of the tuition and fees deduction,

Who Can Claim the Deduction? • Employer-provided educational assistancequalified education expenses are tuition and
(see chapter 11 of Publication 970),certain related expenses required for enrollment

Generally, you can claim the tuition and fees or attendance at an eligible educational insti- • Veterans’ educational assistance (seededuction if all three of the following require- tution. chapter 1 of Publication 970), andments are met.

Eligible educational institution. An eligible • Any other nontaxable (tax-free) payments
1) You paid qualified education expenses educational institution is any college, university, (other than gifts or inheritances) received

of higher education. vocational school, or other postsecondary edu- as educational assistance.
cational institution eligible to participate in a stu-2) You paid the expenses for an eligible stu-
dent aid program administered by the Refunds. Qualified education expenses dodent.
Department of Education. It includes virtually all not include expenses for which you, or someone

3) The eligible student is yourself, your accredited, public, nonprofit, and proprietary else who paid qualified education expenses on
spouse, or a dependent for whom you (privately owned profit-making) postsecondary behalf of a student, receive a refund. (For infor-
claim an exemption on your tax return. institutions. The educational institution should mation on expenses paid by a dependent stu-

be able to tell you if it is an eligible educationalQualified education expenses are defined dent or third party, see Who Can Claim a
institution.below under What Expenses Qualify. Eligible Dependent’s Expenses, later.)

Page 148 Chapter 21 Education- Related Adjustments



Page 151 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

If a refund of expenses paid in 2003 is re- Comprehensive or bundled fees. Some eli- tion Statement. Generally, an eligible
ceived before you file your tax return for 2003, gible educational institutions combine all of their educational institution (such as a college or uni-
simply reduce the amount of the expenses paid fees for an academic period into one amount. If versity) must issue Form 1098–T (or acceptable
by the amount of the refund received. If the you do not receive or do not have access to an substitute) to each enrolled student by February
refund is received after you file your 2003 tax allocation showing how much you paid for quali- 2, 2004.
return, see When Must the Deduction Be Repaid fied education expenses and how much you To claim the deduction, enter the allowable
(Recaptured), in chapter 6 of Publication 970. paid for personal expenses, such as those listed amount on Form 1040, line 26, or Form 1040A,

The above rule also applies to loan proceeds above, contact the institution. The institution is line 19.
the eligible education institution refunds to the required to make this allocation and provide you Table 21–3.Who Can Claim a Dependent’s
lender on behalf of the borrower. with the amount you paid (or were billed) for Expenses?

qualified education expenses on Form 1098–T,Amounts that do not reduce qualified educa- Do not rely on this table alone. SeeTuition Statement. See How Much Can Yoution expenses. Do not reduce qualified edu- Who Can Claim a Dependent’sDeduct, later, for more information about Form Expenses in chapter 6 of Publicationcation expenses by amounts paid with funds the
1098–T. 970.student receives as:

IF your• Payment for services, such as wages, Who Is an Eligible dependent is• A loan, an eligibleStudent?
student and• A gift,
you... AND... THEN...For purposes of the tuition and fees deduction,

• An inheritance, or an eligible student is a student who is enrolled in claim an you paid only you can
one or more courses at an eligible educational exemption for all deduct the• A withdrawal from the student’s personal
institution. The student must have either a high your qualified qualifiedsavings.

dependent education educationschool diploma or a General Educational Devel-
expenses expenses thatopment (GED) credential.Do not reduce the qualified education ex-
for your you paid. Yourpenses by any scholarship or fellowship re-
student dependent cannot

ported as income on the student’s tax return in Who Can Claim a take a deduction.
the following situations. Dependent’s Expenses? claim an your no one is allowed• The use of the money is restricted to costs exemption for dependent to take a

of attendance (such as room and board) Generally, to claim the tuition and fees deduc- your paid all deduction.
other than qualified education expenses. dependent qualifiedtion for qualified education expenses for a de-

educationpendent, you must:• The use of the money is not restricted and expenses
the money is used to pay education ex- 1) Have paid the expenses, and

do not claim you paid no one is allowedpenses that are not qualified (such as
an exemption all to take a2) Claim an exemption for the student as aroom and board).
for your qualified deduction.dependent.
dependent, education

Table 21–3 summarizes who can claim the de- but are expensesExpenses That Do Not Qualify
eligible toduction.

Qualified education expenses do not include
do not claim your no one is allowed

amounts paid for: an exemption dependent to take aHow Much Can You
for your paid all deduction.• Insurance, Deduct? dependent, qualified

• Medical expenses (including student but are education
The maximum deduction you can claim in 2003 eligible to expenseshealth fees),
is $3,000. However, the amount of your modified

are not you paid only your• Room and board, adjusted gross income (MAGI) determines
eligible to all dependent canwhether the deduction is allowed. For details on• Transportation, or claim an qualified deduct the

figuring your MAGI, see chapter 6 of Publication exemption for education amount you paid.• Similar personal, living, or family ex- 970. your expenses The amount youpenses.
dependent paid is treated as

a gift to yourThis is true even if the fee must be paid to the How Do You Figure the
dependent.institution as a condition of enrollment or attend- Deduction?ance. are not your only your

eligible to dependent dependent canGenerally, you figure the deduction using theSports, games, hobbies, and noncredit claim an paid all take a deduction.
Tuition and Fees Deduction Worksheet in the exemption for qualifiedcourses. Qualified education expenses gen-
Form 1040 or Form 1040A instructions. How- your educationerally do not include expenses that relate to any
ever, if you are filing Form 2555, Form 2555-EZ, dependent expensescourse of instruction or other education that in-
or Form 4563, or if you exclude income fromvolves sports, games or hobbies, or any non-
sources within Puerto Rico, you must completecredit course. However, if the course of
the worksheet in chapter 6 of Publication 970.instruction or other education is part of the

To help you figure your tuition and fees de-student’s degree program, these expenses can
duction, you should receive Form 1098–T,Tui-qualify.
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Part Five.

After you have figured your adjusted gross income, you are ready to subtractStandard
the deductions used to figure taxable income. You can subtract either the
standard deduction or itemized deductions. Itemized deductions are deduc-Deduction and tions for certain expenses that are listed on Schedule A (Form 1040). The ten
chapters in this part discuss the standard deduction, each itemized deduction,Itemized and the limit on some of your itemized deductions if your adjusted gross
income exceeds certain amounts. See chapter 22 for the factors to consider
when deciding whether to subtract the standard deduction or itemized deduc-Deductions
tions. Figure 2, Finding Schedule A Information in Publication 17, below,
shows you where the items found on Schedule A are discussed in this
publication.

OMB No. 1545-0074SCHEDULES A&B Schedule A—Itemized Deductions
(Form 1040)

(Schedule B is on back)
Department of the Treasury
Internal Revenue Service � Attach to Form 1040. � See Instructions for Schedules A and B (Form 1040).

Attachment
Sequence No. 07

Name(s) shown on Form 1040 Your social security number

Caution. Do not include expenses reimbursed or paid by others.Medical
and 
Dental
Expenses

1Medical and dental expenses (see page A-2)1
22

3Multiply line 2 by 7.5% (.075)3
Subtract line 3 from line 1. If line 3 is more than line 1, enter -0-4 4

5State and local income taxes5Taxes You 
Paid 6Real estate taxes (see page A-2)6

Other taxes. List type and amount �8
(See
page A-2.)

8
Add lines 5 through 89 9

Home mortgage interest and points reported to you on Form 109810Interest
You Paid

10

Home mortgage interest not reported to you on Form 1098. If paid
to the person from whom you bought the home, see page A-3
and show that person’s name, identifying no., and address �

11
(See
page A-3.)

11

12
Points not reported to you on Form 1098. See page A-3
for special rules

12

13 Investment interest. Attach Form 4952 if required. (See
page A-4.) 13

14 14Add lines 10 through 13

Gifts to 
Charity 15

15 Gifts by cash or check. If you made any gift of $250 or
more, see page A-4

16
Other than by cash or check. If any gift of $250 or more,
see page A-4. You must attach Form 8283 if over $500

16

17Carryover from prior year17
18 Add lines 15 through 17 18

Casualty or theft loss(es). Attach Form 4684. (See page A-5.)19
Casualty and 
Theft Losses 19

Unreimbursed employee expenses—job travel, union
dues, job education, etc. Attach Form 2106 or 2106-EZ
if required. (See page A-5.) �

20Job Expenses
and Most
Other
Miscellaneous
Deductions

22 Other expenses—investment, safe deposit box, etc. List
type and amount �

(See
page A-5.)

Add lines 20 through 2223
Enter amount from Form 1040, line 3524
Multiply line 24 by 2% (.02)25
Subtract line 25 from line 23. If line 25 is more than line 23, enter -0-26 26

Other—from list on page A-6. List type and amount � 27Other
Miscellaneous
Deductions 27

28Total
Itemized
Deductions 28

Schedule A (Form 1040) 2003For Paperwork Reduction Act Notice, see Form 1040 instructions.

24

20

22
23

If you made a
gift and got a
benefit for it,
see page A-4.

25

Enter amount from Form 1040, line 35

No. Your deduction is not limited. Add the amounts in the far right column
for lines 4 through 27. Also, enter this amount on Form 1040, line 37.

Yes. Your deduction may be limited. See page A-6 for the amount to enter.

Cat. No. 11330X

�

Note.
Personal
interest is
not
deductible.

�

7Personal property taxes7

21Tax preparation fees21

Is Form 1040, line 35, over $139,500 (over $69,750 if married filing separately)?

(99)

2003

154

160
161

163

168

171

177
176

163

166

164

168

179

185
211

209

215

212

Figure 2—Finding Schedule A Information in Publication 17

Questions about what to put on a line? Help is on the page number in the circle.

Page 150



Page 153 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Note. If you are a nonresident alien who this fact. You must keep the statement in your
is married to a U.S. citizen or resident at the records.
end of the year, you can choose to be If your vision can be corrected beyond these22. treated as a U.S. resident. (See Publication limits only by contact lenses that you can wear
519, U.S. Tax Guide for Aliens.) If you make only briefly because of pain, infection, or ulcers,
this choice, you can take the standard de- you can take the higher standard deduction for
duction. blindness if you otherwise qualify.Standard

If an exemption for you can be claimed
on another person’s return (such as Spouse 65 or Older or BlindDeduction
your parents’ return), your standardCAUTION

!
You can take the higher standard deduction ifdeduction may be limited. See Standard Deduc-
your spouse is age 65 or older or blind and:tion for Dependents, later.

Important Changes
1) You file a joint return, or

2) You file a separate return and can claimIncrease in standard deduction. The stan-
an exemption for your spouse becausedard deduction for most taxpayers who do not Standard Deduction your spouse had no gross income and anitemize deductions on Schedule A of Form 1040
exemption for your spouse could not beis higher in 2003 than it was in 2002. The Amount claimed by another taxpayer.amount depends on your filing status. 2003

Standard Deduction Tables are shown at the
You cannot claim the higher standardend of this chapter.
deduction for an individual other thanThe standard deduction amount depends on

Itemized deductions.  The amount you can yourself and your spouse.your filing status, whether you are 65 or older or CAUTION
!

deduct for itemized deductions is limited if your blind, and whether an exemption can be claimed
adjusted gross income is more than $139,500 for you by another taxpayer. Generally, the stan-
($69,750 if you are married filing separately). dard deduction amounts are adjusted each year ExamplesSee chapter 31 for more information. for inflation. The standard deduction amounts

for most taxpayers for 2003 are shown in Table The following examples illustrate how to deter-
22–1. mine your standard deduction using Tables

22–1 and 22–2.
Decedent’s final return. The amount of theIntroduction
standard deduction for a decedent’s final return Example 1. Larry, 46, and Donna, 33, are

This chapter discusses: is the same as it would have been had the filing a joint return for 2003. Neither is blind.
decedent continued to live. However, if the de- They decide not to itemize their deductions.• How to figure the amount of your standard
cedent was not 65 or older at the time of death, They use Table 22–1. Their standard deductiondeduction,
the higher standard deduction for age cannot be is $9,500.• The standard deduction for dependents, claimed.

and Example 2. Assume the same facts as in
Example 1, except that Larry is blind at the end• Who should itemize deductions. Higher Standard Deduction of 2003. Larry and Donna use Table 22–2. Their

for Age (65 or Older) standard deduction is $10,450.Most taxpayers have a choice of either taking
a standard deduction or itemizing their deduc-

If you do not itemize deductions, you are entitled Example 3. Bill, 72, and Terry, 66, are filingtions. The standard deduction is a dollar amount
to a higher standard deduction if you are age 65 a joint return for 2003. Neither is blind. Theythat reduces the amount of income on which you
or older at the end of the year. You are consid- decide not to itemize their deductions. They useare taxed.
ered 65 on the day before your 65th birthday. Table 22 – 2. Their standard deduction is   The standard deduction is a benefit that Therefore, you can take a higher standard de- $11,400.eliminates the need for many taxpayers to item- duction for 2003 if you were born before January

ize actual deductions, such as medical ex- 2, 1939.
penses, charitable contributions, and taxes, on

Use Table 22–2 to figure the standard de-Schedule A of Form 1040. The standard deduc-
duction amount.tion is higher for taxpayers who are 65 or older Standard Deduction

or blind. If you have a choice, you should use the
method that gives you the lower tax. for DependentsHigher Standard Deduction

You benefit from the standard deduc- for Blindness The standard deduction for an individual fortion if your standard deduction is more
whom an exemption can be claimed on anotherthan the total of your allowable item- If you are blind on the last day of the year and

TIP

person’s tax return is generally limited to theized deductions. you do not itemize deductions, you are entitled
greater of:to a higher standard deduction as shown in

Table 22–2. You qualify for this benefit if youPersons not eligible for the standard 1) $750, or
are totally or partly blind.deduction. Your standard deduction is zero

2) The individual’s earned income for theand you should itemize any deductions you
year plus $250 (but not more than the reg-Partly blind. If you are partly blind, you musthave if: 
ular standard deduction amount, generallyget a certified statement from an eye doctor or
$4,750).1) You are married and filing a separate re- registered optometrist that:

turn, and your spouse itemizes deductions, However, if the individual is 65 or older or
1) You cannot see better than 20/200 in the blind, the standard deduction may be higher.2) You are filing a tax return for a short tax

better eye with glasses or contact lenses,
year because of a change in your annual If an exemption for you (or your spouse if you

or
accounting period, or are filing jointly) can be claimed on someone

2) Your field of vision is not more than 20 else’s return, use Table 22–3 to determine your
3) You are a nonresident or dual-status alien

degrees. standard deduction.
during the year. You are considered a
dual-status alien if you were both a nonresi- If your eye condition will never improve be- Earned income defined. Earned income is
dent and resident alien during the year. yond these limits, the statement should include salaries, wages, tips, professional fees, and
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other amounts received as pay for work you the top part of the worksheet, she enters $1,150 These deductions are explained in chapters
actually perform. on line 7b. She then adds the amounts on lines 23–30.

 For purposes of the standard deduction, 7a and 7b and enters her standard deduction of If you decide to itemize your deductions,
earned income also includes any part of a $4,300 on line 7c. complete Schedule A and attach it to your Form
scholarship or fellowship grant that you must

1040. Enter the amount from Schedule A, lineinclude in your gross income. See Scholarship
28, on Form 1040, line 37.and Fellowship Grants in chapter 1 of Publica-

tion 970 for more information on what qualifies Who Should Itemizeas a scholarship or fellowship grant. Electing to itemize for state tax or other
purposes. Even if your itemized deductionsYou should itemize deductions if your total de-Example 1. Michael is single. His parents are less than the amount of your standard de-ductions are more than the standard deductionclaim an exemption for him on their 2003 tax duction, you can elect to itemize deductions onamount. Also, you should itemize if you do notreturn. He has interest income of $780 and your federal return rather than take the standardqualify for the standard deduction, as discussedwages of $150. He has no itemized deductions. deduction. You may want to do this, for example,earlier under Persons not eligible for the stan-Michael uses Table 22–3 to find his standard
if the tax benefit of being able to itemize yourdard deduction.deduction. He enters $150 (his earned income)
deductions on your state tax return is greater You should first figure your itemized deduc-on line 1, $400 ($150 plus $250) on line 3, $750
than the tax benefit you lose on your federaltions and compare that amount to your standard(the larger of $400 and $750) on line 5, and
return by not taking the standard deduction. Todeduction to make sure you are using the$4,750 on line 6. The amount of his standard

method that gives you the greater benefit. make this election, you must enter “IE” (itemizeddeduction, on line 7a, is $750 (the smaller of
elected) on the dotted line next to line 37 (Form$750 and $4,750). You may be subject to a limit on some
1040).of your itemized deductions if your ad-

Example 2. Joe, a 22-year-old full-time col- justed gross income (AGI) is more thanCAUTION
!

lege student, is claimed on his parents’ 2003 tax $139,500 ($69,750 if you are married filing sep-
return. Joe is married and files a separate return. arately). See chapter 22 and the instructions for Changing your mind.     If you do not itemizeHis wife does not itemize deductions on her Schedule A (Form 1040), line 28, for more infor-

your deductions and later find that you shouldseparate return. mation on figuring the correct amount of your
have itemized — or if you itemize your deduc-Joe has $1,500 in interest income and itemized deductions.

wages of $3,800. He has no itemized deduc- tions and later find you should not have — you
tions. Joe finds his standard deduction by using can change your return by filing Form 1040X,When to itemize. You may benefit from
Table 21–3. He enters his earned income, itemizing your deductions on Schedule A (Form Amended U.S. Individual Income Tax Return.
$3,800, on line 1. He adds lines 1 and 2 and 1040) if you: See Amended Returns and Claims for Refund in
enters $4,050 on line 3. On line 5 he enters chapter 1 for more information on amended re-
$4,050, the larger of lines 3 and 4. Since Joe is 1) Do not qualify for the standard deduction, turns.
married filing a separate return, he enters or the amount you can claim is limited,

Married persons who filed separate$4,750 on line 6. On line 7a he enters $4,050 as
2) Had large uninsured medical and dental returns. You can change methods of takinghis standard deduction because it is smaller

expenses during the year, deductions only if you and your spouse boththan $4,750, the amount on line 6.
3) Paid interest and taxes on your home, make the same changes. Both of you must file a

Example 3. Amy, who is single, is claimed consent to assessment for any additional tax4) Had large unreimbursed employee busi-
on her parents’ 2003 tax return. She is 18 years either one may owe as a result of the change.ness expenses or other miscellaneous de-
old and blind. She has interest income of $1,300 You and your spouse can use the methodductions,
and wages of $2,900. She has no itemized de-

that gives you the lower total tax, even though5) Had large uninsured casualty or theftductions. Amy uses Table 22–3 to find her stan-
one of you may pay more tax than you wouldlosses,dard deduction. She enters her wages of $2,900
have paid by using the other method. You bothon line 1. She adds lines 1 and 2 and enters 6) Made large contributions to qualified chari- must use the same method of claiming deduc-$3,150 on line 3. On line 5 she enters $3,150, ties, or tions. If one itemizes deductions, the otherthe larger of lines 3 and 4. Since she is single,
should itemize because he or she will not qualify7) Have total itemized deductions that areAmy enters $4,750 on line 6. She enters $3,150
for the standard deduction. (See Persons notmore than the standard deduction to whichon line 7a. This is the smaller of the amounts on
eligible for the standard deduction, earlier.)you otherwise are entitled.lines 5 and 6. Because she checked one box in
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Table 22–1. Standard Deduction Chart for Most
People*

IF your filing status is ...
Your standard
deduction is:

Single or Married filing separate return

Married filing joint return or Qualifying
widow(er) with dependent child

Head of household

$4,750

9,500

7,000

*DO NOT use this chart if you were 65 or older or blind, OR if someone
else can claim an exemption for you (or your spouse if married filing
jointly). Use Table 22–2 or 22–3 instead.

Table 22–2. Standard Deduction Chart for People
Age 65 or Older or Blind*

IF your
filing status is ...

THEN your
standard
deduction is:

Single

Married filing joint
return or Qualifying
widow(er) with
dependent child

Married filing
separate return

Head of household

$5,900
7,050

10,450
11,400
12,350
13,300

5,700
6,650
7,600
8,550

8,150
9,300

10,450
11,600

*If someone else can claim an exemption for you (or your spouse if
married filing jointly), use Table 22–3 instead.

AND the number
in the box
above is ...

1
2

1
2
3
4

1
2
3
4

1
2
3
4

Check the correct number of boxes below. Then go to the chart.
You

Your spouse, if
claiming spouse’s
exemption

65 or older Blind

65 or older Blind

Total number of boxes you checked

Table 22–3. Standard Deduction Worksheet for
Dependents*

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

You

Your spouse, if
claiming spouse’s
exemption

65 or older Blind

65 or older Blind

Total number of boxes you checked

1. Enter your earned income (defined
below). If none, enter -0-. 1.

2. Additional amount 2.

5. Enter the larger of line 3 or line 4. 5.

6. Enter the amount shown below
for your filing status. 6.

● Single or Married filing separately—
$4,750

● Married filing jointly or Qualifying
widow(er) with dependent child—
$9,500

● Head of household—$7,000

7. Standard deduction.

7a.

a. Enter the smaller of line 5 or line 6.
If under 65 and not blind, stop here.
This is your standard deduction.
Otherwise, go on to line 7b.

b. If 65 or older or blind, multiply
$1,150 ($950 if married or qualifying
widow(er) with dependent child) by
the number in the box above.

c. Add lines 7a and 7b. This is your
standard deduction for 2003. 7c.

7b.

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.

*Use this worksheet ONLY if someone else can claim an exemption for
you (or your spouse if married filing jointly).

$250

2003 Standard Deduction Tables Caution: If you are married filing a separate return and your
spouse itemizes deductions, or if you are a dual-status alien,
you cannot take the standard deduction even if you were 65
or older or blind.

3. Add lines 1 and 2. 3.

4. Minimum amount 4. $750
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• How to report the deduction on your tax equally by each of you, unless you can show
otherwise.return,

Community property states. If you and• How to report impairment-related work ex-23.
your spouse live in a community property statepenses, and
and file separate returns, any medical expenses• How to report health insurance costs if you paid out of community funds are divided equally.

are self-employed. Each of you should include half the expenses. IfMedical and
medical expenses are paid out of the separate
funds of one spouse, only the spouse who paidUseful ItemsDental Expenses the medical expenses can include them. If you

You may want to see:
live in a community property state, are married,
and file a separate return, see Publication 555,Publication
Community Property.Important Changes

❏ 502 Medical and Dental Expenses

Standard mileage rate. The standard mile-
Form (and Instructions)age rate allowed for out-of-pocket expenses for How Much of thea car when you use it for medical reasons is 12 ❏ Schedule A (Form 1040) Itemized

cents a mile for 2003. See Transportation under Deductions Expenses Can YouWhat Expenses Are Includible.

Deduct?Self-employed health insurance deduction
rate increase. If you are self-employed, you

You can deduct only the amount of your medicalmay be able to deduct, as an adjustment to
and dental expenses that is more than 7.5% ofincome, up to 100% of the amount you paid for What Are Medical
your adjusted gross income (line 35, Formmedical and qualified long-term care insurance
1040).in 2003 for yourself, your spouse, and your de- Expenses?

In this chapter, the term “7.5% limit” is usedpendents. This is an increase from the 70% of
to refer to 7.5% of your adjusted gross income.such expenses you were allowed to deduct in Medical expenses are the costs of diagnosis,
The phrase “subject to the 7.5% limit” is also2002. See Health Insurance Costs for Self-Em- cure, mitigation, treatment, or prevention of dis-
used. This phrase means that you must subtractployed Persons. ease, and the costs for treatments affecting any
7.5% (.075) of your adjusted gross income frompart or function of the body. The medical care

Health coverage tax credit. There is a new your medical expenses to figure your medicalexpenses must be primarily to alleviate or pre-
credit for health insurance premiums paid by expense deduction.vent a physical or mental defect or illness. Medi-
certain workers who are displaced by foreign cal expenses include dental expenses. Medical
trade or who are receiving a pension from the Example. Your adjusted gross income isexpenses do not include expenses that are
Pension Benefit Guaranty Corporation. For $20,000, 7.5% of which is $1,500. You paidmerely beneficial to general health, such as vita-
more information, see Health Coverage Tax medical expenses of $800. You cannot deductmins or a vacation.
Credit in chapter 39. any of your medical expenses because they areMedical expenses include the premiums you

not more than 7.5% of your adjusted gross in-pay for insurance that covers the expenses of
come.medical care, and the amounts you pay for

transportation to get medical care. Medical ex-Important Reminders penses also include amounts paid for qualified
long-term care services and limited amounts Whose Medicalpaid for any qualified long-term care insuranceDeduction threshold. Even if you have medi-
contract.cal and dental expenses, you may not be able to Expensesclaim a deduction for those expenses. This is

because you can deduct only the part of your Can You Include?medical and dental expenses that is more than
7.5% of your adjusted gross income. What Expenses Can You can generally include medical expenses
Obesity as a disease. The cost of partici- you pay for yourself as well as those you pay forYou Include This Year?pation in a weight-loss program as a treatment someone who was your spouse or your depen-
for the disease of obesity is an amount paid for dent either when the services were provided or

You can include only the medical and dentalmedical care. However, the cost of purchasing when you paid for them. There are different rules
expenses you paid this year, regardless of whenreduced-calorie diet foods is not a medical ex- for decedents and for individuals who are the
the services were provided. If you pay medicalpense if these foods substitute for food you subject of multiple support agreements.
expenses by check, the day you mail or deliverwould normally consume to satisfy your nutri-
the check generally is the date of payment. If Spouse. You can include medical expensestional requirements.
you use a “pay-by-phone” or “on-line” account to you paid for your spouse. To include these ex-
pay your medical expenses, the date reported penses, you must have been married either at
on the statement of the financial institution the time your spouse received the medical serv-
showing when payment was made is the date of ices or at the time you paid the medical ex-Introduction payment. You can include medical expenses penses.
you charge to your credit card in the year theThis chapter will help you determine:
charge is made. It does not matter when you Example 1. Mary received medical treat-• What medical expenses are, actually pay the amount charged. ment before she married Bill. Bill paid for the

treatment after they married. Bill can include• What expenses you can include this year,
Separate returns. If you and your spouse live these expenses in figuring his medical expense• How much of the expenses you can de- in a noncommunity property state and file sepa- deduction even if Bill and Mary file separate

duct, rate returns, each of you can include only the returns.
medical expenses each actually paid. Any medi- If Mary had paid the expenses, Bill could not• Whose medical expenses you can include,
cal expenses paid out of a joint checking ac- include Mary’s expenses in his separate return.• What medical expenses are includible, count in which you and your spouse have the Mary would include the amounts she paid during
same interest are considered to have been paid• How you treat reimbursements, the year in her separate return. If they filed a
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joint return, the medical expenses both paid a) Your child, grandchild, great grandchild, 3) You provided over half of that person’s to-
etc. (a legally adopted child is consid- tal support for the calendar year.during the year would be used to figure their
ered your child).medical expense deduction. You can include the medical expenses of

b) Your stepchild. any person who is your dependent even if you
Example 2. This year, John paid medical cannot claim an exemption for him or her on

c) Your brother, sister, half brother, halfexpenses for his wife Louise, who died last year. your return.
sister, stepbrother, or stepsister.John married Belle this year and they file a joint

d) Your parent, grandparent, or other di- Example. In 2002 your son was your de-return. Because John was married to Louise
rect ancestor, but not foster parent. pendent. In 2003 he no longer qualified as yourwhen she received the medical services, he can

dependent. However, you paid $800 in 2003 forinclude those expenses in figuring his medical e) Your stepfather or stepmother.
medical services provided to your son in 2002deduction for this year.

f) A brother or sister of your father or when he was your dependent. You can include
mother. the $800 in your medical expenses for 2003.

Dependent. You can include medical ex- You cannot include this amount in your 2002g) A son or daughter of your brother orpenses you paid for your dependent. For you to medical expenses.sister.
include these expenses, the person must have

h) Your father-in-law, mother-in-law,been your dependent either at the time the medi- Adopted child. You can include medical ex-son-in-law, daughter-in-law,cal services were provided or at the time you penses that you paid for a child before adoption,brother-in-law, or sister-in-law.paid the expenses. A person generally qualifies if the child qualified as your dependent when the
as your dependent for purposes of the medical medical services were provided or when the2) That person was a U.S. citizen or resident,
expense deduction if all three of the following expenses were paid.or a resident of Canada or Mexico, for
requirements are met. If you pay back an adoption agency or othersome part of the calendar year in which

persons for medical expenses they paid underyour tax year began.
1) That person lived with you for the entire an agreement with you, you are treated as hav-

year as a member of your household or is: ing paid those expenses provided you clearly

Table 23–1. Medical and Dental Expenses Checklist

You can include: You cannot include:

• Bandages • Medical and hospital • Archer MSAs (see Publication • Medical insurance
insurance premiums 969) included in a car insurance• Birth control pills prescribed

policy covering all personsby your doctor • Medical services fees (from • Baby sitting and childcare
injured in or by your cardoctors, dentists, surgeons,• Capital expenses for • Bottled water

specialists, and other • Medicine you buy withoutequipment or • Diaper service
medical practitioners) a prescriptionimprovements to your • Expenses for your general

home needed for medical • Oxygen equipment and • Nursing care for a healthyhealth (even if following your
care (see Publication 502) oxygen babydoctor’s advice) such as—

• Certain fertility • Part of life-care fee paid to • Nutritional supplements,—Health club dues
enhancement procedures retirement home designated vitamins, herbal—Household help (even if
(see Publication 502) for medical care supplements, “naturalrecommended by a doctor)

medicines,” etc., unless• Certain weight-loss • Prescription medicines —Social activities, such as
recommended by aexpenses for obesity (prescribed by a doctor) dancing or swimming lessons
medical practitioner as aand insulin —Trip for general health• Diagnostic devices
treatment for a specificimprovement• Psychiatric and• Expenses of an organ
medical conditionpsychological treatment • Funeral, burial, or cremationdonor
diagnosed by a physicianexpenses• Social Security tax,• Eye surgery—to promote • Surgery for purelyMedicare tax, FUTA, and • Illegal operation or treatmentthe correct function of the
cosmetic reasons (seestate employment tax foreye • Life insurance or income
Publication 502)worker providing medical protection policies, or policies• Guide dogs or other • Toothpaste, toiletries,care (see Wages for providing payment for loss ofanimals aiding the blind,
cosmetics, etc.nursing services, below) life, limb, sight, etc.deaf, and disabled

• Teeth whitening• Special items (artificial • Maternity clothes• Hospital services fees (lab
limbs, false teeth, • Weight-loss expenses notwork, therapy, nursing
eye-glasses, contact for the treatment of obesityservices, surgery, etc.)
lenses, hearing aids, or other disease• Lead-based paint removal
crutches, wheelchair, etc.)(see Publication 502)

• Special education for• Legal abortion
mentally or physically• Legal operation to prevent
disabled persons (seehaving children such as a
Publication 502)vasectomy • Stop-smoking programs• Long-term care contracts, • Transportation for neededqualified (see Publication
medical care502)

• Treatment at a drug or• Meals and lodging provided
alcohol center (includesby a hospital during
meals and lodging providedmedical treatment
by the center)

• Wages for nursing services
(see Publication 502)
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substantiate that the payment is directly attribu- If you have a policy that provides more thanDecedent
table to the medical care of the child. one kind of payment, you can include the premi-

ums for the medical care part of the policy if theBut if you pay the agency or other person for Medical expenses paid before death by the de-
charge for the medical part is reasonable. Themedical care that was provided and paid for cedent are included in figuring any deduction for
cost of the medical part must be separatelybefore adoption negotiations began, you cannot medical and dental expenses on the decedent’s
stated in the insurance contract or given to youinclude them as medical expenses. final income tax return. This includes expenses
in a separate statement.for the decedent’s spouse and dependents asYou may be able to take a credit or

well as for the decedent.exclusion for other expenses related to Note. If advance payments of the health
adoption. See Publication 968, Tax The survivor or personal representative of a

TIP

coverage tax credit were made on your behalf to
Benefits for Adoption, for more information. decedent can choose to treat certain expenses your insurance company, do not include any

paid by the decedent’s estate for the decedent’s advance payments made for you when figuring
medical care as paid by the decedent at the timeChild of divorced or separated parents. For the amount you may deduct for insurance premi-
the medical services were provided. The ex-purposes of the medical and dental expenses ums. Also, if you are claiming the health cover-
penses must be paid within the 1-year perioddeduction, a child of divorced or separated par- age tax credit, subtract the amount shown on
beginning with the day after the date of death. Ifents can be treated as a dependent of both line 4 of Form 8885 (reduced by any advance
you are the survivor or personal representativeparents. Each parent can include the medical payments shown on line 6 of that form) from the
making this choice, you must attach a statementexpenses he or she pays for the child, even if the total insurance premiums you paid.
to the decedent’s Form 1040 (or the decedent’sother parent claims the child’s dependency ex-

Employer-sponsored health insurance plan.amended return, Form 1040X) saying that theemption, if:
Do not include in your medical and dental ex-expenses have not been and will not be claimed

1) The child is in the custody of one or both penses on Schedule A (Form 1040) any insur-on the estate tax return.
parents for more than half the year, ance premiums paid by an employer-sponsored

Qualified medical expenses paid health insurance plan unless the premiums are2) The child receives over half of his or her before death by the decedent are not included in box 1 of your Form W–2. Also, dosupport during the year from his or her deductible if paid with a tax-free distri-CAUTION
!

not include on Schedule A (Form 1040) anyparents, and bution from any Archer MSA. other medical and dental expenses paid by the
Amended returns and claims for refund are3) The child’s parents: plan unless the amount paid is included in box 1

discussed in chapter 1. of your Form W–2.
a) Are divorced or legally separated under

a decree of divorce or separate mainte- Example. You are a federal employee par-What if you pay medical expenses of a de-
nance, ticipating in the Federal Employee Health Bene-ceased spouse or dependent? If you paid

fits (FEHB) program. Your share of the FEHBmedical expenses for your deceased spouse orb) Are separated under a written separa-
premium is paid with pre-tax dollars. Becausedependent, include them as medical expensestion agreement, or
you are an employee whose insurance premi-on your Form 1040 in the year paid, whether

c) Live apart at all times during the last 6 ums are paid with money that is never includedthey are paid before or after the decedent’s
months of the year. in your gross income, you cannot deduct thedeath. The expenses can be included if the

premiums paid with that money.person was your spouse or dependent either at
This does not apply if the child’s exemption is the time the medical services were provided or Flexible spending arrangement. Contri-being claimed under a multiple support agree- at the time you paid the expenses. butions made by your employer to provide cov-ment.

erage for qualified long-term care services
under a flexible spending or similar arrangementSupport claimed under a multiple support
must be included in your income. This amountagreement. If you are considered to have pro-
will be reported as wages in box 1 of your Formvided more than half of a person’s support under What Medical
W–2.a multiple support agreement, you can include

medical expenses you pay for that person, even Expenses Are Health reimbursement arrangement
if you cannot claim an exemption for that person. (HRA). If you have medical expenses that are
A multiple support agreement is used when two Includible? reimbursed by a health reimbursement arrange-
or more people provide more than half of a ment, you cannot include those expenses in
person’s support, but no one alone provides Use Table 23–1 in this chapter as a guide to your medical expenses. This is because an HRA
more than half. determine which medical and dental expenses is funded solely by the employer.

For rules regarding what expenses you can you can include on Schedule A (Form 1040).
Medicare A. If you are covered under socialinclude this year, see What Expenses Can You See Publication 502 for information about other
security (or if you are a government employeeInclude This Year, earlier. expenses you can include.
who paid Medicare tax), you are enrolled inAny medical expenses paid by others who
Medicare A. The payroll tax paid for Medicare Ajoined you in the agreement cannot be included Insurance Premiums
is not a medical expense. If you are not coveredas medical expenses by anyone. However, you
under social security (or were not a governmentcan include the entire unreimbursed amount you You can include in medical expenses insurance
employee who paid Medicare tax), you can vol-paid for medical expenses. premiums you pay for policies that cover medi-
untarily enroll in Medicare A. In this situation thecal care. Policies can provide payment for:
premiums paid for Medicare A can be includedExample. You and your three brothers each
as a medical expense on your tax return.provide one-fourth of your mother’s total sup- • Hospitalization, surgical fees, X-rays, etc.,

port. Under a multiple support agreement, you Medicare B. Medicare B is a supplemental• Prescription drugs,
treat your mother as your dependent. You paid medical insurance. Premiums you pay for Medi-• Replacement of lost or damaged contactall of her medical expenses. Your brothers re- care B are a medical expense. If you applied for

lenses,paid you for three-fourths of these expenses. In it at age 65 or after you became disabled, you
figuring your medical expense deduction, you • Membership in an association that gives can deduct the monthly premiums you paid. If
can include only one-fourth of your mother’s cooperative or so-called “free-choice” you were over age 65 or disabled when you first
medical expenses. Your brothers cannot include medical service, or group hospitalization enrolled, check the information you received
any part of the expenses. However, if you and and clinical care, or from the Social Security Administration to find
your brothers share the nonmedical support out your premium.• Qualified long-term care insurance con-items and you separately pay all of your

tracts (subject to additional limitations).mother’s medical expenses, you can include the Prepaid insurance premiums. Premiums
See Qualified Long-term Care Insuranceamount you paid for her medical expenses in you pay before you are age 65 for insurance for
Contracts in Publication 502.your medical expenses. medical care for yourself, your spouse, or your
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dependents after you reach age 65 are medical Transportation Disabled Dependent
care expenses in the year paid if they are:

Care ExpensesYou can include in medical expenses amounts1) Payable in equal yearly installments, or
paid for transportation primarily for, and essen-more often, and Some disabled dependent care expenses may
tial to, medical care. qualify as either:2) Payable for at least 10 years, or until you

reach age 65 (but not for less than 5 • Medical expenses or
You can include:years). • Work-related expenses for purposes of

• Bus, taxi, train, or plane fares, or ambu- taking a credit for dependent care. (See
Unused sick leave used to pay premiums. chapter 34.)lance service,
You must include in gross income cash pay-

You can choose to apply them either way as• Transportation expenses of a parent whoments you receive at the time of retirement for
long as you do not use the same expenses tomust go with a child who needs medicalunused sick leave. You must also include in
claim both a credit and a medical expense de-gross income the value of unused sick leave care,
duction.that, at your option, your employer applies to the • Transportation expenses of a nurse or

cost of your continuing participation in your
other person who can give injections,employer’s health plan after you retire. You can
medications, or other treatment requiredinclude this cost of continuing participation in the
by a patient who is traveling to get medicalhealth plan as a medical expense. How Do You Treatcare and is unable to travel alone, andIf you participate in a health plan where your

employer automatically applies the value of un- • Transportation expenses for regular visits Reimbursements?
used sick leave to the cost of your continuing to see a mentally ill dependent, if these
participation in the health plan (and you do not visits are recommended as a part of treat- You can deduct as medical expenses only those
have the option to receive cash), do not include ment. amounts paid during the taxable year for which
the value of the unused sick leave in gross you received no insurance or other reimburse-
income. You cannot include this cost of continu- ment.Car expenses. You can include out-of-pocketing participation in that health plan as a medical

expenses, such as the cost of gas and oil, whenexpense. Insurance Reimbursementyou use your car for medical reasons. You can-
not include depreciation, insurance, general re-Meals and Lodging You must reduce your total medical expensespair, or maintenance expenses.

for the year by all reimbursements for medical
If you do not want to use your actual ex-You can include in medical expenses the cost of expenses that you receive from insurance or

penses, for 2003 you can use a standard rate ofmeals and lodging at a hospital or similar institu- other sources during the year. This includes
12 cents a mile for use of a car for medicaltion if a principal reason for being there is to payments from Medicare.
reasons.receive medical care. See Nursing home, later. Even if a policy only provides reimbursement

You may be able to include in medical ex-  You can also include parking fees and tolls. for certain specific medical expenses, you must
penses the cost of lodging not provided in a You can add these fees and tolls to your medical use amounts you receive from that policy to
hospital or similar institution. You can include reduce your total medical expenses, includingexpenses whether you use actual expenses or
the cost of such lodging while away from home if those it does not provide reimbursement for.use the standard mileage rate.
all of the following requirements are met.

Example. You have insurance policiesExample. Bill Jones drove 2,800 miles for1) The lodging is primarily for and essential to
which cover your hospital and doctors’ bills butmedical reasons during the year. He spent $200medical care.
not your nursing bills. The insurance you receivefor gas, $5 for oil, and $50 for tolls and parking.

2) The medical care is provided by a doctor for the hospital and doctors’ bills is more thanHe wants to figure the amount he can include in
in a licensed hospital or in a medical care their charges. In figuring your medical deduc-medical expenses both ways to see which gives
facility related to, or the equivalent of, a tion, you must reduce the total amount you spenthim the greater deduction.
licensed hospital. for medical care by the total amount of insurance

He figures the actual expenses first. He adds you received even if the policies do not cover3) The lodging is not lavish or extravagant the $200 for gas, the $5 for oil, and the $50 for some of your medical expenses.under the circumstances. tolls and parking for a total of $255.
Health reimbursement arrangement (HRA).He then figures the standard mileage4) There is no significant element of personal
A health reimbursement arrangement is anpleasure, recreation, or vacation in the amount. He multiplies the 2,800 miles by 12
employer-funded plan that reimburses employ-travel away from home. cents a mile for a total of $336. He then adds the
ees for medical care expenses and allows un-$50 tolls and parking for a total of $386.The amount you include in medical expenses for used amounts to be carried forward. An HRA is

Bill includes the $386 of car expenses withlodging cannot be more than $50 for each night funded solely by the employer and the reim-
his other medical expenses for the year becausefor each person. You can include lodging for a bursements for medical expenses, up to a maxi-
the $386 is more than the $255 he figured usingperson traveling with the person receiving the mum dollar amount for a coverage period, are

medical care. For example, if a parent is travel- actual expenses. not included in your income.
ing with a sick child, up to $100 per night can be

Other reimbursements. Generally, you doincluded as a medical expense for lodging.
Transportation expenses you cannot in- not reduce medical expenses by payments youMeals are not included.
clude. You cannot include in medical ex- receive for:
penses the cost of transportation expenses inNursing home. You can include in medical • Permanent loss or loss of use of a mem-expenses the cost of medical care in a nursing the following situations.

ber or function of the body (loss of limb,home, home for the aged, or similar institution,
sight, hearing, etc.) or disfigurement to the• Going to and from work, even if your con-for yourself, your spouse, or your dependents.
extent the payment is based on the naturedition requires an unusual means of trans-This includes the cost of meals and lodging in
of the injury without regard to the amountportation.the home if a principal reason for being there is
of time lost from work, orto get medical care. • Travel for purely personal reasons to an-

Do not include the cost of meals and lodging • Loss of earnings.other city for an operation or other medical
if the reason for being in the home is personal. care.
You can, however, include in medical expenses You must, however, reduce your medical ex-

• Travel that is merely for the general im-the part of the cost that is for medical or nursing penses by any part of these payments that is
provement of one’s health.care. designated for medical costs. See How Do You

Chapter 23 Medical and Dental Expenses Page 157



Page 160 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

income in the year you receive it to the extent it
reduced your taxable income in the earlier year.
See Reimbursement in a Later Year, discussed
earlier.

Future medical expenses. If you receive an
amount in settlement of a damage suit for per-
sonal injuries, part of that award may be for
future medical expenses. If it is, you must re-
duce any future medical expenses for these
injuries until the amount you received has been
completely used.

How Do You Figure
and Report the
Deduction on Your
Tax Return?
Once you have determined which medical care
expenses you can include, you figure and report
the deduction on your tax return.

What Tax Form Do You
Use?
You figure your medical expense deduction on
lines 1–4 of Schedule A, Form 1040. You can-
not claim medical expenses on Form 1040A or
Form 1040EZ. If you need more information on
itemized deductions or you are not sure if you
can itemize, see chapters 22 and 31.

Figure 23–A. Is Your Excess Medical Reimbursement Taxable?

*See Premiums paid by you and your employer in this chapter.

Was any part of your
premiums paid by
your employer?

Were your employer’s
contributions to your
premiums included in
your income?

Did you pay any part
of the premiums?

NONE of the excess
reimbursement is
taxable.

ALL of the excess
reimbursement is
taxable.

PART of the excess
reimbursement is
taxable.*

No

�

�

�

Yes

Yes

No

No

Yes

�

�

�

Enter the amount you paid for medical andFigure and Report the Deduction on Your Tax your medical deductions that did not reduce
dental expenses on line 1, Schedule A (FormReturn, later. your tax for the earlier year. For more informa-
1040). This should be your expenses that wereFor how to treat damages received for per- tion about the recovery of an amount that you
not reimbursed by insurance or any othersonal injury or sickness, see Damages For Per- claimed as an itemized deduction in an earlier
sources.sonal Injuries, later. year, see Itemized Deduction Recoveries in

You do not have a medical deduction if you chapter 13. You can deduct only the amount of your
are reimbursed for all of your medical expenses medical and dental expenses that is more than
for the year. 7.5% of your adjusted gross income shown on

line 35, Form 1040. For an example, see theMedical expenses not deducted. If you didExcess reimbursement. If you are reim-
partial Schedule A.not deduct a medical expense in the year youbursed more than your medical expenses, you

paid it because your medical expenses were notmay have to include the excess in income. You
more than 7.5% of your adjusted gross income,may want to use Figure 23–A to help you decide
or because you did not itemize deductions, doif any of your reimbursement is taxable.
not include the reimbursement up to the amount Impairment-RelatedPremiums paid by you. If you pay the en- of the expense in income. However, if the reim-

tire premium for your medical insurance or all of bursement is more than the expense, see Ex- Work Expensesthe costs of a plan similar to medical insurance, cess reimbursement, earlier.
you generally do not include an excess reim- (Business or Medical)bursement in your gross income. Example. Last year, you had medical ex-

penses of $500. You cannot deduct the $500Premiums paid by you and your employer. If you are disabled, you can take a business
because it is less than 7.5% of your adjustedIf both you and your employer contribute to your deduction for expenses that are necessary for
gross income. If, in a later year, you are reim-medical insurance plan and your employer’s you to be able to work. If you take a business
bursed for any of the $500 in medical expenses,contributions are not included in your gross in- deduction for these impairment-related work ex-
you do not include that amount in your grosscome, you must include in your gross income penses, they are not subject to the 7.5% limit
income.the part of your excess reimbursement that is that applies to medical expenses.

from your employer’s contribution. You are disabled if you have:
See Publication 502 to figure the amount of

• A physical or mental disability (for exam-the excess reimbursement you must include in
ple, blindness or deafness) that function-gross income. Damages For Personal
ally limits your being employed, or

Reimbursement in a later year. If you are
• A physical or mental impairment (for ex-Injuriesreimbursed in a later year for medical expenses

ample, a sight or hearing impairment) thatyou deducted in an earlier year, you must report
If you receive an amount in settlement of a substantially limits one or more of yourthe reimbursement as income up to the amount
personal injury suit, part of that award may be for major life activities, such as performingyou previously deducted as medical expenses.
medical expenses that you deducted in an ear- manual tasks, walking, speaking, breath-However, do not report as income the reim-
lier year. If it is, you must include that part in your ing, learning, or working.bursement you received up to the amount of
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OMB No. 1545-0074SCHEDULES A&B Schedule A—Itemized Deductions
(Form 1040)

(Schedule B is on back)
Department of the Treasury
Internal Revenue Service � Attach to Form 1040. � See Instructions for Schedules A and B (Form 1040).

Attachment
Sequence No. 07

Name(s) shown on Form 1040 Your social security number

Caution. Do not include expenses reimbursed or paid by others.Medical
and 
Dental
Expenses

1Medical and dental expenses (see page A-2)1
22

3Multiply line 2 by 7.5% (.075)3
Subtract line 3 from line 1. If line 3 is more than line 1, enter -0-4 4

Enter amount from Form 1040, line 35

(99)

2003

Impairment-related expenses defined. • You had more than one source of income
Impairment-related expenses are those ordinary

subject to self-employment tax.Health Insurance Costsand necessary business expenses that are:
• You file Form 2555, Foreign Earned In-• Necessary for you to do your work satis- for Self-Employed come, or Form 2555–EZ, Foreign Earned

factorily,
Income Exclusion.Persons• For goods and services not required or • You are using amounts paid for qualified

used, other than incidentally, in your per-
long-term care insurance to figure the de-If you were self-employed and had a net profitsonal activities, and
duction.for the year, were a general partner (or a limited• Not specifically covered under other in-

If you cannot use the worksheet in the Formpartner receiving guaranteed payments), or re-come tax laws.
1040 instructions, use the worksheet in Publica-ceived wages from an S corporation in which
tion 535, Business Expenses, to figure your de-you were a more than 2% shareholder (who is

Where to report. If you are self-employed, duction.treated as a partner), you may be able to deduct,
deduct the business expenses on the appropri- as an adjustment to income, up to 100% of the
ate form (Schedule C, C–EZ, E, or F) used to Note. If advance payments of the healthamount paid for medical and qualified long-termreport your business income and expenses.

coverage tax credit were made on your behalf tocare insurance on behalf of yourself, yourIf you are an employee, complete Form
your insurance company, do not include anyspouse, and dependents.2106, Employee Business Expenses, or Form
advance payments made for you when figuring

2106–EZ, Unreimbursed Employee Business The insurance plan must be established the amount you may deduct for insurance premi-
Expenses. Enter on line 27, Schedule A (Form under your trade or business, and you cannot ums. Also, if you are claiming the health cover-
1040) that part of the amount on line 10 of Form take this deduction to the extent that the amount age tax credit, subtract the amount shown on
2106, or line 6 of Form 2106–EZ, that is related of the deduction is more than your earned in- line 4 of Form 8885 (reduced by any advance
to your impairment. Enter the amount that is come from that trade or business. payments shown on line 6 of that form) from the
unrelated to your impairment on line 20, Sched-

total insurance premiums you paid.You may not take this deduction for anyule A (Form 1040). Your impairment-related
month in which you were eligible to participate in Where to report. You take this deduction onwork expenses are not subject to the
any subsidized health plan maintained by your Form 1040, line 29. If you itemize your deduc-2%-of-adjusted-gross-income limit that applies

tions and do not claim 100% of your self-em-to other employee business expenses. employer or your spouse’s employer. This rule is
ployed health insurance on line 29, include anyapplied separately to plans that provide

Example. You are blind. You must use a remaining premiums with all other medical carelong-term care insurance and plans that do not
reader to do your work. You use the reader both expenses on Schedule A (Form 1040), subjectprovide long-term care insurance.
during your regular working hours at your place to the 7.5% limit. See chapter 7 of Publication

If you qualify to take the deduction, use theof work and outside your regular working hours 535, Business Expenses, for more information.
Self-Employed Health Insurance Deductionaway from your place of work. The reader’s
Worksheet in the Form 1040 instructions to fig-services are only for your work. You can deduct
ure the amount you can deduct. But, if any of theyour expenses for the reader as business ex-
following applies, do not use the worksheet.penses.
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❏ 530 Tax Information for First-Time What To Deduct
Homeowners

Your deduction may be for withheld taxes, esti-24. mated tax payments, or other tax payments asForm (and Instructions)
follows.

❏ Schedule A (Form 1040) Itemized
Withheld taxes. You can deduct state andDeductions
local income taxes withheld from your salary inTaxes

❏ Schedule E (Form 1040) Supplemental the year they are withheld. For 2003, these
Income and Loss taxes will be shown in boxes 17 and 19 of your

Form W–2. You may also have state or local❏ Form 1116 Foreign Tax CreditImportant Reminder income tax withheld on Form W–2G (box 14),
Form 1099–MISC (box 16), or Form 1099–R
(boxes 10 and 13).Limit on itemized deductions. If your ad-

justed gross income is more than $139,500
Estimated tax payments. You can deduct es-($69,750 if you are married filing separately), the Tests To Deduct
timated tax payments you made during the yearoverall amount of your itemized deductions may
to a state or local government. However, yoube limited. See chapter 31 for more information Any Tax must have a reasonable basis for making theabout this limit.
estimated tax payments. Any estimated state or

The following two tests must be met for any tax
local tax payments you make that are not rea-

to be deductible by you. sonably determined in good faith at the time of
payment are not deductible. For example, you1) The tax must be imposed on you.Introduction made an estimated state income tax payment.

2) The tax must be paid during your tax year. However, the estimate of your state tax liabilityThis chapter discusses which taxes you can
shows that you will get a refund of the fulldeduct if you itemize deductions on Schedule A
amount of your estimated payment. You had no(Form 1040). It also explains which taxes you The tax must be imposed on you. Generally, reasonable basis to believe you had any addi-can deduct on other schedules or forms and you can deduct only taxes that are imposed on tional liability for state income taxes and youwhich taxes you cannot deduct. you. cannot deduct the estimated tax payment.

This chapter covers: Generally, you can deduct property taxes
Refund applied to taxes. You can deduct anyonly if you are the property owner. If your spouse• Income taxes (state, local, and foreign),
part of a refund of prior-year state or local in-owns property and pays real estate taxes on it,

• Real estate taxes (state, local, and for- come taxes that you chose to have credited tothe taxes are deductible on your spouse’s sepa-
eign), your 2003 estimated state or local income taxes.rate return or on your joint return.

Do not reduce your deduction by either of• Personal property taxes (state and local),
the following items.and The tax must be paid during your tax year.

• Any state or local income tax refund (orIf you are a cash basis taxpayer, you can deduct• Taxes and fees you cannot deduct.
credit) you expect to receive for 2003.only those taxes actually paid during your tax

year. If you pay your taxes by check, the day youUse Table 24–1 as a guide to determine • Any refund of (or credit for) prior year state
mail or deliver the check is the date of payment,which taxes you can deduct. and local income taxes you actually re-
provided the check is honored by the financial ceived in 2003.At the end of the chapter is a section that
institution. If you use a pay-by-phone account,explains which form you use to deduct the differ- However, part or all of this refund (or credit) maythe date reported on the statement of the finan-ent types of taxes. be taxable. See Refund (or credit) of state orcial institution showing when payment was

local income taxes, later.made is the date of payment. If you contest a taxBusiness taxes. You can deduct certain
taxes only if they are ordinary and necessary liability and are a cash basis taxpayer, you can

Separate federal returns. If you and yourexpenses of your trade or business or of produc- deduct the tax only in the year it is actually paid. spouse file separate state, local, and federaling income. For information on these taxes, see If you use an accrual method of accounting, income tax returns, you each can deduct on yourPublication 535, Business Expenses. see Publication 538, Accounting Periods and federal return only the amount of your own state
Methods, for more information. and local income tax.State or local taxes. These are taxes im-

posed by the 50 states, U.S. possessions, or Joint state and local returns. If you and
any of their political subdivisions (such as a your spouse file joint state and local returns and
county or city), or by the District of Columbia. separate federal returns, each of you can deductIncome Taxes on your separate federal return part of the stateIndian tribal government. An Indian tribal

and local income taxes. You can deduct only thegovernment that is recognized by the Secretary This section discusses the deductibility of state amount of the total taxes that is proportionate toof the Treasury as performing substantial gov- and local income taxes (including employee your gross income compared to the combinedernment functions will be treated as a state for
contributions to state benefit funds) and foreign gross income of you and your spouse. However,this purpose. Income taxes, real estate taxes,
income taxes. you cannot deduct more than the amount youand personal property taxes imposed by that

actually paid during the year. You can avoid thisIndian tribal government (or by any of its subdivi-
calculation if you and your spouse are jointly andsions that are treated as political subdivisions of State and Local Income
individually liable for the full amount of the statea state) are deductible. Taxes and local income taxes. If so, you and your
spouse can deduct on your separate federalForeign taxes. These are taxes imposed by a You can deduct state and local income taxes. returns the amount you each actually paid.foreign country or any of its political subdivi-

sions. Joint federal return. If you file a joint federalException.  You cannot deduct state and local
return, you can deduct the total of the state andincome taxes you pay on income that is exempt
local income taxes both of you paid.Useful Items from federal income tax, unless the exempt in-

You may want to see: come is interest income. For example, you can- Contributions to state benefit funds. As an
not deduct the part of a state’s income tax on a employee, you can deduct mandatory contribu-

Publication cost-of-living allowance that is exempt from fed- tions to state benefit funds that provide protec-
eral income tax.❏ 514 Foreign Tax Credit for Individuals tion against loss of wages. Mandatory payments
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made to the following state benefit funds are the taxing authority. For more information about ment due August 1. The tax on their old home,
deductible as state income taxes on line 5 of taxes and charges that are not deductible, see sold on May 7, was $620. The tax on their new
Schedule A (Form 1040). Real Estate-Related Items You Cannot Deduct, home, bought on May 3, was $732. Dennis and

later. Beth are considered to have paid a proportion-• California Nonoccupational Disability Ben-
ate share of the real estate taxes on the old

efit Fund. Tenant-shareholders in a cooperative hous- home even though they did not actually pay
ing corporation. Generally, you can deduct• New Jersey Nonoccupational Disability them to the taxing authority. On the other hand,
your share of the real estate taxes the corpora-Benefit Fund. they can claim only a proportionate share of the
tion paid or incurred on the property. The corpo- taxes they paid on their new property even• New Jersey Unemployment Compensa- ration should provide you with a statement though they paid the entire amount.tion Fund. showing your share of the taxes. For more infor- Dennis and Beth owned their old home dur-
mation, see Special Rules for Cooperatives in• New York Nonoccupational Disability Ben- ing the real property tax year for 126 days (Janu-
Publication 530.efit Fund. ary 1 to May 6, the day before the sale). They

figure their deduction for taxes on their old home• Rhode Island Temporary Disability Benefit Buyers and sellers of real estate. If you as follows.Fund. bought or sold real estate during the year, the
real estate taxes must be divided between the Taxes On Old Home• Washington State Supplemental Worker’s
buyer and the seller.Compensation Fund.

The buyer and the seller must divide the real 1. Enter the total real estate taxes for• West Virginia Unemployment Compensa- estate taxes according to the number of days in the real property tax year . . . . . $620
tion Fund. the real property tax year (the period to which

2. Enter the number of days in thethe tax imposed relates) that each owned the
real property tax year that youproperty. The seller is treated as paying theEmployee contributions to private or owned the property . . . . . . . . . 126taxes up to, but not including, the date of sale.voluntary disability plans are not de-

3. Divide line 2 by 365 (for leapThe buyer is treated as paying the taxes begin-ductible.CAUTION
!

years, divide line 2 by 366) . . . . .345ning with the date of sale. This applies regard-
less of the lien dates under local law. Generally, 4. Multiply line 1 by line 3. This isRefund (or credit) of state or local income this information is included on the settlement your deduction. Enter it on line 6

taxes. If you receive a refund of (or credit for) statement provided at the closing. of Schedule A (Form 1040) . . . . $214
state or local income taxes in a year after the If you (the seller) cannot deduct taxes until
year in which you paid them, you may have to they are paid because you use the cash method Since the buyers of their old home paid all of the
include the refund in income on line 10 of Form of accounting, and the buyer of your property is taxes, Dennis and Beth also include the $214 in
1040 in the year you receive it. This includes personally liable for the tax, you are consid- the selling price of the old home. (The buyers
refunds resulting from taxes that were ered to have paid your part of the tax at the add the $214 to their cost of the home.)
overwithheld, applied from a prior year return, time of the sale. This lets you deduct the part of Dennis and Beth owned their new home dur-
not figured correctly, or figured again because of the tax to the date of sale even though you did ing the real property tax year for 243 days (May
an amended return. If you did not itemize your not actually pay it. However, you must also in- 3 to December 31, including their date of
deductions in the previous year, do not include clude the amount of that tax in the selling price of purchase). They figure their deduction for taxes
the refund in income. If you deducted the taxes the property. The buyer must include the same on their new home as follows.
in the previous year, include all or part of the amount in his or her cost of the property.
refund on line 10, Form 1040, in the year you You figure your deduction for taxes on each Taxes On New Home 
receive the refund. For a discussion of how property bought or sold during the real property
much to include, see Recoveries in chapter 13. tax year as follows. 1. Enter the total real estate taxes for

the real property tax year . . . . . $732
1. Enter the total real estate taxes forForeign Income Taxes 2. Enter the number of days in thethe real property tax year . . . . .

real property tax year that you
Generally, you can take either a deduction or a 2. Enter the number of days in the owned the property . . . . . . . . . 243
credit for income taxes imposed on you by a real property tax year that you

3. Divide line 2 by 365 (for leapforeign country or a U.S. possession. However, owned the property . . . . . . . . .
years, divide line 2 by 366) . . . . .666you cannot take a deduction or credit for foreign 3. Divide line 2 by 365 (for leap

4. Multiply line 1 by line 3. This isincome taxes paid on income that is exempt years, divide line 2 by 366) . . . . .
your deduction. Enter it on line 6from U.S. tax under the foreign earned income

4. Multiply line 1 by line 3. This is of Schedule A (Form 1040) . . . . $488exclusion or the foreign housing exclusion. For
your deduction. Enter it on line 6information on these exclusions, get Publication Since Dennis and Beth paid all of the taxes onof Schedule A (Form 1040) . . . .54, Tax Guide for U.S. Citizens and Resident the new home, they add $244 ($732 paid less

Aliens Abroad. For information on the foreign tax Note. Repeat steps 1 through 4 for each property you $488 deduction) to their cost of the new home.
bought or sold during the real property tax year.credit, get Publication 514. (The sellers add this $244 to their selling price

and deduct the $244 as a real estate tax.)
Real estate taxes for prior years. Do not

Dennis and Beth’s real estate tax deduction
divide delinquent taxes between the buyer and

for their old and new homes is the sum of $214
seller if the taxes are for any real property taxReal Estate Taxes and $488, or $702. They will enter this amount
year before the one in which the property is sold.

on line 6 of Schedule A (Form 1040).
Even if the buyer agrees to pay the delinquentDeductible real estate taxes are any state, local,
taxes, the buyer cannot deduct them. The buyeror foreign taxes on real property levied for the Example 2. George and Helen Brown
must add them to the cost of the property. Thegeneral public welfare. You can deduct these bought a new home on May 3, 2003. Their real
seller can deduct these taxes paid by the buyer.taxes only if they are based on the assessed property tax year for the new home is the calen-
However, the seller must include them in thevalue of the real property and charged uniformly dar year. Real estate taxes for 2002 were as-
selling price.against all property under the jurisdiction of the sessed in their state on January 1, 2003. The

taxing authority. taxes became due on May 31, 2003, and Octo-Examples. The following examples illus-
Deductible real estate taxes generally do not ber 31, 2003.trate how real estate taxes are divided between

include taxes charged for local benefits and im- The Browns agreed to pay all taxes due afterbuyer and seller.
provements that increase the value of the prop- the date of purchase. Real estate taxes for 2002
erty. They also do not include itemized charges Example 1. Dennis and Beth White’s real were $680. They paid $340 on May 31, 2003,
for services (such as trash collection) to specific property tax year for both their old home and and $340 on October 31, 2003. These taxes
property or people, even if the charge is paid to their new home is the calendar year, with pay- were for the 2002 real property tax year. The
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Table 24–1.  Which Taxes Can You Deduct?

You Can Deduct You Cannot Deduct

Income Taxes State and local income taxes. Federal income taxes.
Foreign income taxes. Employee contributions to private or voluntary
Employee contributions to state funds listed disability plans.

under Contributions to state benefit funds.
One-half of self-employment tax paid.

Real Estate Taxes State and local real estate taxes. Taxes for local benefits (with exceptions).
Foreign real estate taxes. Trash and garbage pickup fees (with exceptions).
Tenant’s share of real estate taxes paid by Rent increase due to higher real estate taxes.

cooperative housing corporation. Homeowners association charges.

Personal Property State and local personal property taxes. Import duties.
Taxes

Other Taxes Taxes that are expenses of your trade or business State and local sales and use taxes.
or of producing income. Federal excise taxes, such as telephone taxes

Taxes on property producing rent or royalty  (see Taxes and Fees You Cannot Deduct).
income.

Occupational taxes.

Fees and Charges Fees and charges that are expenses of your trade or Fees and charges that are not expenses of your trade
business or of producing income. or business or of producing income, such as fees for

driver’s licenses, car inspections, parking, or charges
for water bills (see Taxes and Fees You Cannot
Deduct).

Fines and penalties.

Browns cannot deduct them since they did not seller’s real estate tax liability that the buyer will Refund (or rebate). If you receive a refund or
own the property until 2003. Instead, they must pay after the date of sale. The buyer includes rebate in 2003 of real estate taxes you paid in
add $680 to the cost of their new home. these taxes in the cost basis of the property, and 2003, you must reduce your deduction by the

the seller both deducts this amount as a tax paid amount refunded to you. If you receive a refundIn January 2004, the Browns receive their
and includes it in the sales price of the property. or rebate in 2003 of real estate taxes you de-2003 property tax statement for $752, which

For a real estate transaction that involves a ducted in an earlier year, you generally mustthey will pay in 2004. The Browns owned their
home, any real estate tax the seller paid in include the refund or rebate in income in thenew home during the 2003 real property tax year
advance but that is the liability of the buyer year you receive it. However, you only need tofor 243 days (May 3 to December 31). They will
appears in box 5 of Form 1099–S. The buyer include the amount of the deduction that re-figure their 2004 deduction for taxes as follows.
deducts this amount as a real estate tax, and the duced your tax in the earlier year. For more

1. Enter the total real estate taxes for seller reduces his or her real estate tax deduc- information, see Recoveries in chapter 13.
the real property tax year . . . . . $752 tion (or includes it in income) by the same

If you did not itemize deductions in the
amount. See Refund (or rebate), later.2. Enter the number of days in the year you paid the tax, do not report the

real property tax year that you refund as income.Taxes placed in escrow. If your monthly
TIP

owned the property . . . . . . . . . 243 mortgage payment includes an amount placed
in escrow (put in the care of a third party) for real3. Divide line 2 by 365 (for leap Real Estate-Related Itemsestate taxes, you may not be able to deduct theyears, divide line 2 by 366) . . . . .666
total amount placed in escrow. You can deduct You Cannot Deduct4. Multiply line 1 by line 3. This is only the real estate tax that the third party actu-your deduction. Claim it on line 6
ally paid to the taxing authority. If the third party Payments for the following items generally areof Schedule A (Form 1040) . . . . $501
does not notify you of the amount of real estate not deductible as real estate taxes.

The remaining $251 ($752 paid less $501 de- tax that was paid for you, contact the third party
• Taxes for local benefits.duction) of taxes paid in 2004, along with the or the taxing authority to find the proper amount

$680 paid in 2003, is added to the cost of their to show on your return. • Itemized charges for services (such as
new home. trash and garbage pickup fees).Tenants by the entirety. If you and your

Because the taxes up to the date of sale are spouse held property as tenants by the entirety • Transfer taxes (or stamp taxes).considered paid by the seller on the date of sale, and you file separate federal returns, each of
the seller is entitled to a 2003 tax deduction of • Rent increases due to higher real estateyou can deduct only the taxes each of you paid
$931. This is the sum of the $680 for 2002 and taxes.on the property.
the $251 for the 122 days the seller owned the

• Homeowners’ association charges.Divorced individuals. If your divorce or sepa-home in 2003. The seller must also include the
ration agreement states that you must pay the$931 in the selling price when he or she figures
real estate taxes for a home owned by you andthe gain or loss on the sale. The seller should Taxes for local benefits. Deductible real es-
your spouse, part of your payments may becontact the Browns in January 2004 to find out tate taxes generally do not include taxes
deductible as alimony and part as real estatehow much real estate tax is due for 2003. charged for local benefits and improvements
taxes. See Taxes and insurance, in chapter 20, tending to increase the value of your property.Form 1099–S. For certain sales or ex-
for more information. These include assessments for streets, side-changes of real estate, the person responsible

walks, water mains, sewer lines, public parkingfor closing the sale (generally the settlement Minister’s and military personnel housing
facilities, and similar improvements. You shouldagent) prepares Form 1099–S, Proceeds From allowances. If you are a minister or a member
increase the basis of your property by theReal Estate Transactions, to report certain infor- of the uniformed services and receive a housing
amount of the assessment.mation to the IRS and to the seller of the prop- allowance that you can exclude from income,

erty. Box 2 of the form is for the gross proceeds you still can deduct all of the real estate taxes Local benefit taxes are deductible only if they
of the sale and should include the portion of the you pay on your home. are for maintenance, repair, or interest charges
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related to those benefits. If only a part of the • Federal income taxes. This includes
taxes is for maintenance, repair, or interest, you taxes withheld from your pay.Personal Property
must be able to show the amount of that part to • Fines. You cannot deduct penalties for vi-
claim the deduction. If you cannot determine Taxes olation of any law, including forfeiture of
what part of the tax is for maintenance, repair, or

related collateral deposits.
interest, none of it is deductible. Personal property tax is deductible if it is a state • Gift taxes.Taxes for local benefits may be included in or local tax that is:
your real estate tax bill. If your taxing authority • License fees. You cannot deduct license
(or mortgage lender) does not furnish you a copy 1) Charged on personal property, fees for personal purposes (such as mar-
of your real estate tax bill, ask for it. You should riage, driver’s, and dog license fees).2) Based only on the value of the personaluse the rules above to determine if the local

property, and • Social security. This includes social se-benefit tax is deductible.
curity, Medicare, or railroad retirement3) Charged on a yearly basis, even if it is
taxes withheld from your pay.collected more or less than once a year.Itemized charges for services.  An itemized

charge for services to specific property or peo- • Social security and other employmentA tax that meets the above requirements can
ple is not a tax, even if the charge is paid to the taxes for household workers. You gen-be considered charged on personal property
taxing authority. For example, you cannot de- erally cannot deduct the social security oreven if it is for the exercise of a privilege. For
duct the charge as a real estate tax if it is: other employment taxes you pay on theexample, a yearly tax based on value qualifies

wages of a household worker. However,as a personal property tax even if it is called a• A unit fee for the delivery of a service
you may be able to include them in medi-registration fee and is for the privilege of regis-(such as a $5 fee charged for every 1,000
cal or child care expenses. For more infor-tering motor vehicles or using them on the high-gallons of water you use),
mation, see chapters 23 and 34.ways.

• A periodic charge for a residential service If the tax is partly based on value and partly
(such as a $20 per month or $240 annual Many taxes and fees other than those listedbased on other criteria, it may qualify in part.
fee charged to each homeowner for trash above are also nondeductible, unless they are
collection), or ordinary and necessary expenses of a businessExample. Your state charges a yearly mo-

or income producing activity. For other nonde-tor vehicle registration tax of 1% of value plus 50• A flat fee charged for a single service pro-
ductible items, see Real Estate-Related Itemscents per hundredweight. You paid $32 basedvided by your government (such as a $30
You Cannot Deduct, earlier.on the value ($1,500) and weight (3,400 lbs.) ofcharge for mowing your lawn because it

your car. You can deduct $15 (1% × $1,500) aswas allowed to grow higher than permitted
a personal property tax, because it is based onunder your local ordinance).
the value. The remaining $17 ($.50 × 34), based
on the weight, is not deductible. Where To Deduct

You must look at your real estate tax
bill to determine if any nondeductible You deduct taxes on the following schedules.
itemized charges, such as those justCAUTION

!
State and local income taxes.  These taxeslisted, are included in the bill. If your taxing Taxes and Fees are deducted on line 5 of Schedule A (Formauthority (or mortgage lender) does not furnish
1040), even if your only source of income is fromyou a copy of your real estate tax bill, ask for it. You Cannot Deduct business, rents, or royalties.

Exception. Service charges used to main-
Foreign income taxes. Generally, incomeMany federal, state, and local government taxestain or improve services (such as trash collec-
taxes you pay to a foreign country or U.S. pos-are not deductible because they do not fall withintion or police and fire protection) are deductible
session can be claimed as an itemized deduc-the categories discussed earlier. Other taxesas real estate taxes if:
tion on line 8 of Schedule A (Form 1040), or as aand fees, such as federal income taxes, are not
credit against your U.S. income tax on line 44 of1) The fees or charges are imposed at a like deductible because the tax law specifically pro-
Form 1040. To claim the credit, you may have torate against all property in the taxing juris- hibits a deduction for them. See Table 24–1.
complete and attach Form 1116. For more infor-diction, Taxes and fees that are generally not de-
mation, see chapter 39 or the instructions forductible include the following items.2) The funds collected are not earmarked; in- Form 1040 or get Publication 514.

stead, they are commingled with general • Estate, inheritance, legacy, or succes-
Real estate taxes and personal propertyrevenue funds, and sion taxes. These taxes are generally not
taxes.  These taxes are deducted on lines 6deductible. However, you can deduct the3) Funds used to maintain or improve serv- and 7 of Schedule A (Form 1040), unless theyestate tax attributable to income in respectices are not limited to or determined by the are paid on property used in your business inof a decedent if you, as a beneficiary,amount of these fees or charges collected. which case they are deducted on Schedule C ormust include that income in your gross
Schedule F (Form 1040). Taxes on property thatincome. In that case, deduct the estate tax
produces rent or royalty income are deducted onas a miscellaneous deduction that is notTransfer taxes (or stamp taxes). Transfer
Schedule E (Form 1040).subject to the 2%-of-adjusted-gross-in-taxes and similar taxes and charges on the sale

come limit. For more information, seeof a personal home are not deductible. If they Self-employment tax. Deduct one-half of
chapter 4.are paid by the seller, they are expenses of the your self-employment tax on line 28, Form 1040.

sale and reduce the amount realized on the sale.
Other taxes. All other deductible taxes areIf paid by the buyer, they are included in the cost
deducted on line 8 of Schedule A (Form 1040).basis of the property.

Rent increase due to higher real estate taxes.
If your landlord increases your rent in the form of
a tax surcharge because of increased real es-
tate taxes, you cannot deduct the increase as
taxes.

Homeowners’ association charges. These
charges are not deductible because they are
imposed by the homeowners’ association,
rather than the state or local government.
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• You must be legally liable for the loan. Late payment charge on mortgage payment.
You cannot deduct payments you make You can deduct as home mortgage interest a
for someone else if you are not legally late payment charge if it was not for a specific25. liable to make them. Both you and the service performed in connection with your mort-
lender must intend that the loan be repaid. gage loan.
In addition, there must be a true

Mortgage prepayment penalty. If you pay offdebtor-creditor relationship between youInterest your home mortgage early, you may have to payand the lender.
a penalty. You can deduct that penalty as home

• The mortgage must be a secured debt on mortgage interest provided the penalty is not forExpense a qualified home. (Generally, your mort- a specific service performed or cost incurred in
gage is a secured debt if you put your connection with your mortgage loan.
home up as collateral to protect the inter-

Sale of home. If you sell your home, you canests of the lender. The term “qualifiedImportant Reminders
deduct your home mortgage interest (subject tohome” means your main home or second
any limits that apply) paid up to, but not includ-home. For details, see Publication 936.)

Personal interest. Personal interest is not de- ing, the date of sale.
ductible. Examples of personal interest include
interest on a loan to purchase an automobile for Example. John and Peggy Harris sold theirAmount Deductible
personal use and credit card and installment home on May 7. Through April 30, they made
interest incurred for personal expenses. In most cases, you will be able to deduct all of home mortgage interest payments of $1,220.

But you may be able to deduct interest you your home mortgage interest. Whether you can The settlement sheet for the sale of the home
pay on a qualified student loan. For details, see deduct all of it depends on the date you took out showed $50 interest for the 6-day period in May
Publication 970, Tax Benefits for Education. the mortgage, the amount of the mortgage, and up to, but not including, the date of sale. Their

your use of its proceeds. mortgage interest deduction is $1,270 ($1,220 +Limit on itemized deductions. Certain item-
$50).ized deductions (including home mortgage inter- Fully deductible interest. If all of your mort-

est) are limited if your adjusted gross income is Prepaid interest. If you pay interest in ad-gages fit into one or more of the following three
more than $139,500 ($69,750 if you are married vance for a period that goes beyond the end ofcategories at all times during the year, you can
filing a separate return). For more information, the tax year, you must spread this interest overdeduct all of the interest on those mortgages. (If
see chapter 31. the tax years to which it applies. You can deductany one mortgage fits into more than one cate-

in each year only the interest that qualifies asgory, add the debt that fits in each category to
home mortgage interest for that year. However,your other debt in the same category.)
see Points, later.The three categories are:Introduction
Mortgage interest credit. You may be able to

1) Mortgages you took out on or before Octo-This chapter discusses interest. Interest is the claim a mortgage interest credit if you were
ber 13, 1987 (called grandfathered debt).amount you pay for the use of borrowed money. issued a mortgage credit certificate (MCC) by a

The types of interest you can deduct as item- state or local government. Figure the credit on2) Mortgages you took out after October 13,
ized deductions on Schedule A (Form 1040) are: Form 8396, Mortgage Interest Credit. If you take1987, to buy, build, or improve your home

this credit, you must reduce your mortgage inter-(called home acquisition debt), but only if• Home mortgage interest, including certain
est deduction by the amount of the credit.throughout 2003 these mortgages plus anypoints, and

For more information on the credit, see chap-grandfathered debt totaled $1 million or
• Investment interest. ter 39.less ($500,000 or less if married filing sep-

arately).This chapter explains these deductions. It also Ministers’ and military housing allowance.
explains where to deduct other types of interest 3) Mortgages you took out after October 13, If you are a minister or a member of the uni-
and lists some types of interest you cannot de- 1987, other than to buy, build, or improve formed services and receive a housing allow-
duct. your home (called home equity debt), but ance that is not taxable, you can still deduct your

only if throughout 2003 these mortgages home mortgage interest.Use Table 25–1 to find out where to get more
totaled $100,000 or less ($50,000 or less ifinformation on various types of interest, includ- Mortgage assistance payments. If you qual-married filing separately) and totaled noing investment interest. ify for mortgage assistance payments formore than the fair market value of your

lower-income families under section 235 of thehome reduced by (1) and (2).
Useful Items National Housing Act, part or all of the interest

The dollar limits for the second and thirdYou may want to see: on your mortgage may be paid for you. You
categories apply to the combined mortgages on cannot deduct the interest that is paid for you.
your main home and second home.Publication

No other effect on taxes. Do not includeSee Part II of Publication 936 for more de-
❏ 936 Home Mortgage Interest Deduction these mortgage assistance payments in yourtailed definitions of grandfathered, home acqui-

income. Also, do not use these payments tosition, and home equity debt.
reduce other deductions, such as real estateYou can use Figure 25–A to check whether
taxes.your home mortgage interest is fully deductible.

Divorced or separated individuals. If a di-Home Mortgage
Limits on deduction. You cannot fully deduct vorce or separation agreement requires you or
interest on a mortgage that does not fit into any your spouse or former spouse to pay homeInterest
of the three categories listed above. If this ap- mortgage interest on a home owned by both of
plies to you, see Part II of Publication 936 to you, the payment of interest may be alimony.Generally, home mortgage interest is any inter-
figure the amount of interest you can deduct. See the discussion of Payments forest you pay on a loan secured by your home

jointly-owned home in chapter 20.(main home or a second home). The loan may
be a mortgage to buy your home, a second

Redeemable ground rent. If you make an-Special Situationsmortgage, a line of credit, or a home equity loan.
nual or periodic rental payments on a redeem-You can deduct home mortgage interest only

This section describes certain items that can be able ground rent, you can deduct them asif you meet all the following conditions.
included as home mortgage interest and others mortgage interest.

• You must file Form 1040 and itemize de- that cannot. It also describes certain special Payments made to end the lease and to buy
ductions on Schedule A (Form 1040). situations that may affect your deduction. the lessor’s entire interest in the land are not
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Figure 25–A. Is My Home Mortgage Interest Fully Deductible?

Were your total mortgage balances $100,000 or less2 

($50,000 or less if married filing separately) at all
times during the year?

Start Here

No

�

Were all of your home mortgages taken out on or
before 10-13-87?

Were all of your home mortgages taken out after
10-13-87 used to buy, build, or improve the main
home secured by that main home mortgage or
used to buy, build, or improve the second home
secured by that second home mortgage, or both?

Were the mortgage balances $1,000,000 or less
($500,000 or less if married filing separately) at 
all times during the year?

�

�

�

No

No

Yes

�
Yes

�

No

�

�

Yes

No

No

Yes

(Instructions: Include balances of ALL mortgages secured by your main home and second home.

Yes

�

Yes

�

�

Your home mortgage interest is fully deductible.
You do not need Publication 936.

Go to Part II of Publication 936 to determine the
limits on your deductible home mortgage interest.

Were your grandfathered debt plus home
acquisition debt balances $1,000,000 or less3

($500,000 or less if married filing separately)
at all times during the year?

Were your home equity debt balances $100,000 or
less2 ($50,000 or less if married filing separately) at
all times during the year?

2If all mortgages on your main or second home exceed the home’s fair market value, a lower limit may apply. See Home equity debt limit under Home Equity
Debt in Part II of Publication 936.

3Amounts over the $1,000,000 limit ($500,000 if married filing separately) qualify as home equity debt if they are not more than the total home equity debt
limit. See Publication 936 for more information about grandfathered debt, home acquisition debt, and home equity debt.

Do you meet the conditions to deduct home1

mortgage interest?

�

Yes

You cannot deduct the interest payments as home
mortgage interest.4�

No

1You must itemize deductions on Schedule A (Form 1040) and be legally liable for the loan. The loan must be a secured debt on a qualified home. See Home
Mortgage Interest.

4See Table 25-1 for where to deduct other types of interest payments.
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ground rents. You cannot deduct them. For 3) The points paid were not more than the You cannot deduct these amounts as points
more information, see Publication 936. points generally charged in that area. either in the year paid or over the life of the

mortgage. For information about the tax treat-Nonredeemable ground rent. Payments 4) You use the cash method of accounting.
ment of these amounts and other settlement

on a nonredeemable ground rent are not mort- This means you report income in the year
fees and closing costs, get Publication 530, Tax

gage interest. You can deduct them as rent if you receive it and deduct expenses in the
Information for First-Time Homeowners.

they are a business expense or if they are for year you pay them. (If you want more in-
rental property. formation about this method, see Account- Points paid by the seller. The term “points”

ing Methods in chapter 1.) includes loan placement fees that the seller
Rental payments. If you live in a house before pays to the lender to arrange financing for the5) The points were not paid in place offinal settlement on the purchase, any payments buyer.amounts that ordinarily are stated sepa-you make for that period are rent and not inter-

rately on the settlement statement, such Treatment by seller. The seller cannot de-est. This is true even if the settlement papers call
as appraisal fees, inspection fees, title duct these fees as interest. But they are a sellingthem interest. You cannot deduct these pay-
fees, attorney fees, and property taxes. expense that reduces the amount realized byments as home mortgage interest.

the seller. See chapter 16 for information on the6) The funds you provided at or before clos-
Mortgage proceeds invested in tax-exempt sale of your home.ing, plus any points the seller paid, were at
securities. You cannot deduct the home mort- least as much as the points charged. The Treatment by buyer. The buyer reducesgage interest on grandfathered debt or home funds you provided do not have to have the basis of the home by the amount of theequity debt if you used the proceeds of the been applied to the points. They can in- seller-paid points and treats the points as if he ormortgage to buy securities or certificates that clude a down payment, an escrow deposit, she had paid them. If all the tests under theproduce tax-free income. Grandfathered debt earnest money, and other funds you paid Exception, earlier, are met, the buyer can de-and home equity debt are defined earlier under at or before closing for any purpose. You duct the points in the year paid. If any of thoseAmount Deductible. cannot have borrowed these funds from tests is not met, the buyer deducts the points

your lender or mortgage broker. over the life of the loan.Refunds of interest. If you receive a refund of
For information about basis, see chapter 14.7) You use your loan to buy or build yourinterest in the same tax year you paid it, you

main home.must reduce your interest expense by the Funds provided are less than points. If you
amount refunded to you. If you receive a refund 8) The points were computed as a percent- meet all the tests in the Exception, earlier, ex-
of interest you deducted in an earlier year, you age of the principal amount of the mort- cept that the funds you provided were less than
generally must include the refund in income in gage. the points charged to you (test 6), you can de-
the year you receive it. However, you need to duct the points in the year paid, up to the amount9) The amount is clearly shown on the settle-include it only up to the amount of the deduction of funds you provided. In addition, you can de-ment statement (such as the Uniform Set-that reduced your tax in the earlier year. This is duct any points paid by the seller.tlement Statement, Form HUD-1) as pointstrue whether the interest overcharge was re-

charged for the mortgage. The points mayfunded to you or was used to reduce the out- Example 1. When you took out a $100,000be shown as paid from either your funds orstanding principal on your mortgage. mortgage loan to buy your home in December,the seller’s.If you received a refund of interest you over- you were charged one point ($1,000). You meet
paid in an earlier year, you generally will receive all the tests for deducting points in the year paid,
a Form 1098, Mortgage Interest Statement, except the only funds you provided were a $750Note. If you meet all of these tests, you can
showing the refund in box 3. For information down payment. Of the $1,000 charged forchoose to either fully deduct the points in the
about Form 1098, see Mortgage Interest State- points, you can deduct $750 in the year paid.year paid, or deduct them over the life of the
ment, later. You spread the remaining $250 over the life ofloan.

For more information on how to treat refunds the mortgage.
Home improvement loan. You can alsoof interest deducted in earlier years, see Recov-

fully deduct in the year paid points paid on a loaneries in chapter 13. Example 2. The facts are the same as in
to improve your main home, if tests (1) through Example 1, except that the person who sold you
(6) are met. your home also paid one point ($1,000) to helpPoints

you get your mortgage. In the year paid, you canSecond home. The Exception does
The term “points” is used to describe certain deduct $1,750 ($750 of the amount you werenot apply to points you pay on loans
charges paid, or treated as paid, by a borrower charged plus the $1,000 paid by the seller). Yousecured by your second home. YouCAUTION

!
to obtain a home mortgage. Points may also be spread the remaining $250 over the life of thecan deduct these points only over the life of the
called loan origination fees, maximum loan mortgage. You must reduce the basis of yourloan.
charges, loan discount, or discount points. home by the $1,000 paid by the seller.

Exception does not apply. If you do notA borrower is treated as paying any points
qualify under the exception, or choose not to Excess points. If you meet all the tests in thethat a home seller pays for the borrower’s mort-
deduct the full amount of points in the year paid, Exception, earlier, except that the points paidgage. See Points paid by the seller, later.
see Points in chapter 5 of Publication 535, Busi- were more than are generally paid in your area
ness Expenses, for the rules on when and how (test 3), you deduct in the year paid only theGeneral rule. You generally cannot deduct
much you can deduct. However, if the points points that are generally charged. You mustthe full amount of points in the year paid. Be-
relate to refinancing a home mortgage, see Refi- spread any additional points over the life of thecause they are prepaid interest, you generally
nancing, later. mortgage.must deduct them over the life (term) of the

mortgage.
Mortgage ending early. If you spread yourAmounts charged for services. Amounts

Exception. You can fully deduct points in deduction for points over the life of the mort-charged by the lender for specific services con-
the year paid if you meet all the following tests. gage, you can deduct any remaining balance innected to the loan are not interest. Examples of
(You can use Figure 25–B as a quick guide to the year the mortgage ends. However, if youthese charges are:
see whether your points are fully deductible in refinance the mortgage with the same lender,
the year paid.) you cannot deduct any remaining balance of1) Appraisal fees,

spread points. Instead, deduct the remaining
1) Your loan is secured by your main home. 2) Notary fees,

balance over the term of the new loan.
(Your main home is the one you live in

3) Preparation costs for the mortgage note or A mortgage may end early due to a prepay-
most of the time.)

deed of trust, ment, refinancing, foreclosure, or similar event.
2) Paying points is an established business

4) Mortgage insurance premiums, and
practice in the area where the loan was Example. Dan paid $3,000 in points in 1993
made. 5) VA funding fees. that he had to spread out over the 15-year life of
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Figure 25–B. Are My Points Fully Deductible This Year?

Is the loan secured by your main home?

Start Here

�

� Yes

�
No

�

�

�

*The funds you provided do not have to have been applied to the points. They can include a down payment, an escrow deposit, earnest money, and other
funds you paid at or before closing for any purpose.

Is the payment of points an established
business practice in your area?

Were the points paid more than the amount
generally charged in your area?

Do you use the cash method of accounting?

Did you take out the loan to improve your
main home?

Did you take out the loan to buy or build
your new home?

Were the points computed as a percentage of
the principal amount of the mortgage?

Were the funds you provided (other than
those you borrowed from your lender or
mortgage broker), plus any points the seller
paid, at least as much as the points charged?*

Is the amount paid clearly shown as points on
the settlement statement?

You can fully deduct the points this year on
Schedule A (Form 1040).

� Yes

� No

� Yes

� No

� Yes

� Yes

� Yes

� Yes

You cannot fully deduct the points this year. See the
discussion on Points.

�

�

�

�

Yes

No

No

No

No

No

No

�

Yes

Were the points paid in place of amounts that
ordinarily are separately stated on the
settlement sheet?

�

�
Yes

No
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the mortgage. He had deducted $2,000 of these receive the statement if you pay interest to a Partners, shareholders, and beneficiaries.
points through 2002. person (including a financial institution or a co- To determine your investment interest, combine

Dan prepaid his mortgage in full in 2003. He operative housing corporation) in the course of your share of investment interest from a partner-
can deduct the remaining $1,000 of points in that person’s trade or business. A governmental ship, S corporation, estate, or trust with your
2003. unit is a person for purposes of furnishing the other investment interest.

statement.
Refinancing. Generally, points you pay to The statement for each year should be sent Allocation of Interestrefinance a mortgage are not deductible in full in to you by January 31 of the following year. A
the year you pay them. This is true even if the Expensecopy of this form will also be sent to the IRS.
new mortgage is secured by your main home.

The statement will show the total interest youHowever, if you use part of the refinanced If you borrow money for business or personalpaid during the year. If you purchased a mainmortgage proceeds to improve your main purposes as well as for investment, you musthome during the year, it will also show the de-home and you meet the first six tests listed allocate the debt among those purposes. Onlyductible points paid during the year, includingunder Exception, earlier, you can fully deduct the interest expense on the part of the debt usedseller-paid points. However, it should not showthe part of the points related to the improvement for investment purposes is treated as invest-any interest that was paid for you by a govern-in the year you paid them with your own funds. ment interest. The allocation is not affected byment agency.You can deduct the rest of the points over the life the use of property that secures the debt.As a general rule, Form 1098 will includeof the loan.
only points that you can fully deduct in the year
paid. However, certain points not included on Limit on DeductionExample 1. In 1991, Bill Fields got a mort-
Form 1098 also may be deductible, either in thegage to buy a home. In 2003, Bill refinanced that

Generally, your deduction for investment inter-year paid or over the life of the loan. See Points,mortgage with a 15-year $100,000 mortgage
est expense is limited to the amount of your netearlier, to determine whether you can deductloan. The mortgage is secured by his home. To
investment income.points not shown on Form 1098.get the new loan, he had to pay three points

You can carry over the amount of investment($3,000). Two points ($2,000) were for prepaid
Prepaid interest on Form 1098. If you pre- interest that you could not deduct because ofinterest, and one point ($1,000) was charged for
paid interest in 2003 that accrued in full by Janu- this limit to the next tax year. The interest carriedservices, in place of amounts that ordinarily are
ary 15, 2004, this prepaid interest may be over is treated as investment interest paid orstated separately on the settlement statement.
included in box 1 of Form 1098. However, you accrued in that next year.Bill paid the points out of his private funds, rather
cannot deduct the prepaid amount for January You can carry over disallowed investmentthan out of the proceeds of the new loan. The
2004 in 2003. (See Prepaid interest, earlier.) interest to the next tax year even if it is more thanpayment of points is an established practice in
You will have to figure the interest that accrued your taxable income in the year the interest wasthe area, and the points charged are not more
for 2004 and subtract it from the amount in box paid or accrued.than the amount generally charged there. Bill’s
1. You will include the interest for January 2004first payment on the new loan was due July 1.
with the other interest you pay for 2004. SeeHe made six payments on the loan in 2003 and
How To Report, later. Net Investment Incomeis a cash basis taxpayer.

Bill used the funds from the new mortgage to Determine the amount of your net investmentRefunded interest. If you received a refund of
repay his existing mortgage. Although the new income by subtracting your investment ex-mortgage interest you overpaid in an earlier
mortgage loan was for Bill’s continued owner- penses (other than interest expense) from youryear, you generally will receive a Form 1098
ship of his main home, it was not for the investment income.showing the refund in box 3. See Refunds of
purchase or improvement of that home. He can- interest, earlier.
not deduct all of the points in 2003. He can Investment income. This generally includes
deduct two points ($2,000) ratably over the life of your gross income from property held for invest-
the loan. He deducts $67 [($2,000 ÷ 180 ment (such as interest, dividends, annuities, and
months) × 6 payments] of the points in 2003. royalties). Investment income does not includeInvestment InterestThe other point ($1,000) was a fee for services Alaska Permanent Fund dividends. It also does
and is not deductible. not include qualified dividends or capital gain

This section discusses the interest expenses distributions unless you choose to include them.
you may be able to deduct as an investor.Example 2. The facts are the same as in

Choosing to include qualified dividends.Example 1, except that Bill used $25,000 of the If you borrow money to buy property you hold
Investment income generally does not includeloan proceeds to improve his home and $75,000 for investment, the interest you pay is invest-
qualified dividends (discussed in chapter 9).to repay his existing mortgage. Bill deducts 25% ment interest. You can deduct investment inter-
However, you can choose to include all or part of($25,000 ÷ $100,000) of the points ($2,000) in est subject to the limit discussed later. However,
your qualified dividends in investment income.2003. His deduction is $500 ($2,000 × 25%). you cannot deduct interest you incurred to pro-

You make this choice by completing line 4gBill also deducts the ratable part of the re- duce tax-exempt income. Nor can you deduct
of Form 4952 according to its instructions.maining $1,500 ($2,000 − $500) that must be interest expenses on straddles.

If you choose to include any amount of yourspread over the life of the loan. This is $50 Investment interest does not include any
qualified dividends in investment income, you[($1,500 ÷ 180 months) × 6 payments] in 2003. qualified home mortgage interest or any interest
must reduce your qualified dividends that areThe total amount Bill deducts in 2003 is $550 taken into account in computing income or loss
eligible for the lower capital gains tax rates by($500 + $50). from a passive activity.
the same amount.

Limits on deduction. You cannot fully deduct
Choosing to include net capital gain. In-Investment Propertypoints on a mortgage unless the mortgage fits

vestment income generally does not include netinto one of the categories listed earlier under
capital gain from disposing of investment prop-Property held for investment includes propertyFully deductible interest. See Publication 936 for
erty (including capital gain distributions from mu-that produces interest, dividends, annuities, ordetails.
tual funds). However, you can choose to includeroyalties not derived in the ordinary course of a
all or part of your net capital gain in investmenttrade or business. It also includes property thatMortgage Interest income.produces gain or loss (not derived in the ordi-

You make this choice by completing line 4gnary course of a trade or business) from the saleStatement
of Form 4952 according to its instructions.or trade of property producing these types of

If you choose to include any amount of yourIf you paid $600 or more of mortgage interest income or held for investment (other than an
net capital gain in investment income, you must(including certain points) during the year on any interest in a passive activity). Investment prop-
reduce your net capital gain that is eligible forone mortgage, you generally will receive a Form erty also includes an interest in a trade or busi-
the lower capital gains tax rates by the same1098, Mortgage Interest Statement, or a similar ness activity in which you did not materially
amount.statement from the mortgage holder. You will participate (other than a passive activity).
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Before making either choice, consider You may be able to deduct interest youForm 4952
the overall effect on your tax liability. pay on a qualified student loan. For

Use Form 4952, Investment Interest ExpenseCompare your tax if you make one or details, see Publication 970.
TIP TIP

Deduction, to figure your deduction for invest-both of these choices with your tax if you do not.
ment interest.

Investment income of child reported on Exception to use of Form 4952. You do not
parent’s return. Investment income includes have to complete Form 4952 or attach it to your Allocation of Interestthe part of your child’s interest and dividend return if you meet all of the following tests.
income that you choose to report on your return.

If you use the proceeds of a loan for more than• Your investment interest expense is notIf the child does not have qualified dividends,
one purpose (for example, personal and busi-more than your investment income fromAlaska Permanent Fund dividends, or capital ness), you must allocate the interest on the loaninterest and ordinary dividends minus anygain distributions, this is the amount on line 6 of to each use. However, you do not have to allo-qualified dividends.Form 8814, Parents’ Election To Report Child’s cate home mortgage interest if it is fully deducti-

Interest and Dividends. • You have no other deductible investment ble, regardless of how the funds are used.
expenses.Child’s qualified dividends. If part of the You allocate interest (other than fully deduct-

amount you report is your child’s qualified divi- ible home mortgage interest) on a loan in the• You have no disallowed investment inter-
dends, that part (which is reported on line 9b of same way as the loan itself is allocated. You doest expense from 2002.

this by tracing disbursements of the debt pro-Form 1040 or Form 1040A) generally does not
If you meet all of these tests, you can deduct all ceeds to specific uses. For details on how to docount as investment income. However, you can
of your investment interest. this, see chapter 5 of Publication 535.choose to include all or part of it in investment

income, as explained under Choosing to include
More Informationqualified dividends, earlier.

Your investment income also includes the For more information on investment interest,
amount on line 6 of Form 8814 (or, if applicable, How To Reportsee Investment Expenses in chapter 3 of Publi-
the amount figured next under Child’s Alaska cation 550.
Permanent Fund dividends). You must file Form 1040 to deduct any home

mortgage interest expense on your tax return.Child’s Alaska Permanent Fund dividends.
Where you deduct your interest expense gener-If part of the amount you report is your child’s
ally depends on how you use the loan proceeds.Alaska Permanent Fund dividends, that part Items You See Table 25–1 for a summary of where todoes not count as investment income. To figure
deduct your interest expense.the amount of your child’s income that you can Cannot Deduct

consider your investment income, start with the Home mortgage interest and points. Deduct
amount on line 6 of Form 8814. Multiply that Some interest payments are not deductible. the home mortgage interest and points reported
amount by a percentage that is equal to the Certain expenses similar to interest also are not to you on Form 1098 on line 10 of Schedule A
Alaska Permanent Fund dividends divided by deductible. Nondeductible expenses include the (Form 1040). If you paid more deductible inter-
the total amount of interest and dividend income following items. est to the financial institution than the amount
on lines 1a and 2 of Form 8814. Subtract the shown on Form 1098, show the larger deducti-• Personal interest (discussed later).result from the amount on line 6 of Form 8814. ble amount on line 10. Attach a statement ex-

• Service charges (however, see Other Ex- plaining the difference and print “See attached”Child’s capital gain distributions. If part
penses in chapter 30). next to line 10.of the amount you report is your child’s capital

 Deduct home mortgage interest that wasgain distributions, that part (which is reported on • Annual fees for credit cards.
not reported to you on Form 1098 on line 11 ofline 13 of Schedule D or line 13a of Form 1040) • Loan fees. Schedule A (Form 1040). If you paid home mort-generally does not count as investment income.
gage interest to the person from whom you• Credit investigation fees.However, you can choose to include all or part of
bought your home, show that person’s name,it in investment income, as explained in Choos- • FHA mortgage insurance premiums and address, and taxpayer identification numbering to include net capital gain, earlier. VA funding fees. (TIN) on the dotted lines next to line 11. TheYour investment income also includes the
seller must give you this number and you must• Interest to purchase or carry tax-exemptamount on line 6 of Form 8814 (or, if applicable,
give the seller your TIN. A Form W–9 can besecurities.the amount figured under Child’s Alaska Perma-
used for this purpose. Failure to meet any of

nent Fund dividends, earlier). these requirements may result in a $50 penalty
Penalties. You cannot deduct fines and pen- for each failure. The TIN can be either a social
alties paid to a government for violations of law,Investment expenses. Investment expenses security number, an individual taxpayer identifi-
regardless of their nature.include all income-producing expenses (other cation number (issued by the Internal Revenue

than interest expense) relating to investment Service), or an employer identification number.
property that are allowable deductions after ap- See Social Security Number in chapter 1 forPersonal Interest
plying the 2% limit that applies to miscellaneous more information about TINs.
itemized deductions. Use the smaller of: Personal interest is not deductible. Personal in- If you can take a deduction for points that

terest is any interest that is not home mortgage were not reported to you on Form 1098, deduct
1) The investment expenses included on line interest, investment interest, business interest, those points on line 12 of Schedule A (Form

22 of Schedule A (Form 1040), or or other deductible interest. It includes the fol- 1040).
lowing items.2) The amount on line 26 of Schedule A.

More than one borrower. If you and at least• Interest on car loans (unless you use the
one other person (other than your spouse if you

car for business).Losses from passive activities. Income or file a joint return) were liable for and paid interest
expenses that you used in computing income or • Interest on federal, state, or local income on a mortgage that was for your home, and the
loss from a passive activity are not included in tax. other person received a Form 1098 showing the
determining your investment income or invest- interest that was paid during the year, attach a• Finance charges on credit cards, retail in-ment expenses (including investment interest statement to your return explaining this. Show

stallment contracts, and revolving chargeexpense). See Publication 925, Passive Activity how much of the interest each of you paid, and
accounts incurred for personal expenses.and At-Risk Rules, for information about passive give the name and address of the person who

activities. • Late payment charges by a public utility. received the form. Deduct your share of the
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interest on line 11 of Schedule A (Form 1040), deduction for the interest shown on the Form You should let each of the other borrowers know
and print “See attached” next to the line. 1098 you received, deduct only your share of the what his or her share is.

If you are the payer of record on a mortgage interest on line 10 of Schedule A (Form 1040).
Mortgage proceeds used for business or in-on which there are other borrowers entitled to a
vestment. If your home mortgage interest de-
duction is limited but all or part of the mortgageTable 25–1.  Where To Deduct Your Interest Expense
proceeds were used for business, investment,
or other deductible activities, see Table 25–1. It

AND for more shows where to deduct the part of your excess
IF you have ... THEN deduct it on ... information go to ... interest that is for those activities.
Deductible student loan interest Form 1040, line 25 or Publication 970

Investment interest. Deduct investment in-Form 1040A, line 18
terest, subject to certain limits discussed in Pub-

Deductible home mortgage interest and Schedule A (Form 1040), Publication 936 lication 550, on line 13 of Schedule A (Form
points reported on Form 1098 line 10 1040).

Deductible home mortgage interest not Schedule A (Form 1040), Publication 936 Amortization of bond premium. There are
reported on Form 1098 line 11 various ways to treat the premium you pay to

buy taxable bonds. See Bond Premium Amorti-Deductible points not reported on Form Schedule A (Form 1040), Publication 936
zation in Publication 550.1098 line 12

Deductible investment interest (other Schedule A (Form 1040), Publication 550 Income-producing rental or royalty interest.
than interest incurred to produce rents or line 13 Deduct interest on a loan for income-producing
royalties) rental or royalty property that is not used in your

business in Part I of Schedule E (Form 1040).Deductible business interest (non-farm) Schedule C or C-EZ Publication 535
(Form 1040)

Example. You rent out part of your home
Deductible farm business interest Schedule F (Form 1040) Publications 225 and 535 and borrow money to make repairs. You can

deduct only the interest payment for the rentedDeductible interest incurred to produce Schedule E (Form 1040) Publications 527 and 535
part in Part I of Schedule E (Form 1040). Deductrents or royalties
the rest of the interest payment on Schedule A

Personal interest Not Deductible (Form 1040) if it is deductible home mortgage
interest.
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organized in the United States or any of itsUseful Items
possessions.You may want to see:

3) Domestic fraternal societies, orders, and26. Publication associations operating under the lodge sys-
tem.❏ 78 Cumulative List of Organizations

Note. Your contribution to this type of
❏ 526 Charitable Contributions organization is deductible only if it is to beContributions

used solely for charitable, religious, scien-❏ 561 Determining the Value of Donated
tific, literary, or educational purposes, or forProperty
the prevention of cruelty to children or ani-Important Reminders mals. Form (and Instructions)

4) Certain nonprofit cemetery companies or❏ Schedule A (Form 1040) ItemizedDisaster relief. You can deduct contributions
corporations.Deductionsearmarked for flood relief, hurricane relief, or

Note. Your contribution to this type of
other disaster relief to a qualified organization ❏ 8283 Noncash Charitable Contributions organization is not deductible if it can be
(defined later under Organizations That Qualify

used for the care of a specific lot or mauso-
To Receive Deductible Contributions). How-

leum crypt. 
ever, you cannot deduct contributions
earmarked for relief of a particular individual or 5) The United States or any state, the District
family. of Columbia, a U.S. possession (includingOrganizations That

Puerto Rico), a political subdivision of a
Written acknowledgment required. You can state or U.S. possession, or an Indian tribalQualify To Receive
claim a deduction for a contribution of $250 or government or any of its subdivisions that
more only if you have a written acknowledgment perform substantial government functions.Deductible
of your contribution from the qualified organiza- Note. To be deductible, your contribution
tion or if you have certain payroll deduction rec- to this type of organization must be madeContributions
ords. For more information, see Records To solely for public purposes. 
Keep, later in this chapter. You can deduct your contributions only if you

make them to a qualified organization. To be- Examples.   Qualified organizations include:Payment partly for goods or services. A
come a qualified organization, most organiza-qualified organization must give you a written • Churches, a convention or association oftions other than churches and governments, asstatement if you make a payment that is more churches, temples, synagogues,described below, must apply to the IRS.than $75 and is partly a contribution and partly mosques, and other religious organiza-

for goods or services. The statement must tell You can ask any organization whether tions.
you that you can deduct only the amount of your it is a qualified organization, and most • Most nonprofit charitable organizationspayment that is more than the value of the goods will be able to tell you. Or you can

TIP

such as the Red Cross and the Unitedor services you received. It must also give you a check IRS Publication 78, which lists most quali-
Way.good faith estimate of the value of those goods fied organizations. You may find Publication 78

or services. See Contributions From Which You in your local library’s reference section, or on the • Most nonprofit educational organizations,
Benefit, later in this chapter, for more informa- internet at www.irs.gov. You can also call the including the Boy and Girl Scouts of
tion. IRS Tax Exempt/Government Entities Customer America, colleges, museums, and

Service at 1–877–829–5500 to find out if an day-care centers if substantially all the
Limit on itemized deductions. If your ad- organization is qualified. child care provided is to enable individuals
justed gross income is more than $139,500 (the parents) to be gainfully employed and
($69,750 if you are married filing separately), the the services are available to the general
overall amount of your itemized deductions may Types of Qualified public. However, if your contribution is a
be limited. See chapter 31 for more information substitute for tuition or other enrollmentOrganizationsabout this limit. fee, it is not deductible as a charitable

contribution, as explained later under Con-Generally, only the five following types of organi-
tributions You Cannot Deduct.zations can be qualified organizations.

• Nonprofit hospitals and medical research1) A community chest, corporation, trust,Introduction organizations.fund, or foundation organized or created
This chapter explains how to claim a deduction in or under the laws of the United States, • Utility company emergency energy pro-
for your charitable contributions. It discusses: any state, the District of Columbia, or any grams, if the utility company is an agent

possession of the United States (including for a charitable organization that assists• Organizations that are qualified to receive
Puerto Rico). It must be organized and op- individuals with emergency energy needs.deductible charitable contributions,
erated only for one or more of the following

• Nonprofit volunteer fire companies.• The types of contributions you can deduct, purposes.
• Public parks and recreation facilities.• How much you can deduct, a) Religious.
• Civil defense organizations.• What records to keep, and b) Charitable.

• How to report your charitable contribu- c) Educational. Certain foreign charitable organizations.tions.
Under income tax treaties with Canada, Israel,d) Scientific.
and Mexico, you may be able to deduct contribu-A charitable contribution is a donation or gift e) Literary. tions to certain Canadian, Israeli, or Mexicanto, or for the use of, a qualified organization. It is
charitable organizations. Generally, you mustf) The prevention of cruelty to children orvoluntary and is made without getting, or expect-
have income from sources in that country. Foranimals.ing to get, anything of equal value.
additional information on the deduction of contri-

Certain organizations that foster nationalForm 1040 required. To deduct a charitable butions to Canadian charities, see Publication
or international amateur sports competition

contribution, you must file Form 1040 and item- 597, Information on the United States–Canada
also qualify.

ize deductions on Schedule A. The amount of Income Tax Treaty. If you need more informa-
your deduction may be limited if certain rules 2) War veterans’ organizations, including tion on how to figure your contribution to Mexi-
and limits explained in this chapter apply to you. posts, auxiliaries, trusts, or foundations, can and Israeli charities, see Publication 526.
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duct $240 (80% of $300) as a charitable contri-Table 26–1. Examples of Charitable Contributions—A Quick Check
bution.

Use the following lists for a quick check of contributions you can or cannot deduct. See
the rest of this chapter for more information and additional rules and limits that may apply. Example 2. The facts are the same as in

Example 1 except that your $300 payment in-Deductible As Not Deductible
cluded the purchase of one season ticket for theCharitable Contributions As Charitable Contributions
stated ticket price of $120. You must subtract

Money or property you give to: Money or property you give to: the usual price of a ticket ($120) from your $300
payment. The result is $180. Your deductible• Churches, synagogues, temples, • Civic leagues, social and sports clubs,
charitable contribution is $144 (80% of $180).mosques, and other religious labor unions, and chambers of

organizations commerce
Charity benefit events. If you pay a qualified• Federal, state, and local governments, if • Foreign organizations (except certain organization more than fair market value for the

your contribution is solely for public Canadian, Israeli, and Mexican right to attend a charity ball, banquet, show,
purposes (for example, a gift to reduce charities) sporting event, or other benefit event, you can
the public debt) • Groups that are run for personal profit deduct only the amount that is more than the• Nonprofit schools and hospitals • Groups whose purpose is to lobby for value of the privileges or other benefits you

• Public parks and recreation facilities law changes receive.
• Salvation Army, Red Cross, CARE, • Homeowners’ associations If there is an established charge for the

Goodwill Industries, United Way, Boy event, that charge is the value of your benefit. If• Individuals
Scouts, Girl Scouts, Boys and Girls there is no established charge, your contribution• Political groups or candidates for
Clubs of America, etc. is that part of your payment that is more than thepublic office

reasonable value of the right to attend the event.• War veterans groups
Whether you use the tickets or other privilegesCosts you pay for a student living with you, Cost of raffle, bingo, or lottery tickets
has no effect on the amount you can deduct.sponsored by a qualified organization
However, if you return the ticket to the qualified

Out-of-pocket expenses when you serve a Dues, fees, or bills paid to country clubs, organization for resale, you can deduct the en-
qualified organization as a volunteer lodges, fraternal orders, or similar tire amount you paid for the ticket.

groups
Even if the ticket or other evidence of

Tuition payment indicates that the payment is
a “contribution,” this does not meanCAUTION

!
Value of your time or services

you can deduct the entire amount. If the ticket
Value of blood given to a blood bank shows the price of admission and the amount of

the contribution, you can deduct the contribution
amount.

you must pay it with the intent to make a charita-
ble contribution. Example. You pay $40 to see a specialContributions

showing of a movie for the benefit of a qualified
Example 1. You pay $65 for a ticket to a organization. Printed on the ticket is “Contribu-You Can Deduct

dinner-dance at a church. All of the proceeds of tion—$40.” If the regular price for the movie is
the function go to the church. The ticket to the $8, your contribution is $32 ($40 payment − $8Generally, you can deduct your contributions of
dinner-dance has a fair market value of $25. regular price).money or property that you make to, or for the
When you buy your ticket, you know that itsuse of, a qualified organization. A gift or contri- Membership fees or dues. You may be ablevalue is less than your payment. To figure thebution is “for the use of” a qualified organization to deduct membership fees or dues you pay to aamount of your charitable contribution, you sub-when it is held in a legally enforceable trust for qualified organization. However, you can deducttract the value of the benefit you receive ($25)the qualified organization or in a similar legal only the amount that is more than the value offrom your total payment ($65). You can deductarrangement. the benefits you receive. You cannot deduct$40 as a contribution to the church.If you give property to a qualified organiza- dues, fees, or assessments paid to country

tion, you generally can deduct the fair market clubs and other social organizations. They areExample 2. At a fund-raising auction con-value of the property at the time of the contribu- not qualified organizations.ducted by a charity, you pay $600 for a week’stion. See Contributions of Property, later in this
stay at a beach house. The amount you pay is Certain membership benefits can be disre-chapter.
no more than the fair rental value. You have not garded. Both you and the organization canYour deduction for charitable contributions is
made a deductible charitable contribution. disregard certain membership benefits you getgenerally limited to 50% of your adjusted gross

in return for an annual payment of $75 or less toincome, but in some cases 20% and 30% limits
Athletic events. If you make a payment to, or the qualified organization. You can pay moremay apply. See Limits on Deductions, later.
for the benefit of, a college or university and, as than $75 to the organization if the organizationTable 26–1 lists some examples of contribu-
a result, you receive the right to buy tickets to an does not require a larger payment for you to gettions you can deduct and some that you cannot
athletic event in the athletic stadium of the col- the benefits. The following benefits are covereddeduct.
lege or university, you can deduct 80% of the under this rule.
payment as a charitable contribution.Contributions From 1) Any rights or privileges, other than thoseIf any part of your payment is for tickets

discussed under Athletic events, earlier,(rather than the right to buy tickets), that part isWhich You Benefit
that you can use frequently while you are anot deductible. In that case, subtract the price of
member, such as:If you receive a benefit as a result of making a the tickets from your payment. 80% of the re-

contribution to a qualified organization, you can maining amount is a charitable contribution.
a) Free or discounted admission to thededuct only the amount of your contribution that

organization’s facilities or events,is more than the value of the benefit you Example 1. You pay $300 a year for mem-
receive. bership in an athletic scholarship program main- b) Free or discounted parking,

tained by a university (a qualified organization).If you pay more than fair market value to a
c) Preferred access to goods or services,The only benefit of membership is that you havequalified organization for merchandise, goods,

andthe right to buy one season ticket for a seat in aor services, the amount you pay that is more
designated area of the stadium at thethan the value of the item can be a charitable d) Discounts on the purchase of goods
university’s home football games. You can de-contribution. For the excess amount to qualify, and services.
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Table 26–2. Volunteers’ Questions and Answers

If you do volunteer work for a qualified organization, the following questions and answers may apply to you. All of the rules explained in
this chapter also apply. See, in particular, Out-of-Pocket Expenses in Giving Services.

Question Answer

I do volunteer work 6 hours a week in the office of a qualified No, you cannot deduct the value of your time or services.
organization. The receptionist is paid $6 an hour to do the same
work I do. Can I deduct $36 a week for my time?
The office is 30 miles from my home. Can I deduct any of my car Yes, you can deduct the costs of gas and oil that are directly related
expenses for these trips? to getting to and from the qualified organization where you are a

volunteer. If you don’t want to figure your actual costs, you can
deduct 14 cents for each mile.

I volunteer as a Red Cross nurse’s aide at a hospital. Can I deduct Yes, you can deduct the cost of buying and cleaning your uniforms
the cost of uniforms that I must wear? if the hospital is a qualified organization, the uniforms are not

suitable for everyday use, and you must wear them when
volunteering.

I pay a babysitter to watch my children while I do volunteer work for No, you cannot deduct payments for child care expenses as a
a qualified organization. Can I deduct these costs? charitable contribution, even if they are necessary so you can do

volunteer work for a qualified organization. (If you have child care
expenses so you can work for pay, see chapter 34.)

2) Admission, while you are a member, to 2) You receive only items whose value is not • Directly connected with the services,
events that are open only to members of substantial. See Token items, earlier. • Expenses you had only because of the
the organization, if the organization rea-

3) You receive only membership benefits that services you gave, and
sonably projects that the cost per person

can be disregarded, as described earlier. • Not personal, living, or family expenses.(excluding any allocated overhead) is not
more than $8.

Table 26–2 contains questions and answersExpenses Paid for Student
that apply to some individuals who volunteer

Token items. You can deduct your entire pay- Living With You their services.
ment to a qualified organization as a charitable
contribution if both of the following are true. You may be able to deduct some expenses of Conventions. If you are a chosen represen-

having a student live with you. You can deduct tative attending a convention of a qualified or-
1) You get a small item or other benefit of qualifying expenses for a foreign or American ganization, you can deduct actual unreimbursed

token value. student who: expenses for travel and transportation, including
a reasonable amount for meals and lodging,2) The qualified organization correctly deter-

1) Lives in your home under a written agree- while away from home overnight in connectionmines that the value of the item or benefit
ment between you and a qualified organi- with the convention. However, see Travel, later.you received is not substantial and informs
zation as part of a program of the You cannot deduct personal expenses foryou that you can deduct your payment in
organization to provide educational oppor- sightseeing, fishing parties, theater tickets, orfull.
tunities for the student, nightclubs. You also cannot deduct travel, meals

and lodging, and other expenses for your2) Is not your dependent or relative, and
spouse or children.Written statement. A qualified organization

3) Is a full-time student in the twelfth or any  You cannot deduct your expenses in attend-must give you a written statement if you make a
lower grade at a school in the United ing a church convention if you go only as apayment to it that is more than $75 and is partly
States. member of your church rather than as a chosena contribution and partly for goods or services.

representative. You can deduct unreimbursedThe statement must tell you that you can deduct You can deduct up to $50 a month for each
expenses that are directly connected with givingonly the amount of your payment that is more full calendar month the student lives with you.
services for your church during the convention.than the value of the goods or services you

Any month when conditions (1)received. It must also give you a good faith
through (3) above are met for 15 days Uniforms. You can deduct the cost and up-estimate of the value of those goods or services.
or more counts as a full month. keep of uniforms that are not suitable for every-

TIP

The organization can give you the statement
day use and that you must wear whileFor additional information, see Expenseseither when it solicits or when it receives the
performing donated services for a charitable or-Paid for Student Living With You in Publicationpayment from you.
ganization.526.

Exception. An organization will not have to
give you this statement if one of the following is Foster parents. You may be able to deduct as

Mutual exchange program. You cannot de-true. a charitable contribution some of the costs of
duct the costs of a foreign student living in your being a foster parent (foster care provider) if you
home under a mutual exchange program1) The organization is: have no profit motive in providing the foster care
through which your child will live with a family in and are not, in fact, making a profit. A qualified
a foreign country.a) The type of organization described in organization must designate the individuals you

(5) under Types of Qualified Organiza- take into your home for foster care.
tions, earlier, or You can deduct expenses that meet both ofOut-of-Pocket Expenses in

the following requirements.b) Formed only for religious purposes, and Giving Services
the only benefit you receive is an intan-

1) They are unreimbursed out-of-pocket ex-
gible religious benefit (such as admis- You may be able to deduct some amounts you penses to feed, clothe, and care for the
sion to a religious ceremony) that pay in giving services to a qualified organization. foster child.
generally is not sold in commercial The amounts must be:
transactions outside the donative con- 2) They are mainly to benefit the qualified
text. • Unreimbursed, organization.
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Unreimbursed expenses that you cannot de- tion even though you work very hard during • Payments to a member of the clergy that
duct as charitable contributions may be consid- can be spent as he or she wishes, such asthose few hours.
ered support provided by you in determining for personal expenses.
whether you can claim the foster child as a Example 4. You spend the entire day at- • Expenses you paid for another person who
dependent. For details see chapter 3. tending a charitable organization’s regional provided services to a qualified organiza-

meeting as a chosen representative. In the eve- tion.Example.  You cared for a foster child be- ning you go to the theater. You can claim your Example. Your son does missionary work.cause you wanted to adopt her, not to benefit the travel expenses as charitable contributions, but You pay his expenses. You cannot claim aagency that placed her in your home. Your un- you cannot claim the cost of your evening at the deduction for your son’s unreimbursed ex-reimbursed expenses are not deductible as theater. penses related to his contribution of serv-charitable contributions.
ices.Daily allowance (per diem). If you provide

services for a charitable organization and re-Car expenses. You can deduct unreimbursed • Payments to a hospital that are for serv-
out-of-pocket expenses, such as the cost of gas ceive a daily allowance to cover reasonable ices for a specific patient. You cannot de-
and oil, that are directly related to the use of your travel expenses, including meals and lodging duct these payments even if the hospital is
car in giving services to a charitable organiza- while away from home overnight, you must in- operated by a city, a state, or other quali-
tion. You cannot deduct any part of general clude in income the amount of the allowance fied organization.
repair and maintenance expenses, deprecia- that is more than your deductible travel ex-
tion, registration fees, or the costs of tires or penses. You can deduct your necessary travel
insurance. Contributions Toexpenses that are more than the allowance.

  If you do not want to deduct your actual NonqualifiedDeductible travel expenses. These in-expenses, you can use a standard mileage rate
clude:of 14 cents a mile to figure your contribution. Organizations

You can deduct parking fees and tolls • Air, rail, and bus transportation, You cannot deduct contributions to organiza-whether you use your actual expenses or the
tions that are not qualified to receive tax-deduct-standard mileage rate. • Out-of-pocket expenses for your car,
ible contributions, including the following.You must keep reliable written records of • Taxi fares or other costs of transportationyour car expenses. For more information, see

between the airport or station and your 1) Certain state bar associations if:Car expenses under Records To Keep, later.
hotel,

a) The state bar is not a political subdivi-Travel. Generally, you can claim a charitable • Lodging costs, and sion of a state,contribution deduction for travel expenses nec-
• The cost of meals.essarily incurred while you are away from home b) The bar has private, as well as public,

performing services for a charitable organization purposes, such as promoting the pro-Because these travel expenses are not
only if there is no significant element of per- fessional interests of members, andbusiness-related, they are not subject to the
sonal pleasure, recreation, or vacation in the same limits as business-related expenses. For c) Your contribution is unrestricted andtravel. This applies whether you pay the ex- information on business travel expenses, see can be used for private purposes.penses directly or indirectly. You are paying the Travel Expenses in chapter 28.
expenses indirectly if you make a payment to the

2) Chambers of commerce and other busi-charitable organization and the organization
ness leagues or organizations.pays for your travel expenses.

3) Civic leagues and associations.The deduction for travel expenses will not be
denied simply because you enjoy providing Contributions 4) Communist organizations.
services to the charitable organization. Even if

5) Country clubs and other social clubs.you enjoy the trip, you can take a charitable You Cannot Deduct
contribution deduction for your travel expenses 6) Foreign organizations other than:
if you are on duty in a genuine and substantial There are some contributions you cannot de-
sense throughout the trip. However, if you have duct, such as those made to individuals and a) A U.S. organization that transfers funds
only nominal duties, or if for significant parts of those made to nonqualified organizations. (See to a charitable foreign organization if
the trip you do not have any duties, you cannot Contributions to Individuals and Contributions to the U.S. organization controls the use
deduct your travel expenses. of the funds or if the foreign organiza-Nonqualified Organizations, next). There are

tion is only an administrative arm of theothers you can deduct only part of, as discussed
Example 1. You are a troop leader for a U.S. organization, orlater under Contributions From Which You Ben-

tax-exempt youth group and you help take the efit. b) Certain Canadian, Israeli, or Mexicangroup on a camping trip. You are responsible for
charitable organizations. See Certainoverseeing the setup of the camp and for provid-
foreign charitable organizations underContributions Toing adult supervision for other activities during
Organizations That Qualify To Receivethe entire trip. You participate in the activities of Individuals Deductible Contributions, earlier.the group and really enjoy your time with them.

You oversee the breaking of camp and you help You cannot deduct contributions to specific indi-
7) Homeowners’ associations.transport the group home. You can deduct your viduals, including the following.

travel expenses. 8) Labor unions. But you may be able to
• Contributions to fraternal societies made deduct union dues as a miscellaneous

Example 2. You sail from one island to an- for the purpose of paying medical or burial itemized deduction, subject to the
other and spend 8 hours a day counting whales expenses of deceased members. 2%-of-adjusted-gross-income limit, on
and other forms of marine life. The project is Schedule A (Form 1040). See chapter 30.• Contributions to individuals who are needysponsored by a charitable organization. In most

or worthy. This includes contributions to a 9) Political organizations and candidates.circumstances, you cannot deduct your ex-
qualified organization if you indicate thatpenses.
your contribution is for a specific person.

Contributions FromBut you can deduct a contribution that youExample 3. You work for several hours
give to a qualified organization that in turneach morning on an archaeological dig spon- Which You Benefit
helps needy or worthy individuals if you dosored by a charitable organization. The rest of
not indicate that your contribution is for athe day is free for recreation and sightseeing. If you receive or expect to receive a financial or
specific person.You cannot take a charitable contribution deduc- economic benefit as a result of making a contri-
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bution to a qualified organization, you cannot of household goods, such as furniture, appli-Appraisal Fees
ances, and linens.deduct the part of the contribution that repre-

sents the value of the benefit you receive or Fees that you pay to find the fair market value of
Example. Dawn Greene donated a coat to aexpect to receive. These contributions include donated property are not deductible as contribu-

thrift store operated by her church. She paidthe following. tions. You can claim them, subject to the
$300 for the coat 3 years ago. Similar coats in2%-of-adjusted-gross-income limit, as miscella-
the thrift store sell for $50. The fair market value• Contributions for lobbying. This includes neous deductions on Schedule A (Form 1040).
of the coat is therefore $50. Dawn’s donation isamounts that you earmark for use in, or in See chapter 30.
limited to $50.connection with, influencing specific legis-

lation. Cars, boats, and aircraft. If you contribute a
car, boat, or aircraft to a charitable organization,• Contributions to a retirement home that
you must determine its fair market value.Contributionsare clearly for room, board, maintenance,

 Certain commercial firms and trade organi-or admittance. Also, if the amount of your
zations publish used car pricing guides, com-of Propertycontribution depends on the type or size of
monly called “blue books,” containing completeapartment you will occupy, it is not a chari-
dealer sale prices or dealer average prices forIf you contribute property to a qualified organiza-table contribution.
recent model years. The guides may be pub-tion, the amount of your charitable contribution

• Costs of raffles, bingo, lottery, etc. You lished monthly or seasonally and for differentis generally the fair market value of the property
regions of the country. These guides also pro-cannot deduct as a charitable contribution at the time of the contribution. However, if the
vide estimates for adjusting for unusual equip-amounts you pay to buy raffle or lottery property has increased in value, you may have
ment, unusual mileage, and physical condition.to make some adjustments to the amount oftickets or to play bingo or other games of
The prices are not “official” and these publica-your deduction. See Giving Property That Haschance. For information on how to report
tions are not considered an appraisal of anyIncreased in Value, later.gambling winnings and losses, see chap-
specific donated property. But they do provideFor information about the records you mustter 13 and chapter 30.
clues for making an appraisal and suggest rela-keep and the information you must furnish with

• Dues to fraternal orders and similar tive prices for comparison with current sales andyour return if you donate property, see Records
groups. However, see Membership fees or offerings in your area.To Keep and How To Report, later.
dues, earlier, under Contributions You

Partial interest in property. Generally, you Example. You donate your car to a localCan Deduct.
cannot deduct a charitable contribution (not high school for use by their students studying• Tuition, or amounts you pay instead of made by a transfer in trust) of less than your automobile repair. Your credit union told you

tuition, even if you pay them for children to entire interest in property. that the “blue book” value of the car is $1,600.
attend parochial schools or qualifying non- However, your car needs extensive repairs and,Right to use property. A contribution of theprofit day-care centers. You also cannot after some checking, you find that you could sellright to use property is a contribution of less thandeduct any fixed amount you may be re- it for $750. You can deduct $750, the true fairyour entire interest in that property and is notquired to pay in addition to the tuition fee market value of the car, as a charitable contribu-deductible. For exceptions and more informa-to enroll in a private school, even if it is tion.tion, see Partial Interest in Property Not in Trustdesignated as a “donation.”

in Publication 561. Large quantities. If you contribute a large
number of the same item, fair market value is the

Future interests in tangible personal price at which comparable numbers of the itemValue of Time or Services property. You can deduct the value of a chari- are being sold.
table contribution of a future interest in tangibleYou cannot deduct the value of your time or
personal property only after all intervening inter-services, including: Giving Property Thatests in and rights to the actual possession or
enjoyment of the property have either expired or Has Decreased in Value• Blood donations to the Red Cross or to
been turned over to someone other than your-blood banks, and
self, a related person, or a related organization. If you contribute property with a fair market value

• The value of income lost while you work that is less than your basis in it, your deduction isFuture interest. This is any interest that isas an unpaid volunteer for a qualified or- limited to fair market value. You cannot claim ato begin at some future time, regardless ofganization. deduction for the difference between thewhether it is designated as a future interest
property’s basis and its fair market value.under state law.

Personal Expenses Giving Property ThatDetermining
You cannot deduct personal, living, or family Has Increased in ValueFair Market Valueexpenses, such as:

If you contribute property with a fair market valueThis section discusses general guidelines for• The cost of meals you eat while you per- that is more than your basis in it, you may havedetermining the fair market value of variousform services for a qualified organization to reduce the fair market value by the amount oftypes of donated property. Fair market value isunless it is necessary for you to be away appreciation (increase in value) when you figurethe price at which property would change hands
from home overnight while performing the your deduction.between a willing buyer and a willing seller,
services, or Your basis in property is generally what youneither having to buy or sell, and both having

paid for it. See chapter 14 if you need morereasonable knowledge of all the relevant facts.• Adoption expenses, including fees paid to
information about basis.Publication 561 contains a more complete dis-an adoption agency and the costs of keep- Different rules apply to figuring your deduc-cussion.ing a child in your home before adoption is tion, depending on whether the property is:

final. However, you may be able to claim a
Used clothing and household goods. Gen-tax credit for these expenses and exclude 1) Ordinary income property, or
erally, the fair market value of used clothing andfrom your gross income adoption expenses 2) Capital gain property.household goods is far less than its original cost.

paid or reimbursed by your employer. See
For used clothing, you should claim as the

Adoption Credit in chapter 39 and Publica- value the price that buyers of used items actually Ordinary income property. Property is ordi-
tion 968, Tax Benefits for Adoption. pay in used clothing stores, such as consign- nary income property if its sale at fair market
You also may be able to claim an exemp- ment or thrift shops. See Household Goods in value on the date it was contributed would have

tion for the child. See Adoption in chapter 3. Publication 561 for information on the valuation resulted in ordinary income or in short-term capi-
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tal gain. Examples of ordinary income property pays the amount. This date should be shown on 2) Educational organizations with a regular
are inventory, works of art created by the donor, the statement the financial institution sends to faculty and curriculum that normally have a
manuscripts prepared by the donor, and capital you. regularly enrolled student body attending
assets held 1 year or less. classes on site.Stock certificate. A gift to a charity of aThe amount you can deduct for a contribu-

properly endorsed stock certificate is completed 3) Hospitals and certain medical research or-tion of ordinary income property is its fair market
on the date of mailing or other delivery to the ganizations associated with these hospi-value less the amount that would be ordinary
charity or to the charity’s agent. However, if you tals.income or short-term capital gain if you sold the
give a stock certificate to your agent or to theproperty for its fair market value. Generally, this 4) Publicly supported charities.issuing corporation for transfer to the name ofrule limits the deduction to your basis in the
the charity, your gift is not completed until the 5) Private operating foundations.property.
date the stock is transferred on the books of the

6) Private nonoperating foundations that
corporation.Example. You donate stock that you held make qualifying distributions of 100% of

for 5 months to your church. The fair market Promissory note. If you issue and deliver a contributions within 21/2 months following
value of the stock on the day you donate it is promissory note to a charitable organization as the year they receive the contributions.
$1,000, but you paid only $800 (your basis). a contribution, it is not a contribution until you

7) Certain private foundations whose contri-Because the $200 of appreciation would be make the note payments.
butions are pooled in a common fund, theshort-term capital gain if you sold the stock, your

Option.  If you grant an option to buy real income and principal of which are paid todeduction is limited to $800 (fair market value
property at a bargain price to a charitable organi- public charities.less the appreciation).
zation, you cannot take a deduction until the

Capital gain property. Property is capital organization exercises the option.
gain property if its sale at fair market value on 30% LimitBorrowed funds. If you make a contribu-the date of the contribution would have resulted

tion with borrowed funds, you can deduct thein long-term capital gain. It includes capital as- A 30% limit applies to the following gifts.
contribution in the year you make it, regardlesssets held more than 1 year, as well as certain
of when you repay the loan. • Gifts to all qualified organizations otherreal property and depreciable property used in

than 50% limit organizations. This includesyour trade or business and, generally, held more
gifts to veterans’ organizations, fraternalthan 1 year.
societies, nonprofit cemeteries, and cer-Amount of deduction — general rule.
tain private nonoperating foundations.Limits on DeductionsWhen figuring your deduction for a gift of capital

gain property, you usually can use the fair mar- • Gifts for the use of any organization.
If your total contributions for the year are 20% orket value of the gift.

However, if these gifts are of capital gain prop-less of your adjusted gross income, you do not
Exceptions. In certain situations, you must erty, they are subject to the 20% limit, describedneed to read this section. The limits discussed

reduce the fair market value by any amount that later, rather than the 30% limit.here do not apply to you.
would have been long-term capital gain if you

The amount of your deduction is limited tohad sold the property for its fair market value. Student living with you. Amounts you spend50% of your adjusted gross income and may beGenerally, this means reducing the fair market on behalf of a student living with you are subjectlimited to 30% or 20% of your adjusted grossvalue to the property’s cost or other basis. to the 30% limit. These amounts are consideredincome, depending on the type of property you
a contribution for the use of a qualified organi-Bargain sales. A bargain sale of property to a give and the type of organization you give it to.
zation.qualified organization (a sale or exchange for These limits are described below.

less than the property’s fair market value) is If your contributions are more than any of the
partly a charitable contribution and partly a sale limits that apply, see Carryovers, later. Special 30% Limit for
or exchange. A bargain sale may result in a Capital Gain Propertytaxable gain. 50% Limit
More information. For more information on A special 30% limit applies to gifts of capital gain

This limit applies to the total of all charitabledonated appreciated property, see Giving Prop- property to 50% limit organizations. (For gifts of
contributions you make during the year. Thiserty That Has Increased in Value in Publication capital gain property to other organizations, see
means that your deduction for charitable contri-526. 20% Limit, next.) However, the special 30% limit
butions cannot be more than 50% of your ad- does not apply when you choose to reduce the
justed gross income for the year. fair market value of the property by the amount

Generally, the 50% limit is the only limit that that would have been long-term capital gain if
applies to gifts to organizations listed below you had sold the property. Instead, only the 50%When To Deduct
under 50% limit organizations. But there is one limit applies. For more information, see the rules
exception. A 30% limit also applies to theseYou can deduct your contributions only in the for electing the 50% limit for capital gain property
gifts if they are gifts of capital gain property foryear you actually make them in cash or other under How To Figure Your Deduction When
which you figure your deduction using fair mar-property (or in a later carryover year, as ex- Limits Apply in Publication 526.
ket value without reduction for appreciation.plained later under Carryovers). This applies
(See Special 30% Limit for Capital Gain Prop-whether you use the cash or an accrual method 20% Limiterty, later.)of accounting.

This limit applies to all gifts of capital gain prop-Time of making contribution. Usually, you 50% limit organizations. You can ask any erty to or for the use of qualified organizationsmake a contribution at the time of its uncondi- organization whether it is a 50% limit organiza-
(other than gifts of capital gain property to 50%tional delivery.

tion and most will be able to tell you. Or you can
limit organizations).Checks. A check that you mail to a charity is check IRS Publication 78 or call the IRS Tax

considered delivered on the date you mail it. Exempt/Government Entities Customer Service
Carryoversat the number listed earlier under OrganizationsCredit card.  Contributions charged on your

that Qualify To Receive Deductible Contribu-bank credit card are deductible in the year you You can carry over your contributions that youtions. The following is a partial list of the types ofmake the charge. are not able to deduct in the current year be-organizations that are 50% limit organizations.
cause they exceed your adjusted-gross-incomePay-by-phone account.  If you use a
limits. You can deduct the excess in each of the1) Churches and conventions or associationspay-by-phone account, the date you make a

of churches. next 5 years until it is used up, but not beyondcontribution is the date the financial institution
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that time. For more information, see Carryovers tion showing the name of the organization, a) The date you file your return for the
in Publication 526. the date of the contribution, and the year you make the contribution, or

amount of the contribution.
b) The due date, including extensions, for

3) Other reliable written records that include filing the return.
the information described in (2). RecordsRecords To Keep may be considered reliable if they were
made at or near the time of the contribu- Payroll deductions. If you make a contribu-

You must keep records to prove the amount of tion, and were regularly kept by you, or if, tion by payroll deduction, you do not need an
the cash and noncash contributions you make in the case of small donations, you have acknowledgment from the qualified organiza-
during the year. The kind of records you must emblems, buttons, or other tokens that are tion. But if your employer deducted $250 or
keep depends on the amount of your contribu- regularly given to persons making small more from a single paycheck, you must keep:
tions and whether they are cash or noncash cash contributions.
contributions. 1) A pay stub, Form W–2, or other document

furnished by your employer that proves the
Car expenses. If you claim expenses directlyNote. An organization generally must give amount withheld, and
related to the use of your car in giving services toyou a written statement if it receives a payment

2) A pledge card or other document from thea qualified organization, you must keep reliablefrom you that is more than $75 and is partly a
qualified organization that states the or-written records of your expenses. Whether yourcontribution and partly for goods or services.
ganization does not provide goods or serv-records are considered reliable depends on all(See Contributions From Which You Benefit
ices in return for any contribution made tothe facts and circumstances. Generally, theyunder Contributions You Can Deduct, earlier.)
it by payroll deduction.may be considered reliable if you made themKeep the statement for your records. It may

regularly and at or near the time you had thesatisfy all or part of the recordkeeping require-
expenses.ments explained in the following discussions. Out-of-pocket expenses. If you render serv-

Your records must show the name of the ices to a qualified organization and have un-
organization you were serving and the date reimbursed out-of-pocket expenses related toCash Contributions
each time you used your car for a charitable those services, you can satisfy the written ac-
purpose. If you use the standard mileage rate ofCash contributions include those paid by cash, knowledgment requirement just discussed if:
14 cents a mile, your records must show thecheck, credit card, or payroll deduction. They
miles you drove your car for the charitable pur- 1) You have adequate records to prove thealso include your out-of-pocket expenses when
pose. If you deduct your actual expenses, your amount of the expenses, anddonating your services.
records must show the costs of operating the carFor a contribution made in cash, the records 2) By the required date, you get an acknowl-that are directly related to a charitable purpose.you must keep depend on whether the contribu- edgment from the qualified organizationSee Car expenses, earl ier, undertion is: that contains:Out-of-Pocket Expenses in Giving Services, for

1) Less than $250, or the expenses you can deduct. a) A description of the services you pro-
vided,2) $250 or more.

b) A statement of whether or not the or-Contributions of $250 or More
ganization provided you any goods orAmount of contribution. In figuring whether
services to reimburse you for the ex-your contribution is $250 or more, do not com- You can claim a deduction for a contribution of
penses you incurred,bine separate contributions. For example, if you $250 or more only if you have an acknowledg-

gave your church $25 each week, your weekly ment of your contribution from the qualified or- c) A description and a good faith estimate
payments do not have to be combined. Each ganization or certain payroll deduction records. of the value of any goods or services
payment is a separate contribution. If you made more than one contribution of (other than intangible religious benefits)

 If contributions are made by payroll deduc- $250 or more, you must have either a separate provided to reimburse you, and
tion, the deduction from each paycheck is acknowledgment for each or one acknowledg-

d) A statement of any intangible religioustreated as a separate contribution. ment that shows your total contributions.
benefits provided to you.If you made a payment that is partly for

goods and services, as described earlier under Acknowledgment. The acknowledgment
Contributions From Which You Benefit, your must meet these tests.
contribution is the amount of the payment that is Noncash Contributions
more than the value of the goods and services. 1) It must be written.

For a contribution not made in cash, the records2) It must include:
you must keep depend on whether your deduc-

Contributions of Less Than $250 tion for the contribution is:a) The amount of cash you contributed,

b) Whether the qualified organization gaveFor each cash contribution that is less than 1) Less than $250,
you any goods or services as a result of$250, you must keep one of the following items.

2) At least $250 but not more than $500,your contribution (other than certain to-
1) A canceled check, or a legible and reada- ken items and membership benefits), 3) Over $500 but not more than $5,000, or

ble account statement that shows: and
4) Over $5,000.

c) A description and good faith estimate ofa) If payment was by check—the check
the value of any goods or services de-number, amount, date posted, and to

Amount of contribution. In figuring whetherscribed in (b). If the only benefit youwhom paid.
your contribution is $250 or more, do not com-received was an intangible religious

b) If payment was by electronic funds bine separate contributions. If you receivedbenefit (such as admission to a relig-
transfer—the amount, date posted, and goods or services in return, as described earlierious ceremony) that generally is not
to whom paid. in Contributions From Which You Benefit, re-sold in a commercial transaction

duce your contribution by the value of thoseoutside the donative context, the ac-c) If payment was charged to a credit
goods or services. If you figure your deductionknowledgment must say so and doescard—the amount, transaction date,
by reducing the fair market value of the donatednot need to describe or estimate theand to whom paid.
property by its appreciation, as described earliervalue of the benefit.
in Giving Property That Has Increased in Value,2) A receipt (or a letter or other written com-

3) You must get it on or before the earlier of: your contribution is the reduced amount.munication) from the charitable organiza-
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Your Deduction When Limits Apply in Pub- c) A description and good faith estimate ofDeductions of Less Than $250
lication 526 for information on how to the value of any goods or services de-

If you make any noncash contribution, you must make the capital gain property election. scribed in (b). If the only benefit you
get and keep a receipt from the charitable organ- received was an intangible religious6) The amount you claim as a deduction forization showing: benefit (such as admission to a relig-the tax year as a result of the contribution,

ious ceremony) that generally is notif you contribute less than your entire inter-1) The name of the charitable organization,
sold in a commercial transactionest in the property during the tax year.

2) The date and location of the charitable outside the donative context, the ac-Your records must include the amount you
contribution, and knowledgment must say so and doesclaimed as a deduction in any earlier years

not need to describe or estimate thefor contributions of other interests in this3) A reasonably detailed description of the
value of the benefit.property. They must also include the nameproperty.

and address of each organization to which
3) You must get it on or before the earlier of:you contributed the other interests, theA letter or other written communication

place where any such tangible property isfrom the charitable organization ac-
a) The date you file your return for thelocated or kept, and the name of any per-knowledging receipt of the contribution

TIP

year you make the contribution, orson in possession of the property, otherand containing the information in (1), (2), and (3)
than the organization to which you contrib-will serve as a receipt. b) The due date, including extensions, for
uted. filing the return.You are not required to have a receipt where

it is impractical to get one (for example, if you 7) The terms of any conditions attached to
leave property at a charity’s unattended drop the gift of property.
site).

Deductions Over $500
Additional records. You must also keep reli-
able written records for each item of donated Deductions of At Least $250 You are required to give additional information if
property. Your written records must include the you claim a deduction over $500 for noncashBut Not More Than $500
following information. charitable contributions. See Records To Keep

If you claim a deduction of at least $250 but not in Publication 526 for more information.1) The name and address of the organization more than $500 for a noncash charitable contri-
to which you contributed. bution, you must get and keep an acknowledg-

ment of your contribution from the qualified2) The date and location of the contribution. Qualified Conservation
organization. If you made more than one contri- Contribution3) A description of the property in detail rea- bution of $250 or more, you must have either a

sonable under the circumstances. For a separate acknowledgment for each or one ac- If the gift was a qualified conservation contribu-security, keep the name of the issuer, the knowledgment that shows your total contribu- tion, your records must also include the fairtype of security, and whether it is regularly tion. market value of the underlying property beforetraded on a stock exchange or in an The acknowledgment must contain the infor- and after the gift and the conservation purposeover-the-counter market. mation in items (1) through (3) listed under De- furthered by the gift. See Qualified conservation
ductions of Less Than $250, earlier, and your4) The fair market value of the property at the contribution in Publication 561 for more informa-
written records must include the informationtime of the contribution and how you fig- tion.
listed in that discussion under Additional rec-ured the fair market value. If it was deter-
ords.mined by appraisal, keep a signed copy of

The acknowledgment must also meet thesethe appraisal.
tests.

5) The cost or other basis of the property if How To Report
you must reduce its fair market value by 1) It must be written.
appreciation. Your records should also in- Enter your cash contributions (including2) It must include:clude the amount of the reduction and how out-of-pocket expenses) on line 15, Schedule A
you figured it. If you choose the 50% limit

(Form 1040).a) A description (but not necessarily the
instead of the special 30% limit on certain

value) of any property you contributed, Enter your noncash contributions on line 16capital gain property, you must keep a re-
of Schedule A (Form 1040).cord showing the years for which you b) Whether the qualified organization gave

If your total deduction for all noncash contri-made the choice, contributions for the cur- you any goods or services as a result of
butions for the year is over $500, you must alsorent year to which the choice applies, and your contribution (other than certain to-
file Form 8283. See How To Report in Publica-carryovers from preceding years to which ken items and membership benefits),

the choice applies. See How To Figure and tion 526 for more information.

Page 178 Chapter 26 Contributions



Page 181 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

❏ Schedule D (Form 1040) Capital Gains event. The following are examples of damage
and Losses due to progressive deterioration.

❏ 4684 Casualties and Thefts • The steady weakening of a building due to27.
normal wind and weather conditions.

• The deterioration and damage to a water
heater that bursts. However, the rust andNonbusiness water damage to rugs and drapes causedCasualty
by the bursting of a water heater does
qualify as a casualty.Casualty and A casualty is the damage, destruction, or loss of

property resulting from an identifiable event that • Most losses of property caused by
is sudden, unexpected, or unusual. droughts. To be deductible, a drought-re-Theft Losses

lated loss generally must be incurred in a
• A sudden event is one that is swift, not trade or business or in a transaction en-

gradual or progressive. tered into for profit.
• An unexpected event is one that is ordi-Introduction • Termite or moth damage.

narily unanticipated and unintended.
This chapter explains the tax treatment of per- • The damage or destruction of trees,

• An unusual event is one that is not asonal (not business related) casualty losses, shrubs, or other plants by a fungus, dis-
day-to-day occurrence and that is not typi-theft losses, and losses on deposits. ease, insects, worms, or similar pests.
cal of the activity in which you were en-The chapter also explains the following top- However, a sudden destruction due to an
gaged.ics. unexpected or unusual infestation of beet-

les or other insects may result in a casu-• How to figure the amount of your loss. alty loss.Deductible losses. Deductible casualty
• How to treat insurance and other reim- losses can result from a number of different

bursements you receive. causes, including the following.

• The deduction limits. • Car accidents (but see Nondeductible
losses, next, for exceptions). Theft• When and how to report a casualty or

theft. • Earthquakes.
A theft is the taking and removing of money or

• Fires (but see Nondeductible losses, next, property with the intent to deprive the owner of it.
Forms to file.   When you have a casualty or for exceptions). The taking of property must be illegal under the
theft, you have to file Form 4684. You will also laws of the state where it occurred and it must• Floods.have to file one or both of the following forms. have been done with criminal intent.

• Government-ordered demolition or reloca- Theft includes the taking of money or prop-• Schedule A (Form 1040), Itemized Deduc-
tion of a home that is unsafe to use be- erty by the following means.tions
cause of a disaster as discussed under

• Blackmail.• Schedule D (Form 1040), Capital Gains Disaster Area Losses in Publication 547.
and Losses • Burglary.• Mine cave-ins.

• Embezzlement.• Shipwrecks.Condemnations. For information on condem-
• Extortion.nations of property, see Involuntary Conver- • Sonic booms.

sions in chapter 1 of Publication 544. • Kidnapping for ransom.• Storms, including hurricanes and torna-
does.Workbook for casualties and thefts. Publi- • Larceny.

cation 584 is available to help you make a list of • Terrorist attacks. • Robbery.your stolen or damaged personal-use property
• Vandalism.and figure your loss. It includes schedules to • Threats.

help you figure the loss on your home, its con- • Volcanic eruptions.
tents, and your motor vehicles. The taking of money or property through fraud

or misrepresentation is theft if it is illegal under
Nondeductible losses. A casualty loss is notOther sources of information. For informa- state or local law.
deductible if the damage or destruction istion on a casualty or theft loss of business or
caused by the following.income-producing property, see Publication Mislaid or lost property. The simple disap-

547. pearance of money or property is not a theft.• Accidentally breaking articles such as
However, an accidental loss or disappearanceglassware or china under normal condi-
of property can qualify as a casualty if it resultsUseful Items tions.
from an identifiable event that is sudden, unex-You may want to see: • A family pet. pected, or unusual. Sudden, unexpected, and
unusual events are defined earlier.Publication • A fire if you willfully set it or pay someone

else to set it.
❏ 544 Sales and Other Dispositions Example. A car door is accidentally

of Assets • A car accident if your willful negligence or slammed on your hand, breaking the setting of
willful act caused it. The same is true if the your diamond ring. The diamond falls from the

❏ 547 Casualties, Disasters, and
willful act or willful negligence of someone ring and is never found. The loss of the diamondThefts
acting for you caused the accident. is a casualty.

❏ 584 Casualty, Disaster, and Theft • Progressive deterioration (explained next).
Loss Workbook (Personal-Use
Property) Progressive deterioration. Loss of prop-

erty due to progressive deterioration is not de- Loss on DepositsForm (and Instructions)
ductible as a casualty loss. This is because the

❏ Schedule A (Form 1040) Itemized damage results from a steadily operating cause A loss on deposits can occur when a bank, credit
Deductions or a normal process, rather than from a sudden union, or other financial institution becomes in-
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solvent or bankrupt. If you incurred this type of • That you were the owner of the property later returned to you. If you recover property
loss, you can choose one of the following ways or, if you leased the property from some- after you had already taken a theft loss deduc-
to deduct the loss. one else, that you were contractually liable tion, you must refigure your loss using the

to the owner for the damage. smaller of the property’s adjusted basis (ex-• As a casualty loss. plained earlier) or the decrease in FMV from the• Whether a claim for reimbursement exists
time just before it was stolen until the time it was• As an ordinary loss. for which there is a reasonable expecta-
recovered. Use this amount to refigure your totaltion of recovery.• As a nonbusiness bad debt. loss for the year in which the loss was deducted.

If your refigured loss is less than the loss youThe loss you can deduct as an ordinary loss is Theft loss proof. For a theft loss, your rec- deducted, you generally have to report the dif-limited to $20,000 ($10,000 if you are married ords should show all the following. ference as income in the recovery year. Butfiling separately) reduced by any expected state
report the difference only up to the amount of the• When you discovered that your propertyinsurance proceeds. You cannot claim an ordi-
loss that reduced your tax. For more informationwas missing.nary loss if any part of the deposit is federally
on the amount to report, see Recoveries ininsured. • That your property was stolen. chapter 13.

• That you were the owner of the property.Casualty loss or ordinary loss. You can
choose to deduct a loss on deposits as a casu- • Whether a claim for reimbursement exists Figuring Decrease in FMV—alty loss or as an ordinary loss for any year in for which there is a reasonable expecta- Items To Considerwhich you can reasonably estimate how much of tion of recovery.
your deposits you have lost in an insolvent or

To figure the decrease in FMV because of abankrupt financial institution. The choice is gen-
casualty or theft, you generally need a compe-erally made on the return you file for that year
tent appraisal. But other measures can also beand applies to all your losses on deposits for the
used to establish certain decreases.year in that particular financial institution. If you Amount of Loss

treat the loss as a casualty or ordinary loss, you
Appraisal. An appraisal to determine the dif-cannot treat the same amount of the loss as a Figure the amount of your loss using the follow-
ference between the FMV of the property imme-nonbusiness bad debt when it actually becomes ing steps. 
diately before a casualty or theft andworthless. However, you can take a nonbusi-
immediately afterward should be made by aness bad debt deduction for any amount of loss 1) Determine your adjusted basis in the prop-
competent appraiser. The appraiser must rec-that is more than the estimated amount you erty before the casualty or theft.
ognize the effects of any general market declinededucted as a casualty or ordinary loss. Once

2) Determine the decrease in fair market that may occur along with the casualty. Thisyou make this choice, you cannot change it
value of the property as a result of the information is needed to limit any deduction towithout approval of the Internal Revenue Serv-
casualty or theft.ice. the actual loss resulting from damage to the

3) From the smaller of the amounts you de- property.
Nonbusiness bad debt. If you do not choose termined in (1) and (2), subtract any insur- Several factors are important in evaluating
to deduct the loss as a casualty loss or as an ance or other reimbursement you received the accuracy of an appraisal, including the fol-
ordinary loss, you must wait until the year the or expect to receive. lowing.
actual loss is determined and deduct the loss as

For personal-use property and property used in • The appraiser’s familiarity with your prop-a nonbusiness bad debt in that year.
performing services as an employee, apply the erty before and after the casualty or theft.
deduction limits, discussed later, to determineHow to report. The kind of deduction you • The appraiser’s knowledge of sales ofthe amount of your deductible loss.choose for your loss on deposits determines

comparable property in the area.how you report your loss. If you choose: Leased property. If you are liable for casualty
• The appraiser’s knowledge of conditions indamage to property you lease, your loss is the• Casualty loss — report it on Form 4684 the area of the casualty.amount you must pay to repair the propertyfirst and then on Schedule A (Form 1040).

minus any insurance or other reimbursement • The appraiser’s method of appraisal.• Ordinary loss — report it on Schedule A you receive or expect to receive.
(Form 1040).

Cost of cleaning up or making repairs. The• Nonbusiness bad debt — report it on Adjusted Basis cost of repairing damaged property is not part of
Schedule D (Form 1040). a casualty loss. Neither is the cost of cleaning up

Adjusted basis is your basis in the property (usu- after a casualty. But you can use the cost of
ally cost) increased or decreased by various cleaning up or making repairs as a measure ofMore information. For more information, see
events, such as improvements and casualty the decrease in FMV if you meet all the followingSpecial Treatment for Losses on Deposits in
losses. For more information, see chapter 14. conditions.Insolvent or Bankrupt Financial Institutions in

the instructions for Form 4684. • The repairs are actually made.Decrease in
• The repairs are necessary to bring theFair Market Value

property back to its condition before the
casualty.Fair market value (FMV) is the price for whichProof of Loss

you could sell your property to a willing buyer • The amount spent for repairs is not exces-
when neither of you has to sell or buy and both ofTo deduct a casualty or theft loss, you must be sive.
you know all the relevant facts.able to prove that you had a casualty or theft. • The repairs take care of the damage only.The decrease in FMV is the difference be-You must be able to support the amount you
tween the property’s fair market value immedi-claim for the loss as discussed next. • The value of the property after the repairs
ately before and immediately after the casualty is not, due to the repairs, more than the
or theft.Casualty loss proof. For a casualty loss, your value of the property before the casualty.

records should show all the following.
FMV of stolen property. The FMV of property

Landscaping. The cost of restoring land-immediately after a theft is considered to be• The type of casualty (car accident, fire, scaping to its original condition after a casualtyzero, since you no longer have the property.storm, etc.) and when it occurred. may indicate the decrease in FMV. You may be
able to measure your loss by what you spend on• That the loss was a direct result of the Recovered stolen property. Recovered sto-
the following.casualty. len property is your property that was stolen and
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   Appraisals are used to figure the decrease ation only the amount you used to replace your• Removing destroyed or damaged trees
destroyed or damaged property.in FMV because of a casualty or theft. Seeand shrubs minus any salvage you re-

Appraisal, earlier, under Figuring Decrease inceive. Example. Your home was extensively dam-FMV — Items To Consider, for information
• Pruning and other measures taken to pre- aged by a tornado. Your loss after reimburse-about appraisals.

serve damaged trees and shrubs. ment from your insurance company wasThe costs of photographs and appraisals
$10,000. Your employer set up a disaster reliefused as evidence of the value and condition of• Replanting necessary to restore the prop-
fund for its employees. Employees receivingproperty damaged as a result of a casualty areerty to its approximate value before the
money from the fund had to use it to rehabilitatenot a part of the loss. You can claim these costscasualty.
or replace their damaged or destroyed property.as a miscellaneous itemized deduction subject
You received $4,000 from the fund and spentto the 2%-of-adjusted-gross-income limit on

Car value.  Books issued by various automo- the entire amount on repairs to your home. InSchedule A (Form 1040). For information about
bile organizations that list your car may be useful figuring your casualty loss, you must reducemiscellaneous deductions, see chapter 30.
in figuring the value of your car. You can modify your unreimbursed loss ($10,000) by the $4,000
the book’s retail value by such factors as mile- you received from your employer’s fund. YourInsurance and Otherage and the condition of your car to figure its casualty loss before applying the deduction lim-
value. The prices are not official, but they may its discussed later is $6,000.Reimbursements
be useful in determining value and suggesting

Cash gifts. If you receive excludable cashrelative prices for comparison with current sales If you receive an insurance payment or other
gifts as a disaster victim and there are no limitsand offerings in your area. If your car is not listed type of reimbursement, you must subtract the
on how you can use the money, you do notin the books, determine its value from other reimbursement when you figure your loss. You
reduce your casualty loss by these excludablesources. A dealer’s offer for your car as a do not have a casualty or theft loss to the extent cash gifts. This applies even if you use thetrade-in on a new car is not usually a measure of you are reimbursed. money to pay for repairs to property damaged inits true value. If you expect to be reimbursed for part or all the disaster.

of your loss, you must subtract the expected
reimbursement when you figure your loss. You Example. Your home was damaged by aFiguring Decrease in FMV— must reduce your loss even if you do not receive hurricane. Relatives and neighbors made cash

Items Not To Consider payment until a later tax year. See Reimburse- gifts to you which were excludable from your
ment Received After Deducting Loss, later. income. You used part of the cash gifts to pay forThe following items are generally not considered

repairs to your home. There were no limits orwhen establishing the decrease in the FMV of Failure to file a claim for reimbursement. If restrictions on how you could use the cash gifts.your property. your property is covered by insurance, you must Because it was an excludable gift, the money
file a timely insurance claim for reimbursement you received and used to pay for repairs to yourReplacement cost. The cost of replacing sto-
of your loss. Otherwise, you cannot deduct this home does not reduce your casualty loss on thelen or destroyed property is not part of a casualty
loss as a casualty or theft loss. However, this damaged home.or theft loss.
rule does not apply to the portion of the loss not

Insurance payments for living expenses.covered by insurance (for example, a deducti-Cost of protection. The cost of protecting
You do not reduce your casualty loss by insur-ble).your property against a casualty or theft is not
ance payments you receive to cover living ex-part of a casualty or theft loss. For example, you
penses in either of the following situations.Example. You have a car insurance policycannot deduct the amount you spend on insur-

with a $500 deductible. Because your insuranceance or to board up your house against a storm. • You lose the use of your main home be-
did not cover the first $500 of an auto collision,If you make permanent improvements to cause of a casualty.
the $500 would be deductible (subject to theyour property to protect it against a casualty or

• Government authorities do not allow youdeduction limits discussed later). This is truetheft, add the cost of these improvements to
access to your main home because of aeven if you do not file an insurance claim, sinceyour basis in the property. An example would be
casualty or threat of one.your insurance policy would never have reim-the cost of a dike to prevent flooding.

bursed you for the deductible.
Related expenses. Any incidental expenses Inclusion in income. If these insurance
you have due to a casualty or theft, such as payments are more than the temporary increaseGain from reimbursement. If your reim-
expenses for the treatment of personal injuries, in your living expenses, you must include thebursement is more than your adjusted basis in
for temporary housing, or for a rental car, are not excess in your income. Report this amount onthe property, you have a gain. This is true even if
part of your casualty or theft loss. line 21 of Form 1040.the decrease in the FMV of the property is

A temporary increase in your living expensessmaller than your adjusted basis. If you have aSentimental value. Do not consider senti- is the difference between the actual living ex-gain, you may have to pay tax on it, or you maymental value when determining your loss. If a penses you and your family incurred during thebe able to postpone reporting the gain. Seefamily portrait, heirloom, or keepsake is dam- period you could not use your home and yourPublication 547 for more information on how toaged, destroyed, or stolen, you must base your normal living expenses for that period. Actualtreat a gain from a reimbursement for a casualtyloss only on its FMV. living expenses are the reasonable and neces-or theft.
sary expenses incurred because of the loss ofDecline in market value of property in or near
your main home. Generally, these expenses in-casualty area. A decrease in the value of your
clude the amounts you pay for the following.Types of Reimbursementsproperty because it is in or near an area that

suffered a casualty, or that might again suffer a • Rent for suitable housing.
The most common type of reimbursement is ancasualty, is not to be taken into consideration.
insurance payment for your stolen or damaged • Transportation.You have a loss only for actual casualty damage
property. Other types of reimbursements areto your property. However, if your home is in a • Food.
discussed next. Also see the Instructions forfederally declared disaster area, see Disaster

• Utilities.Form 4684.Area Losses in Publication 547.
• Miscellaneous services.Employer’s emergency disaster fund. If youCosts of photographs and appraisals. Pho-

receive money from your employer’s emergencytographs taken after a casualty will be helpful in Normal living expenses consist of these same
disaster fund and you must use that money toestablishing the condition and value of the prop- expenses that you would have incurred but did
rehabilitate or replace property on which you areerty after it was damaged. Photographs showing not because of the casualty or the threat of one.
claiming a casualty loss deduction, you mustthe condition of the property after it was re-
take that money into consideration in computingpaired, restored, or replaced may also be help- Example. As a result of a fire, you vacated
the casualty loss deduction. Take into consider-ful. your apartment for a month and moved to a
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motel. You normally pay $525 a month for rent. year in which you can reasonably expect no Example. A fire in your home destroyed an
None was charged for the month the apartment more reimbursement. upholstered chair, an oriental rug, and an an-
was vacated. Your motel rent for this month was tique table. You did not have fire insurance to

Example. Your personal car had a FMV of$1,200. You normally pay $200 a month for cover your loss. (This was the only casualty or
$2,000 when it was destroyed in a collision withfood. Your food expenses for the month you theft you had during the year.) You paid $750 for
another car in 2002. The accident was due to thelived in the motel were $400. You received the chair and you established that it had a FMV
negligence of the other driver. At the end of$1,100 from your insurance company to cover of $500 just before the fire. The rug cost $3,000
2002, there was a reasonable prospect that theyour living expenses. You determine the pay- and had a FMV of $2,500 just before the fire.
owner of the other car would reimburse you inment you must include in income as follows. You bought the table at an auction for $100
full. You subtracted the expected reimburse- before discovering it was an antique. It had been

1) Insurance payment for living ment when you figured your loss. You did not appraised at $900 before the fire. You figure
expenses . . . . . . . . . . . . . . . . . . $1,100 have a deductible loss in 2002. your loss on each of these items as follows:

2) Actual expenses during the In January 2003, the court awarded you a
month you are unable to use Chair Rug Tablejudgment of $2,000. However, in July it became
your home because of fire . . . 1,600 apparent that you will be unable to collect any 1) Basis (cost) . . . . . . $750 $3,000 $1003) Normal living expenses . . . . . 725 amount from the other driver. You can deduct

4) Temporary increase in living 2) FMV before fire . . . $500 $2,500 $900the loss in 2003 subject to the limits discussedexpenses: Subtract line 3 3) FMV after fire . . . . . –0– –0– –0–later.from line 2 . . . . . . . . . . . . . . . . . . 875 4) Decrease in FMV . . $500 $2,500 $900
5) Amount of payment includible 5) Loss (smaller of (1) orActual reimbursement more than expected.in income: Subtract line 4 (4)) . . . . . . . . . . . . $500 $2,500 $100If you later receive more reimbursement thanfrom line 1 . . . . . . . . . . . . . . . . . . $ 225

you expected after you claimed a deduction for
6) Total loss . . . . . . . $3,100

the loss, you may have to include the extraTax year of inclusion. You include the tax-
reimbursement in your income for the year youable part of the insurance payment in income for

Real property. In figuring a casualty loss onreceive it. However, if any part of the originalthe year you regain the use of your main home
personal-use real property, treat the entire prop-deduction did not reduce your tax for the earlieror, if later, for the year you receive the taxable
erty (including any improvements, such as build-year, do not include that part of the reimburse-part of the insurance payment.
ings, trees, and shrubs) as one item. Figure thement in your income. You do not refigure your
loss using the smaller of the adjusted basis ortax for the year you claimed the deduction. ForExample. Your main home was destroyed
the decrease in FMV of the entire property.more information, see Recoveries in chapter 13.by a tornado in August 2001. You regained use

of your home in November 2002. The insurance If the total of all the reimbursements Example. You bought your home a fewpayments you received in 2001 and 2002 were you receive is more than your adjusted years ago. You paid $160,000 ($20,000 for the$1,500 more than the temporary increase in basis in the destroyed or stolen prop-CAUTION
!

land and $140,000 for the house). You alsoyour living expenses during those years. You erty, you will have a gain on the casualty or spent $2,000 for landscaping. This year a fireinclude this amount in income on your 2002 theft. If you have already taken a deduction for a destroyed your home. The fire also damagedForm 1040. If, in 2003, you receive further pay- loss and you receive the reimbursement in a the shrubbery and trees in your yard. The firements to cover the living expenses you had in later year, you may have to include the gain in was your only casualty or theft loss this year.2001 and 2002, you must include those pay- your income for the later year. Include the gain Competent appraisers valued the property as aments in income on your 2003 Form 1040. as ordinary income up to the amount of your whole at $200,000 before the fire, but only
deduction that reduced your tax for the earlier $30,000 after the fire. (The loss to your house-Disaster relief. Food, medical supplies, and year. See Publication 547 for more information hold furnishings is not shown in this example. Itother forms of assistance you receive do not on how to treat a gain from the reimbursement of would be figured separately on each item, asreduce your casualty loss unless they are a casualty or theft. explained earlier under Personal property.)replacements for lost or destroyed property.

Shortly after the fire, the insurance companyThese items are not taxable income to you. Actual reimbursement same as expected. If paid you $155,000 for the loss. You figure your
you receive exactly the reimbursement you ex-Qualified disaster relief payments you casualty loss as follows:
pected, you do not have any amount to includereceive for expenses you incurred as a
in your income or any loss to deduct.result of a Presidentially declared dis- 1) Adjusted basis of the entire

TIP

aster, are not taxable income to you. For more property (land, building, and
Example. In December 2003, you had a col- landscaping) . . . . . . . . . . . . $162,000information, see Disaster Area Losses in Publi-

lision while driving your personal car. Repairs tocation 547. 2) FMV of entire property before
the car cost $950. You had $100 deductibleDisaster unemployment assistance pay- fire . . . . . . . . . . . . . . . . . . . $200,000
collision insurance. Your insurance companyments are unemployment benefits that are tax- 3) FMV of entire property after fire 30,000
agreed to reimburse you for the rest of the dam-able. 4) Decrease in FMV of entire
age. Because you expected a reimbursement property . . . . . . . . . . . . . . . $170,000Generally, disaster relief grants received
from the insurance company, you did not have a

under the Disaster Relief and Emergency Assis- 5) Loss (smaller of (1) or (4)) . . . $162,000casualty loss deduction in 2003.
tance Act are not includible in your income. See 6) Subtract insurance . . . . . . . . 155,000Due to the $100 rule (discussed later underDisaster Area Losses in Publication 547. 7) Amount of loss afterDeduction Limits), you cannot deduct the $100

reimbursement . . . . . . . . . . $7,000
deductible you paid. When you receive the $850
from the insurance company in 2004, do notReimbursement Received After
report it as income.Deducting Loss

If you figured your casualty or theft loss using Single Casualty on Deduction Limits
your expected reimbursement, you may have to Multiple Propertiesadjust your tax return for the tax year in which After you have figured your casualty or theft
you receive your actual reimbursement. This loss, you must figure how much of the loss you

Personal property. If a single casualty or theftsection explains the adjustment you may have can deduct. If the loss was to property for your
involves more than one item of personal prop-to make. personal use or your family’s use, there are two
erty, you must figure the loss on each item limits on the amount you can deduct for your

Actual reimbursement less than expected. separately. Then combine the losses to deter- casualty or theft loss. 
If you later receive less reimbursement than you mine your total loss from that casualty or theft.
expected, include that difference as a loss with Personal property is any property that is not real 1) You must reduce each casualty or theft
your other losses (if any) on your return for the property. loss by $100 ($100 rule).
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Table 27–1. How To Apply the Deduction Limits for Personal-Use Property

$100 Rule 10% Rule

General Application You must reduce each casualty or theft loss by You must reduce your total casualty or theft
$100 when figuring your deduction. Apply this loss by 10% of your adjusted gross income.
rule after you have figured the amount of your Apply this rule after you reduce each loss by
loss. $100 (the $100 rule).

Single Event Apply this rule only once, even if many pieces Apply this rule only once, even if many
of property are affected. pieces of property are affected.

More Than One Event Apply to the loss from each event. Apply to the total of all your losses from all
events.

More Than One Person— Apply separately to each person. Apply separately to each person.
With Loss From the
Same Event
(other than a married couple filing jointly)

Filing Jointly Apply as if you were one person. Apply as if you were one person.Married Couple—
With Loss From the

Filing Separately Apply separately to each spouse. Apply separately to each spouse.Same Event

More Than One Owner Apply separately to each owner of jointly Apply separately to each owner of jointly
(other than a married owned property. owned property.
couple filing jointly)

2) You must further reduce the total of all you reduce each loss by $100. If you have both your total losses. Do this after you have reduced
your casualty or theft losses by 10% of each loss by any reimbursements and by $100.gains and losses from casualties or thefts, see
your adjusted gross income (10% rule). Gains and losses, later in this discussion. Casualty or theft gains do not include

You make these reductions on Form 4684. gains you choose to postpone. See
Example 1. In June, you discovered thatThese rules are explained next and Table Publication 547 for information on theCAUTION

!
your house had been burglarized. Your loss27–1 summarizes how to apply the $100 rule postponement of gain.
after insurance reimbursement was $2,000.and the 10% rule in various situations. For more
Your adjusted gross income for the year you Losses more than gains. If your losses aredetailed explanations and examples, see Publi-
discovered the theft is $29,500. You first apply more than your recognized gains, subtract yourcation 547.
the $100 rule and then the 10% rule. Figure your gains from your losses and reduce the result by
theft loss deduction as follows.Property used partly for business and partly 10% of your adjusted gross income. The rest, if

for personal purposes. When property is any, is your deductible loss.
1) Loss after insurance . . . . . . . . . . . $2,000used partly for personal purposes and partly for

Gains more than losses. If your recog-2) Subtract $100 . . . . . . . . . . . . . . . 100business or income-producing purposes, the
nized gains are more than your losses, subtract3) Loss after $100 rule . . . . . . . . . . . $1,900casualty or theft loss deduction must be figured
your losses from your gains. The difference is4) Subtract 10% × $29,500 AGI . . . . . 2,950separately for the personal-use part and for the
treated as capital gain and must be reported on5) Theft loss deduction . . . . . . . . . –0–business or income-producing part. You must
Schedule D (Form 1040). The 10% rule does notYou do not have a theft loss deduction be-figure each loss separately because the $100
apply to your gains.cause your loss after you apply the $100 rulerule and the 10% rule apply only to the loss on

($1,900) is less than 10% of your adjusted grossthe personal-use part of the property.
income ($2,950).

$100 Rule Example 2. In March, you had a car acci- When To Report
dent that totally destroyed your car. You did not

After you have figured your casualty or theft loss have collision insurance on your car, so you did Gains and Losseson personal-use property, you must reduce that not receive any insurance reimbursement. Your
loss by $100. This reduction applies to each total loss on the car was $1,200. In November, a fire If you receive an insurance or other reimburse-casualty or theft loss. It does not matter how damaged your basement and totally destroyed ment that is more than your adjusted basis in themany pieces of property are involved in an the furniture, washer, dryer, and other items destroyed or stolen property, you have a gainevent. Only a single $100 reduction applies. stored there. Your loss on the basement items from the casualty or theft. You must include this

after reimbursement was $1,700. Your adjusted gain in your income in the year you receive theExample. A hailstorm damages your home gross income for the year that the accident and reimbursement, unless you choose to postponeand your car. Determine the amount of loss, as fire occurred is $25,000. You figure your casu- reporting the gain as explained in Publicationdiscussed earlier, for each of these items. Since alty loss deduction as follows. 547.the losses are due to a single event, you com-
If you have a loss, see Table 27–2.bine the losses and reduce the combined Base-

amount by $100. Car ment Loss on deposits. If your loss is a loss on
deposits in an insolvent or bankrupt financialSingle event. Generally, events closely re- 1) Loss . . . . . . . . . . . . . . $1,200 $1,700
institution, see Loss on Deposits, earlier.2) Subtract $100 per incident 100 100lated in origin cause a single casualty. It is a

3) Loss after $100 rule . . . . $1,100 $1,600single casualty when the damage is from two or
Casualty loss. Generally, you can deduct amore closely related causes, such as wind and 4) Total loss . . . . . . . . . . . . . . . . $2,700 casualty loss only in the tax year in which theflood damage caused by the same storm. 5) Subtract 10% × $25,000 AGI . . . 2,500 casualty occurred. This is true even if you do not

6) Casualty loss deduction . . . . . $200 repair or replace the damaged property until a
10% Rule later year.

Gains and losses. If you had both gains andYou must reduce the total of all your casualty or Theft loss. You generally can deduct a theft
losses from casualties or thefts to personal-usetheft losses on personal-use property by 10% of loss only in the year you discover your property
property, you must compare your total gains toyour adjusted gross income. Apply this rule after was stolen. You must be able to show that there
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underpaid income tax for the length of any post-Table 27–2.  When To Deduct a Loss
ponement of tax deadlines.

IF you have a loss... THEN deduct it in the year... More information. For more information, see
Disaster Area Losses in Publication 547.from a casualty, the loss occurred.

in a Presidentially declared disaster the disaster occurred or the year immediately before the
area, disaster.

from a theft,  the theft was discovered. How To Report
on a deposit treated as a: Gains and Losses
•  casualty, •  a reasonable estimate can be made.

Use Form 4684 to report a gain or a deductible
•  bad debt, •  deposits are totally worthless. loss from a casualty or theft. If you have more

than one casualty or theft, use a separate Form•  ordinary loss, •  a reasonable estimate can be made.
4684 to determine your gain or loss for each
event. Combine the gains and losses on one
Form 4684. Follow the form instructions as towas a theft, but you do not have to know when • Any business entity or sole proprietor
which lines to fill out. In addition, you must usethe theft occurred. However, you should show whose principal place of business is lo-
the appropriate schedule to report a gain or loss.when you discovered that your property was cated in a covered disaster area.
The schedule you use depends on whether youmissing. • Any relief worker affiliated with a recog- have a gain or loss.

nized government or philanthropic organi-
Disaster Area Loss zation who is assisting in a covered If you have a: Report it on:

disaster area.
Gain . . . . . . . . . . Schedule D (FormIf you have a casualty loss from a disaster that

1040)• Any individual, business entity, or soleoccurred in a Presidentially declared disaster
Loss . . . . . . . . . . Schedule A (Formproprietor whose records are needed toarea, you can choose to deduct the loss on your

1040)meet a postponed deadline, providedtax return or amended return for either of the
those records are maintained in a coveredfollowing years.

Adjustments to basis. If you have a casualtydisaster area. The main home or principal
• The year the disaster occurred. or theft loss, you must decrease your basis inplace of business does not have to be

the property by any deductible loss and anylocated in the covered disaster area.• The year immediately preceding the year
insurance or other reimbursement. Amountsthe disaster occurred. • Any estate or trust that has tax records you spend to restore your property after a casu-

necessary to meet a postponed tax dead- alty increase your adjusted basis. See Adjusted
line, provided those records are main-Postponed tax deadlines. The IRS may Basis in chapter 14 for more information.
tained in a covered disaster area.postpone for up to 1 year certain tax deadlines of

Net operating loss (NOL). If your casualty ortaxpayers who are affected by a Presidentially • The spouse on a joint return with a tax- theft loss deduction is more than your income,declared disaster. The tax deadlines the IRS payer who is eligible for postponements. you may have an NOL. You can use an NOL tomay postpone include those for filing income
lower your tax in an earlier year, allowing you to• Any other person determined by the IRSand employment tax returns, paying income and
get a refund for tax you have already paid. Or,to be affected by a Presidentially declaredemployment taxes, and making contributions to
you can use it to lower your tax in a later year.disaster.a traditional IRA or Roth IRA.
You do not have to be in business to have anIf any tax deadline is postponed, the IRS will
NOL from a casualty or theft loss. For moreCovered disaster area. This is an area of apublicize the postponement in your area by pub-
information, see Publication 536, Net OperatingPresidentially declared disaster area in whichlishing a news release, revenue ruling, revenue
Losses (NOLs) for Individuals, Estates, andthe IRS has decided to postpone tax deadlinesprocedure, notice, announcement, or other gui-
Trusts.for up to 1 year.dance in the Internal Revenue Bulletin (IRB).

Abatement of interest and penalties. TheWho is eligible. If the IRS postpones a tax
IRS may abate the interest and penalties ondeadline, the following taxpayers are eligible for

the postponement.

• Any individual whose main home is lo-
cated in a covered disaster area (defined
next).
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under certain federal regulations.) The percent- Useful Items
age is 65% for 2003. See Exceptions to the 50% You may want to see:
limit under 50% Limit, later.28.

PublicationLimits that apply to employee deductions.
If you are an employee, deduct your work-re- ❏ 463 Travel, Entertainment, Gift, and Car
lated expenses discussed in this chapter as a ExpensesCar Expenses miscellaneous itemized deduction on Schedule

❏ 535 Business ExpensesA (Form 1040). Generally, the amount of miscel-
laneous itemized deductions you can deduct is ❏ 1542 Per Diem Ratesand Other
limited to the amount that is more than 2% of

Form (and Instructions)your adjusted gross income. It may be furtherEmployee limited if your adjusted gross income is more
❏ Schedule A (Form 1040) Itemized

than $139,500 ($69,750 if you are married filing Deductions
separately). For more information, see chapterBusiness

❏ Schedule C (Form 1040) Profit or Loss22 and the instructions for Schedule A (Form
From Business1040).Expenses

❏ Schedule C–EZ (Form 1040) Net Profit
From Business

❏ Schedule F (Form 1040) Profit or LossIntroductionImportant Changes From Farming
You may be able to deduct the ordinary and

❏ Form 2106 Employee BusinessStandard mileage rate. The standard mile- necessary business-related expenses you have Expensesage rate for the cost of operating your car in for:
2003 is 36 cents a mile for all business miles. ❏ Form 2106–EZ Unreimbursed Employee

• Travel,Car expenses and use of the standard mile- Business Expenses
age rate are explained under Transportation Ex- • Entertainment,
penses, later.

• Gifts, or
Special depreciation allowance. The special • Transportation.depreciation allowance increases from 30% to Travel Expenses
50% for most new vehicles acquired after May 5, An ordinary expense is one that is common
2003. If the 50% allowance applies, you can and accepted in your field of trade, business, or If you temporarily travel away from your tax
choose to use the 30% allowance or elect out profession. A necessary expense is one that is home, you can use this section to determine ifentirely for any class of property. For more infor- helpful and appropriate for your business. An you have deductible travel expenses. This sec-mation, see Special Depreciation Allowance in expense does not have to be required to be tion defines:Publication 463. considered necessary.

• Travel expenses,This chapter explains:Standard meal allowance. The standard
meal allowance (also referred to as the limit on • Tax home,• What expenses are deductible,meals and incidental expenses (M&IE rate)) for

• Temporary assignment, andmost small localities in the United States is $30 a • What records you need to prove your ex-
day from January 1, 2003, through September penses, • Standard meal allowance.
30, 2003, and $31 a day from October 1, 2003, • How to treat any expense reimbursements It also discusses the rules for travel inside andthrough December 31, 2003. However, the stan-

you may receive, and outside the United States and deductible con-dard meal allowance is higher for most major
vention expenses.cities and many other localities in the continental • How to report your expenses on your re-

United States. For more information, see Stan- turn.
Travel expenses defined. For tax purposes,dard meal allowance under What Travel Ex-
travel expenses are the ordinary and necessarypenses Are Deductible, later.

Who does not need to use this chapter. If expenses (defined earlier) of traveling away
you are an employee, you will not need to readArmed Forces reservists. Beginning in 2003, from home for your business, profession, or job.

if you are a member of a reserve component of this chapter if all of the following are true. You will find examples of deductible travel
the Armed Forces of the United States, you may expenses in Table 28–1.1) You fully accounted to your employer forbe able to deduct some of your reserve-related

your work-related expenses.travel costs as an adjustment to gross income
Traveling Away Fromrather than as an itemized deduction. For more 2) You received full reimbursement for your

information, see Armed Forces reservists travel- Homeexpenses.
ing more than 100 miles from home under Spe-

3) Your employer required you to return anycial Rules, later. You are traveling away from home if:
excess reimbursement and you did so.

1) Your duties require you to be away from4) There is no amount shown with a code “L”
the general area of your tax home (definedin box 12 of your Form W–2, Wage and
later) substantially longer than an ordinaryImportant Reminders Tax Statement.
day’s work, and

If you meet these four conditions, there is no
Meal expenses when subject to “hours of 2) You need to sleep or rest to meet the de-need to show the expenses or the reimburse-
service” limits. Generally, you can deduct mands of your work while away fromments on your return. See Reimbursements,
only 50% of your business-related meal ex- home.later, if you would like more information on reim-
penses while traveling away from your tax home

bursements and accounting to your employer. This rest requirement is not satisfied by merelyfor business purposes. You can deduct a higher
napping in your car. You do not have to be awaypercentage if the meals take place during or If you meet these conditions and your
from your tax home for a whole day or from duskincident to any period subject to the Department employer included reimbursements on
to dawn as long as your relief from duty is longof Transportation’s “hours of service” limits. your Form W–2 in error, ask your em-

TIP

enough to get necessary sleep or rest.(These limits apply to certain workers who are ployer for a corrected Form W–2.
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Example 1. You are a railroad conductor. If you satisfy all three factors, your tax homeTax Home
You leave your home terminal on a regularly is the home where you regularly live. If you
scheduled round-trip run between two cities and satisfy only two factors, you may have a taxTo determine whether you are traveling away
return home 16 hours later. During the run, you home depending on all the facts and circum-from home, you must first determine the location
have 6 hours off at your turnaround point where stances. If you satisfy only one factor, you are aof your tax home.
you eat two meals and rent a hotel room to get transient; your tax home is wherever you workGenerally, your tax home is your regular
necessary sleep before starting the return trip. and you cannot deduct travel expenses.place of business or post of duty, regardless of
You are considered to be away from home. where you maintain your family home. It in-

Example. You are single and live in Bostoncludes the entire city or general area in which
Example 2. You are a truck driver. You in an apartment you rent. You have worked foryour business or work is located.

leave your terminal and return to it later the your employer in Boston for a number of years.
If you have more than one regular place of

same day. You get an hour off at your turn- Your employer enrolls you in a 12-month execu-
business, your tax home is your main place of

around point to eat. Because you are not off to tive training program. You do not expect to re-
business. See Main place of business or work,

get necessary sleep and the brief time off is not turn to work in Boston after you complete your
later.

an adequate rest period, you are not traveling training.
If you do not have a regular or a main placeaway from home. During your training, you do not do any workof business because of the nature of your work,

in Boston. Instead, you receive classroom andthen your tax home may be the place where youMembers of the Armed Forces. If you are a on-the-job training throughout the United States.regularly live. See No main place of business ormember of the U.S. Armed Forces on a perma- You keep your apartment in Boston and return towork, later.nent duty assignment overseas, you are not it frequently. You use your apartment to conduct
 If you do not have a regular place of busi-traveling away from home. You cannot deduct your personal business. You also keep up your

ness or post of duty and there is no place whereyour expenses for meals and lodging. You can- community contacts in Boston. When you com-
you regularly live, you are considered a tran-not deduct these expenses even if you have to plete your training, you are transferred to Los
sient (an itinerant) and your tax home is wher-maintain a home in the United States for your Angeles.
ever you work. As a transient, you cannot claimfamily members who are not allowed to accom- You do not satisfy factor (1) because you dida travel expense deduction because you arepany you overseas. If you are transferred from not work in Boston. You satisfy factor (2) be-never considered to be traveling away fromone permanent duty station to another, you may cause you had duplicate living expenses. Youhome.have deductible moving expenses, which are also satisfy factor (3) because you did not aban-

explained in chapter 19. don your apartment in Boston as your mainMain place of business or work. If you haveA naval officer assigned to permanent duty home, you kept your community contacts, andmore than one place of business or work, con-aboard a ship that has regular eating and living you frequently returned to live in your apartment.sider the following when determining which onefacilities has a tax home aboard ship for travel You have a tax home in Boston.is your main place of business or work. expense purposes.

1) The total time you ordinarily spend in each Temporary AssignmentTravel to family home. If you (and your fam- place.
ily) do not live at your tax home, you cannot or Job

2) The level of your business activity in eachdeduct the cost of traveling between your tax
place.home and your family home. You also cannot You may regularly work at your tax home and

deduct the cost of meals and lodging while at another location. It may not be practical to return3) Whether your income from each place is
your tax home. See Example 1 that follows. home from this other location at the end of eachsignificant or insignificant.

If you are working temporarily in the same work day.
city where you and your family live, you may be

Example. You live in Cincinnati where you Temporary assignment vs. indefiniteconsidered as traveling away from home. See
have a seasonal job for 8 months each year and assignment. If your assignment or job awayExample 2, below.
earn $25,000. You work the other 4 months in from your main place of work is temporary, your
Miami, also at a seasonal job, and earn $9,000. tax home does not change. You are consideredExample 1. You are a truck driver and you
Cincinnati is your main place of work because to be away from home for the whole period youand your family live in Tucson. You are em-
you spend most of your time there and earn are away from your main place of work. You canployed by a trucking firm that has its terminal in
most of your income there. deduct your travel expenses, if they otherwisePhoenix. At the end of your long runs, you return

qualify for deduction. Generally, a temporaryto your home terminal in Phoenix and spend one
No main place of business or work. You assignment in a single location is one that isnight there before returning home. You cannot
may have a tax home even if you do not have a realistically expected to last (and does in factdeduct any expenses you have for meals and
regular or main place of business or work. Your last) for one year or less.lodging in Phoenix or the cost of traveling from
tax home may be the home where you regularlyPhoenix to Tucson. This is because Phoenix is However, if your assignment or job is indefi-
live.your tax home. nite, the location of the assignment or job be-

comes your new tax home and you cannotFactors used to determine tax home. If
Example 2. Your family home is in Pitts- deduct your travel expenses while there. Anyou do not have a regular or main place of

burgh, where you work 12 weeks a year. The assignment or job in a single location is consid-business or work, use the following three factors
rest of the year you work for the same employer ered indefinite if it is realistically expected to lastto determine where your tax home is. 
in Baltimore. In Baltimore, you eat in restaurants for more than one year, whether or not it actually
and sleep in a rooming house. Your salary is the lasts for more than one year.1) You perform part of your business in the
same whether you are in Pittsburgh or Balti- area of your main home and use that If your assignment is indefinite, you must
more. home for lodging while doing business in include in your income any amounts you receive

Because you spend most of your working the area. from your employer for living expenses, even if
time and earn most of your salary in Baltimore, they are called travel allowances and you ac-2) You have living expenses at your main
that city is your tax home. You cannot deduct count to your employer for them. You may behome that you duplicate because your
any expenses you have for meals and lodging able to deduct the cost of relocating to your newbusiness requires you to be away from
there. However, when you return to work in tax home as a moving expense. See chapter 19that home.
Pittsburgh, you are away from your tax home for more information.
even though you stay at your family home. You 3) You have not abandoned the area in which
can deduct the cost of your round trip between both your historical place of lodging and Exception for federal crime investigations or
Baltimore and Pittsburgh. You can also deduct your claimed main home are located; you prosecutions. If you are a federal employee
your part of your family’s living expenses for have a member or members of your family participating in a federal crime investigation or
meals and lodging while you are living and work- living at your main home; or you often use prosecution, you are not subject to the one-year
ing in Pittsburgh. that home for lodging. rule. This means you may be able to deduct
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ing that you will keep the job if your work isTable 28–1. Travel Expenses You Can Deduct
satisfactory during a probationary period, the jobThis chart summarizes expenses you can deduct when you travel
is indefinite. You cannot deduct any of youraway from home for business purposes.
expenses for meals and lodging during the pro-
bationary period.

IF you have What Travel Expenses Areexpenses for: THEN you can deduct the costs of:
Deductible?

Transportation Travel by airplane, train, bus, or car between your home and
your business destination. If you were provided with a ticket or Once you have determined that you are travel-
you are riding free as a result of a frequent traveler or similar ing away from your tax home, you can determine
program, your cost is zero. If you travel by ship, see Luxury what travel expenses are deductible.
Water Travel and Cruise ships (under Conventions) in You can deduct ordinary and necessary ex-
Publication 463 for additional rules and limits. penses you have when you travel away from

home on business. The type of expense you canTaxi, commuter Fares for these and other types of transportation that take you deduct depends on the facts and your circum-
bus, and airport between: stances.
limousine • The airport or station and your hotel, and

Table 28–1 summarizes travel expenses you• The hotel and the work location of your customers or may be able to deduct. You may have other
clients, your business meeting place, or your temporary deductible travel expenses that are not covered
work location. there, depending on the facts and your circum-

stances.Baggage and Sending baggage and sample or display material between
shipping your regular and temporary work locations. When you travel away from home on

business, you should keep records ofCar Operating and maintaining your car when traveling away from all the expenses you have and anyRECORDS

home on business. You can deduct actual expenses or the advances you receive from your employer. You
standard mileage rate as well as business-related tolls and can use a log, diary, notebook, or any other
parking. If you rent a car while away from home on business, written record to keep track of your expenses.
you can deduct only the business-use portion of the expenses. The types of expenses you need to record,

along with supporting documentation, are de-Lodging and meals Your lodging and meals if your business trip is overnight or
scribed in Table 28–2, later.long enough that you need to stop for sleep or rest to properly

perform your duties. Meals include amounts spent for food,
Separating costs. If you have one expensebeverages, taxes, and related tips. See Meals and incidental
that includes the costs of meals, entertainment,expenses for additional rules and limits.
and other services (such as lodging or transpor-
tation), you must allocate that expense betweenCleaning Dry cleaning and laundry.
the cost of meals and entertainment and the cost

Telephone Business calls while on your business trip. This includes of other services. You must have a reasonable
business communication by fax machine or other basis for making this allocation. For example,
communication devices. you must allocate your expenses if a hotel in-

cludes one or more meals in its room charge.
Tips Tips you pay for any expenses in this chart.

Travel expenses for another individual. If aOther Other similar ordinary and necessary expenses related to your
spouse, dependent, or other individual goes withbusiness travel. These expenses might include transportation
you (or your employee) on a business trip or to ato or from a business meal, public stenographer’s fees,
business convention, you generally cannot de-computer rental fees, and operating and maintaining a house duct his or her travel expenses.

trailer.
Employee. You can deduct the travel ex-

penses of someone who goes with you if that
person:travel expenses even if you are away from your location, all for short periods but that together

tax home for more than one year. cover a long period, may be considered an in-
1) Is your employee,For you to qualify, the Attorney General must definite assignment.

certify that you are traveling: 2) Has a bona fide business purpose for theGoing home on days off. If you go back to
travel, andyour tax home from a temporary assignment on1) For the federal government,

your days off, you are not considered away from 3) Would otherwise be allowed to deduct the
2) In a temporary duty status, and home while you are in your hometown. You travel expenses.

cannot deduct the cost of your meals and lodg-3) To investigate or prosecute, or provide
ing there. However, you can deduct your travel Business associate. If a business associ-support services for the investigation or
expenses, including meals and lodging, while ate travels with you and meets the conditions inprosecution of, a federal crime.
traveling between your temporary place of work (2) and (3) above, you can deduct the travel

You can deduct your otherwise allowable travel and your tax home. You can claim these ex- expenses you have for that person. A business
expenses throughout the period of certification. penses up to the amount it would have cost you associate is someone with whom you could rea-

to stay at your temporary place of work. sonably expect to actively conduct business. A
Determining temporary or indefinite. You If you keep your hotel room during your visit business associate can be a current or prospec-
must determine whether your assignment is home, you can deduct the cost of your hotel tive (likely to become) customer, client, supplier,
temporary or indefinite when you start work. If room. In addition, you can deduct your ex- employee, agent, partner, or professional advi-
you expect an assignment or job to last for one penses of returning home up to the amount you sor.
year or less, it is temporary unless there are would have spent for meals had you stayed at

Bona fide business purpose. A bona fidefacts and circumstances that indicate otherwise. your temporary place of work.
business purpose exists if you can prove a realAn assignment or job that is initially temporary
business purpose for the individual’s presence.may become indefinite due to changed circum- Probationary work period. If you take a job
Incidental services, such as typing notes or as-stances. A series of assignments to the same that requires you to move, with the understand-
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sisting in entertaining customers, are not Standard meal allowance. Generally, you You may be considered to indirectly own stock,
enough to make the expenses deductible. can use the “standard meal allowance” method for purposes of (2), if you have an interest in a

as an alternative to the actual cost method. It corporation, partnership, estate, or trust that
Example. Jerry drives to Chicago on busi- allows you to use a set amount for your daily owns the stock or if a member of your family or

ness and takes his wife, Linda, with him. Linda is meals and incidental expenses (M&IE), in- your partner owns the stock.
not Jerry’s employee. Linda occasionally types stead of keeping records of your actual costs.
notes, performs similar services, and accompa- The set amount varies depending on where and Use of the standard meal allowance for other
nies Jerry to luncheons and dinners. The per- when you travel. In this chapter, “standard meal travel. You can use the standard meal allow-
formance of these services does not establish allowance” refers to the federal rate for M&IE, ance to figure your meal expenses when you
that her presence on the trip is necessary to the discussed later under Amount of standard meal

travel in connection with investment and other
conduct of Jerry’s business. Her expenses are allowance. If you use the standard meal allow-

income-producing property. You can also use itnot deductible. ance, you still must keep records to prove the
to figure your meal expenses when you travel forJerry pays $115 a day for a double room. A time, place, and business purpose of your travel.
qualifying educational purposes. You cannotsingle room costs $90 a day. He can deduct the See Recordkeeping, later.
use the standard meal allowance to figure thetotal cost of driving his car to and from Chicago,

Incidental expenses. The term “incidental cost of your meals when you travel for medicalbut only $90 a day for his hotel room. If he uses
expenses” means: or charitable purposes.public transportation, he can deduct only his

fare. • Fees and tips given to porters, baggage Amount of standard meal allowance. The
carriers, bellhops, hotel maids, stewards standard meal allowance is the federal M&IE
or stewardesses and others on ships, andMeals and Incidental Expenses rate. The rate is $30 a day for January 1, 2003,
hotel servants in foreign countries,

through September 30, 2003, and $31 a day for
You can deduct the cost of meals in either of the • Transportation between places of lodging the period from October 1, 2003, through De-
following two situations. or business and places where meals are cember 31, 2003, for most small localities in the

taken, if suitable meals cannot be ob- United States. Most major cities and many other1) It is necessary for you to stop for substan-
tained at the temporary duty site, and localities in the United States are designated astial sleep or rest to properly perform your

high-cost areas, qualifying for higher standard• Mailing costs associated with filing travelduties while traveling away from home on
meal allowances. Locations qualifying for thesevouchers and payment of employer-spon-business.
rates are listed in Publication 1542.sored charge card billings.

2) The meal is business-related entertain-
You can also find this information onIncidental expenses do not include expenses forment.
the Internet at www.policyworks.gov/laundry, cleaning and pressing of clothing, lodg-

You can deduct incidental expenses if require- perdiem. Click on “2003 Domestic Pering taxes, or the costs of telegrams or telephone
ment (1) above is met. Diem Rates” for the period January 1, 2003 —calls.

Business-related entertainment is discussed September 30, 2003, and “2004 Domestic Per
50% limit may apply. If you use thisunder Entertainment Expenses, later. The fol-

Diem Rates” for the period October 1, 2003 —method for meal expenses and you are not reim-lowing discussion deals with meals that are not
December 31, 2003. However, you can applybursed or you are reimbursed under a nonac-business-related entertainment and with inci-
the rates in effect before October 1, 2003, forcountable plan, you can generally deduct onlydental expenses.
expenses of all travel within the United States for50% of the standard meal allowance. If you are
2003 instead of the updated rates. You mustLavish or extravagant. You cannot deduct reimbursed under an accountable plan and you
consistently use either the rates for the first 9expenses for meals that are lavish or extrava- are deducting amounts that are more than your
months for all of 2003 or the updated rates forgant. An expense is not considered lavish or reimbursements, you can deduct only 50% of
the period of October 1, 2003, through Decem-extravagant if it is reasonable based on the facts the excess amount. The 50% limit is explained

and circumstances. Expenses will not be disal- ber 31, 2003.later under Entertainment Expenses. Accounta-
lowed merely because they are more than a ble and nonaccountable plans are discussed If you travel to more than one location in one
fixed dollar amount or take place at deluxe res- later under Reimbursements. day, use the rate in effect for the area where you
taurants, hotels, nightclubs, or resorts. stop for sleep or rest. If you work in the transpor-There is no optional standard lodging

tation industry, however, see Special rate foramount similar to the standard meal50% limit on meals. You can figure your meal
transportation workers, later.allowance. Your allowable lodging ex-CAUTION

!
expenses using either of the following two meth-

pense deduction is your actual cost.ods. Standard meal allowance for areas outside
the continental United States.  The standardWho can use the standard meal allowance.1) Actual cost. meal allowance rates do not apply to travel inYou can use the standard meal allowance
Alaska, Hawaii, or any other locations outside2) The standard meal allowance. whether you are an employee or self-employed,
the continental United States. The federal perand whether or not you are reimbursed for yourBoth of these methods are explained below. But, diem rates for these locations are publishedtraveling expenses.regardless of the method you use, you generally
monthly in the Maximum Travel Per Diem Al-can deduct only 50% of the unreimbursed cost Who cannot use the standard meal allow- lowances for Foreign Areas.of your meals. ance. You cannot use the standard meal al-

If you are reimbursed for the cost of your Your employer may have these rateslowance if you are related to your employer as
meals, how you apply the 50% limit depends on available, or you can purchase thedefined next.
whether your employer’s reimbursement plan publication from the:

Related to employer. You are related towas accountable or nonaccountable. If you are Superintendent of Documents
your employer if: not reimbursed, the 50% limit applies whether U.S. Government Printing Office

the unreimbursed meal expense is for business P.O. Box 371954
1) Your employer is your brother or sister,travel or business entertainment. The 50% limit Pittsburgh, PA 15250–7954

half brother or half sister, spouse, ances-is explained later under Entertainment Ex-
You can also order it by calling thetor, or lineal descendant,penses. Accountable and nonaccountable plans
Government Print ing Off ice atare discussed later under Reimbursements. 2) Your employer is a corporation in which
1 – 202 – 512 – 1800 (not a toll-free

you own, directly or indirectly, more thanActual cost. You can use the actual cost of number).
10% in value of the outstanding stock, or

your meals to figure the amount of your expense
You can access foreign per diem ratesbefore reimbursement and application of the 3) Certain relationships (such as grantor, fi-
at: www.state.gov/m/a/als/prdm.50% deduction limit. If you use this method, you duciary, or beneficiary) exist between you,

must keep records of your actual cost. a trust, and your employer.
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Special rate for transportation workers. method only if you did not pay or incur any meal Outside the United States for that part of the trip.
You can use a special standard meal allowance For the part of your trip that is inside the Unitedexpenses. You cannot use this method on any
if you work in the transportation industry. You States, use the rules for travel in the Unitedday that you use the standard meal allowance.
are in the transportation industry if your work: States. Travel outside the United States does

Federal employees should refer to the not include travel from one point in the United
Federal Travel Regulations at1) Directly involves moving people or goods States to another point in the United States. The
www.pol icyworks.gov/f t r  forby airplane, barge, bus, ship, train, or CAUTION

!
following discussion can help you determine

changes affecting their claims for reimburse-truck, and whether your trip was entirely within the United
ment of these expenses. States.2) Regularly requires you to travel away from

home and, during any single trip, usually
Public transportation. If you travel by publicinvolves travel to areas eligible for different Travel in the
transportation, any place in the United Statesstandard meal allowance rates. United States where that vehicle makes a scheduled stop is a

If this applies to you, you can claim a $40 a day point in the United States. Once the vehicle
The following discussion applies to travel in thestandard meal allowance ($45 for travel outside leaves the last scheduled stop in the United
United States. For this purpose, the Unitedthe continental United States) with respect to States on its way to a point outside the United
States includes the 50 states and the District ofmeal and incidental expenses paid or incurred States, you apply the rules under Travel Outside
Columbia. The treatment of your travel ex-for travel from January 1, 2003, to October 31, the United States.
penses depends on how much of your trip was2003. For travel in November and December,
business related and on how much of your tripthe rates are $41 and $46. Example. You fly from New York to Puerto
occurred within the United States. See Part ofUsing the special rate for transportation Rico with a scheduled stop in Miami. You return
Trip Outside the United States, later.workers eliminates the need for you to deter- to New York nonstop. The flight from New York

mine the standard meal allowance for every to Miami is in the United States, so only the flight
area where you stop for sleep or rest. If you from Miami to Puerto Rico is outside the United
choose to use the special rate for any trip, you Trip Primarily for Business States. Because there are no scheduled stops
must use the special rate (and not use the regu- between Puerto Rico and New York, all of the

You can deduct all your travel expenses if yourlar standard meal allowance rates) for all trips return trip is outside the United States.
trip was entirely business related. If your trip wasyou take that year.

Private car. Travel by private car in the Unitedprimarily for business and, while at your busi-
Travel for days you depart and return. For States is travel between points in the Unitedness destination, you extended your stay for a
both the day you depart for and the day you States, even when you are on your way to avacation, made a personal side trip, or had other
return from a business trip, you must prorate the destination outside the United States.personal activities, you can deduct your
standard meal allowance (figure a reduced business-related travel expenses. These ex-
amount for each day). You can do so by one of Example. You travel by car from Denver topenses include the travel costs of getting to and
two methods. Mexico City and return. Your travel from Denverfrom your business destination and any

to the border and from the border back to Den-business-related expenses at your business
1) Method 1: You can claim 3/4 of the stan- ver is travel in the United States, and the rules indestination.

dard meal allowance, or this section apply. The rules under Travel
Outside the United States apply to your trip fromExample. You work in Atlanta and take a2) Method 2: You can prorate using any
the border to Mexico City and back to the border.business trip to New Orleans. On your waymethod that you consistently apply and

home, you stop in Mobile to visit your parents.that is in accordance with reasonable busi-
You spend $630 for the 9 days you are awayness practice. Travel Outside
from home for travel, meals, lodging, and other the United Statestravel expenses. If you had not stopped in Mo-

Example. Jen is employed in New Orleans bile, you would have been gone only 6 days, and
as a convention planner. In March, her employer If any part of your business travel is outside theyour total cost would have been $580. You can
sent her on a 3-day trip to Washington, DC, to United States, some of your deductions for thededuct $580 for your trip, including the
attend a planning seminar. She left her home in cost of getting to and from your destination mayround-trip transportation to and from New Orle-
New Orleans at 10 a.m. on Wednesday and be limited. For this purpose, the United Statesans. The deduction for your meals is subject to
arrived in Washington, DC, at 5:30 p.m. After includes the 50 states and the District of Colum-the 50% limit on meals mentioned earlier.
spending two nights there, she flew back to New bia.
Orleans on Friday and arrived back home at How much of your travel expenses you can
8:00 p.m. Jen’s employer gave her a flat amount deduct depends in part upon how much of yourTrip Primarily forto cover her expenses and included it with her trip outside the United States was business re-

Personal Reasonswages. lated.
Under Method 1, Jen can claim 21/2 days of See chapter 1 of Publication 463 for informa-If your trip was primarily for personal reasons,

the standard meal allowance for Washington, tion on luxury water travel.such as a vacation, the entire cost of the trip is aDC: 3/4 of the daily rate for Wednesday and
nondeductible personal expense. However, youFriday (the days she departed and returned),
can deduct any expenses you have while at yourand the full daily rate for Thursday. Travel Entirely for Businessdestination that are directly related to your busi-Under Method 2, Jen could also use any or Considered Entirelyness.method that she applies consistently and that is for Business   A trip to a resort or on a cruise ship may bein accordance with reasonable business prac-
a vacation even if the promoter advertises that ittice. For example, she could claim 3 days of the You can deduct all your travel expenses of get-
is primarily for business. The scheduling of inci-standard meal allowance even though a federal ting to and from your business destination if your
dental business activities during a trip, such asemployee would have to use method 1 and be trip is entirely for business or considered entirely
viewing videotapes or attending lectures dealinglimited to only 21/2 days. for business.
with general subjects, will not change what is
really a vacation into a business trip.Incidental expenses only method. You can Travel entirely for business. If you travel

use an optional method (instead of actual cost) outside the United States and you spend the
for deducting incidental expenses only. The entire time on business activities, you can de-
amount of the deduction is $2 a day for inciden- Part of Trip Outside duct all of your travel expenses.
tal expenses paid or incurred for travel away the United States
from home from January 1 through October 31, Travel considered entirely for business.

If part of your trip is outside the United States,2003, and $3 a day for travel from November 1 Even if you did not spend your entire time on
through December 31, 2003. You can use this use the rules described later under Travel business activities, your trip is considered en-
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tirely for business if you meet at least one of the Travel Primarily for Personal
1) Business,following four exceptions. Reasons
2) Pleasure,Exception 1 –  No substantial control.

If you travel outside the United States primarilyYour trip is considered entirely for business if 3) Recreation, orfor vacation or for investment purposes, theyou did not have substantial control over arrang-
entire cost of the trip is a nondeductible per- 4) Other social purpose.ing the trip. The fact that you control the timing of
sonal expense. If you spend some time attend-your trip does not, by itself, mean that you have This rule applies to any membership organiza-ing brief professional seminars or a continuingsubstantial control over arranging your trip. tion if one of its principal purposes is either:education program, you can deduct your regis-

You do not have substantial control over tration fees and other expenses you have that 1) To conduct entertainment activities foryour trip if you: are directly related to your business. members or their guests, or
1) Are an employee who was reimbursed or 2) To provide members or their guests with

paid a travel expense allowance, Conventions access to entertainment facilities.
2) Are not related to your employer, and You can deduct your travel expenses when you The purposes and activities of a club, not its

attend a convention if you can show that your name, will determine whether or not you can3) Are not a managing executive.
attendance benefits your trade or business. You deduct the dues. You cannot deduct dues paid

“Related to your employer” was defined ear- cannot deduct the travel expenses for your fam- to:
lier in this chapter under Who cannot use the ily.
standard meal allowance. 1) Country clubs, If the convention is for investment, political,

A “managing executive” is an employee who social, or other nonbusiness purposes, you can- 2) Golf and athletic clubs,has the authority and responsibility, without be- not deduct the expenses.
ing subject to the veto of another, to decide on 3) Airline clubs,

Your appointment or election as a dele-the need for the business travel.
4) Hotel clubs, andgate does not, in itself, determine A self-employed person generally has sub-

whether you can deduct travel ex-CAUTION
!

5) Clubs operated to provide meals under cir-stantial control over arranging business trips.
penses. You can deduct your travel expenses cumstances generally considered to be

Exception 2 –  Outside United States no only if your attendance is connected to your own conducive to business discussions.
more than a week. Your trip is considered trade or business.
entirely for business if you were outside the

Entertainment.  Entertainment includes anyUnited States for a week or less, combining Convention agenda. The convention agenda
activity generally considered to provide enter-business and nonbusiness activities. One week or program generally shows the purpose of the
tainment, amusement, or recreation. Examplesmeans seven consecutive days. In counting the convention. You can show your attendance at
include entertaining guests at nightclubs; at so-days, do not count the day you leave the United the convention benefits your trade or business
cial, athletic, and sporting clubs; at theaters; atStates, but do count the day you return to the by comparing the agenda with the official duties
sporting events; on yachts; or on hunting, fish-United States. and responsibilities of your position. The agenda
ing, vacation, and similar trips. You cannot de-does not have to deal specifically with your offi-Exception 3 –  Less than 25% of time on duct expenses for entertainment that are lavishcial duties and responsibilities; it will be enoughpersonal activities. Your trip is considered or extravagant. If you buy a ticket to an enter-if the agenda is so related to your position that itentirely for business if: tainment event for a client, you generally cannotshows your attendance was for business pur-
deduct more than the face value of the ticket,poses.1) You were outside the United States for even if you paid a higher price.

more than a week, and Conventions held outside the North Ameri-
Gift or entertainment. Any item that mightcan area. See chapter 1 of Publication 463 for2) You spent less than 25% of the total time be considered either a gift or entertainment gen-information on conventions held outside theyou were outside the United States on erally will be considered entertainment. How-North American area.nonbusiness activities. ever, if you give a customer packaged food or

beverages that you intend the customer to useFor this purpose, count both the day your trip
at a later date, treat it as a gift.began and the day it ended.

If you give a customer tickets to a theaterException 4 –  Vacation not a major con- Entertainment performance or sporting event and you do not gosideration. Your trip is considered entirely for
with the customer to the performance or event,business if you can establish that a personal Expenses you have a choice. You can treat the cost of thevacation was not a major consideration, even if
tickets as either a gift expense or an entertain-you have substantial control over arranging the You may be able to deduct business-related ment expense, whichever is to your advantage.trip. entertainment expenses you have for entertain-

You can change your treatment of the ticketsing a client, customer, or employee.
at a later date by filing an amended return.You can deduct entertainment expenses
Generally, an amended return must be filedTravel Primarily for Business only if they are both ordinary and necessary
within 3 years from the date the original return(defined earlier) and meet one of the following
was filed or within 2 years from the time the taxIf you travel outside the United States primarily two tests.
was paid, whichever is later.for business but spend some of your time on

If you go with the customer to the event, younonbusiness activities, you generally cannot de- 1) Directly-related test.
must treat the cost of the tickets as an entertain-duct all of your travel expenses. You can only

2) Associated test. ment expense. You cannot choose, in this case,deduct the business portion of your cost of get-
to treat the cost of the tickets as a gift expense.ting to and from your destination. You must Both of these tests are explained in Publication

make an allocation between your business and 463. Separating costs. If you have one expense
nonbusiness activities to determine your de- that includes the costs of entertainment, andThe amount you can deduct for enter-ductible amount. These travel allocation rules other services (such as lodging or transporta-tainment expenses may be limited.are discussed in chapter 1 of Publication 463. tion), you must allocate that expense betweenGenerally, you can deduct only 50% ofCAUTION

!
the cost of entertainment and the cost of otherYou do not have to allocate your travel your unreimbursed entertainment expenses.
services. You must have a reasonable basis forexpense deduction if you meet one of This limit is discussed later under 50% Limit.
making this allocation. For example, you mustthe four exceptions listed earlier under

TIP

allocate your expenses if a hotel includes enter-Travel considered entirely for business. In those Club dues and membership fees. You can-
tainment in its lounge on the same bill with yourcases, you can deduct the total cost of getting to not deduct dues (including initiation fees) for
room charge.and from your destination. membership in any club organized for:
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2) Entertaining customers at your place of
business, a restaurant, or other location, or

3) Attending a business convention or recep-
tion, business meeting, or business lunch-
eon at a club.

Included expenses. Expenses subject to the
50% limit include:

• Taxes and tips relating to a business meal
or entertainment activity,

• Cover charges for admission to a night-
club,

• Rent paid for a room in which you hold a
dinner or cocktail party, and

• Amounts paid for parking at a sports
arena.

However, the cost of transportation to and from
a business meal or a business-related entertain-
ment activity is not subject to the 50% limit.

Application of 50% limit. The 50% limit on
meal and entertainment expenses applies if the
expense is otherwise deductible and is not cov-
ered by one of the exceptions discussed later in
this section.

The 50% limit also applies to certain meal
and entertainment expenses that are not
business-related. It applies to meal and enter-
tainment expenses incurred for the production of
income, including rental or royalty income. It
also applies to the cost of meals included in
deductible educational expenses.

When to apply the 50% limit. You apply the
50% limit after determining the amount that
would otherwise qualify for a deduction. You first
determine the amount of meal and entertain-
ment expenses that would be deductible under
the other rules discussed in this chapter.

Figure 28–A. Does the 50% Limit Apply to Your Expenses?

All employees and self-employed persons can use this chart. For more information, see
50% Limit.

Were your meal and entertainment expenses reimbursed?
(Count only reimbursements your employer did not include
in box 1 of your Form W–2. If self-employed, count only
reimbursements from clients or customers that are not
included on Form 1099–MISC, Miscellaneous Income.)

If an employee, did you adequately account
to your employer under an accountable plan?
If self-employed, did you provide the payer
with adequate records? (See How To Report.)

Did your expenses exceed the reimbursement?

For the amount reimbursed. . . For the excess amount. . .

Your meal and entertainment
expenses are NOT subject to
the 50% limit. However,
since the reimbursement was
not treated as wages or as
other taxable income, you
cannot deduct the expenses.

Your meal and
entertainment expenses

ARE subject to
the 50% limit.

Yes

No

�

�

�

�

�

�

�

�

Yes

No

Yes

No

There are exceptions to these rules. See Exceptions to the 50% Limit.

Start Here

Example 1. You spend $100 for a
business-related meal. If $40 of that amount is

A meal as a form of entertainment. Enter- boards, trade associations, and professional as- not allowable because it is lavish and extrava-
tainment includes the cost of a meal you provide sociations. gant, the remaining $60 is subject to the 50%
to a customer or client, whether the meal is a limit. Your deduction cannot be more than $30
part of other entertainment or by itself. A meal (.50 × $60).Additional information. For more information
expense includes the cost of food, beverages, on entertainment expenses, including discus-
taxes, and tips for the meal. To deduct an Example 2. You purchase two tickets to asions of the directly-related and associated
entertainment-related meal, you or your em- concert and give them to a client. You pur-tests, see chapter 2 of Publication 463.
ployee must be present when the food or bever- chased the tickets through a ticket agent. You
ages are provided. paid $150 for the two tickets, which had a face50% Limit value of $60 each ($120 total). Your deductionYou cannot claim the cost of your meal

cannot be more than $60 (.50 × $120).both as an entertainment expense and In general, you can deduct only 50% of your
as a travel expense. business-related meal and entertainment ex-CAUTION

!
penses. (If you are subject to the Department of Exceptions to the 50% LimitTaking turns paying for meals or Transportation’s “hours of service” limits, you

entertainment. If a group of business ac- can deduct a higher percentage. See Individuals Generally, business-related meal and entertain-
quaintances take turns picking up each others’ subject to “hours of service” limits, later.) ment expenses are subject to the 50% limit.
meal or entertainment checks without regard to The 50% limit applies to employees or their Figure 28–A can help you determine if the 50%
whether any business purposes are served, no employers, and to self-employed persons (in- limit applies to you.
member of the group can deduct any part of the cluding independent contractors) or their clients, Your meal or entertainment expense is notexpense. depending on whether the expenses are reim- subject to the 50% limit if the expense meets

bursed.Trade association meetings.  You can de- either of the following exceptions.
Figure 28–A summarizes the general rulesduct expenses for entertainment that are directly

explained in this section. Employee’s reimbursed expenses. If yourelated to, and necessary for, attending busi-
are an employee, you are not subject to the 50%ness meetings or conventions of certain exempt The 50% limit applies to business meals or
limit on the amount of expenses for which yourorganizations if the expenses of your attend- entertainment expenses you have while:
employer reimburses you under an accountableance are related to your active trade or busi-
plan. Accountable plans are discussed later1) Traveling away from home (whether eatingness. These organizations include business
under Reimbursements.alone or with others) on business,leagues, chambers of commerce, real estate
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limited class of people will be considered an
indirect gift to that particular person or to the
individuals within that class of people who re-
ceive the gift.

If you give a gift to a member of a customer’s
family, the gift is generally considered to be an
indirect gift to the customer. This rule does not
apply if you have a bona fide, independent busi-
ness connection with that family member and
the gift is not intended for the customer’s even-
tual use.

If you and your spouse both give gifts, both of
you are treated as one taxpayer. It does not
matter whether you have separate businesses,
are separately employed, or whether each of
you has an independent connection with the
recipient. If a partnership gives gifts, the partner-
ship and the partners are treated as one tax-
payer.

Incidental costs. Incidental costs, such as
engraving on jewelry, or packaging, insuring,
and mailing, are generally not included in deter-
mining the cost of a gift for purposes of the $25
limit.

A cost is incidental only if it does not add
substantial value to the gift. For example, the
cost of gift wrapping is an incidental cost. How-
ever, the purchase of an ornamental basket for
packaging fruit is not an incidental cost if the
value of the basket is substantial compared to
the value of the fruit.

Exceptions. The following items are not con-
sidered gifts for purposes of the $25 limit. 

1) An item that costs $4 or less and:

a) Has your name clearly and perma-
nently imprinted on the gift, and

b) Is one of a number of identical items
you widely distribute. Examples include
pens, desk sets, and plastic bags and
cases.

2) Signs, display racks, or other promotional
material to be used on the business prem-

Figure 28–B.
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Most employees and self-employed persons can use this chart.
(Do not use this chart if your home is your principal place of business.
See Office in the home.)

Home: The place where you reside. Transportation expenses between your home and
your main or regular place of work are personal commuting expenses.

Regular or main job: Your principal place of business. If you have more than one job,
you must determine which one is your regular or main job. Consider the time you
spend at each, the activity you have at each, and the income you earn at each.

Temporary work location: A place where your work assignment is realistically
expected to last (and does in fact last) one year or less. Unless you have a regular
place of business, you can only deduct your transportation expenses to a temporary
work location outside your metropolitan area.

Second job: If you regularly work at two or more places in one day, whether or not
for the same employer, you can deduct your transportation expenses of getting from
one workplace to another. You cannot deduct your transportation costs between your
home and a second job on a day off from your main job.

When Are Transportation Expenses Deductible?

ises of the recipient.

Individuals subject to “hours of service” ers, and control operations personnel) who
limits. You can deduct a higher percentage of are under Federal Railroad Administration Gift or entertainment. Any item that might be
your meal expenses while traveling away from regulations. considered either a gift or entertainment gener-
your tax home if the meals take place during or ally will be considered entertainment. However,4) Certain merchant mariners who are under
incident to any period subject to the Department if you give a customer packaged food or bever-Coast Guard regulations.
of Transportation’s “hours of service” limits. The ages that you intend the customer to use at a
percentage is 65% for 2003, and it gradually later date, treat it as a gift.
increases to 80% by the year 2008.

 If you give a customer tickets to a theater
performance or sporting event and you do not goIndividuals subject to the Department of Gift Expenses with the customer to the performance or event,Transportation’s “hours of service” limits include
you have a choice. You can treat the cost of thethe following persons. 

If you give gifts in the course of your trade or tickets as either a gift expense or an entertain-
business, you can deduct all or part of the cost. ment expense, whichever is to your advantage.

1) Certain air transportation workers (such as This section explains the limits and rules for You can change your treatment of the ticketspilots, crew, dispatchers, mechanics, and deducting the costs of gifts. at a later date by filing an amended return.control tower operators) who are under
Generally, an amended return must be filed$25 limit. You can deduct no more than $25Federal Aviation Administration regula-
within 3 years from the date the original returnfor business gifts you give directly or indirectly totions.
was filed or within 2 years from the time the taxany one person during your tax year. A gift to a

2) Interstate truck operators and bus drivers was paid, whichever is later.company that is intended for the eventual per-
who are under Department of Transporta- sonal use or benefit of a particular person or a If you go with the customer to the event, you
tion regulations.

must treat the cost of the tickets as an entertain-
3) Certain railroad employees (such as engi- ment expense. You cannot choose, in this case,

neers, conductors, train crews, dispatch- to treat the cost of the tickets as a gift expense.
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If the temporary work location is beyond the from work. Sometimes business associates ride
general area of your regular place of work and with you to and from work, and you have aTransportation you stay overnight, you are traveling away from business discussion in the car. These activities
home. You may have deductible travel ex- do not change the trip from personal to busi-Expenses penses as discussed earlier in this chapter. ness. You cannot deduct your commuting ex-

penses.
This section discusses expenses you can de- No regular place of work. If you have no

Parking fees. Fees you pay to park your carregular place of work but ordinarily work in theduct for business transportation when you are
at your place of business are nondeductiblemetropolitan area where you live, you can de-not traveling away from home as defined earlier.
commuting expenses. You can, however, de-duct daily transportation costs between homeThese expenses include the cost of transporta-
duct business-related parking fees when visitingand a temporary work site outside that metro-tion by air, rail, bus, taxi, etc., and the cost of
a customer or client.politan area.driving and maintaining your car.

Generally, a metropolitan area includes theTransportation expenses include the ordi- Advertising display on car. Putting display
area within the city limits and the suburbs thatnary and necessary costs of all of the following. material that advertises your business on your
are considered part of that metropolitan area. car does not change the use of your car from• Getting from one workplace to another in You cannot deduct daily transportation costs personal use to business use. If you use this carthe course of your business or profession between your home and temporary work sites for commuting or other personal uses, you stillwhen you are traveling within your tax within your metropolitan area. These are non- cannot deduct your expenses for those uses.home. (Tax home is defined earlier under deductible commuting expenses.

Travel Expenses.) Car pools. You cannot deduct the cost of
Two places of work. If you work at two places using your car in a nonprofit car pool. Do not• Visiting clients or customers. in one day, whether or not for the same em- include payments you receive from the passen-
ployer, you can deduct the expense of getting• Going to a business meeting away from gers in your income. These payments are con-
from one workplace to the other. However, if foryour regular workplace. sidered reimbursements of your expenses.
some personal reason you do not go directly However, if you operate a car pool for a profit,• Getting from your home to a temporary from one location to the other, you cannot de- you must include payments from passengers inworkplace when you have one or more duct more than the amount it would have cost your income. You can then deduct your carregular places of work. These temporary you to go directly from the first location to the expenses (using the rules in this chapter).workplaces can be either within the area second.

of your tax home or outside that area. Hauling tools or instruments. HaulingTransportation expenses you have in going
tools or instruments in your car while commutingbetween home and a part-time job on a day offTransportation expenses do not include ex-
to and from work does not make your car ex-from your main job are commuting expenses.penses you have while traveling away from
penses deductible. However, you can deductYou cannot deduct them.home overnight. Those expenses are travel ex-
any additional costs you have for hauling tools orpenses, which are discussed earlier. However, if Armed Forces reservists. A meeting of an instruments (such as for renting a trailer you towyou use your car while traveling away from Armed Forces reserve unit is a second place of with your car).home overnight, use the rules in this section to business if the meeting is held on a day on which

figure your car expense deduction. See Car Ex- Union members’ trips from a union hall. Ifyou work at your regular job. You can deduct the
penses, later. you get your work assignments at a union hallexpense of getting from one workplace to the

and then go to your place of work, the costs ofother as just discussed under Two places of
Illustration of transportation expenses. getting from the union hall to your place of workwork.
Figure 28–B illustrates the rules for when you are nondeductible commuting expenses. Al-You usually cannot deduct the expense if the
can deduct transportation expenses when you though you need the union to get your workreserve meeting is held on a day on which you
have a regular or main job away from your assignments, you are employed where youdo not work at your regular job. In this case, your
home. You may want to refer to it when deciding work, not where the union hall is located.transportation generally is considered a nonde-
whether you can deduct your transportation ex- ductible commuting expense. However, you can

Office in the home. If you have an office inpenses. deduct your transportation expenses if the loca-
your home that qualifies as a principal place oftion of the meeting is temporary and you have
business, you can deduct your daily transporta-Temporary work location. If you have one or one or more regular places of work.
tion costs between your home and another workmore regular work locations away from your If you ordinarily work in a particular metropol-
location in the same trade or business. (Seehome and you commute to a temporary work itan area but not at any specific location and the
chapter 30 for information on determining if yourlocation in the same trade or business, you can reserve meeting is held at a temporary location
home office qualifies as a principal place ofdeduct the expenses of the daily round-trip outside that metropolitan area, you can deduct
business.)transportation between your home and the tem- your transportation expenses.

porary location, regardless of distance. If you travel away from home overnight to
Examples of deductible transportation ex-attend a guard or reserve meeting, you canIf your employment at a work location is penses. The following examples show whendeduct your travel expenses. These expensesrealistically expected to last (and does in fact you can deduct transportation expenses basedare discussed earlier under Travel Expenses.last) for one year or less, the employment is on the location of your work and your home.If you travel more than 100 miles away fromtemporary unless there are facts and circum-

home in connection with your performance ofstances that would indicate otherwise. Example 1. You regularly work in an officeservices as a member of the reserves, seeIf your employment at a work location is in the city where you live. Your employer sendsArmed Forces reservists traveling more thanrealistically expected to last for more than 1 year you to a one-week training session at a different100 miles from home under Special Rules, later.or if there is no realistic expectation that the office in the same city. You travel directly from
employment will last for 1 year or less, the em- Commuting expenses. You cannot deduct your home to the training location and return
ployment is not temporary, regardless of the costs of taking a bus, trolley, subway, or taxi, each day. You can deduct the cost of your daily
whether it actually lasts for more than 1 year. or of driving a car between your home and your round-trip transportation between your home

If employment at a work location initially is main or regular place of work. These costs are and the training location.
realistically expected to last for 1 year or less, personal commuting expenses. You cannot de-
but at some later date the employment is realisti- duct commuting expenses no matter how far Example 2. Your principal place of business
cally expected to last more than 1 year, that your home is from your regular place of work. is in your home. You can deduct the cost of
employment will be treated as temporary (un- You cannot deduct commuting expenses even if round-trip transportation between your qualify-
less there are facts and circumstances that you work during the commuting trip. ing home office and your client’s or customer’s
would indicate otherwise) until your expectation place of business.
changes. It will not be treated as temporary after Example. You had a telephone installed in
the date you determine it will last more than 1 your car. You sometimes use that telephone to Example 3. You have no regular office, and
year. make business calls while commuting to and you do not have an office in your home. In this
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case, the location of your first business contact standard mileage rate is 36 cents a mile for all Example 1. Marcia, a salesperson, owns a
is considered your office. Transportation ex- car and a van that she alternates using for call-business miles.
penses between your home and this first contact ing on her customers. She can use the standard

If you use the standard mileage rate for
are nondeductible commuting expenses. Trans- mileage rate for the business mileage of the car

a year, you cannot deduct your actual
portation expenses between your last business and the van.

car expenses for that year.CAUTION
!

contact and your home are also nondeductible
You generally can use the standard mileage Example 2. Maureen owns a car and a vancommuting expenses. Although you cannot de-

that are both used in her housecleaning busi-duct the costs of these first and last trips, you rate regardless of whether you are reimbursed
ness. Her employees use the van and she usescan deduct the costs of going from one client or and whether any reimbursement is more or less
the car to travel to the various customers. Mau-customer to another. than the amount figured using the standard mile-
reen cannot use the standard mileage rate forage rate. See Reimbursements under How To
the car or the van. This is because both vehiclesReport, later.Car Expenses
are used in Maureen’s business at the same
time. She must use actual expenses for bothChoosing the standard mileage rate. If youIf you use your car for business purposes, you
vehicles.want to use the standard mileage rate for a carmay be able to deduct car expenses. You gener-

you own, you must choose to use it in the firstally can use one of the two following methods to
Parking fees and tolls. In addition to usingyear the car is available for use in your business.figure your deductible expenses.
the standard mileage rate, you can deduct anyThen in later years, you can choose to use either
business-related parking fees and tolls. (Parking• Standard mileage rate. the standard mileage rate or actual expenses.
fees that you pay to park your car at your place

If you want to use the standard mileage rate• Actual car expenses. of work are nondeductible commuting ex-
for a car you lease, you must use it for the entire

penses.)
lease period. For leases that began on or beforeIf you use actual car expenses to figure your
December 31, 1997, the standard mileage ratededuction for a car you lease, there are rules
must be used for the entire portion of the leasethat affect the amount of your lease payments Actual Car Expenses
period (including renewals) that is after 1997.that you can deduct. See Leasing a car under

Actual Car Expenses, later. If you choose to use the standard mileage If you do not use the standard mileage rate, you
In this chapter, “car” includes a van, pickup, rate, you are considered to have chosen not to may be able to deduct your actual car expenses.

or panel truck. use the depreciation methods under the Modi-
If you qualify to use both methods, youfied Accelerated Cost Recovery SystemYou may be entitled to a tax credit for may want to figure your deduction both(MACRS). This is because the standard mileagean electric vehicle (see chapter 39) or a ways to see which gives you a larger

TIP

rate includes an allowance for depreciation thatdeduction from gross income for a part deduction.
TIP

is not expressed in terms of years. If you changeof the cost of a clean-fuel vehicle that you place
to the actual expenses method in a later year,in service during the year. The vehicle must Actual car expenses include:but before your car is fully depreciated, you havemeet certain requirements, and you do not have
to estimate the remaining useful life of the carto use it in your business to qualify for the credit Depreciation Lease Registrationand use straight line depreciation. For more in-or the deduction. For more information, see payments feesformation about depreciation included in thechapter 12 of Publication 535. Garage rent Licenses Repairsstandard mileage rate, see the exception in

Gas Oil Tires
Methods of depreciation under Depreciation De- Insurance Parking fees TollsRural mail carriers. If you are a rural mail
duction in chapter 4 of Publication 463.

carrier, you may be able to treat the amount of
qualified reimbursement you received as the Business and personal use. If you use yourStandard mileage rate not allowed. Youamount of your allowable expense. Because the car for both business and personal purposes,cannot use the standard mileage rate if you:qualified reimbursement is treated as paid under you must divide your expenses between busi-
an accountable plan, your employer should not ness and personal use. You can divide your1) Use the car for hire (such as a taxi),include the amount of reimbursement in your expense based on the miles driven for each
income. And, since the reimbursement equals 2) Use two or more cars at the same time (as purpose.
the expense, you have no deduction to report on in fleet operations),
your tax return. Example. You are a contractor and drive3) Claimed a depreciation deduction for the

A “qualified reimbursement” is the amount of your car 20,000 miles during the year: 12,000car using any method other than straight
reimbursement you receive that meets both of miles for business use and 8,000 miles for per-line depreciation,
the following conditions. sonal use. You can claim only 60% (12,000 ÷

4) Claimed a section 179 deduction on the 20,000) of the cost of operating your car as a
1) It is given as an equipment maintenance car, business expense.

allowance (EMA) to employees of the U.S.
5) Claimed the special depreciation allow-Postal Service. Interest on car loans. If you are an employee,ance on the car,

you cannot deduct any interest paid on a car2) It is at the rate contained in the 1991 col-
6) Claimed actual car expenses after 1997 loan. This interest is treated as personal interestlective bargaining agreement. Any later

for a car you leased, or and is not deductible. However, if you areagreement cannot increase the qualified
self-employed and use your car in that business,reimbursement amount by more than the 7) Are a rural mail carrier who received a
see chapter 5 of Publication 535.rate of inflation. qualified reimbursement. (See Rural mail

carriers, earlier.) If you use a home equity loan toSee your employer for information on your reim-
purchase your car, you may be able tobursement.

Two or more cars. If you own two or more deduct the interest. See chapter 25 for
TIP

If you are a rural mail carrier and re- cars that are used for business at the same time, more information.
ceived a qualified reimbursement, you you cannot use the standard mileage rate for the
cannot use the standard mileage rate. business use of any car. However, you may beCAUTION

!
Taxes paid on your car. If you are an em-

able to deduct your actual expenses for operat- ployee, you can deduct personal property taxes
ing each of the cars in your business. See Actual paid on your car if you itemize deductions. Enter
Car Expenses in chapter 4 of Publication 463 for the amount paid on line 7 of Schedule A (FormStandard Mileage Rate
information on how to figure your deduction. 1040). (See chapter 24 for more information on

You are not using two or more cars for busi-You may be able to use the standard mileage taxes.) If you are not an employee, see your
ness at the same time if you alternate using (userate to figure the deductible costs of operating form instructions for information on how to de-
at different times) the cars for business.your car for business purposes. For 2003, the duct personal property taxes paid on your car.
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 You cannot deduct sales taxes, even if you If a charge is made for items other than food andHow To Prove Expenses
use your car 100% for business. Sales taxes are beverages, the receipt must show that this is the
part of your car’s basis and are recovered case.Table 28–2 is a summary of records you need to
through depreciation, discussed later. prove each expense discussed in this chapter. Canceled check. A canceled check, to-

You must be able to prove the elements listed gether with a bill from the payee, ordinarily es-Fines and collateral. You cannot deduct fines
across the top portion of the chart. You prove tablishes the cost. However, a canceled checkand collateral you pay for traffic violations.
them by having the information and receipts by itself does not prove a business expense

Depreciation and section 179 deductions. (where needed) for the expenses listed in the without other evidence to show that it was for a
Generally, the cost of a car, plus sales tax and first column. business purpose.
improvements, is a capital expense. Because

You cannot deduct amounts that you Duplicate information. You do not have tothe benefits last longer than one year, you gen-
approximate or estimate. record information in your account book or othererally cannot deduct a capital expense. How-

record that duplicates information shown on aCAUTION
!

ever, you can recover this cost through the
receipt as long as your records and receiptssection 179 deduction (the deduction allowed by
complement each other in an orderly manner.section 179 of the Internal Revenue Code), the You should keep adequate records to prove

You do not have to record amounts yourspecial depreciation allowance, and deprecia- your expenses or have sufficient evidence that
employer pays directly for any ticket or othertion deductions. By using depreciation, you re- will support your own statement. You must gen-
travel item. However, if you charge these itemscover the cost over more than one year by erally prepare a written record for it to be consid-
to your employer, through a credit card or other-deducting part of it each year. The section 179 ered adequate. This is because written evidence
wise, you must keep a record of the amountsdeduction, the special depreciation allowance, is more reliable than oral evidence alone. How-
you spend.and the depreciation deduction are discussed in ever, if you prepare a record in a computer

more detail in chapter 4 of Publication 463. memory device with the aid of a logging pro- Timely-kept records. You should record the
Generally, there are limits on these deduc- gram, it is considered an adequate record. elements of an expense or of a business use at

tions. Special rules apply if you use your car or near the time of the expense or use and
50% or less in your work or business. support it with sufficient documentary evidence.

What Are Adequate Records? A timely-kept record has more value than aLeasing a car. If you lease a car that you use
statement prepared later when generally there isin your business, you can use the standard mile- You should keep the proof you need in an ac- a lack of accurate recall.age rate or actual expenses to figure your de- count book, diary, statement of expense, or sim- You do not need to write down the elementsductible car expense. ilar record. You should also keep documentary of every expense on the day of the expense. If

evidence that, together with your records, willDeductible payments. If you choose to use you maintain a log on a weekly basis which
support each element of an expense.actual expenses, you can deduct the part of accounts for use during the week, the log is

each lease payment that is for the use of the car considered a timely-kept record.Documentary evidence. You generally mustin your business. You cannot deduct any part of If you give your employer, client, or customerhave documentary evidence, such as receipts,a lease payment that is for personal use of the an expense account statement, it can also becanceled checks, or bills, to support your ex-car, such as commuting. considered a timely-kept record. This is true ifpenses.You must spread any advance payments you copy it from your account book, diary, state-
over the entire lease period. You cannot deduct Exception. Documentary evidence is not ment of expense, or similar record.
any payments you make to buy a car, even if the needed if any of the following conditions apply.

Proving business purpose. You must gener-payments are called lease payments.
1) You have meals or lodging expenses while ally provide a written statement of the businessIf you lease a car for 30 days or more, you

traveling away from home for which you purpose of an expense. However, the degree ofmay have to reduce your lease payment deduc-
account to your employer under an ac- proof varies according to the circumstances intion by an “inclusion amount.” For information on
countable plan and you use a per diem each case. If the business purpose of an ex-reporting lease inclusion amounts, see Leasing
allowance method that includes meals pense is clear from the surrounding circum-a Car in chapter 4 of Publication 463.
and/or lodging. (Accountable plans and stances, then you do not need to give a written
per diem allowances are discussed later explanation.
under Reimbursements.)Sale, Trade-in, or Other Disposition Confidential information. You do not need to

2) Your expense, other than lodging, is less put confidential information relating to an ele-If you sell, trade in, or otherwise dispose of your than $75. ment of a deductible expense (such as thecar, you may have a taxable gain or a deductible
place, business purpose, or business relation-3) You have a transportation expense forloss. This is true whether you used the standard
ship) in your account book, diary, or other re-which a receipt is not readily available.mileage rate or actual car expenses to deduct
cord. However, you do have to record thethe business use of your car. Publication 544
information elsewhere at or near the time of theAdequate evidence. Documentary evi-has information on sales of property used in a
expense and have it available to fully prove thatdence ordinarily will be considered adequate if ittrade or business, and details on how to report
element of the expense.shows the amount, date, place, and essentialthe disposition.

character of the expense.
For example, a hotel receipt is enough to

What If I Have Incompletesupport expenses for business travel if it has all
Records?of the following information.Recordkeeping
If you do not have complete records to prove an1) The name and location of the hotel.

If you deduct travel, entertainment, gift, or trans- element of an expense, then you must prove the
2) The dates you stayed there.portation expenses, you must be able to prove element with: 

(substantiate) certain elements of the expense. 3) Separate amounts for charges such as
1) Your own written or oral statement, con-This section discusses the records you need to lodging, meals, and telephone calls.

taining specific information about the ele-keep to prove these expenses.
A restaurant receipt is enough to prove an ment, and

If you keep timely and accurate rec- expense for a business meal if it has all of the
2) Other supporting evidence that is sufficientords, you will have support to show the following information.

to establish the element.IRS if your tax return is ever examined.RECORDS

You will also have proof of expenses that your 1) The name and location of the restaurant.
employer may require if you are reimbursed Destroyed records. If you cannot produce a

2) The number of people served.
under an accountable plan. These plans are receipt because of reasons beyond your control,
discussed later under Reimbursements. 3) The date and amount of the expense. you can prove a deduction by reconstructing
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Table 28–2. How To Prove Certain Business Expenses

THEN you must keep records that show details of the following elements.

Place or Business Purpose andIF you have
Amount Time Description Business Relationshipexpenses for:

Travel Cost of each separate Dates you left Destination or area Purpose: Business purpose for the
expense for travel, lodging, and returned of your travel (name expense or the business benefit gained or
and meals. Incidental for each trip of city, town, or expected to be gained.
expenses may be totaled in and number of other designation).
reasonable categories such days spent on Relationship: N/A
as taxis, daily meals for business.
traveler, etc.

Entertainment Cost of each separate Date of Name and address Purpose: Business purpose for the
expense. Incidental entertainment. or location of place expense or the business benefit gained or
expenses such as taxis, (Also see of entertainment. expected to be gained. For entertainment,
telephones, etc., may be Business Type of the nature of the business discussion or
totaled on a daily basis. Purpose.) entertainment if not activity. If the entertainment was directly

otherwise apparent. before or after a business discussion: the
(Also see Business date, place, nature, and duration of the
Purpose.) business discussion, and the identities of

the persons who took part in both the
Gifts Cost of the gift. Date of the gift. Description of the business discussion and the

gift. entertainment activity.

Relationship: Occupations or other
information (such as names, titles, or
other designations) about the recipients
that shows their business relationship to
you. For entertainment, you must also
prove that you or your employee was
present if the entertainment was a
business meal.

Transportation Cost of each separate Date of the Your business Purpose: Business purpose for the
expense. For car expenses, expense. For destination. expense.
the cost of the car and any car expenses,
improvements, the date you the date of the Relationship: N/A
started using it for business, use of the car.
the mileage for each
business use, and the total
miles for the year.

your records or expenses. Reasons beyond Expenses of a similar nature occurring dur- How Long To Keep
your control include fire, flood, and other casu- ing the course of a single event are considered a

Records and Receiptsalty. single expense. For example, if during entertain-
ment at a cocktail lounge, you pay separately for

You must keep records as long as they may be
each serving of refreshments, the total expense needed for the administration of any provision ofSeparating and Combining for the refreshments is treated as a single ex- the Internal Revenue Code. Generally, thisExpenses pense. means you must keep your records that support

your deduction (or an item of income) for 3 yearsThis section explains when expenses must be
from the date you file the income tax return onkept separate and when expenses can be com- Allocating total cost. If you can prove the
which the deduction is claimed. A return filedbined. total cost of travel or entertainment but you can-
early is considered filed on the due date. For a

not prove how much it cost for each person who
more complete explanation, get Publication 583,Separating expenses. Each separate pay- participated in the event, you may have to allo- Starting a Business and Keeping Records.ment is generally considered a separate ex-

cate the total cost among you and your guestspense. For example, if you entertain a customer
on a pro rata basis. An allocation would be Reimbursed for expenses. Employees whoor client at dinner and then go to the theater, the

give their records and documentation to theirneeded, for example, if you did not have a busi-dinner expense and the cost of the theater tick-
employers and are reimbursed for their ex-ness relationship with all of your guests.ets are two separate expenses. You must record
penses generally do not have to keep copies ofthem separately in your records.
this information. However, you may have to

If your return is examined. If your return is prove your expenses if any of the following con-Combining items. You can make one daily
examined, you may have to provide additional ditions apply.entry in your record for reasonable categories of
information to the IRS. This information could beexpenses. Examples are taxi fares, telephone

1) You claim deductions for expenses thatneeded to clarify or to establish the accuracy orcalls, or other incidental travel costs. Meals
are more than reimbursements.reliability of information contained in your rec-should be in a separate category. You can in-

ords, statements, testimony, or documentaryclude tips for meal-related services with the 2) Your expenses are reimbursed under a
costs of the meals. evidence before a deduction is allowed. nonaccountable plan.
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3) Your employer does not use adequate ac- not apply to you, do not complete Form 2106 or Accountable Plans
counting procedures to verify expense ac- 2106–EZ. Instead, claim the amount of your

To be an accountable plan, your employer’scounts. deductible gifts directly on line 20 of Schedule A
reimbursement or allowance arrangement must(Form 1040).

4) You are related to your employer, as de- include all three of the following rules.
fined earlier under Who cannot use the Statutory employees.   If you received a
standard meal allowance. Form W–2 and the “Statutory employee” box in 1) Your expenses must have a business con-

box 13 was checked, you report your income nection — that is, you must have paid orSee the next section, How To Report, for a
and expenses related to that income on Sched- incurred deductible expenses while per-discussion of reimbursements, adequate ac-
ule C or C–EZ (Form 1040). Do not complete forming services as an employee of yourcounting, and nonaccountable plans.
Form 2106 or 2106–EZ. employer.

Additional information. Chapter 5 of Publi- Statutory employees include full-time life in-
2) You must adequately account to your em-cation 463 has more information on recordkeep- surance salespersons, certain agent or commis-

ployer for these expenses within a reason-ing, including examples. sion drivers, traveling salespersons, and certain
able period of time.homeworkers.

3) You must return any excess reimburse-If you are entitled to a reimbursement
ment or allowance within a reasonable pe-from your employer but you do not
riod of time.How To Report claim it, you cannot claim a deductionCAUTION

!
for the expenses to which that unclaimed reim- See Adequate Accounting and Returning

This section explains where and how to report bursement applies. Excess Reimbursements, later.
the expenses discussed in this chapter. It dis- An excess reimbursement or allowance is

Reimbursement for personal expenses. Ifcusses reimbursements and how to treat them any amount you are paid that is more than the
your employer reimburses you for nondeduct-under accountable and nonaccountable plans. It business-related expenses that you adequately
ible personal expenses, such as for vacationalso explains rules for fee-basis officials, certain accounted for to your employer.
trips, your employer must report the reimburse-performing artists, Armed Forces reservists, and The definition of reasonable period of time
ment as wage income in box 1 of your Formcertain disabled employees. This section ends depends on the facts and circumstances of your
W–2. You cannot deduct personal expenses.with an illustration of how to report travel, enter- situation. However, regardless of the facts and

tainment, gift, and car expenses on Form circumstances of your situation, actions that
2106–EZ. Reimbursements take place within the times specified in the fol-

lowing list will be treated as taking place within aSelf-employed. You must report your income
This section explains what to do when you re- reasonable period of time.and expenses on Schedule C or C–EZ (Form
ceive an advance or are reimbursed for any of1040) if you are a sole proprietor, or on Sched-

1) You receive an advance within 30 days ofthe employee business expenses discussed inule F (Form 1040) if you are a farmer. You do not
the time you have an expense.this chapter.use Form 2106 or 2106–EZ. See your form

If you received an advance, allowance, orinstructions for information on how to complete 2) You adequately account for your expenses
reimbursement for your expenses, how you re-your tax return. You can also find information in within 60 days after they were paid or in-
port this amount and your expenses depends onPublication 535 if you are a sole proprietor, or in curred.
whether the reimbursement was paid to youPublication 225, Farmer’s Tax Guide, if you are

3) You return any excess reimbursementunder an accountable plan or a nonaccountablea farmer.
within 120 days after the expense wasplan.

Both self-employed and an employee.   If paid or incurred.This section explains the two types of plans,
you are both self-employed and an employee, how per diem and car allowances simplify prov- 4) You are given a periodic statement (atyou must keep separate records for each busi- ing the amount of your expenses, and the tax least quarterly) that asks you to either re-ness activity. Report your business expenses for treatment of your reimbursements and ex- turn or adequately account for outstandingself-employment on Schedule C, C–EZ, or F penses. advances and you comply within 120 days(Form 1040), as discussed earlier. Report your

of the statement.No reimbursement. You are not reimbursedbusiness expenses for your work as an em-
or given an allowance for your expenses if youployee on Form 2106 or 2106–EZ, as discussed
are paid a salary or commission with the under-next. Employee meets accountable plan rules. If
standing that you will pay your own expenses. In you meet the three rules for accountable plans,Employees. If you are an employee, you gen- this situation, you have no reimbursement or your employer should not include any reim-erally must complete Form 2106 to deduct your allowance arrangement, and you do not have to bursements in your income in box 1 of yourtravel, transportation, and entertainment ex- read this section on reimbursements. Instead, Form W–2. If your expenses equal your reim-penses. However, you can use the shorter Form see Completing Forms 2106 and 2106–EZ, bursement, you do not complete Form 2106.2106–EZ instead of Form 2106 if you meet all of later, for information on completing your tax re- You have no deduction since your expensesthe following conditions. turn. and reimbursement are equal.
Reimbursement, allowance, or advance. A1) You are an employee deducting expenses If your employer included reimburse-
reimbursement or other expense allowance ar-attributable to your job. ments in box 1 of your Form W–2 and
rangement is a system or plan that an employer you meet all three rules for accounta-2) You were not reimbursed by your em-

TIP

uses to pay, substantiate, and recover the ex- ble plans, ask your employer for a correctedployer for your expenses (amounts in- penses, advances, reimbursements, and Form W–2.cluded in box 1 of your Form W–2 are not amounts charged to the employer for employee
considered reimbursements). business expenses. Arrangements include per

Accountable plan rules not met. Even
diem and car allowances.3) If you are claiming car expenses, you use

though you are reimbursed under an accounta-
  A per diem allowance is a fixed amount ofthe standard mileage rate.

ble plan, some of your expenses may not meet
daily reimbursement your employer gives you

For more information on how to report your all three rules. Those expenses that fail to meet
for your lodging, meal, and incidental expenses

expenses on Forms 2106 and 2106–EZ, see all three rules for accountable plans are treated
when you are away from home on business.

Completing Forms 2106 and 2106–EZ, later. as having been reimbursed under a nonac-
(The term “incidental expenses” is defined ear-

countable plan (discussed later).Gifts.  If you did not receive any reimburse- lier under Meals.) A car allowance is an amount
ments (or the reimbursements were all included your employer gives you for the business use of Reimbursement of nondeductible ex-
in box 1 of your Form W–2), the only business your car. penses. You may be reimbursed under your
expense you are claiming is for gifts, and the Your employer should tell you what method employer’s accountable plan for expenses re-
rules for certain individuals (such as performing of reimbursement is used and what records you lated to that employer’s business, some of which
artists), discussed later under Special Rules, do must provide. are deductible as employee business expenses

Chapter 28 Car Expenses and Other Employee Business Expenses Page 197



Page 200 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

and some of which are not deductible. The reim- 3) You prove the time (dates), place, and 5) Computes the allowance on a basis similar
business purpose of your expenses to to that used in computing your compensa-bursements you receive for the nondeductible
your employer (as explained in Table tion, such as number of hours worked orexpenses do not meet rule (1) for accountable
28–2) within a reasonable period of time. miles traveled.plans, and they are treated as paid under a

nonaccountable plan. 4) You are not related to your employer (as High-low rate. This is a simplified method
defined earlier under Who cannot use the

of computing the federal per diem rate for travelExample. Your employer’s plan reimburses standard meal allowance). If you are re-
within the continental United States. It elimi-you for travel expenses while away from home lated to your employer, you must be able
nates the need to keep a current list of the peron business and also for meals when you work to prove your expenses to the IRS even if
diem rate for each city.late at the office, even though you are not away you have already adequately accounted to

Under the high-low method, the per diemfrom home. The part of the arrangement that your employer and returned any excess
amount for travel during January through Octo-reimburses you for the nondeductible meals reimbursement.
ber of 2003 is $204 (including $45 for M&IE) forwhen you work late at the office is treated as

If the IRS finds that an employer’s travel allow- certain high-cost locations. All other areas havepaid under a nonaccountable plan.
ance practices are not based on reasonably a per diem amount of $125 (including $35 for

The employer makes the decision accurate estimates of travel costs (including rec- M&IE). (Employers can get Publication 1542
whether to reimburse employees ognition of cost differences in different areas for (Revised February 2003), which gives the areas
under an accountable plan or a nonac- per diem amounts), you will not be considered to eligible for the $204 per diem amount under the

TIP

countable plan. If you are an employee who have accounted to your employer. In this case, high-low method for all or part of this period.)
receives payments under a nonaccountable you must be able to prove your expenses to the

Effective November 1, 2003, the perIRS.plan, you cannot convert these amounts to pay-
diem rate under this method for certainments under an accountable plan by voluntarily
high-cost locations is $207 (includingCAUTION

!
The federal rate. The federal rate can be fig-accounting to your employer for the expenses

$46 for M&IE). The rate for all other locations isured using any one of the following methods.and voluntarily returning excess reimburse- $126 (including $36 for M&IE). However, an
ments to the employer. employer can continue to use the rates de-1) For per diem amounts:

scribed in the preceding paragraph for the re-
a) The regular federal per diem rate. mainder of 2003 if those rates and locations are

Adequate Accounting used consistently during November and Decem-b) The standard meal allowance.
ber for all employees. Employers who did not

One of the three rules for an accountable plan is c) The high-low rate. use the high-low method during the first 10
that you must adequately account to your em- months of 2003 cannot begin to use it before
ployer for your expenses. You adequately ac- 2) For car expenses: 2004. See Revenue Procedure 2003–80 for
count by giving your employer a statement of more information.

a) The standard mileage rate.expense, an account book, a diary, or a similar
Prorating the standard meal allowance onrecord in which you entered each expense at or b) A fixed and variable rate (FAVR).

partial days of travel. The standard meal al-near the time you had it, along with documentary
lowance is for a full 24-hour day of travel. If youevidence (such as receipts) of your travel, mile-

Regular federal per diem rate. The regular travel for part of a day, such as on the days youage, and other employee business expenses.
federal per diem rate is the highest amount that depart and return, you must prorate the full-day(See Table 28–2, earlier, for details you need to
the federal government will pay to its employees M&IE rate. This rule also applies if your em-enter in your record and documents you need to for lodging, meal, and incidental expenses (or ployer uses the regular federal per diem rate orprove certain expenses.) meal and incidental expenses only) while they the high-low rate.

You must account for all amounts you re- are traveling away from home in a particular You can use either of the following methodsceived from your employer during the year as area. The rates are different for different loca- to figure the federal M&IE for that day.
advances, reimbursements, or allowances. This tions. Your employer should have these rates
includes amounts you charged to your employer available. (Employers can get Publication 1542, 1) Method 1:
by credit card or other method. You must give which gives the rates in the continental United

a) For the day you depart, add 3/4 of theyour employer the same type of records and States for the current year.)
standard meal allowance amount forsupporting information that you would have to

The standard meal allowance. The stan- that day.give to the IRS if the IRS questioned a deduction dard meal allowance (discussed earlier) is the
on your return. You must pay back the amount of b) For the day you return, add 3/4 of thefederal rate for meals and incidental expenses
any reimbursement or other expense allowance standard meal allowance amount for(M&IE). The rate for most small localities in the
for which you do not adequately account or that the preceding day.United States is $30 a day for January 1 through
is more than the amount for which you ac- September 30, 2003, and $31 a day for the
counted. 2) Method 2: Prorate the standard meal al-period from October 1 through December 31,

lowance using any method that you con-2003. Most major cities and many other locali-
sistently apply and that is in accordanceties qualify for higher rates. The rates for all

Per Diem and Car Allowances with reasonable business practice.localities within the continental United States are
listed in Publication 1542.

If your employer reimburses you for your ex- The standard mileage rate. This is a setYou receive an allowance only for meals and
penses using a per diem or car allowance, you rate per mile that you can use to compute yourincidental expenses when your employer does
can generally use the allowance as proof of the deductible car expenses. For 2003, the standardone of the following.
amount of your expenses. A per diem or car mileage rate is 36 cents a mile for all business
allowance satisfies the adequate accounting re- miles. This rate is adjusted periodically.1) Provides you with lodging (furnishes it in
quirements for the amount of your expenses kind). Fixed and variable rate (FAVR). This is anonly if all four of the following conditions apply. 

allowance your employer may use to reimburse2) Reimburses you, based on your receipts,
your car expenses. Under this method, yourfor the actual cost of your lodging.1) Your employer reasonably limits payments
employer pays an allowance that includes aof your expenses to those that are ordinary 3) Pays the hotel, motel, etc., directly for your
combination of payments covering fixed and va-and necessary in the conduct of the trade lodging.
riable costs, such as a cents-per-mile rate toor business.

4) Does not have a reasonable belief that you cover your variable operating costs (such as
2) The allowance is similar in form to and not had (or will have) lodging expenses, such gas, oil, etc.) plus a flat amount to cover your

more than the federal rate (discussed as when you stay with friends or relatives fixed costs (such as depreciation (or lease pay-
later). or sleep in the cab of your truck. ments), insurance, etc.). If your employer
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chooses to use this method, your employer will meals and incidental expenses. The federal rate prove business-related travel expenses. How-
request the necessary records from you. for San Diego is $50 a day. ever, the difference will be reported as wages on

your Form W–2. This excess amount is consid-Joe can prove that his actual meal expenses
Reporting your expenses with a per diem or ered paid under a nonaccountable plan (dis-totaled $325. His employer’s accountable plan
car allowance. If your reimbursement is in the cussed later).will not pay more than $60 a day for travel to San
form of an allowance received under an ac- Diego, so Joe does not give his employer the
countable plan, the following two facts affect Example. Your employer sends you on arecords that prove that he actually spent $325.
your reporting. 5-day business trip to Phoenix and gives you aHowever, he does account for the time, place,

$250 ($50 × 5 days) advance to cover yourand business purpose of the trip. This is Joe’s
1) The federal rate.

only business trip this year. meals and incidental expenses. The federal per
2) Whether the allowance or your actual ex- diem for meals and incidental expenses forJoe was reimbursed $240 ($60 × 4 days),

penses were more than the federal rate. Phoenix is $46. Your trip lasts only 3 days.which is $40 more than the federal rate of $200
Under your employer’s accountable plan, you($50 × 4 days). The employer includes the $40The following discussions explain where to re-
must return the $100 ($50 × 2 days) advance foras income on Joe’s Form W–2 in box 1. Theport your expenses depending upon how the
the 2 days you did not travel. You do not have toemployer also enters $200 in box 12 of Joe’samount of your allowance compares to the fed-

Form W–2, along with a code L. return the $12 difference between the allowanceeral rate.
you received and the federal rate for PhoenixJoe completes Form 2106 to figure his de-

Allowance LESS than or EQUAL to the fed- [($50 − $46) × 3 days]. However, the $12 will beductible expenses. He enters the total of his
eral rate. If your allowance is less than or reported on your Form W–2 as wages.actual expenses for the year ($325) on Form
equal to the federal rate, the allowance will not 2106. He also enters the reimbursements that
be included in box 1 of your Form W–2. You do were not included in his income ($200). His total
not need to report the related expenses or the deductible expense, before the 50% limit, is Nonaccountable Plans
allowance on your return if your expenses are $125. After he figures the 50% limit on his un-
equal to or less than the allowance. A nonaccountable plan is a reimbursement orreimbursed meals and entertainment, he will

 However, if your actual expenses are more expense allowance arrangement that does notinclude the balance, $63, as an itemized deduc-
than your allowance, you can complete Form meet one or more of the three rules listed earliertion.
2106 and deduct the excess amount on Sched- under Accountable Plans.
ule A (Form 1040). If you are using actual ex- In addition, even if your employer has an
penses, you must be able to prove to the IRS the Returning Excess accountable plan, the following payments will be
total amount of your expenses and reimburse- treated as being paid under a nonaccountableReimbursements
ments for the entire year. If you are using the plan.
standard meal allowance or the standard mile- Under an accountable plan, you are required to
age rate, you do not have to prove that amount. return any excess reimbursement for your busi- 1) Excess reimbursements you fail to return

ness expenses to the person paying the reim- to your employer.
Example. Nicole drives 10,000 miles a year b u r s e m e n t  o r  a l l o w a n c e .  E x c e s s

2) Reimbursement of nondeductible ex-for business. Under her employer’s accountable reimbursement means any amount for which
penses related to your employer’s busi-plan, she accounts for the time (dates), place, you did not adequately account within a reason-
ness. See Reimbursement ofand business purpose of each trip. Her em- able period of time. For example, if you received
nondeductible expenses earlier under Ac-ployer pays her a mileage allowance of 20 cents a travel advance and you did not spend all the
countable Plans.a mile. money on business-related expenses, or if you

Since Nicole’s $3,600 expenses computed do not have proof of all your expenses, you have If you are not sure if the reimbursement or
under the standard mileage rate (10,000 miles × an excess reimbursement. expense allowance arrangement is an account-
36 cents) are more than her $2,000 reimburse- “Adequate accounting” and “reasonable pe- able or nonaccountable plan, ask your em-
ment (10,000 miles × 20 cents), she itemizes her riod of time” were discussed earlier. ployer.
deductions to claim the excess expenses. Ni-
cole completes Form 2106 (showing all of her Travel advance. You receive a travel ad- Reporting your expenses under a nonac-expenses and reimbursements) and enters vance if your employer provides you with an countable plan. Your employer will combine$1,600 ($3,600 − $2,000) as an itemized deduc- expense allowance before you actually have the the amount of any reimbursement or other ex-tion. expense, and the allowance is reasonably ex- pense allowance paid to you under a nonac-

pected to be no more than your expense. UnderAllowance MORE than the federal rate. If countable plan with your wages, salary, or other
an accountable plan, you are required to ade-your allowance is more than the federal rate, pay. Your employer will report the total in box 1
quately account to your employer for this ad-your employer must include the allowance of your Form W–2.
vance and to return any excess within aamount up to the federal rate in box 12 of your  You must complete Form 2106 or 2106–EZ
reasonable period of time.Form W–2. This amount is not taxable. How-

and itemize your deductions to deduct your ex-
ever, the excess allowance will be included in If you do not adequately account for or do not penses for travel, transportation, meals, or en-box 1 of your Form W–2. You must report this return any excess advance within a reasonable tertainment. Your meal and entertainmentpart of your allowance as if it were wage income. period of time, the amount you do not account expenses will be subject to the 50% limit dis-

If your actual expenses are less than or for or return will be treated as having been paid cussed earlier under Entertainment Expenses.equal to the federal rate, you do not complete under a nonaccountable plan (discussed later).
Also, your total expenses will be subject to theForm 2106 or claim any of your expenses on

Unproved amounts. If you do not prove 2%-of-adjusted-gross-income limit that appliesyour return.
that you actually traveled on each day for which to most miscellaneous itemized deductions.However, if your actual expenses are more you received a per diem or car allowance (prov-

than the federal rate, you can complete Form ing the elements described in Table 28–2), you Example. Kim’s employer gives her $500 a2106 and, generally, deduct those excess ex- must return this unproved amount of the travel month ($6,000 for the year) for her businesspenses. You must report on Form 2106 your advance within a reasonable period of time. If expenses. Kim does not have to provide anyreimbursements up to the federal rate (as shown you do not do this, the unproved amount is proof of her expenses to her employer, and Kimin box 12 of your Form W–2) and all your ex- considered paid under a nonaccountable plan can keep any funds that she does not spend.penses. You should be able to prove these (discussed later). Kim is being reimbursed under a nonac-amounts to the IRS.
countable plan. Her employer will include thePer diem allowance MORE than federal
$6,000 on Kim’s Form W–2 as if it were wages.rate. If your employer’s accountable plan paysExample. Joe lives and works in Austin. His
If Kim wants to deduct her business expenses,you an allowance that is higher than the federalemployer sent him to San Diego for 4 days and
she must complete Form 2106 or 2106–EZ andrate, you do not have to return the differencepaid the hotel directly for Joe’s hotel bill. The

between the two rates for the period you canemployer reimbursed Joe $60 a day for his itemize her deductions.
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employee business expenses on lines 3 and 4,Table 28–3. Reporting Travel, Entertainment, Gift, and Car Expenses and
Column A, of Form 2106 or lines 3 and 4 of FormReimbursements
2106–EZ. Do not include expenses for meals
and entertainment on those lines. Line 4 is for
expenses such as gifts, educational expenses

IF the type of reimbursement (or THEN the employer AND the employee (tuition and books), office-in-the-home ex-
other expense allowance) reports on Form reports on penses, and trade and professional publica-

arrangement is under: W–2: Form 2106: * tions.

An accountable plan with: If line 4 expenses are the only ones you
are claiming, you received no reim-

Actual expense reimbursement: No amount. No amount. bursements (or the reimbursements
TIP

Adequate accounting made and excess were all included in box 1 of your Form W–2),
returned. and the Special Rules discussed later do not

apply to you, do not complete Form 2106 orActual expense reimbursement: The excess amount No amount.
2106–EZ. Claim these amounts directly on lineAdequate accounting and return of as wages in box 1.
20 of Schedule A (Form 1040). List the type andexcess both required but excess not
amount of each expense on the dotted lines andreturned.
include the total on line 20.

Per diem or mileage allowance up to No amount. All expenses and
Meal and entertainment expenses. Showthe federal rate: reimbursements only
the full amount of your expenses forAdequate accounting made and excess if excess expenses
business-related meals and entertainment onreturned. are claimed.
line 5, Column B, of Form 2106. Include mealsOtherwise, form is not
while away from your tax home overnight andfiled.
other business meals and entertainment. Enter

Per diem or mileage allowance up to The excess amount No amount. 50% of the line 8 meal and entertainment ex-
the federal rate: as wages in box 1. penses on line 9, Column B, of Form 2106.
Adequate accounting and return of The amount up to If you file Form 2106–EZ, enter the full
excess both required but excess not the federal rate is amount of your meals and entertainment on the
returned. reported only in box line to the left of line 5 and multiply the total by

50%. Enter the result on line 5.12—it is not
reported in box 1. Hours of service limits. If you are subject

to the Department of Transportation’s “hours ofPer diem or mileage allowance exceeds The excess amount All expenses (and
service” limits, use 65% instead of 50%.the federal rate: as wages in box 1. reimbursement

Adequate accounting up to the federal The amount up to reported on Form
Reimbursements. Enter on line 7 of Formrate only and excess not returned. the federal rate is W–2, box 12) only if
2106 the amounts your employer (or third party)reported only in box expenses in excess of
reimbursed you that were not included in box 1

12—it is not the federal rate are of your Form W–2. (You cannot use Form
reported in box 1. claimed. Otherwise, 2106–EZ.) This includes any reimbursement re-

form is not required. ported under code L in box 12 of Form W–2.

A nonaccountable plan with: Allocating your reimbursement. If you
were reimbursed under an accountable plan andEither adequate accounting or return of The entire amount All expenses.
want to deduct excess expenses that were notexcess, or both, not required by plan as wages in box 1. reimbursed, you may have to allocate your reim-
bursement. This is necessary if your employerNo reimbursement plan: The entire amount All expenses.
pays your reimbursement in the following man-as wages in box 1.
ner:

* You may be able to use Form 2106–EZ. See Completing Forms 2106 and 2106–EZ.
1) Pays you a single amount that covers

meals and/or entertainment, as well as
other business expenses, and3) If you claim car expenses, you use theCompleting Forms

standard mileage rate. 2) Does not clearly identify how much is for2106 and 2106–EZ deductible meals and/or entertainment.
Car expenses. If you used a car to perform

This section briefly describes how employees You must allocate the reimbursement so thatyour job as an employee, you may be able to
complete Forms 2106 and 2106–EZ. Table you know how much to enter in Column A anddeduct certain car expenses. These are gener-
28–3 explains what the employer reports on Column B of line 7 of Form 2106.ally figured in Part II of Form 2106, and then
Form W–2 and what the employee reports on claimed on line 1, Column A, of Part I of Form
Form 2106. The instructions for the forms have Example. Rob’s employer paid him an ex-2106. Car expenses using the standard mileage
more information on completing them. pense allowance of $5,000 this year under anrate can also be figured on Form 2106–EZ by

accountable plan. The $5,000 payment con-completing Part II and line 1 of Part I.
Form 2106–EZ. You may be able to use the sisted of $2,000 for airfare and $3,000 for enter-

Transportation expenses. Show your trans-shorter Form 2106–EZ to claim your employee tainment and car expenses. The employer did
portation expenses that did not involve overnightbusiness expenses. You can use this form if you not clearly show how much of the $3,000 was for
travel on line 2, Column A, of Form 2106 or onmeet all 3 of the following conditions. the cost of deductible entertainment. Rob actu-
line 2, Part I, of Form 2106–EZ. Also include on ally spent $6,500 during the year ($2,000 for
this line business expenses you have for parking1) You are an employee deducting expenses airfare, $2,000 for entertainment, and $2,500 for
fees and tolls. Do not include expenses of oper-attributable to your job. car expenses).
ating your car or expenses of commuting be- Since the airfare allowance was clearly iden-2) You were not reimbursed by your em- tween your home and work. tified, Rob knows that $2,000 of the paymentployer for your expenses (amounts in-

goes in Column A, line 7 of Form 2106. Tocluded in box 1 of your Form W–2 are not Employee business expenses other than
allocate the remaining $3,000, Rob uses theconsidered reimbursements). meals and entertainment. Show your other
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worksheet from the instructions for Form 2106. expenses whether or not they itemize their other the federal rate (explained earlier under Per
His completed worksheet follows. deductions on Schedule A (Form 1040). Diem and Car Allowances).

Fee-basis officials are persons who are em- Member of a reserve component. You are1. Enter the total amount of ployed by a state or local government and who a member of a reserve component of the Armedreimbursements your employer gave are paid in whole or in part on a fee basis. They Forces of the United States if you are in theyou that were not reported to you in can deduct their business expenses in perform- Army, Navy, Marine Corps, Air Force, or Coastbox 1 of Form W–2 . . . . . . . . . . . $3,000 ing services in that job as an adjustment to gross Guard Reserve, the Army National Guard of the2. Enter the total amount of your income rather than as a miscellaneous itemized United States, the Air National Guard of theexpenses for the periods covered by deduction. United States, or the Reserve Corps of the Pub-this reimbursement . . . . . . . . . . . . 4,500
If you are a fee-basis official, include your lic Health Service.3. Of the amount on line 2, enter your

employee business expenses from line 10 oftotal expense for meals and How to report. If you have reserve-relatedForm 2106 or line 6 of Form 2106–EZ in theentertainment . . . . . . . . . . . . . . . 2,000
travel that takes you more than 100 miles fromtotal on line 33 of Form 1040. Write “FBO” and4. Divide line 3 by line 2. Enter the
home, you should first complete Form 2106 orthe amount of your employee business ex-result as a decimal (rounded to at
Form 2106–EZ. Then include your expenses forpenses in the space to the left of line 33 of Formleast three places) . . . . . . . . . . . . .444
reserve travel over 100 miles from home, up to1040.5. Multiply line 1 by line 4. Enter the
the federal rate, from line 10 of Form 2106 or lineresult here and in Column B, line 7 1,332
6 of Form 2106–EZ in the total on line 33 ofExpenses of certain performing artists. If6. Subtract line 5 from line 1. Enter the
Form 1040. Write “RC” and the amount of theseresult here and in Column A, line 7 $1,668 you are a performing artist, you may qualify to
expenses in the space to the left of line 33 ofdeduct your employee business expenses as anOn line 7 of Form 2106, Rob enters $3,668 Form 1040. Subtract this amount from the totaladjustment to gross income rather than as a($2,000 airfare and $1,668 of the $3,000) in on line 10 of Form 2106 or line 6 of Formmiscellaneous itemized deduction. To qualify,Column A and $1,332 (of the $3,000) in Column 2106–EZ and deduct the balance as an item-you must meet all of the following requirements. B. ized deduction on line 20 of Schedule A (Form

1) During the tax year, you perform services 1040).After you complete the form. After you have in the performing arts as an employee for You cannot deduct expenses of travel that
completed your Form 2106 or 2106–EZ, follow at least two employers. does not take you more than 100 miles from
the directions on that form to deduct your ex-

home as an adjustment to gross income. In-2) You receive at least $200 each from anypenses on the appropriate line of your tax return.
stead, you must complete Form 2106 ortwo of these employers.For most taxpayers, this is line 20 of Schedule A
2106–EZ and deduct those expenses as an

(Form 1040). However, if you are a government 3) Your related performing-arts business ex- itemized deduction on line 20 of Schedule A
official paid on a fee basis, a performing artist, penses are more than 10% of your gross (Form 1040).
an Armed Forces reservist, or a disabled em- income from the performance of those
ployee with impairment-related work expenses, Impairment-related work expenses of dis-services.
see Special Rules, later. abled employees. If you are an employee

4) Your adjusted gross income is not more with a physical or mental disability, your
Limits on employee business expenses. than $16,000 before deducting these busi- impairment-related work expenses are not sub-
Your employee business expenses may be sub- ness expenses. ject to the 2%-of-adjusted-gross-income limit
ject to any of the three limits described next. that applies to most other employee business
These limits are figured in the following order on Special rules for married persons. If you expenses. After you complete Form 2106 or
the specified form. are married, you must file a joint return unless 2106–EZ, enter your impairment-related work

you lived apart from your spouse at all times expenses from line 10 of Form 2106 or line 6 of1. Limit on meals and entertainment. Cer-
during the tax year. Form 2106–EZ on line 27 of Schedule A (Formtain meal and entertainment expenses are sub-

If you file a joint return, you must figure re- 1040), and identify the type and amount of thisject to a 50% limit. Employees figure this limit on
quirements (1), (2), and (3) separately for both expense on the dotted line next to line 27. Enterline 9 of Form 2106 or line 5 of Form 2106–EZ.
you and your spouse. However, requirement (4) your employee business expenses that are un-See 50% Limit under Entertainment Expenses,
applies to your and your spouse’s combined related to your disability from line 10 of Formearlier.
adjusted gross income. 2106 or line 6 of Form 2106–EZ on line 20 of

2. Limit on miscellaneous itemized deduc- Schedule A.Where to report.  If you meet all of thetions. Employees deduct employee business Impairment-related work expenses are yourabove requirements, you should first completeexpenses (as figured on Form 2106 or allowable expenses for attendant care at yourForm 2106 or 2106–EZ. Then you include your2106–EZ) on line 20 of Schedule A (Form workplace and other expenses you have in con-performing-arts-related expenses from line 10 of1040). Most miscellaneous itemized deductions, nection with your workplace that are necessaryForm 2106 or line 6 of Form 2106–EZ in theincluding employee business expenses, are for you to be able to work. For more information,total on line 33 of Form 1040. Write “QPA” andsubject to a 2%-of-adjusted-gross-income limit. see chapter 23.the amount of your performing-arts-related ex-This limit is figured on line 25 of Schedule A
penses in the space to the left of line 33 of Form(Form 1040).
1040. Illustrated Example

3. Limit on total itemized deductions. If If you do not meet all of the above require-
your adjusted gross income (line 35 of Form Bill Wilson is an employee of Fashion Clothingments, you do not qualify to deduct your ex-
1040) is more than $139,500 ($69,750 if you are Co. in Manhattan, NY. In a typical week, Billpenses as an adjustment to gross income.
married filing separately), the total of certain leaves his home on Long Island on MondayInstead, you must complete Form 2106 or
itemized deductions, including employee busi- morning and drives to Albany to exhibit the2106–EZ and deduct your employee business
ness expenses, may be limited. See chapter 22 Fashion line for 3 days to prospective custom-expenses as an itemized deduction on line 20 of
for more information on this limit. ers. Then he drives to Troy to show Fashion’sSchedule A (Form 1040).

new line of merchandise to Town Department
Armed Forces reservists traveling more than Store, an old customer. While in Troy, he talksSpecial Rules
100 miles from home. If you are a member of with Tom Brown, purchasing agent for Town
a reserve component of the Armed Forces of Department Store, to discuss the new line. HeThis section discusses special rules that apply
the United States and you travel more than 100 later takes John Smith of Attire Co. out to dinnerto government officials who are paid on a fee
miles away from home in connection with your to discuss Attire Co.’s buying Fashion’s new linebasis, performing artists, Armed Forces reserv-
performance of services as a member of the of clothing.is ts ,  and d isab led employees wi th
reserves, you can deduct your travel expenses Bill purchased his car on January 3, 2000.impairment-related work expenses.
as an adjustment to gross income rather than as He uses the standard mileage rate for car ex-

Officials paid on a fee basis. Certain fee-ba- a miscellaneous itemized deduction. The pense purposes. He records his total mileage,
sis officials can claim their employee business amount of expenses you can deduct is limited to business mileage, parking fees, and tolls for the
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 Type of Expense Amountyear. Bill timely records his expenses and other not have to account to his employer for the
pertinent information in a travel expense log (not reimbursement, and the $3,600 was included asParking fees and tolls . . . . $ 325
shown). He obtains receipts for his expenses for income in box 1 of his Form W–2.Car expenses . . . . . . . . . . 7,200
lodging and for any other expenses of $75 or Because Bill’s reimbursement was includedMeals . . . . . . . . . . . . . . . 2,632
more. in his income and he is using the standard mile-Lodging, laundry, dry

During the year, Bill drove a total of 25,000 age rate for his car expenses, he files Formcleaning . . . . . . . . . . . . . 8,975
miles of which 20,000 miles were for business. 2106–EZ with his tax return. His filled-in form isEntertainment . . . . . . . . . 1,870
He answers all the questions in Part II of Form shown on the next page.Gifts, education, etc. . . . . . 430
2106-EZ. He figures his car expense to be Total . . . . . . . . . . . . . . . $21,432
$7,200 (20,000 business miles × 36 cents stan-

Bill received an allowance of $3,600 ($300dard mileage rate).
per month) to help offset his expenses. Bill didHis total employee business expenses are

shown in the following table.
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Bill Wilson 555 00 5555Sales

7,200

325

8,975

430

2,251

19,181

4,502

1 3 00

20,000 2,600 2,400

OMB No. 1545-1441

Unreimbursed Employee Business Expenses2106-EZForm

Department of the Treasury
Internal Revenue Service � Attach to Form 1040.

Attachment
Sequence No. 54A

Social security numberYour name Occupation in which you incurred expenses

1Vehicle expense using the standard mileage rate. Complete Part II and multiply line 8a by 36¢ (.36)1

2
Parking fees, tolls, and transportation, including train, bus, etc., that did not involve overnight
travel or commuting to and from work

2

Travel expense while away from home overnight, including lodging, airplane, car rental, etc.
Do not include meals and entertainment

3
3

Business expenses not included on lines 1 through 3. Do not include meals and entertainment4 4

5

Meals and entertainment expenses: $ x 50% (.50) (Employees subject to
Department of Transportation (DOT) hours of service limits: Multiply meal expenses by 65%
(.65) instead of 50%. For details, see instructions.)

5

Total expenses. Add lines 1 through 5. Enter here and on line 20 of Schedule A (Form 1040).
(Fee-basis state or local government officials, qualified performing artists, and individuals with
disabilities: See the instructions for special rules on where to enter this amount.)

6

6

Cat. No. 20604Q Form 2106-EZ (2003)

Part I

Part II

Figure Your Expenses

You May Use This Form Only if All of the Following Apply.

● You are an employee deducting ordinary and necessary expenses attributable to your job. An ordinary expense is one that is
common and accepted in your field of trade, business, or profession. A necessary expense is one that is helpful and
appropriate for your business. An expense does not have to be required to be considered necessary.

● If you are claiming vehicle expense, you are using the standard mileage rate for 2003.

● You do not get reimbursed by your employer for any expenses (amounts your employer included in box 1 of your Form W-2 are
not considered reimbursements).

Information on Your Vehicle. Complete this part only if you are claiming vehicle expense on line 1.

7
8

a
9

10
11a

b

When did you place your vehicle in service for business use? (month, day, year) � / /
Of the total number of miles you drove your vehicle during 2003, enter the number of miles you used your vehicle for:

Do you (or your spouse) have another vehicle available for personal use?
Was your vehicle available for personal use during off-duty hours?
Do you have evidence to support your deduction?
If “Yes,” is the evidence written?

Business
Yes No

b Commuting c Other

Yes No
Yes No
Yes No

(99)

General Instructions
Section references are to the Internal Revenue
Code.

Purpose of Form
You may use Form 2106-EZ instead of Form
2106 to claim your unreimbursed employee
business expenses if you meet all the
requirements listed above Part I.

A Change To Note
Standard mileage rate. The standard mileage
rate is 36 cents for each mile of business use
in 2003.

Recordkeeping
You cannot deduct expenses for travel
(including meals, unless you used the standard
meal allowance), entertainment, gifts, or use of
a car or other listed property, unless you keep
records to prove the time, place, business
purpose, business relationship (for
entertainment and gifts), and amounts of these
expenses. Generally, you must also have

For Paperwork Reduction Act Notice, see back of form.

Caution: You can use the standard mileage rate for 2003 only if: (a) you owned the vehicle and used the standard mileage rate
for the first year you placed the vehicle in service or (b) you leased the vehicle and used the standard mileage rate for the
portion of the lease per iod after 1997.

Additional Information
For more details about employee business
expenses, see:
Pub. 463, Travel, Entertainment, Gift, and Car
Expenses
Pub. 529, Miscellaneous Deductions
Pub. 587, Business Use of Your Home
(Including Use by Daycare Providers)
Pub. 946, How To Depreciate Property

Specific Instructions
Part I—Figure Your Expenses
Line 2. See the line 8b instructions for the
definition of commuting.
Line 3. Enter lodging and transportation
expenses connected with overnight travel
away from your tax home (defined on this
page). You cannot deduct expenses for travel
away from your tax home for any period of
temporary employment of more than 1 year.

Generally, your tax home is your main place
of business or post of duty regardless of
where you maintain your family home. If you
do not have a regular or main place of
business because of the nature of your work,
then your tax home is the place where you
regularly live. If you do not fit in either of these
categories, you are considered an itinerant

2003

Instead of keeping records of your actual
incidental expenses, you can use an optional
method for deducting incidental expenses
only if you did not pay or incur meal expenses
on a day you were traveling away from your
tax home. The amount of the deduction is $2
per day. Incidental expenses include fees and
tips given to porters, baggage carriers,
bellhops, hotel maids, stewards or
stewardesses and others on ships, and hotel
servants in foreign countries. They do not
include expenses for laundry, cleaning and
pressing of clothing, lodging taxes, or the
costs of telegrams or telephone calls. You
cannot use this method on any day that you
use the standard meal allowance (as explained
in the instructions for line 5).

receipts for all lodging expenses (regardless of
the amount) and any other expense of $75 or
more.

Do not include expenses for meals and
entertainment. For more details, including
limits, see Pub. 463.
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taxes using the expenses as business deduc- 2) The requirement serves a business pur-
tions. Then, figure your taxes again using any of pose of your employer, and
the other deductions and credits for which you

3) The education is not part of a program that29. qualify. You may find that a combination of
will qualify you for a new trade or busi-credit(s) and deduction(s) gives you the lowest
ness.tax.

When you get more education than your em-Tax Benefits for
ployer or the law requires, the additional educa-Useful Items
tion can be qualifying education only if itYou may want to see:Work-Related maintains or improves skills required in your
present work. See Education To Maintain orPublication
Improve Skills.Education

❏ 463 Travel, Entertainment, Gift, and Car
Expenses Example. You are a teacher who has satis-

fied the minimum requirements for teaching.❏ 970 Tax Benefits for EducationImportant Change for Your employer requires you to take an additional
Form (and Instructions) college course each year to keep your teaching2003 job. If the courses will not qualify you for a new❏ 2106 Employee Business Expenses

trade or business, they are qualifying education
Standard mileage rate. Generally, if you ❏ 2106–EZ Unreimbursed Employee even if you eventually receive a master’s degree
claim a business deduction for work-related ed- Business Expenses and an increase in salary because of this extra
ucation and you drive your car to and from education.❏ Schedule A (Form 1040) Itemizedschool, the amount you can deduct in 2003 is 36

Deductionscents per mile. See Transportation Expenses
Education To Maintainunder Qualified Education Expenses, for more

information. or Improve Skills
If your education is not required by your em-Qualifying
ployer or the law, it can be qualifying work-re-

Introduction lated education only if it maintains or improvesWork-Related
skills needed in your present work. This couldThis chapter discusses work-related education Education include refresher courses, courses on currentexpenses that you may be able to deduct as
developments, and academic or vocationalbusiness expenses.

You can deduct the costs of qualifying work-re- courses.To claim such a deduction, you must:
lated education as business expenses. This is
education that meets at least one of the follow-1) Be working, Example. You repair televisions, radios,
ing two tests. and stereo systems for XYZ Store. To keep up2) Itemize your deductions on Schedule A

with the latest changes, you take special(Form 1040) if you are an employee, 1) The education is required by your em- courses in radio and stereo service. These
ployer or the law to keep your present3) File Schedule C (Form 1040) or Schedule courses maintain and improve skills required insalary, status, or job. The required educa-F (Form 1040) if you are self-employed, your work.tion must serve a bona fide business pur-and
pose of your employer.

4) Have expenses for education that meet Maintaining skills vs. qualifying for new job.2) The education maintains or improvesthe requirements discussed under Qualify-
Education to maintain or improve skills neededskills needed in your present work.ing Work-Related Education.
in your present work is not qualifying education if

However, even if the education meets one orIf you are an employee, you may be able to it will also qualify you for a new trade or busi-
both of the above tests, it is not qualifyingclaim a deduction for the expenses you pay for ness.
work-related education if it:your work-related education. The deduction you

Temporary absence. If you stop workingare allowed will be the amount by which your
1) Is needed to meet the minimum educa- for a year or less in order to get education towork-related education expenses plus other job

tional requirements of your present trade maintain or improve skills needed in your pres-and certain miscellaneous expenses is greater
or business, or ent work and then return to the same generalthan 2% of your adjusted gross income. See

chapter 30. type of work, your absence is considered tempo-2) Is part of a program of study that will qual-
If you are self-employed, you deduct your rary. Education that you get during a temporaryify you for a new trade or business.

expenses for work-related education directly absence is qualifying education if it maintains or
You can deduct the costs of qualifyingfrom your self-employment income. improves skills needed in your present work.work-related education as a business expenseYour work-related education expenses may

even if the education could lead to a degree.also qualify you for other tax benefits, such as Example. You quit your biology research
Use Figure 29–A (see next page) as a quickthe tuition and fees deduction (see chapter 21) job to become a full-time biology graduate stu-

check to see if your education qualifies.and the Hope and lifetime learning credits (see dent for one year. If you return to work in biology
chapter 37). You may qualify for these other research after completing the courses, the edu-
benefits even if you do not meet the require- Education Required by cation is related to your present work even if you
ments listed above.

do not go back to work with the same employer.Employer or by LawAlso, keep in mind that your work-related
Indefinite absence. If you stop work foreducation expenses may qualify you to claim

Once you have met the minimum educationalmore than one tax benefit. Generally, you may more than a year, your absence from your job is
requirements for your job, your employer or theclaim any number of benefits as long as you use considered indefinite. Education during an in-law may require you to get more education. Thisdifferent expenses to figure each one. definite absence, even if it maintains or im-additional education is qualifying education if all

proves skills needed in the work from which youWhen you figure your taxes, you may three of the following requirements are met.
are absent, is considered to qualify you for awant to compare these tax benefits so
new trade or business. Therefore, it is not quali-you can choose the method(s) that 1) It is required for you to keep your present

TIP

fying education.give you the lowest tax liability. First, figure your salary, status, or job,
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4) Your school makes contributions for you to
a retirement plan other than social security
or a similar program.

Example 1. The law in your state requires
beginning secondary school teachers to have a
bachelor’s degree, including 10 professional ed-
ucation courses. In addition, to keep the job, a
teacher must complete a fifth year of training
within 10 years from the date of hire. If the
employing school certifies to the state Depart-
ment of Education that qualified teachers cannot
be found, the school can hire persons with only 3
years of college. However, to keep their jobs,
these teachers must get a bachelor’s degree
and the required professional education courses
within 3 years.

Under these facts, the bachelor’s degree,
whether or not it includes the 10 professional
education courses, is considered the minimum
educational requirement for qualification as a
teacher in your state.

If you have all the required education except
the fifth year, you have met the minimum educa-
tional requirements. The fifth year of training is
qualifying education unless it is part of a pro-
gram of study that will qualify you for a new trade
or business.

Example 2. Assume the same facts as in
Example 1 except that you have a bachelor’s
degree and only six professional education
courses. The additional four education courses
can be qualifying education. Although you do
not have all the required courses, you have
already met the minimum educational require-
ments.

Example 3. Assume the same facts as in

Figure 29-A. Does Your Work-Related Education Qualify?

Start Here

Yes

Is the education required
by your employer or the
law to keep your present
salary, status, or job?

Does the requirement
serve a bona fide
business requirement of
your employer?

Is the education needed to meet
the minimum educational
requirements of your present
trade or business?

Is the education part of a
program of study that will
qualify you for a new
trade or business?

Does the education
maintain or improve skills
needed in your present
work?

Your education is not
qualifying work-related
education.

�

No

�

No

�

�

No

Yes

Yes

No

�

Yes

�

Yes

�

Your education is
qualifying work-related
education.

�
�

No
�

Example 1, except that you are hired with only 3
years of college. The courses you take that leadthough your college engineering courses im-Education To Meet
to a bachelor’s degree (including those in edu-prove your skills in your present job, they are

Minimum Requirements cation) are not qualifying education. They arealso needed to meet the minimum job require-
needed to meet the minimum educational re-ments for a full-time engineer. The education is

Education you need to meet the minimum edu- quirements for employment as a teacher.not qualifying education.
cational requirements for your present trade or
business is not qualifying work-related educa- Example 4. You have a bachelor’s degreeExample 2. You are an accountant and you
tion. The minimum educational requirements and you work as a temporary instructor at ahave met the minimum educational require-

university. At the same time, you take graduatements of your employer. Your employer laterare determined by:
courses toward an advanced degree. The ruleschanges the minimum educational requirements

1) Laws and regulations, of the university state that you can become aand requires you to take college courses to keep
faculty member only if you get a graduate de-your job. These additional courses can be quali-2) Standards of your profession, trade, or
gree. Also, you can keep your job as an instruc-fying education because you have already satis-business, and
tor only as long as you show satisfactoryfied the minimum requirements that were in

3) Your employer. progress toward getting this degree. You haveeffect when you were hired.
not met the minimum educational requirementsOnce you have met the minimum educa-
to qualify you as a faculty member. The gradu-

tional requirements that were in effect when you
ate courses are not qualifying education.Requirements for Teacherswere hired, you do not have to meet any new

minimum educational requirements. This means Certification in a new state. Once you haveStates or school districts usually set the mini-
met the minimum educational requirements forthat if the minimum requirements change after mum educational requirements for teachers.
teachers for your state, you are considered toyou were hired, any education you need to meet The requirement is the college degree or the
have met the minimum educational require-the new requirements can be qualifying educa- minimum number of college hours usually re-
ments in all states. This is true even if you musttion. quired of a person hired for that position.
get additional education to be certified in an-If there are no requirements, you will haveYou have not necessarily met the mini- other state. Any additional education you needmet the minimum educational requirementsmum educational requirements of your is qualifying education. You have already metwhen you become a faculty member. You gen-trade or business simply because youCAUTION

!
the minimum requirements for teaching. Teach-erally will be considered a faculty member whenare already doing the work. ing in another state is not a new trade or busi-one or more of the following occurs. 
ness.

Example 1. You are a full-time engineering 1) You have tenure.
student. Although you have not received your Example. You hold a permanent teaching

2) Your years of service count toward ob-degree or certification, you work part time as an certificate in State A and are employed as a
taining tenure.engineer for a firm that will employ you as a teacher in that state for several years. You move

full-time engineer after you finish college. Al- 3) You have a vote in faculty decisions. to State B and are promptly hired as a teacher.
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You are required, however, to complete certain Attendance not on a temporary basis. You
do not go to school on a temporary basis if any ofprescribed courses to get a permanent teaching Qualified Education the following situations apply to you.certificate in State B. These additional courses

are qualifying education because the teaching Expenses 1) Your attendance is not realistically ex-position in State B involves the same general
pected to last 1 year or less. It does notkind of work for which you were qualified in State If your education meets the requirements de- matter how long you actually attend.A.

scribed earlier under Qualifying Work-Related
2) Your attendance at school is realisticallyEducation, you can generally deduct your edu-

expected to last more than 1 year. It doescation expenses as business expenses. If you
not matter how long you actually attend.are not self-employed, you can deduct businessEducation That

expenses only if you itemize your deductions. 3) Initially your attendance at school is realis-Qualifies You for a
tically expected to last 1 year or less, butYou cannot deduct expenses related to

New Trade or Business at a later date your attendance is reasona-tax-exempt and excluded income.
bly expected to last more than 1 year.

Education that is part of a program of study that Your attendance will not be consideredDeductible expenses. The following educa-
will qualify you for a new trade or business is not temporary after the date you determine ittion expenses can be deducted.
qualifying work-related education. This is true will last more than 1 year.
even if you do not plan to enter that trade or 1) Tuition, books, supplies, lab fees, and sim-
business. ilar items.

If you are an employee, a change of duties Deductible Transportation2) Certain transportation and travel costs.that involves the same general kind of work is
Expensesnot a new trade or business. 3) Other education expenses, such as costs

of research and typing when writing a pa- If you are regularly employed and go directly
Example 1. You are an accountant. Your per as part of an educational program. from home to school on a temporary basis, you

employer requires you to get a law degree at can deduct the round-trip costs of transportation
your own expense. You register at a law school between your home and school. This is trueNondeductible expenses. Qualified educa-for the regular curriculum that leads to a law regardless of the location of the school, thetion expenses do not include personal or capitaldegree. Even if you do not intend to become a distance traveled, or whether you attend schoolexpenses. For example, you cannot deduct thelawyer, the education is not qualifying because on nonwork days.dollar value of vacation time or annual leave youthe law degree will qualify you for a new trade or Transportation expenses include the actualtake to attend classes. This amount is a per-business. costs of bus, subway, cab, or other fares, as wellsonal expense.

as the costs of using your car. Transportation
Example 2. You are a general practitioner Unclaimed reimbursement. If you do not expenses do not include amounts spent for

of medicine. You take a 2-week course to review claim reimbursement that you are entitled to travel, meals, or lodging while you are away
developments in several specialized fields of receive from your employer, you cannot deduct from home overnight.
medicine. The course does not qualify you for a the expenses that apply to the reimbursement.
new profession. It is qualifying education be- Example 1. You regularly work in a nearby
cause it maintains or improves skills required in Example. Your employer agrees to pay town, and go directly from work to home. You
your present profession. also attend school every work night for 3 monthsyour education expenses if you file a voucher

to take a course that improves your job skills.showing your expenses. You do not file a
Example 3. While working in the private Since you are attending school on a temporaryvoucher, and you do not get reimbursed. Be-

practice of psychiatry, you enter a program to basis, you can deduct your daily round-tripcause you did not file a voucher, you cannot
study and train at an accredited psychoanalytic transportation expenses in going between homededuct the expenses on your tax return.
institute. The program will lead to qualifying you and school. This is true regardless of the dis-
to practice psychoanalysis. The psychoanalytic tance traveled.Transportation Expensestraining does not qualify you for a new profes-
sion. It is qualifying education because it main- Example 2. Assume the same facts as inIf your education qualifies, you can deduct localtains or improves skills required in your present Example 1 except that on certain nights you gotransportation costs of going directly from workprofession. directly from work to school and then home. You

to school. If you are regularly employed and go
can deduct your transportation expenses from

to school on a temporary basis, you can also your regular work site to school and then home.
deduct the costs of returning from school toBar or CPA Review Course
home. Example 3. Assume the same facts as in

Review courses to prepare for the bar examina- Example 1 except that you attend the school for
tion or the certified public accountant (CPA) ex- Attendance on a temporary basis. You go to 9 months on Saturdays, nonwork days. Since
amination are not qualifying education. They are school on a temporary basis or are considered you are attending school on a temporary basis,
part of a program of study that can qualify you to go on a temporary basis if either of the follow- you can deduct your round-trip transportation
for a new profession. ing situations applies to you. expenses in going between home and school.

1) Your attendance at school is realistically Example 4. Assume the same facts as in
expected to last 1 year or less and doesTeaching and Related Duties Example 1 except that you attend classes twice
indeed last for 1 year or less. a week for 15 months. Since your attendance inAll teaching and related duties are considered

school is not considered temporary, you cannot2) Initially your attendance at school is realis-the same general kind of work. A change in
deduct your transportation expenses in goingtically expected to last 1 year or less, butduties in any of the following ways is not consid-
between home and school. If you go directlyat a later date your attendance is reasona-ered a change to a new business. 
from work to school, you can deduct thebly expected to last more than 1 year.
one-way transportation expenses of going fromYour attendance will be considered tempo-1) Elementary school teacher to secondary
work to school. If you go from work to home torary up to the date you determine it will lastschool teacher.
school and return home, your transportation ex-more than 1 year.

2) Teacher of one subject, such as biology, to penses cannot be more than if you had gone
Note: If you are in either situation described inteacher of another subject, such as art. directly from work to school.
(1) or (2) above, your attendance may be con-

3) Classroom teacher to guidance counselor.
sidered not temporary if facts and circum- Using your car. If you use your car (whether

4) Classroom teacher to school administrator. stances indicate otherwise. you own or lease it) for transportation to school,
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you can deduct your actual expenses or use the Example 3. Dave works in Nashville and claim a deduction for those amounts. You must
recently traveled to California to take a 2-week reduce the qualified expenses by the amount ofstandard mileage rate to figure the amount you
seminar. The seminar is qualifying education. any tax-free educational assistance you re-can deduct. The standard mileage rate for 2003

While there, he spent an extra 8 weeks on ceived.is 36 cents per mile. Whichever method you use,
personal activities. The facts, including the extra Tax-free educational assistance could in-you can also deduct parking fees and tolls. See
8-week stay, show that his main purpose was to clude:chapter 28 for information on deducting your
take a vacation.actual expenses of using a car. • Scholarships excludable from gross in-Dave cannot deduct his round-trip airfare or

come (see chapter 1 of Publication 970),his meals and lodging for the 8 weeks. He canTravel Expenses deduct only his expenses for meals (subject to • Pell grants (see chapter 1 of Publication
the 50% limit) and lodging for the 2 weeks he 970),You can deduct expenses for travel, meals (see
attended the seminar.50% Limit on Meals, later), and lodging if: • Employer-provided educational assistance

(see chapter 11 of Publication 970),Cruises and conventions. Certain cruises
1) You travel overnight to obtain qualified ed-

and conventions offer seminars or courses as • Veterans’ educational assistance (seeucation, and part of their itinerary. Even if the seminars or chapter 1 of Publication 970), and
courses are work related, your deduction for2) The main purpose of the trip is to attend a • Any other nontaxable payments (othertravel may be limited. This applies to:work-related course or seminar.

than gifts, bequests, or inheritances) re-
Travel expenses for qualifying work-related edu- ceived for education expenses.1) Travel by ocean liner, cruise ship, or other
cation are treated the same as travel expenses form of luxury water transportation, and
for other employee business purposes. For Do not reduce the qualified expenses by

2) Conventions outside the North Americanmore information, see chapter 28. amounts paid with the student’s:
area.

You cannot deduct expenses for per- • Earnings,
For a discussion of the limits on travel ex-sonal activities, such as sightseeing, • Loans,pense deductions that apply to cruises and con-visiting, or entertaining.CAUTION

!
ventions, see Luxury Water Travel and • Gifts,
Conventions in Publication 463.

• Inheritances, andMainly personal travel. If your travel away
50% limit on meals. You can deduct onlyfrom home is mainly personal, you cannot de- • Personal savings.
50% of the cost of your meals while travelingduct all of your expenses for travel, meals, and
away from home to obtain qualifying education.lodging. You can deduct only your expenses for Also, do not reduce the qualified expenses by
You cannot have been reimbursed for thelodging and 50% of your expenses for meals any scholarship reported as income on the
meals.during the time you attend the qualified educa- student’s return or any scholarship which, by its

 Employees must use Form 2106 or Formtional activities. terms, cannot be applied to qualified tuition and
2106–EZ to apply the 50% limit.Whether a trip’s purpose is mainly personal related expenses.

or educational depends upon the facts and cir-
cumstances. An important factor is the compari- Travel as Educationson of time spent on personal activities with time
spent on educational activities. If you spend You cannot deduct the cost of travel as a form of Reimbursements
more time on personal activities, the trip is con- education, even if it is directly related to your
sidered mainly educational only if you can show duties in your work or business. How you treat reimbursements depends on the
a substantial nonpersonal reason for traveling to arrangement you have with your employer.
a particular location. Example. You are a French language There are two basic types of reimbursement

teacher. While on sabbatical leave granted for arrangements — accountable plans and
Example 1. John works in Newark, New travel, you traveled through France to improve nonaccountable plans. You can tell the type of

Jersey. He traveled to Chicago to take a deducti- your knowledge of the French language. You plan you are reimbursed under by the way the
ble 1-week course at the request of his em- chose your itinerary and most of your activities reimbursement is reported on your Form W–2.
ployer. His main reason for going to Chicago to improve your French language skills. You For information about how to treat reim-
was to take the course. cannot deduct your travel expenses as educa- bursements under both accountable and nonac-

While there, he took a sightseeing trip, enter- tion expenses. This is true even if you spent countable plans, see Reimbursements in
tained some friends, and took a side trip to most of your time learning French by visiting chapter 28.

French schools and families, attending moviesPleasantville for a day.
or plays, and engaging in similar activities.Since the trip was mainly for business, John

can deduct his round-trip airfare to Chicago. He
cannot deduct his transportation expenses of Deducting BusinessNo Double Benefit Allowed
going to Pleasantville. He can deduct only the
meals (subject to the 50% limit) and lodging You cannot do any of the following. Expenses
connected with his educational activities. • Deduct work-related education expenses

Self-employed persons and employees reportas business expenses if you deduct theseExample 2. Sue works in Boston. She went business expenses differently.expenses under any other provision of theto a university in Michigan to take a course for The following information explains whatlaw, for example, as a tuition and fees de-work. The course is qualifying education. forms you must use to deduct the cost of yourduction. See chapter 21.
qualifying education as a business expense.She took one course, which is one-fourth of a

• Deduct work-related education expensesfull course load of study. She spent the rest of
paid with tax-free scholarship, grant, orthe time on personal activities. Her reasons for Self-Employed Personsemployer-provided educational assis-taking the course in Michigan were all personal.
tance. See Adjustments to Qualified Ex-Sue’s trip is mainly personal because If you are self-employed, you must report the
penses, next.three-fourths of her time is considered personal cost of your qualifying work-related education on

time. She cannot deduct the cost of her the appropriate form used to report your busi-
round-trip train ticket to Michigan. She can de- ness income and expenses (generally ScheduleAdjustments to Qualified Expenses
duct one-fourth of the meals (subject to the 50% C, C–EZ, or F). If your educational expenses
limit) and lodging costs for the time she attended If you pay qualified work-related education ex- include expenses for a car or truck, travel, or
the university. penses with certain tax-free funds, you cannot meals, report those expenses the same way you
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report other business expenses for those items. If you meet both of these requirements, enter ments described earlier under Form not re-
See the instructions for the form you file for the expenses directly on line 20 of Schedule A quired.
information on how to complete it. (Form 1040). (Special rules for expenses of cer- For more information on qualified performing

tain performing artists and fee-basis officials and artists, see Publication 463.
for impairment-related work expenses are ex-Employees
plained later.)

Impairment-Related WorkIf you are an employee, you can deduct the cost Using Form 2106–EZ. This form is shorter
of qualifying work-related education only if you Expensesand easier to use than Form 2106. Generally
were not reimbursed by your employer or if the you can use this form if:

If you are disabled and have impairment-relatedcosts were more than the reimbursement from a
• All reimbursements, if any, were included work expenses that are necessary for you to benonaccountable plan included in box 1 of your

in box 1 of your Form W-2, and able to get qualifying work-related education,Form W–2.
you can deduct these expenses on line 27 ofIn order to deduct the cost of your qualifying • You are using the standard mileage rate if

work-related education as a business expense, Schedule A (Form 1040). They are not subject toyou are claiming vehicle expenses.
include the amount with your deduction for any the 2%-of-adjusted-gross-income limit. To de-
other employee business expenses on line 20 of duct these expenses, you must complete FormIf you do not meet both of these requirements,
Schedule A (Form 1040). (Special rules for ex- 2106 or 2106–EZ, even if you meet the require-use Form 2106.
penses of certain performing artists and fee-ba- ments, described earlier, under Form not re-
sis officials and for impairment-related work quired.Performing Artists andexpenses are explained later.) This deduction is For more information on impairment-related
subject to the 2%-of-adjusted-gross-income Fee-Basis Officials work expenses, see Publication 463.
limit that applies to most miscellaneous itemized

If you are a qualified performing artist, or a statedeductions. See chapter 30.
(or local) government official who is paid in

Form 2106 or 2106–EZ. To figure your de- whole or in part on a fee basis, you can deduct
duction for employee business expenses, in- the cost of your qualifying work-related educa- Recordkeepingcluding qualifying work-related education, you tion as an adjustment to gross income rather
generally must complete Form 2106 or Form than as an itemized deduction.
2106–EZ. You must keep records as proof of anyInclude the cost of your qualifying education

deduction claimed on your tax return.with any other employee business expenses onForm not required. Do not complete either
Generally, you should keep your rec-RECORDS

line 33 of Form 1040. You do not have to itemizeForm 2106 or Form 2106–EZ if:
ords for 3 years from the date of filing the returnyour deductions on Schedule A (Form 1040),• All reimbursements, if any, were included and claiming the deduction.and, therefore, the deduction is not subject to

in box 1 of your Form W-2, and For specific information about keeping rec-the 2%-of-adjusted-gross-income limit. You
ords of business expenses, see Recordkeeping• You are not claiming travel, transportation, must complete Form 2106 or 2106–EZ to figure
in chapter 28.meal, or entertainment expenses. your deduction, even if you meet the require-
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1040). You can claim the amount of expenses • Malpractice insurance premiums.
that is more than 2% of your adjusted gross • Medical examinations required by an em-
income. You figure your deduction on Schedule

ployer.30. A by subtracting 2% of your adjusted gross in-
• Occupational taxes.come from the total amount of these expenses.

Your adjusted gross income is the amount on • Passport for a business trip.
line 35, Form 1040.Miscellaneous • Subscriptions to professional journals andGenerally, you apply the 2% limit after you

trade magazines related to your work.apply any other deduction limit. For example,
you apply the 50% (or 65%) limit on business-re-Deductions • Travel, transportation, entertainment, gift,
lated meals and entertainment (discussed in and car expenses related to your work.
chapter 28) before you apply the 2% limit. (See chapter 28.)

Deductions subject to the 2% limit are dis-
cussed in the three categories in which youImportant Reminder
report them on Schedule A. Business Liability Insurance

Limit on itemized deductions. For 2003, if 1) Unreimbursed employee expenses (line You can deduct insurance premiums you paidyour adjusted gross income is more than 20). for protection against personal liability for$139,500 ($69,750 if you are married filing sep-
wrongful acts on the job.2) Tax preparation fees (line 21).arately), you may have to reduce the amount of

certain itemized deductions, including most mis- 3) Other expenses (line 22).
cellaneous deductions. See chapter 31 for more Damages for Breachinformation.

Impairment-related work expenses. If you of Employment Contract
have a physical or mental disability, certain ex-

If you break an employment contract, you canpenses you incur that allow you to work may not
deduct damages you pay your former employerbe subject to the 2% limit. See Impairment-Re-Introduction that are attributable to the pay you received fromlated Work Expenses under Deductions Not
that employer.Subject to the 2% Limit, later.This chapter explains which expenses you can

claim as miscellaneous itemized deductions on Performing artists. If you are a qualified per-
Schedule A (Form 1040). You must reduce the forming artist, you may be able to deduct your Depreciation on Computerstotal of most miscellaneous itemized deductions employee business expenses as an adjustment or Cellular Telephonesby 2% of your adjusted gross income. This chap- to income rather than as a miscellaneous item-
ter covers the following topics. ized deduction. See Special Rules in chapter 28 You can claim a depreciation deduction for a

if you need more information about this excep- computer or cellular telephone that you use in• Deductions subject to the 2% limit.
tion. your work as an employee if its use is:• Deductions not subject to the 2% limit.
State and local government officials paid on 1) For the convenience of your employer, and• Expenses you cannot deduct.
a fee basis. If you performed services as an

2) Required as a condition of your employ-employee of a state or local government and you
ment.You must keep records to verify your were paid in whole or in part on a fee basis, you

deductions. You should keep receipts, can claim your trade or business expenses in For more information about the rules and
canceled checks, financial account performing those services as an adjustment toRECORDS

exceptions to the rules affecting the allowable
statements, and other documentary evidence. income, rather than as a miscellaneous deduc- deductions for a home computer or cellular tele-
For more information on recordkeeping, get tion. See Officials Paid on a Fee Basis under phone, see Publication 529.
Publication 552, Recordkeeping for Individuals. Deductions Not Subject to the 2% Limit, later.

Dues to Chambers of CommerceUseful Items Unreimbursed
and Professional SocietiesYou may want to see: Employee Expenses
You may be able to deduct dues paid to profes-(Line 20)Publication
sional organizations (such as bar associations

❏ 529 Miscellaneous Deductions and medical associations) and to chambers ofYou can deduct only unreimbursed employee
commerce and similar organizations, if member-expenses that are:❏ 535 Business Expenses
ship helps you carry out the duties of your job.

1) Paid or incurred during your tax year,❏ 587 Business Use of Your Home Similar organizations include:
(Including Use by Day-Care 2) For carrying on your trade or business of • Boards of trade,Providers) being an employee, and

• Business leagues,❏ 946 How To Depreciate Property 3) Ordinary and necessary.
• Civic or public service organizations,

An expense is ordinary if it is common andForm (and Instructions)
• Real estate boards, andaccepted in your type of trade or business. An

❏ 2106 Employee Business Expenses expense is necessary if it is appropriate and • Trade associations.
helpful to your trade or business.❏ 2106–EZ Unreimbursed Employee

Examples of unreimbursed employee ex-Business Expenses You cannot deduct dues paid to an organiza-
penses are listed next. The list is followed by tion if one of its main purposes is to:
discussions of additional unreimbursed em-

1) Conduct entertainment activities for mem-ployee expenses.
bers or their guests, or• Business bad debt of an employee.Deductions Subject

2) Provide members or their guests with ac-• Education that is work related. (See chap-
cess to entertainment facilities.to the 2% Limit ter 29.)

Dues paid to airline, hotel, and luncheon clubs• Legal fees related to your job.
You can deduct certain expenses as miscellane- are not deductible. See Club Dues under Non-
ous itemized deductions on Schedule A (Form • Licenses and regulatory fees. deductible Expenses, later.
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Lobbying and political activities. You may trip is primarily to look for a new job. The amount You can also deduct assessments for benefit
not be able to deduct that part of your dues that payments to unemployed union members. How-of time you spend on personal activity compared
is for certain lobbying and political activities. See ever, you cannot deduct the part of the assess-to the amount of time you spend in looking for
Dues used for lobbying under Lobbying Ex- ments or contributions that provides funds forwork is important in determining whether the trip
penses, later. the payment of sick, accident, or death benefits.is primarily personal or is primarily to look for a

Also, you cannot deduct contributions to a pen-new job.
sion fund, even if the union requires you to makeEven if you cannot deduct the travel ex-
the contributions.Home Office penses to and from an area, you can deduct the

You may not be able to deduct amounts youexpenses of looking for a new job in your pres-
If you use a part of your home regularly and pay to the union that are related to certain lobby-ent occupation while in the area.
exclusively for business purposes, you may be ing and political activities. See Lobbying Ex-You may choose to use the standard mile-able to deduct a part of the operating expenses penses under Nondeductible Expenses, later.age rate to figure your car expenses. The stan-and depreciation of your home.

dard mileage rate for 2003 is 36 cents per mile.You can claim this deduction for the busi-
See chapter 28 for more information.ness use of a part of your home only if you use Work Clothes and Uniforms

that part of your home regularly and
exclusively: You can deduct the cost and upkeep of work

Licenses and Regulatory Fees clothes if the following two requirements are
1) As your principal place of business for any met.You can deduct the amount you pay each yeartrade or business,

to state or local governments for licenses and 1) You must wear them as a condition of your
2) As a place to meet or deal with your pa- regulatory fees for your trade, business, or pro- employment.

tients, clients, or customers in the normal fession.
course of your trade or business, or 2) The clothes are not suitable for everyday

wear.
3) In the case of a separate structure not

Occupational Taxesattached to your home, in connection with
It is not enough that you wear distinc-

your trade or business.
tive clothing. The clothing must be spe-You can deduct an occupational tax charged at

The regular and exclusive business use cifically required by your employer. Nora flat rate by a locality for the privilege of working CAUTION
!

must be for the convenience of your em- is it enough that you do not, in fact, wear youror conducting a business in the locality. If you
ployer and not just appropriate and helpful in work clothes away from work. The clothing mustare an employee, you can claim occupational
your job. Get Publication 587 for more detailed not be suitable for taking the place of your regu-taxes only as a miscellaneous deduction subject
information and a worksheet. lar clothing.to the 2% limit; you cannot claim them as a

deduction for taxes elsewhere on your return. Examples of workers who may be able to
deduct the cost and upkeep of work clothes are:

Job Search Expenses delivery workers, firefighters, health care work-
Repayment of ers, law enforcement officers, letter carriers,

You can deduct certain expenses you have in professional athletes, and transportation work-Income Aid Paymentlooking for a new job in your present occupation, ers (air, rail, bus, etc.).
even if you do not get a new job. An “income aid payment” is one that is received Musicians and entertainers can deduct the

You cannot deduct job search expenses if: under an employer’s plan to aid employees who cost of theatrical clothing and accessories if they
lose their jobs because of lack of work. If you are not suitable for everyday wear.1) You are looking for a job in a new occupa-
repay a lump-sum income aid payment that you However, work clothing consisting of whitetion,
received and included in income in an earlier cap, white shirt or white jacket, white bib over-

2) There was a substantial break between year, you can deduct the repayment. alls, and standard work shoes, which a painter is
the ending of your last job and your look- required by his union to wear on the job, is not
ing for a new one, or distinctive in character or in the nature of a

Research Expenses of uniform. Similarly, the costs of buying and main-3) You are looking for a job for the first time.
taining blue work clothes worn by a welder at thea College Professor
request of a foreman are not deductible.Employment and outplacement agency fees. If you are a college professor, you can deduct

You can deduct employment and outplacement Protective clothing. You can deduct the costresearch expenses, including travel expenses,
agency fees you pay in looking for a new job in of protective clothing required in your work, suchfor teaching, lecturing, or writing and publishing
your present occupation. as safety shoes or boots, safety glasses, hardon subjects that relate directly to the field of your

hats, and work gloves.Employer pays you back. If, in a later year, teaching duties. You must have undertaken the
Examples of workers who may be required toyour employer pays you back for employment research as a means of carrying out the duties

wear safety items are: carpenters, cement work-agency fees, you must include the amount you expected of a professor and without expectation
ers, chemical workers, electricians, fishing boatreceive in your gross income up to the amount of of profit apart from salary. However, you cannot
crew members, machinists, oil field workers,your tax benefit in the earlier year. (See Recov- deduct the cost of travel as a form of education.
pipe fitters, steamfitters, and truck drivers.eries in chapter 13.)

Employer pays the employment agency. Military uniforms. You generally cannot de-Tools Used in Your WorkIf your employer pays the fees directly to the duct the cost of your uniforms if you are on
employment agency and you are not responsi- full-time active duty in the armed forces. How-Generally, you can deduct amounts you spend
ble for them, you do not include them in your ever, if you are an armed forces reservist, youfor tools used in your work if the tools wear out
gross income. can deduct the unreimbursed cost of your uni-and are thrown away within 1 year from the date

form if military regulations restrict you fromof purchase. You can depreciate the cost ofRésumé. You can deduct amounts you spend
wearing it except while on duty as a reservist. Intools that have a useful life substantially beyondfor typing, printing, and mailing copies of a ré-
figuring the deduction, you must reduce the costthe tax year. For more information about depre-sumé to prospective employers if you are look-
by any nontaxable allowance you receive forciation, get Publication 946.ing for a new job in your present occupation.
these expenses.

Travel and transportation expenses. If you If local military rules do not allow you to wear
travel to an area and, while there, you look for a fatigue uniforms when you are off duty, you canUnion Dues and Expenses
new job in your present occupation, you may be deduct the amount by which the cost of buying

You can deduct dues and initiation fees you payable to deduct travel expenses to and from the and keeping up these uniforms is more than the
for union membership.area. You can deduct the travel expenses if the uniform allowance you receive.
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You can deduct the cost of your uniforms if investment expenses as miscellaneous item-Clerical Help and Office Rent
ized deductions subject to the 2% limit.you are a civilian faculty or staff member of a

You can deduct office expenses, such as rentmilitary school.
and clerical help, that you have in connection Example. You are a member of an invest-
with your investments and collecting the taxable ment club that is formed solely to invest in secur-Tax Preparation Fees income on them. ities. The club is treated as a partnership. The

partnership’s income is solely from taxable divi-(Line 21)
dends, interest, and gains from sales of securi-

Depreciation on ties. In this case, you can deduct your share ofYou can usually deduct tax preparation fees in
the partnership’s operating expenses as miscel-Home Computerthe year you pay them. Thus, on your 2003
laneous itemized deductions subject to the 2%return, you can deduct fees paid in 2003 for

You can deduct depreciation on your home limit. However, if the investment club partner-preparing your 2002 return. These fees include
computer if you use it to produce income (for ship has investments that also produce nontax-the cost of tax preparation software programs example, to manage your investments that pro- able income, you cannot deduct your share of

and tax publications. They also include any fee duce taxable income). You generally must de- the partnership’s expenses that produce the
you paid for electronic filing of your return. preciate the computer using the straight line nontaxable income.

method over the Alternative Depreciation Sys-Deduct expenses of preparing tax schedules
tem (ADS) recovery period. But if you work as anrelating to profit or loss from business (Schedule Publicly offered mutual funds. Publicly of-employee and also use the computer in thatC or C–EZ), rentals or royalties (Schedule E), or fered mutual funds do not pass deductions forwork, see Publication 946.farm income and expenses (Schedule F) on the investment expenses through to shareholders.

appropriate schedule. Deduct the expenses of A mutual fund is “publicly offered” if it is:
preparing the remainder of the return on line 21, Excess Deductions of an Estate 1) Continuously offered pursuant to a publicSchedule A (Form 1040).

offering,
If an estate’s total deductions in its last tax year

2) Regularly traded on an established securi-are more than its gross income for that year, theOther Expenses (Line 22)
ties market, orbeneficiaries succeeding to the estate’s prop-

erty can deduct the excess. Do not include de-You can deduct certain other expenses as mis- 3) Held by or for at least 500 persons at all
ductions for the estate’s personal exemptioncellaneous itemized deductions subject to the times during the tax year.
and charitable contributions when figuring the2%-of-adjusted-gross-income limit. These are

A publicly offered mutual fund will send you aestate’s total deductions. The beneficiaries canexpenses you pay:
Form 1099–DIV, Dividends and Distributions,claim the deduction only for the tax year in
or a substitute form, showing the net amount ofwhich, or with which, the estate terminates,1) To produce or collect income that must be dividend income (gross dividends minus invest-whether the year of termination is a normal year

included in your gross income, ment expenses). This net figure is the amountor a short tax year. For more information, see
you report on your return as income. You cannotTermination of Estate in Publication 559, Survi-2) To manage, conserve, or maintain prop-
deduct investment expenses.vors, Executors, and Administrators.erty held for producing such income, or

3) To determine, contest, pay, or claim a re-
Information returns. You should receive in-fund of any tax. Fees to Collect formation returns from pass-through entities.

Interest and DividendsYou can deduct expenses you pay for the pur-
Partnerships and S corporations. Theseposes in (1) and (2) above only if they are rea-

entities issue Schedule K–1, which lists theYou can deduct fees you pay to a broker, bank,sonably and closely related to these purposes. items and amounts you must report and identi-trustee, or similar agent to collect your taxable
Some of these other expenses are explained in fies the tax return schedules and lines to use.bond interest or dividends on shares of stock.
the following discussions. But you cannot deduct a fee you pay to a broker Nonpublicly offered mutual funds. These

If the expenses you pay produce income that to buy investment property, such as stocks or funds will send you a Form 1099–DIV, or a
bonds. You must add the fee to the cost of theis only partially taxable, see Tax-Exempt Income substitute form, showing your share of gross
property.Expenses, later, under Nondeductible Ex- income and investment expenses. You can

penses. claim the expenses only as a miscellaneousYou cannot deduct the fee you pay to a
itemized deduction subject to the 2% limit.broker to sell securities. You can use the fee

only to figure gain or loss from the sale. See the
Appraisal Fees instructions for columns (d) and (e) of Schedule

Investment Fees and ExpensesD (Form 1040) for information on how to report
You can deduct appraisal fees if you pay them to the fee.
figure a casualty loss or the fair market value of You can deduct investment fees, custodial fees,
donated property. trust administration fees, and other expenses

you paid for managing your investments thatHobby Expenses
produce taxable income.

Certain Casualty and You can generally deduct hobby expenses, but
only up to the amount of hobby income. A hobbyTheft Losses

Legal Expensesis not a business because it is not carried on to
make a profit. See Activity not for profit in chap-You can deduct a casualty or theft loss as a

You can usually deduct legal expenses that youter 13 under Other Income.miscellaneous itemized deduction subject to the
incur in attempting to produce or collect taxable2% limit if you used the damaged or stolen
income or that you pay in connection with the

property in performing services as an employee. determination, collection, or refund of any tax.Indirect Deductions ofFirst report the loss in Section B of Form 4684, You can also deduct legal expenses that are:Pass-Through EntitiesCasualties and Thefts. You may also have to
1) Related to either doing or keeping yourinclude the loss on Form 4797, Sales of Busi- Pass-through entities include partnerships, S

job, such as those you paid to defendness Property, if you are otherwise required to corporations, and mutual funds that are not pub-
yourself against criminal charges arisingfile that form. Your deduction is the amount of licly offered. Deductions of pass-through entities
out of your trade or business,the loss included on lines 32 and 38b of Form are passed through to the partners or sharehold-

4684 and line 18b(1) of Form 4797. For other ers. The partners or shareholders can deduct 2) For tax advice related to a divorce, if the
casualty and theft losses, see chapter 27. their share of passed-through deductions for bill specifies how much is for tax advice
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and it is determined in a reasonable way, miscellaneous itemized deduction subject to the Federal Estate Tax on Income
or 2% limit. For more information about IRAs, see in Respect of a Decedent

chapter 18.3) To collect taxable alimony.
You can deduct the federal estate tax attributa-

You can deduct expenses of resolving tax ble to income in respect of a decedent that you
issues relating to profit or loss from business as a beneficiary include in your gross income.
(Schedule C or C–EZ), rentals or royalties Income in respect of the decedent is gross in-Deductions(Schedule E), or farm income and expenses come that the decedent would have received
(Schedule F) on the appropriate schedule. You had death not occurred and that was not prop-Not Subject todeduct expenses of resolving nonbusiness tax erly includible in the decedent’s final income tax
issues on Schedule A (Form 1040). See Tax return. See Publication 559 for more informa-the 2% LimitPreparation Fees, earlier. tion.

You can deduct the items listed below as miscel-
laneous itemized deductions. They are not sub-Loss on Deposits Gambling Losses Up to the
ject to the 2% limit. Report these items on line

Amount of Gambling Winnings27, Schedule A (Form 1040).For information on whether, and if so, how, you
may deduct a loss on your deposit in a qualified You must report the full amount of your gambling
financial institution, see Deposit in Insolvent or winnings for the year on line 21, Form 1040. YouList of Deductions
Bankrupt Financial Institution in chapter 15. deduct your gambling losses for the year on line

Each of the following items are discussed in 27, Schedule A (Form 1040). You cannot deduct
detail after the list. gambling losses that are more than your win-

Repayments of Income nings.• Amortizable premium on taxable bonds.
You cannot reduce your gambling win-If you had to repay an amount that you included • Casualty and theft losses from nings by your gambling losses and re-in income in an earlier year, you may be able to income-producing property. port the difference. You must report thededuct the amount you repaid. If the amount you CAUTION

!
full amount of your winnings as income and• Federal estate tax on income in respect ofhad to repay was ordinary income of $3,000 or
claim your losses up to the amount of winningsa decedent.less, the deduction is subject to the 2% limit. If it
as an itemized deduction. Therefore, your rec-was more than $3,000, see Repayments Under • Gambling losses up to the amount of gam- ords should show your winnings separately fromClaim of Right under Deductions Not Subject to bling winnings. your losses.the 2% Limit, later.

• Impairment-related work expenses of per-
Diary of winnings and losses. Yousons with disabilities.
must keep an accurate diary or similarRepayments of • Repayments of more than $3,000 under a record of your losses and winnings.RECORDS

Social Security Benefits claim of right. Your diary should contain at least the follow-
ing information.• Unrecovered investment in an annuity.For information on how to deduct your repay-

ments of certain social security benefits, see
Repayments More Than Gross Benefits in chap- 1) The date and type of your specific wagerAmortizable Premiumter 12. or wagering activity.on Taxable Bonds

2) The name and address or location of the
In general, if the amount you pay for a bond is gambling establishment.Safe Deposit Box Rent greater than its stated principal amount, the ex-

3) The names of other persons presentcess is bond premium. You can elect to amortizeYou can deduct safe deposit box rent if you use with you at the gambling establishment.the premium on taxable bonds. The amortizationthe box to store taxable income-producing
of the premium is generally an offset to interest 4) The amount(s) you won or lost.stocks, bonds, or investment-related papers and
income on the bond rather than a separate de-documents. You cannot deduct the rent if you See Publication 529 for more information.duction item.use the box only for jewelry, other personal

Part of the premium on some bonds may beitems, or tax-exempt securities.
a miscellaneous deduction not subject to the 2%

Impairment-Relatedlimit. For more information, see Amortizable
Work ExpensesPremium on Taxable Bonds in Publication 529,Service Charges on

and Bond Premium Amortization in chapter 3 ofDividend Reinvestment Plans If you have a physical or mental disability that
Publication 550, Investment Income and Ex-

limits your being employed, or substantially lim-You can deduct service charges you pay as a penses. its one or more of your major life activities, suchsubscriber in a dividend reinvestment plan.
as performing manual tasks, walking, speaking,These service charges include payments for:
breathing, learning, and working, you can de-Certain Casualty and duct your impairment-related work expenses.1) Holding shares acquired through a plan, Theft Losses Impairment-related work expenses are ordi-

2) Collecting and reinvesting cash dividends, nary and necessary business expenses for at-
You can deduct a casualty or theft loss as aand tendant care services at your place of work and
miscellaneous itemized deduction not subject to for other expenses in connection with your place3) Keeping individual records and providing the 2% limit if the damaged or stolen property of work that are necessary for you to be able todetailed statements of accounts. was income-producing property (property held work.
for investment, such as stocks, notes, bonds,
gold, silver, vacant lots, and works of art). First, Where to report. If you are an employee, you
report the loss in Section B of Form 4684. You enter impairment-related work expenses onTrustee’s Administrative
may also have to include the loss on Form 4797 Form 2106 or Form 2106–EZ. Enter on line 27,Fees for IRA
if you are otherwise required to file that form. Schedule A (Form 1040), that part of the amount
Your deduction is the amount of the loss in-Trustee’s administrative fees that are billed sep- on line 10 of Form 2106, or line 6 of Form
cluded on lines 32 and 38b of Form 4684, andarately and paid by you in connection with your 2106–EZ, that is related to your impairment.
line 18b(1) of Form 4797. For more informationindividual retirement arrangement (IRA) are de- Enter the amount that is unrelated to your im-

ductible (if they are ordinary and necessary) as a on casualty and theft losses, see chapter 27. pairment on line 20, Schedule A (Form 1040).
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• Illegal bribes and kickbacks—See BribesRepayments Under Health Spa Expenses
and kickbacks in chapter 13 of PublicationClaim of Right

You cannot deduct health spa expenses, even if535.
there is a job requirement to stay in excellentIf you had to repay more than $3,000 that you • Losses from the sale of your home, furni- physical condition, such as might be required ofincluded in your income in an earlier year be-

ture, personal car, etc.cause at the time you thought you had an un- a law enforcement officer.
restricted right to it, you may be able to deduct • Personal disability insurance premiums.
the amount you repaid or take a credit against • Personal, living, or family expenses.your tax. See Repayments in chapter 13 for Home Security System
more information. • The value of wages never received or lost

You cannot deduct the cost of a home securityvacation time.
system as a miscellaneous deduction. However,
you may be able to claim a deduction for a homeUnrecovered Investment

Adoption Expenses security system as a business expense if youin Annuity
have a home office. See Home Office underYou cannot deduct the expenses of adopting aA retiree who contributed to the cost of an annu- Unreimbursed Employee Expenses, earlier, andchild, but you may be able to take a credit fority can exclude from income a part of each Security System under Deducting Expenses inthose expenses. See chapter 39.payment received as a tax-free return of the Publication 587.

retiree’s investment. If the retiree dies before the
entire investment is recovered tax free, any un-

Campaign Expensesrecovered investment can be deducted on the Homeowners’ Insurance Premiums
retiree’s final income tax return. See chapter 11 You cannot deduct campaign expenses of a
for more information about the tax treatment of You cannot deduct premiums that you pay orcandidate for any office, even if the candidate ispensions and annuities. that are placed in escrow for insurance on yourrunning for reelection to the office. These in-

home, such as fire and liability or mortgageclude qualification and registration fees for pri-
Officials Paid on a Fee insurance.mary elections.

Basis Legal fees. You cannot deduct legal fees
paid to defend charges that arise from partici- Investment-Related SeminarsIf you are a fee-basis official, you can claim your pation in a political campaign.

expenses in performing services in that job as
You cannot deduct any expenses for attending a

an adjustment to income rather than as a miscel-
convention, seminar, or similar meeting for in-laneous itemized deduction. To qualify as a Check-Writing Fees vestment purposes.fee-basis official, you must be employed by a

on Personal Accountstate or local government and be paid in whole
or in part on a fee basis.

If you have a personal checking account, you Life Insurance Premiums
cannot deduct fees charged by the bank for the

You cannot deduct premiums you pay on yourWhere to report. If you qualify as a fee-basis privilege of writing checks, even if the account
life insurance. You may be able to deduct, asofficial, you should first complete Form 2106 or pays interest.

Form 2106–EZ. Then include your expenses in alimony, premiums you pay on life insurance
performing services in that job (line 10 of Form policies assigned to your former spouse. See
2106 or line 6 of Form 2106–EZ) on line 33 of chapter 20 for information on alimony.Club Dues
Form 1040. Then write “FBO” and the amount of

Generally, you cannot deduct the cost of mem-those expenses on the dotted line next to line 33
of Form 1040. bership in any club organized for business, plea- Lobbying Expenses

sure, recreation, or other social purpose. This
You generally cannot deduct amounts paid orincludes business, social, athletic, luncheon,
incurred for lobbying expenses. These includesporting, airline, hotel, golf, and country clubs.
expenses to:For exceptions, see Dues to Chambers of Com-Nondeductible merce and Professional Societies under Un-
1) Influence legislation,reimbursed Employee Expenses, earlier.Expenses
2) Participate or intervene in any political

campaign for, or against, any candidate forExamples of nondeductible expenses are listed Commuting Expenses public office,next. The list is followed by discussions of addi-
tional nondeductible expenses. You cannot deduct commuting expenses (the 3) Attempt to influence the general public, or

cost of transportation between your home and segments of the public, about elections,
your main or regular place of work). If you haulList of Nondeductible legislative matters, or referendums, or
tools, instruments, or other items, in your car toExpenses 4) Communicate directly with covered execu-and from work, you can deduct only the addi-

tive branch officials in any attempt to influ-tional cost of hauling the items such as the rent
ence the official actions or positions of• Broker’s commissions that you paid in on a trailer to carry the items.
those officials.connection with your IRA or other invest-

ment property. Lobbying expenses also include any amounts
Fines or Penalties• Burial or funeral expenses, including the paid or incurred for research, preparation, plan-

cost of a cemetery lot.  ning, or coordination of any of these activities.
You cannot deduct fines or penalties you pay to

• Capital expenses. Dues used for lobbying. If a tax-exempta governmental unit for violating a law. This
organization notifies you that part of the dues orincludes an amount paid in settlement of your• Fees and licenses, such as car licenses,
other amounts you pay to the organization areactual or potential liability for a fine or penaltymarriage licenses, and dog tags.
used to pay nondeductible lobbying expenses,(civil or criminal). Fines or penalties include• Hobby losses — But see Hobby Ex- you cannot deduct that part. See Lobbying Ex-parking tickets, tax penalties, and penalties de-

penses, earlier. penses in Publication 529 for information onducted from teachers’ paychecks after an illegal
• Home repairs, insurance, and rent. strike. exceptions.
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Lost or Mislaid Political Contributions Tax-Exempt Income Expenses
Cash or Property

You cannot deduct contributions made to a polit- You cannot deduct expenses to produce tax-ex-
empt income. You cannot deduct interest on aical candidate, a campaign committee, or aYou cannot deduct a loss based on the mere
debt incurred or continued to buy or carrydisappearance of money or property. However, newsletter fund. Advertisements in convention
tax-exempt securities.an accidental loss or disappearance of property bulletins and admissions to dinners or programs

If you have expenses to produce both tax-can qualify as a casualty if it results from an that benefit a political party or political candidate
able and tax-exempt income, but you cannotidentifiable event that is sudden, unexpected, or are not deductible.
identify the expenses that produce each type ofunusual. See chapter 27.
income, you must divide the expenses based on
the amount of each type of income to determineExample. A car door is accidentally Professional Accreditation Fees the amount that you can deduct.slammed on your hand, breaking the setting of

your diamond ring. The diamond falls from the You cannot deduct professional accreditation
Example. During the year, you receivedring and is never found. The loss of the diamond fees such as the following.

taxable interest of $4,800 and tax-exempt inter-is a casualty.
est of $1,200. In earning this income, you had1) Accounting certificate fees paid for the ini-
total expenses of $500 during the year. You

tial right to practice accounting. cannot identify the amount of each expense itemLunches With Coworkers
that is for each income item. Therefore, 80%2) Bar exam fees and incidental expenses in

You cannot deduct the expenses of lunches with ($4,800/$6,000) of the expense is for the taxablesecuring admission to the bar.
co-workers, except while traveling away from interest and 20% ($1,200/$6,000) is for the

3) Medical and dental license fees paid to gethome on business. See chapter 28 for informa- tax-exempt interest. You can deduct, subject to
initial licensing.tion on deductible expenses while traveling the 2% limit, expenses of $400 (80% of $500).

away from home.

Travel Expenses forProfessional reputation
Meals While Working Late Another Individual

You cannot deduct expenses of radio and TV
You cannot deduct the cost of meals while work- You generally cannot deduct travel expensesappearances to increase your personal prestige
ing late. However, you may be able to claim a you pay or incur for a spouse, dependent, oror establish your professional reputation.
deduction if the cost of meals is a deductible other individual who accompanies you (or your
entertainment expense, or if you are traveling employee) on business travel. See chapter 28
away from home. See chapter 28 for information for more information on deductible travel ex-Relief Fund Contributions
on deductible entertainment expenses and ex- penses.
penses while traveling away from home. You cannot deduct contributions paid to a pri-

vate plan that pays benefits to any covered em-
Voluntary Unemploymentployee who cannot work because of any injury orPersonal Legal Expenses Benefit Fund Contributionsillness not related to the job.

You cannot deduct personal legal expenses You cannot deduct voluntary unemployment
such as those for the following. benefit fund contributions you make to a unionResidential Telephone Service

fund or a private fund. However, you can deduct1) Custody of children.
contributions as taxes if state law requires you toYou cannot deduct any charge (including taxes)

2) Breach of promise (to marry) suit. make them to a state unemployment fund thatfor basic local telephone service for the first
covers you for the loss of wages from unemploy-3) Civil or criminal charges resulting from a telephone line to your residence, even if it is
ment caused by business conditions.personal relationship. used in a trade or business.

4) Damages for personal injury.
Wristwatches5) Preparation of a title (or defense or perfec- Stockholders’ Meetings

tion of a title). You cannot deduct the cost of a wristwatch,
You cannot deduct transportation and other ex-

even if there is a job requirement that you know6) Preparation of a will.
penses you pay to attend stockholders’ meet- the correct time to properly perform your duties.

7) Property claims or property settlement in a ings of companies in which you own stock but
divorce. have no other interest. You cannot deduct these

expenses even if you are attending the meetingYou cannot deduct these expenses even if a
to get information that would be useful in makingresult of the legal proceeding is the loss of
further investments.income-producing property.
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Are You Subject Which Itemized31. to the Limit? Deductions
You are subject to the limit on certain itemized Are Not Limited?
deductions if your adjusted gross income (AGI)Limit on
is more than $139,500 ($69,750 if you are mar- The following Schedule A (Form 1040) deduc-
ried filing separately). Your AGI is the amount on tions are not subject to the overall limit on item-Itemized line 35 of your Form 1040. ized deductions. However, they are still subject

This limit does not apply to estates or trusts. to other applicable limits.Deductions
• Medical and dental expenses—line 4.

• Investment interest expense—line 13.Which ItemizedIntroduction • Casualty and theft losses from personal
use property—line 19.DeductionsThis chapter discusses the overall limit on item-

ized deductions. The topics include: • Casualty and theft losses fromAre Limited? income-producing property—line 27.• Who is subject to the limit,
• Gambling losses—line 27.The following Schedule A (Form 1040) deduc-• Which itemized deductions are limited,

tions are subject to the overall limit on itemizedand
deductions.• How to figure the limit.

• Taxes—line 9.

How Do You Figure• Interest—lines 10, 11, and 12.Useful Items
You may want to see: • Gifts to charity—line 18. the Limit?

• Job expenses and most other miscellane-Form (and Instructions) If your itemized deductions are subject to theous deductions—line 26.
limit, the total of all your itemized deductions is❏ Schedule A (Form 1040) Itemized • Other miscellaneous deductions—line 27, reduced by the smaller of:Deductions excluding gambling and casualty or theft

losses. 1) 3% of the amount by which your AGI ex-
ceeds $139,500 ($69,750 if married filing
separately), or

2) 80% of your itemized deductions that are
affected by the limit. See Which Itemized
Deductions Are Limited, earlier.

Table 31-1. Itemized Deductions Worksheet—Line 28

1. Enter the total of the amounts from Schedule A, lines 4, 9, 14, 18, 19, 26, and 27
2. Enter the total of the amounts from Schedule A, lines 4, 13, and 19, plus any gambling and casualty

or theft losses included on line 27

3. Is the amount on line 2 less than the amount on line 1?

4. Multiply line 3 above by 80% (.80)
5. Enter the amount from Form 1040, line 36
6. Enter: $139,500 ($69,750 if married filing separately)
7. Is the amount on line 6 less than the amount on line 5?

8. Multiply line 7 above by 3% (.03)
9. Enter the smaller of line 4 or line 8

10. Total itemized deductions. Subtract line 9 from line 1. Enter the result here and on Schedule A,
line 28

Be sure your total gambling and casualty or theft losses are clearly identified on the dotted
lines next to line 27.

1.

2.

3.

9.

10.

4.
5.

6.

7.
8.

No. Your deduction is not limited. Enter the amount from line 1 above on Schedule A,
line 28.

Yes. Subtract line 2 from line 1

No. Your deduction is not limited. Enter the amount from line 1
above on Schedule A, line 28.

Yes. Subtract line 6 from line 5

STOP

STOP

142,140

41,000

101,140
80,912

259,600

139,500

120,100
3,603

3,603

138,537

�

�

Keep for Your Records
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Before you figure the overall limit on itemized completing line 37 of your Form 1040. See chap-
Job expenses—line 26 . . . . . . . . 17,240deductions, you must first complete lines 1 ter 22 for information on how to figure your

through 27 of Schedule A (Form 1040), includ- standard deduction.
Total . . . . . . . . . . . . . . . . . . . . $142,140ing any appropriate forms (such as Form 2106,

Form 4684, etc.). ExampleThe overall limit on itemized deductions is
figured after you have applied any other limit on The Willows’ investment interest expenseFor tax year 2003, Bill and Terry Willow are filingthe allowance of any itemized deduction. These deduction ($41,000 from line 13 of Schedule A)a joint return on Form 1040. Their adjustedother limits include charitable contribution limits is not subject to the overall limit on itemizedgross income is $259,600. Their Schedule A(chapter 26), the limit on certain meals and en- deductions.itemized deductions are as follows:tertainment (chapter 28), and the 2%-of- The Willows use the Itemized Deductions
adjusted-gross-income limit on certain miscella- Worksheet in the Form 1040 instructions for

Taxes—line 9 . . . . . . . . . . . . . . $ 17,900neous deductions (chapter 30). Schedule A to figure their overall limit. Their
completed worksheet is shown as Table 31–1.Itemized Deductions Worksheet. After you Interest—lines 10, 11, and 12 . . . 45,000 Of their $142,140 total itemized deductions,have completed Schedule A (Form 1040)
the Willows can deduct only $138,537through line 27, you can use the Itemized De- Investment interest expense ($142,140 − $3,603). They enter $138,537 onductions Worksheet in the Form 1040 instruc- —line 13 . . . . . . . . . . . . . . . . . 41,000 Schedule A, line 28.tions for Schedule A to figure your limit. Enter

the result on line 28 of Schedule A. Keep the Gifts to charity—line 18 . . . . . . . 21,000
worksheet for your records.

You should compare the amount of
your standard deduction to the amount
of your itemized deductions after ap-

TIP

plying the limit. Use the greater amount when
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Part Six.

The eight chapters in this part explain how to figure your tax and how to figureFiguring Your
the tax of certain children who have more than $1,500 of investment income.
They also discuss tax credits that, unlike deductions are subtracted directlyTaxes and from your tax and reduce your tax, dollar for dollar. Chapter 38 discusses the
earned income credit and how you may be able to get part of the credit paid toCredits you in advance throughout the year.

Credits. After you figure your income tax, de- these other taxes. You can find that information
termine your tax credits. This chapter does not in other chapters of this publication and your
explain whether you are eligible for these cred- form instructions. See the following table for32. its. You can find that information in chapters 34 other taxes you may need to add to your income
through 39 and your form instructions. See the tax.
following table for credits you may be able to
subtract from your income tax.How To Figure OTHER TAXES

See
For information on: chapter:CREDITSYour Tax See Additional taxes on qualified retirement

For information on: chapter: plans and IRAs . . . . . . . . . . . . . . 11, 18
Advance earned income creditAdoption . . . . . . . . . . . . . . . . . . 39

payments . . . . . . . . . . . . . . . . . 38Introduction Child and dependent care . . . . . . 34
Household employment taxes . . . . . 34Child tax credit . . . . . . . . . . . . . . 36

After you have figured your income and deduc- Social security and Medicare tax onEducation . . . . . . . . . . . . . . . . . 37
tions as explained in Parts One through Five, unreported tips . . . . . . . . . . . . . . 7Elderly or disabled . . . . . . . . . . . 35
your next step is to figure your tax. This chapter Uncollected social security andForeign tax . . . . . . . . . . . . . . . . 39
discusses: Medicare tax on tips . . . . . . . . . . 7Mortgage interest . . . . . . . . . . . . 39

Prior year minimum tax . . . . . . . . 39• The general steps you take to figure your Another tax you may have to pay, the alter-
Qualified electric vehicle . . . . . . . 39tax, native minimum tax, is discussed later in thisQualified retirement savings

chapter.• An additional tax you may have to pay contributions . . . . . . . . . . . . . . 39
There are other taxes that are not discussedcalled the alternative minimum tax, and

Some credits (such as the earned income in this publication. These include the following
• The conditions you must meet if you want credit) are not listed above because they are items.

the IRS to figure your tax. treated as payments. See Payments, later.
1) Self-employment tax. You must figure thisThere are other credits that are not dis-

tax if either of the following applies to youcussed in this publication. These include the
(or your spouse if you file a joint return).following items.

• General business credit, which is made up a) Your net earnings from self-employ-Figuring Your Tax of several separate business-related cred- ment from other than church employee
its. These generally are reported on Form income were $400 or more. The term

Your income tax is based on your taxable in- 3800, General Business Credit, and are “net earnings from self-employment”
come. After you figure your income tax, subtract discussed in chapter 4 of Publication 334, may include certain nonemployee com-
your tax credits and add any other taxes you Tax Guide for Small Business. pensation and other amounts reported
may owe. The result is your total tax. Compare to you on Form 1099–MISC, Miscella-• Empowerment zone and renewal commu-your total tax with your total payments to deter- neous Income. If you received a Form

nity employment credit, which is for certainmine whether you are entitled to a refund or owe 1099–MISC, see the Instructions to
employers who are engaged in a businessadditional tax. Recipients on the back. Also see the
in an empowerment zone, a renewal com-This section provides a general outline of instructions for Schedule SE (Form
munity, or the DC zone. See Publicationhow to figure your tax. You can find step-by-step 1040), Self-Employment Tax, and Pub-
954, Tax Incentives for Distressed Com-directions in the instructions for Forms 1040EZ, lication 533, Self-Employment Tax.
munities, and the instructions for Form1040A, and 1040. If you are unsure of which tax
8844, Empowerment Zone and Renewal b) You had church employee income ofform you should file, see Which Form Should I
Community Employment Credit. $108.28 or more.Use? in chapter 1.

• District of Columbia first-time homebuyer
2) Recapture taxes. You may have to payTax. Most taxpayers use either the Tax Table credit, which is for certain persons who

these taxes if you previously claimed anor the Tax Rate Schedules to figure their income buy a main home in the District. See the
education credit, an investment credit, atax. However, there are special methods if your instructions for Form 8859, District of Co-
low-income housing credit, a mortgage in-income includes any of the following items. lumbia First-Time Homebuyer Credit.
terest credit, a new markets credit, a quali-• Capital gains (see chapter 17). • Credit for fuel from a nonconventional fied electric vehicle credit, a credit for

source, which is for the person who sold employer-provided child care facilities, or• Qualified dividends taxed at the capital
the fuel. See the instructions for line 52 of an Indian employment credit. For more in-gains rates (see chapter 17).
Form 1040 and section 29 of the Internal formation about recapture of an education• Lump-sum distributions (see chapter 11).
Revenue Code. credit, see chapter 37. For more informa-

• Farm income (see Schedule J (Form tion about other recapture taxes, see the
1040), Farm Income Averaging). instructions for line 60 of Form 1040.Other taxes. After you subtract your tax cred-

• Investment income over $1,500 for chil- its, determine whether there are any other taxes 3) Section 72(m)(5) excess benefits tax. If
dren under age 14 (see chapter 33). you must pay. This chapter does not explain you are (or were) a 5% owner of a busi-
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Excess social securityness and you received a distribution that • Addition of certain income from incentive
and RRTA tax withheld . . . . . . . 39exceeds the benefits provided for you stock options,

Federal income tax withheld . . . . . 5under the qualified pension or annuity plan • Change in certain passive activity lossHealth coverage tax credit . . . . . . 39formula, you may have to pay this addi-
deductions,Regulated investment companytional tax. See Tax on Excess Benefits in

credit . . . . . . . . . . . . . . . . . . . 39 • Addition of certain depletion that is morechapter 4 of Publication 560, Retirement
Tax paid with extension . . . . . . . . 1 than the adjusted basis of the property,Plans for Small Business (SEP, SIMPLE,

and Qualified Plans). Another credit that is treated as a payment is • Addition of part of the deduction for certain
the credit for federal excise tax paid on fuels. intangible drilling costs, and4) Uncollected social security and Medicare
This credit is for persons who have a nontaxabletax on group-term life insurance. If your • Addition of tax-exempt interest on certainuse of certain fuels, such as diesel fuel andformer employer provides you with more private activity bonds.kerosene. It is claimed on line 67 of Form 1040.than $50,000 of group-term life insurance
See Publication 378, Fuel Tax Credits and Re-coverage, you must pay the employee part
funds, and Form 4136, Credit for Federal Tax More information. For more informationof social security and Medicare taxes on
Paid on Fuels. about the alternative minimum tax, see the in-those premiums. The amount should be

structions for Form 1040, line 42, and Formshown in box 12 of your Form W–2 with
Refund or balance due. To determine 6251, Alternative Minimum Tax—Individuals.codes M and N.
whether you are entitled to a refund or owe

5) Tax on golden parachute payments. This additional tax, compare your total payments with
tax applies if you received an “excess par- your total tax. If you are entitled to a refund, see
achute payment” (EPP) due to a change in your form instructions for information on having Tax Figured by IRSa corporation’s ownership or control. See it directly deposited into your checking or sav-
the instructions for line 60 of Form 1040. ings account instead of receiving a paper check.

If you file by April 15, 2004, you can have the
6) Tax on accumulation distribution of trusts. IRS figure your tax for you on Form 1040EZ,

This applies if you are the beneficiary of a Form 1040A, or Form 1040.
trust that accumulated its income instead If the IRS figures your tax and you paid too
of distributing it currently. See the instruc- Alternative much, you will receive a refund. If you did not
tions for Form 4970, Tax on Accumulation pay enough, you will receive a bill for the bal-
Distribution of Trusts. Minimum Tax ance. To avoid interest or the penalty for late

payment, you must pay the bill within 30 days of7) Additional tax on MSAs. If amounts con-
This section briefly discusses an additional tax the date of the bill or by the due date for yourtributed to, or distributed from, your medi-
you may have to pay. return, whichever is later.cal savings account do not meet the rules

The tax law gives special treatment to somefor these accounts, you may have to pay When the IRS cannot figure your tax. Thekinds of income and allows special deductionsadditional taxes. See Publication 969, IRS cannot figure your tax for you if any of theand credits for some kinds of expenses. Taxpay-Medical Savings Accounts (MSAs), Form following apply.ers who benefit from the law in these ways may8853, Archer MSAs and Long-Term Care
have to pay at least a minimum amount of taxInsurance Contracts, and Form 5329, Ad- 1) You want your refund directly deposited.
through an additional tax. This additional tax isditional Taxes on Qualified Plans (Includ-

2) You want any part of your refund appliedcalled the alternative minimum tax (AMT).ing IRAs) and Other Tax-Favored
to your 2004 estimated tax.You may have to pay the alternative mini-Accounts.

mum tax if your taxable income for regular tax 3) Any of your income for the year was from8) Additional tax on Coverdell ESAs. This ap- purposes, combined with certain adjustments other than wages, salaries, tips, interest,plies if amounts contributed to, or distrib- and tax preference items, is more than: dividends, taxable social security benefits,uted from, your Coverdell ESA do not
unemployment compensation, IRA distri-• $58,000 if your filing status is married filingmeet the rules for these accounts. See
butions, pensions, and annuities.a joint return (or qualifying widow(er) withPublication 970, Tax Benefits for Educa-

dependent child),tion, and Form 5329. 4) Your taxable income is $100,000 or more.
• $40,250 if your filing status is single or9) Additional tax on qualified tuition pro- 5) You itemize deductions.

head of household, orgrams. This applies to amounts distributed
6) You file any of the following forms.from qualified tuition programs that do not • $29,000 if your filing status is married filing

meet the rules for these accounts. See a separate return. a) Form 2555, Foreign Earned Income.
Publication 970 and Form 5329.

b) Form 2555–EZ, Foreign Earned In-
Adjustments and tax preference items. The come Exclusion.Payments. After you determine your total tax, more common adjustments and tax preference

figure the total payments you have already c) Form 4137, Social Security and Medi-items include:
made for the year. Include credits that are care Tax on Unreported Tip Income.
treated as payments. This chapter does not ex- • Addition of personal exemptions,

d) Form 4970, Tax on Accumulation Distri-plain these payments and credits. You can find • Addition of the standard deduction (if bution of Trusts.that information in other chapters of this publica-
claimed),tion and your form instructions. See the follow- e) Form 4972, Tax on Lump-Sum Distribu-

ing table for amounts you can include in your • Addition of itemized deductions claimed tions.
total payments. for state and local taxes, certain interest,

f) Form 6198, At-Risk Limitations.
most miscellaneous deductions, and part
of medical expenses, g) Form 6251, Alternative Minimum Tax—

Individuals.• Subtraction of any refund of state and
local taxes included in gross income, h) Form 8606, Nondeductible IRAs.

PAYMENTS
• Changes to accelerated depreciation of i) Form 8615, Tax for Children Under AgeSee

certain property, 14 With Investment Income of MoreFor information on: chapter:
Than $1,500.• Difference between gain or loss on theChild tax credit (additional) . . . . . . 36

sale of property reported for regular tax j) Form 8814, Parents’ Election To ReportEarned income credit . . . . . . . . . 38
Estimated tax paid . . . . . . . . . . . 5 purposes and AMT purposes, Child’s Interest and Dividends.
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k) Form 8839, Qualified Adoption Ex- your taxable income and your spouse’s taxable If you are filing a joint return, use the space
penses. income. Do not complete line 28. Complete lines under the words “Adjusted Gross Income” on

29 through 33, 37, and 39 through 42 if they the front of your return to separately show yourl) Form 8853, Archer MSAs and
apply to you. Do not fill in lines 30 and 41 if you taxable income and your spouse’s taxable in-Long-Term Care Insurance Contracts.
want the IRS to figure the credits shown on come.
those lines. Also, enter any write-in information Read lines 42 through 67. Fill in the lines that
that applies to you in the space to the left of line apply to you, but do not fill in the “Total” lines.Filing the Return 43. Do not complete lines 35, 36, 38, and 43 Also, do not complete line 54 and lines 68
through 48. through 73. Do not fill in lines 46 and 63 if you

After you complete the line entries for the tax want the IRS to figure the credits shown onCredit for child and dependent careform you are filing, as discussed next, attach the those lines.expenses. If you can take this credit, as dis-peel-off label, enter your social security
Fill in any forms or schedules asked for oncussed in chapter 34, complete Schedule 2 andnumber(s), sign the return, and mail it. If you do

the lines you completed, and attach them to yourattach it to your return. Enter the amount of thenot have a peel-off label, fill in your name and
return.credit on line 29 (Form 1040A). The IRS will notaddress. See chapter 1 for more information.

figure this credit.
Credit for child and dependent care

Credit for the elderly or the disabled. If you expenses. If you can take this credit, as dis-Form 1040EZ Line Entries can take this credit, as discussed in chapter 35, cussed in chapter 34, complete Form 2441 and
attach Schedule 3 (1040A), Credit for the Elderly attach it to your return. Enter the amount of theRead lines 1 through 8 and fill in the lines that or the Disabled for Form 1040A Filers. Print credit on line 45. The IRS will not figure thisapply to you. Do not complete lines 10 through “CFE” next to line 30 (Form 1040A). The IRS will credit.12. If you are filing a joint return, use the space figure this credit for you. On Schedule 3, check

to the left of line 6 to separately show your the box in Part I for your filing status and age.
Credit for the elderly or the disabled. If youtaxable income and your spouse’s taxable in- Complete Part II and lines 11 and 13 of Part III if
can take this credit, as discussed in chapter 35,come. they apply.
attach Schedule R, Credit for the Elderly or the

Earned income credit. If you can take this Earned income credit. If you can take this Disabled. Print “CFE” on the dotted line next to
credit, as discussed in chapter 38, the IRS can

credit, as discussed in chapter 38, the IRS will line 46 of Form 1040. The IRS will figure the
figure it for you. Print “EIC” in the space to the

figure it for you. Print “EIC” to the left of the entry credit for you. On Schedule R check the box in
left of line 8.

space for line 41. If you have a qualifying child, Part I for your filing status and age. Complete
If your credit for any year after 1996 was

you must fill in Schedule EIC, Earned Income Part II and lines 11 and 13 of Part III if they apply.
reduced or disallowed by the IRS, you may also

Credit, and attach it to your return.
have to file Form 8862, Information To Claim

If your credit for any year after 1996 was Earned income credit. If you can take thisEarned Income Credit After Disallowance, with
reduced or disallowed by the IRS, you may also credit, as discussed in chapter 38, the IRS willyour return. For details, see the Form 1040EZ
have to file Form 8862 with your return. For figure it for you. Print “EIC” on the dotted lineinstructions.
details, see the Form 1040A instructions. next to line 63 of Form 1040. If you have a

qualifying child, you must fill in Schedule EIC
and attach it to your return.Form 1040A Line Entries Form 1040 Line Entries If your credit for any year after 1996 was
reduced or disallowed by the IRS, you may alsoRead lines 1 through 27 and fill in the lines that
have to file Form 8862 with your return. Forapply to you. If you are filing a joint return, use Read lines 1 through 40 and fill in the lines
details, see the Form 1040 instructions.the space to the left of line 27 to separately show that apply to you. Do not complete line 41.
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Form (and Instructions) Widowed parent remarried. If a widow or
widower remarries, the new spouse is treated as

❏ 8615 Tax for Children Under Age 14 With
the child’s other parent. The rules explained

Investment Income of More Than
earlier under Custodial parent remarried apply.33. $1,500

❏ 8814 Parents’ Election To Report Child’s
Interest and Dividends

Tax on Parent’s Election
To Report Child’sInvestment Which Parent’s Interest and Dividends

Income of Return To Use
You may be able to elect to include your child’s
interest and dividend income (including capitalIf a child’s parents are married to each other andCertain Minor gain distributions) on your tax return. If you do,file a joint return, use the joint return to figure the
your child will not have to file a return.tax on the investment income of a child under

You can make this election for 2003 only if allage 14. The tax rate and other return informationChildren the following conditions are met.from that return are used to figure the child’s tax
as explained later under Tax for Children Under 1) Your child was under age 14 at the end of
Age 14 Who Have Investment Income of More 2003. (A child born on January 1,1990, isImportant Reminder Than $1,500. considered to be age 14 at the end of

2003. You cannot make the election for
Parent’s election to report child’s interest this child.)Parents Who Do Not File a
and dividends. You may be able to elect to

2) Your child is required to file a return forJoint Returninclude your child’s interest and dividends on
2003, unless you make this election.

your tax return. If you make this election, the
For parents who do not file a joint return, the 3) Your child had income only from interestchild does not have to file a return. See Parent’s
following discussions explain which parent’s tax and dividends (including capital gain distri-Election To Report Child’s Interest and Divi-
return must be used to figure the tax. Only the butions and Alaska Permanent Fund divi-dends, later.
parent whose tax return is used can make the dends).
election described under Parent’s Election To

4) The dividend and interest income was lessReport Child’s Interest and Dividends.
than $7,500.

Parents are married. If the child’s parents fileIntroduction 5) No estimated tax payment was made forseparate returns, use the return of the parent
2003 and no 2002 overpayment was ap-This chapter discusses two special rules that with the greater taxable income.
plied to 2003 under your child’s name andapply to the tax on certain investment income of

Parents not living together. If the child’s social security number.a child under age 14.
parents are married to each other but not living

6) No federal income tax was taken out oftogether, and the parent with whom the child1) If the child’s interest, dividends, and other your child’s income under the backup with-lives (the custodial parent) is considered unmar-investment income total more than $1,500, holding rules.ried, use the return of the custodial parent. If thepart of that income may be taxed at the
custodial parent is not considered unmarried, 7) You are the parent whose return must beparent’s tax rate instead of the child’s tax
use the return of the parent with the greater used when applying the special tax rulesrate. (See Tax for Children Under Age 14
taxable income. for children under age 14. (See WhichWho Have Investment Income of More

For an explanation of when a married person Parent’s Return To Use, earlier.)Than $1,500, later.)
living apart from his or her spouse is considered

These conditions are also shown in Figure2) If the child’s interest and dividend income unmarried, see Head of Household in chapter 2.
33–A.total less than $7,500, the child’s parent

Parents are divorced. If the child’s parentsmay be able to choose to include that in- How to make the election. Make the election
are divorced or legally separated, and the parentcome (including capital gain distributions) by attaching Form 8814 to your Form 1040 or
who had custody of the child for the greater parton the parent’s return rather than file a Form 1040NR. (If you make this election, you
of the year (the custodial parent) has not remar-return for the child. (See Parent’s Election cannot file Form 1040A or Form 1040EZ.) At-
ried, use the return of the custodial parent.To Report Child’s Interest and Dividends, tach a separate Form 8814 for each child for

later.) whom you make the election. You can make theCustodial parent remarried. If the custo-
election for one or more children and not fordial parent has remarried, the stepparent (ratherFor these rules, the term “child” includes a le-
others.than the noncustodial parent) is treated as thegally adopted child and a stepchild. These rules

child’s other parent. Therefore, if the custodialapply whether or not the child is a dependent.
parent and the stepparent file a joint return, use Effect of Making theThese rules do not apply if: that joint return. Do not use the return of the

Electionnoncustodial parent.
1) The child is not required to file a tax return, If the custodial parent and the stepparent are

or The federal income tax on your child’s incomemarried, but file separate returns, use the return
may be more if you make the Form 8814 elec-of the one with the greater taxable income. If the2) Neither of the child’s parents were living at
tion.custodial parent and the stepparent are marriedthe end of the tax year.

but not living together, the earlier discussion Rate may be higher. If you use Form 8814,
under Parents not living together applies. the child’s income may be taxed at a higher rate

Useful Items on your return than it would be on the child’s own
Parents never married. If a child’s parents return.You may want to see:
did not marry each other, but lived together all
year, use the return of the parent with the Deductions you cannot take. By making thePublication
greater taxable income. If the parents did not live Form 8814 election, you cannot take any of the

❏ 929 Tax Rules for Children and together all year, the rules explained earlier following deductions that the child would be enti-
Dependents under Parents are divorced apply. tled to on his or her return.
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come may reduce certain deductions or credits
on your return including the following.

1) Deduction for contributions to a traditional
individual retirement arrangement (IRA).

2) Deduction for student loan interest.

3) Itemized deductions for medical expenses,
casualty and theft losses, and certain mis-
cellaneous expenses.

4) Total itemized deductions.

5) Personal exemptions.

6) Credit for child and dependent care ex-
penses.

7) Child tax credit.

8) Education tax credits.

9) Earned income credit.

Penalty for underpayment of estimated tax.
If you make this election for 2003 and did not
have enough tax withheld or pay enough esti-
mated tax to cover the tax you owe, you may be
subject to a penalty. If you plan to make this
election for 2004, you may need to increase your
federal income tax withholding or your estimated
tax payments to avoid the penalty. See chapter
5 for more information.

Figuring Child’s Income
Use Part I of Form 8814 to figure your child’s
interest and dividend income to report on your
return. Only the amount over $1,500 is added
to your income. This amount is shown on line 6
of Form 8814. Include this amount on line 21 of
Form 1040 or Form 1040NR. Write “Form 8814”
in the space next to line 21. If you file more than
one Form 8814, include the total amounts from
line 6 of all your Forms 8814 on line 21.

Capital gain distributions and qualified
dividends. If your child’s dividend income in-
cluded any capital gain distributions see Capital
gain distributions under Figuring Child’s Income
in Part 2 of Publication 929. If your child’s divi-
dend income included any qualified dividends,
see Qualified dividends under Figuring Child’s
Income in Part 2 of Publication 929.

Figuring Additional Tax
Use Part II of Form 8814 to figure the tax on the
$1,500 of your child’s interest and dividends that
you do not include in your income. This tax is
added to the tax figured on your income.

This additional tax is the smaller of:

1) 10% × (your child’s gross income − $750),
or

2) $75.

Include the amount from line 9 of all your
Forms 8814 in the total on line 41, Form 1040, or
line 39, Form 1040NR. Check box a on Form

Figure 33–A. Can You Include Your Child’s Income On Your Tax
Return?

Start Here

�

Was your child under age 14
at the end of 2003?

Yes

No

�

Is your child required to file a tax return
for 2003 if you do not make this
election?

�
Yes

Was the child’s only income interest and
dividends (including capital gain
distributions and Alaska Permanent Fund
dividends)?

�
Yes

Was the child’s income less than
$7,500?

�
Yes

Did the child make any estimated tax
payments for 2003?

�
No

Did the child have an overpayment of
tax on his or her 2002 return applied to
the 2003 estimated tax?

�
No

Was any federal income tax withheld from
the child’s income (backup withholding)?

�
No

Are you the parent whose return must
be used?*

�
Yes

You can include your child’s income on
your tax return by completing Form 8814
and attaching it to your return. If you do,
your child is not required to file a return.

You cannot include
your child’s income
on your return.

�

No
�

No
�

No
�

Yes
�

Yes
�

Yes
�

No
�

*See Which Parent’s Return To Use

1040, line 41, or Form 1040NR, line 39.
1) The higher standard deduction for a blind 3) Itemized deductions (such as your child’s

child. investment expenses or charitable contri- Illustrated Example
butions).2) The deduction for a penalty on an early

withdrawal of your child’s savings. David and Linda Parks are married and will file
separate tax returns for 2003. Their only child,

Reduced deductions or credits. If you use Philip, is 8. Philip received a Form 1099– INT
Form 8814, your increased adjusted gross in- showing $3,500 taxable interest income. His
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These conditions are also shown in Figure
33–B .

If neither parent was alive on December 31,
2003, do not use Form 8615. Instead, figure
the child’s tax in the normal manner.

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

The following discussions explain the paren-
tal information needed for Form 8615 and the
steps to follow in figuring the child’s tax. Form
8615 is illustrated later.

Providing Parental
Information
(Form 8615, lines A–C)
On lines A and B of Form 8615, enter the
parent’s name and social security number. (If
the parents filed a joint return, enter the name
and social security number listed first on the joint
return.) On line C, check the box for the parent’s
filing status.

See Which Parent’s Return To Use at the
beginning of this chapter for information on
which parent’s return information must be used
on Form 8615.

Parent with different tax year. If the parent
and the child do not have the same tax year,
complete Form 8615 using the information on
the parent’s return for the tax year that ends in
the child’s tax year.

Parent’s return information not known

Figure 33–B. Do You Have To Use Form 8615 To Figure Your
Child’s Tax?

Start Here

�

Was the child under age 14 at the end of 2003?

Yes

No

�

Is the child required to file a tax return for 2003?

�

Yes

Was the child’s investment income more than $1,500?

�

Yes

Use Form 8615 to figure the child’s tax. Attach it to the
child’s return.

�

No
�

No
�

Note: If the child’s parent* chooses to report the child’s income
by filing Form 8814, the child is not required to file a tax return.
Do not use Form 8615. (See Parent’s Election To Report Child’s
Interest and Dividends.)

Do not use
Form 8615 to
figure the
child’s tax.

*See Which Parent’s Return To Use

timely. If the information needed from the
parent’s return is not known by the time the

parents decide to include that income on one of amount is not less than $750, she checks the child’s return is due (usually April 15), you can
their returns so they will not have to file a return “No” box and enters $75 on line 9. This is the tax file the return using estimates.
for Philip. on the first $1,500 of Philip’s income, which You can use any reasonable estimate. This

Linda did not have to add to her income. SheFirst, David and Linda each figure their tax- includes using information from last year’s re-
must add this additional tax to the tax figured onable income (Form 1040, line 40) without regard turn. If you use an estimated amount on Form
her revised taxable income.to Philip’s income. David’s taxable income is 8615, write “Estimated” on the line next to the

The tax on her $61,300 revised taxable in-$41,700 and Linda’s is $59,300. Because her amount.
come is $12,261. She adds $75, and enters thetaxable income is greater, Linda can elect to When you get the correct information, file an
$12,336 total on line 41 of Form 1040, andinclude Philip’s income on her return. See Which amended return on Form 1040X, Amended U.S.
checks box a.Parent’s Return To Use, earlier. Individual Income Tax Return.

Linda attaches Form 8814 to her Form 1040.On Form 8814 (see illustrated form), Linda Instead of using estimated information, you
enters her name and social security number, may want to request an extension of time to file.
then Philip’s name and social security number. Extensions are discussed in chapter 1.
She enters Philip’s taxable interest income,
$3,500, on line 1a. Philip had no tax-exempt Tax for Children Under Step 1. Figuring theinterest income, so she leaves line 1b blank.
Philip did not have any dividends or capital gain Child’s Net InvestmentAge 14 Who Have
distributions, so she leaves lines 2 and 3 blank.

IncomeLinda enters $3,500 on line 4. From that Investment Income of
amount she subtracts the $1,500 base amount (Form 8615, Part I)
shown on line 5 and enters the result, $2,000, on More Than $1,500
line 6. This is the part of Philip’s income that The first step in figuring a child’s tax using Form
Linda must add to her income. 8615 is to figure the child’s net investment in-Part of a child’s 2003 investment income may be

Linda includes the $2,000 in the total on line come. To do that, use Part I of Form 8615.subject to tax at the parent’s tax rate if all of the
21 of her Form 1040 and in the space next to following statements are true.
that line prints “Form 8814 –  $2,000.” Adding Line 1 (investment income). If the child had
that amount to her income increases each of the no earned income, enter on this line the ad-1) The child’s investment income was more
amounts on lines 22, 34, 35, 38, and 40 of her justed gross income shown on the child’s return.than $1,500.
Form 1040 by $2,000. Linda is not claiming any Adjusted gross income is shown on line 35 of

2) The child is required to file a return fordeductions or credits that are affected by the Form 1040, line 22 of Form 1040A, or line 34 of
2003.increase to her income. Therefore, her revised Form 1040NR. Form 1040EZ and Form

taxable income on line 40 is $61,300 ($59,300 + 1040NR-EZ cannot be used if Form 8615 must3) The child was under age 14 at the end of
$2,000). be filed.2003. (A child born on January 1, 1990, is

On Form 8814, Linda subtracts the $750 considered to be age 14 at the end of If the child had earned income, figure the
shown on line 7 from the $3,500 on line 4 and 2003. This child’s investment income is not amount to enter on line 1 of Form 8615 by using
enters the result, $2,750, on line 8. Because that taxed at the parent’s rate.) the worksheet in the instructions for the form.
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Linda Parks

Philip Parks

1 1 1 00 1 1 1 1

000 00 0000

3,500

3,500

2,000

2,750

75

OMB No. 1545-1128Parents’ Election To Report
Child’s Interest and DividendsForm 8814

� See instructions below and on back.Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 40� Attach to parents’ Form 1040 or Form 1040NR.

How To Make the Election. To make the
election, complete and attach Form(s) 8814
to your tax return and file your return by
the due date (including extensions). A
separate Form 8814 must be filed for each
child whose income you choose to report.

● There were no estimated tax payments
for the child for 2003 (including any
overpayment of tax from his or her 2002
return applied to 2003 estimated tax).

General Instructions
Purpose of Form. Use this form if you
elect to report your child’s income on your
return. If you do, your child will not have to
file a return. You can make this election if
your child meets all of the following
conditions.

● There was no Federal income tax
withheld from the child’s income.

● The child was under age 14 at the end
of 2003. A child born on January 1, 1990,
is considered to be age 14 at the end of
2003.

You must also qualify. See Parents Who
Qualify To Make the Election below.

● The child’s only income was from
interest and dividends, including capital
gain distributions and Alaska Permanent
Fund dividends.
● The child’s gross income for 2003 was
less than $7,500.

Your social security numberName(s) shown on your return

Child’s social security numberChild’s name (first, initial, and last)

If more than one Form 8814 is attached, check here �

Child’s Interest and Dividends To Report on Your Return

Enter your child’s taxable interest. If this amount is different from the amounts shown on the
child’s Forms 1099-INT and 1099-OID, see the instructions

1a
1a

b Enter your child’s tax-exempt interest. Do not include this
amount on line 1a 1b

2 Enter your child’s ordinary dividends, including any Alaska Permanent Fund dividends. If your
child received any ordinary dividends as a nominee, see the instructions
Enter your child’s capital gain distributions. If your child received any capital gain distributions
as a nominee, see the instructions

Add lines 1a, 2, and 3. If the total is $1,500 or less, skip lines 5 and 6 and go to line 7. If the
total is $7,500 or more, do not file this form. Your child must file his or her own return to report
the income

3

1,500 00

4

Base amount

4

5
Subtract line 5 from line 4. See the instructions for where to report this amount. Go to line 7
below � 6

Tax on the First $1,500 of Child’s Interest and Dividends

750 00Amount not taxed

9

77

Subtract line 7 from line 4. If the result is zero or less, enter -0-

No. Enter $75 here and see the Note below.
Tax. Is the amount on line 8 less than $750?

8 8

Yes. Multiply line 8 by 10% (.10). Enter the result here and see the Note below.

Note: If you checked the box on line C above, see the instructions. Otherwise, include the amount from line 9 in the tax you enter
on Form 1040, line 41, or Form 1040NR, line 39. Be sure to check box a on Form 1040, line 41, or Form 1040NR, line 39.

For Paperwork Reduction Act Notice, see back of form. Form 8814 (2003)Cat. No. 10750J

�

A B

C

● The child is required to file a 2003
return.

3

6

2

5

Part I

Part II

9

Parents Who Qualify To Make the
Election. You qualify to make this election
if you file Form 1040 or Form 1040NR and
any of the following apply.
● You are filing a joint return for 2003 with
the child’s other parent.

● You were unmarried, treated as
unmarried for Federal income tax
purposes, or separated from the child’s
other parent by a divorce or separate
maintenance decree. You must have had
custody of your child for most of the year
(you were the custodial parent). If you were
the custodial parent and you remarried,
you may make the election on a joint
return with your new spouse. But if you
and your new spouse do not file a joint
return, you qualify to make the election
only if you had higher taxable income than
your new spouse.

Caution: The Federal income tax on your child’s income, including qualified dividends and capital gain distr ibutions, may be less
if you file a separate tax return for the child instead of making this election. This is because you cannot take certain tax benefits
that your child could take on his or her own return. For details, see Tax Benefits You May Not Take on the back.

● You and the child’s other parent were
married to each other but file separate
returns for 2003 and you had the higher
taxable income.

(continued)

2003

�
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However, if the child has excluded any for- 2) $1,500. investment income of any other child whose
Form 8615 includes the tax return information ofeign earned income or deducted either a loss

Directly connected. Itemized deductions that parent) and the tax figured without it.from self-employment or a net operating loss
are directly connected with the production of When figuring the tentative tax at thefrom another year, use the Alternate Worksheet
investment income if they are for expenses paid parent’s tax rate, do not refigure any of thefor Line 1 of Form 8615 in Publication 929 to
to produce or collect taxable income or to man- exclusions, deductions, or credits on thefigure the amount to enter on line 1 of Form
age, conserve, or maintain property held for parent’s return because of the child’s net invest-8615.
producing income. These expenses include ment income. For example, do not refigure the

Investment income defined. Investment custodian fees and service charges, service medical expense deduction.
income is generally all income other than sala- fees to collect taxable interest and dividends,  Figure the tentative tax on lines 6 through 13
ries, wages, and other amounts received as pay and certain investment counsel fees. of Form 8615.
for work actually done. It includes taxable inter- These expenses are added to certain other
est, dividends, capital gains (including capital miscellaneous deductions on Schedule A (Form Note. If the child has any capital gains or
gain distributions), the taxable part of social se- 1040). Only the amount greater than 2% of the losses, get Publication 929 for help in complet-
curity and pension payments, and certain distri- child’s adjusted gross income can be deducted. ing Part II of Form 8615.
butions from trusts. Investment income includes See chapter 30 for more information.
amounts produced by assets the child obtained Line 7 (net investment income of other chil-
with earned income (such as interest on a sav- dren). If the tax return information of the par-Example 1. Roger, age 12, has investment
ings account into which the child deposited ent is also used on any other child’s Form 8615,income of $8,000, no other income, no adjust-
wages). enter on line 7 the total of the amounts from linements to income, and itemized deductions of

5 of all the other children’s Forms 8615. Do not$300 (net of the 2%-of-adjusted-gross-incomeNontaxable income. For this purpose, in-
include the amount from line 5 of the Form 8615limit) that are directly connected with his invest-vestment income includes only amounts that the
being completed.ment income. His adjusted gross income ischild must include in total income. Nontaxable

$8,000, which is entered on line 35 of Form 1040investment income, such as tax-exempt interest
Example. Paul and Jane Persimmon haveand on line 1 of Form 8615. Line 2 is $1,500and the nontaxable part of social security and

three children, Sharon, Jerry, and Mike, whobecause that is more than the sum of $750 andpension payments, is not included.
must attach Form 8615 to their tax returns. Thehis directly-connected itemized deductions of

Income from property received as a gift. children’s net investment income amounts on$300.
A child’s investment income includes all income line 5 of their Forms 8615 are:
produced by property belonging to the child. Example 2. Eleanor, 8, has investment in- • Sharon — $800This is true even if the property was transferred come of $16,000 and an early withdrawal pen-
to the child, regardless of when the property was • Jerry — $600alty of $100. She has no other income. She has
transferred or purchased or who transferred it. itemized deductions of $1,050 (net of the • Mike — $1,000

A child’s investment income includes income 2%-of-adjusted-gross-income limit) that are di-
produced by property given as a gift to the child. rectly connected with the production of her in- Line 7 of Sharon’s Form 8615 will show
This includes gifts to the child from grandparents vestment income. Her adjusted gross income, $1,600 ($600 + $1,000), the total of the amounts
or any other person and gifts made under the entered on line 1, is $15,900 ($16,000 − $100). on line 5 of Jerry’s and Mike’s Forms 8615.
Uniform Gift to Minors Act. The amount on line 2 is $1,800. This is the larger Line 7 of Jerry’s Form 8615 will show $1,800

of: ($800 + $1,000).Example. Amanda Black, age 13, received
Line 7 of Mike’s Form 8615 will show $1,4001) $750 plus the $1,050 of directly connectedthe following income.

($800 + $600).itemized deductions, or
• Dividends — $600 Other children’s information not available.2) $1,500.

If the net investment income of the other children• Wages — $2,100
is not available when the return is due, either file

Line 3. Subtract line 2 from line 1 and enter the• Taxable interest — $1,200 the return using estimates or get an extension of
result on this line. If zero or less, do not complete time to file. See Parent’s return information not• Tax-exempt interest — $100 the rest of the form. However, you must still known timely, earlier.
attach Form 8615 to the child’s tax return. Figure• Net capital gains — $100.
the tax on the child’s taxable income in the Line 11 (tentative tax). Subtract line 10 fromThe dividends were on stock given to her by her normal manner. line 9 and enter the result on this line. This is thegrandparents.

tentative tax.Line 4 (child’s taxable income). Enter on line
Amanda’s investment income is $1,900. This If line 7 is blank, skip lines 12a and 12b and4 the child’s taxable income from Form 1040,

is the total of the dividends ($600), taxable inter- enter the amount from line 11 on line 13.line 40; Form 1040A, line 27; or Form 1040NR,
est ($1,200), and net capital gains ($100). Her line 38. Lines 12a and 12b (dividing the tentativewages are earned (not investment) income be-

tax). If an amount is entered on line 7, divideLine 5 (net investment income). A child’s netcause they are received for work actually done.
the tentative tax shown on line 11 among theinvestment income cannot be more than his orHer tax-exempt interest is not included because
children according to each child’s share of theher taxable income. Enter on line 5 the smallerit is nontaxable.
total net investment income. This is done onof line 3 or line 4 of Form 8615. This is the child’s

Trust income. If a child is the beneficiary of lines 12a, 12b, and 13. Add the amount on line 7net investment income.
a trust, distributions of taxable interest, divi- to the amount on line 5 and enter the total on lineIf zero or less, do not complete the rest of the
dends, capital gains, and other investment in- 12a. Divide the amount on line 5 by the amountform. However, you must still attach Form 8615
come from the trust are investment income to on line 12a and enter the result as a decimal onto the child’s tax return. Figure the tax on the
the child. line 12b.child’s taxable income in the normal manner.

Line 2 (deductions). If the child does not Example. In the earlier example under LineStep 2. Figuringitemize deductions on Schedule A (Form 1040 7 (net investment income of other children),
or Form 1040NR), enter $1,500 on line 2. Tentative Tax at Sharon’s Form 8615 shows $1,600 on line 7.

If the child does itemize deductions, enter on The amount entered on line 12a is $2,400, thethe Parent’s Tax Rateline 2 the larger of: total of lines 5 and 7 ($800 + $1,600). The
(Form 8615, Part II) decimal on line 12b is .333, figured as follows

1) $750 plus the child’s itemized deductions and rounded to three places.
that are directly connected with the pro- The tentative tax is the difference between the
duction of investment income entered on tax on the parent’s taxable income figured with
line 1, or the child’s net investment income (plus the net

$800
$2,400

.333=

Page 224 Chapter 33 Tax on Investment Income of Certain Minor Children



Page 227 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

John and Laura Brown have one child, Sara. John enters $48,000 on line 6. This is theStep 3. Figuring
She is 13 and has $2,800 taxable interest in- taxable income from line 40 of their joint Form

the Child’s Tax come and $1,500 earned income. She does not 1040 return. Sara is an only child, so line 7 is
itemize deductions. John and Laura file a joint blank. He adds line 5 ($1,300), line 6 ($48,000),(Form 8615, Part III)
return with John’s name and social security and line 7 (blank), and enters $49,300 on line 8.
number listed first. They claim three exemp- Using the column for married filing jointly inThe final step in figuring a child’s tax using Form
tions, including an exemption for Sara, on their the Tax Table, John finds the tax on $49,300. He8615 is to determine the larger of:
return. enters the tax, $6,699 on line 9. He enters

Because Sara is under age 14 and has more $6,504 on line 10. This is the tax from line 41 of1) The total of:
than $1,500 investment income, part of her in- John and Laura’s Form 1040. He enters $195 on

a) The child’s share of the tentative tax come may be subject to tax at her parents’ rate. line 11 ($6,699 − $6,504).
based on the parent’s tax rate, plus A completed Form 8615 must be attached to her Because line 7 is blank, John skips lines 12a

return. and 12b and enters $195 on line 13.b) The tax on the child’s taxable income in
Sara’s father, John, fills out Sara’s return for John subtracts line 5 ($1,300) from line 4excess of net investment income, fig-

her. ($2,550) and enters the result, $1,250, on lineured at the child’s tax rate, or
John enters his name and social security 14. Using the column for single filing status in

number on Sara’s Form 8615 because his name the Tax Table, John finds the tax on $1,250 and2) The tax on the child’s taxable income, fig-
and number are listed first on the joint return he enters this tax, $126, on line 15. He adds linesured at the child’s tax rate.
and Laura are filing. He checks the box for 13 ($195) and 15 ($126) and enters $321 on line

This is the child’s tax. It is figured on lines 14 married filing jointly. 16.
through 18 of Form 8615. He enters Sara’s investment income, Using the column for single filing status in the

$2,800, on line 1. Sara does not itemize deduc- Tax Table, John finds the tax on $2,550 ( line 4)Alternative minimum tax. A child may be
tions, so John enters $1,500 on line 2. He enters and enters this tax, $256, on line 17.subject to alternative minimum tax (AMT) if he or
$1,300 ($2,800 − $1,500) on line 3. John compares lines 16 and 17 and entersshe has certain items given preferential treat-

Sara’s taxable income, as shown on line 27 the larger amount, $321, on line 18 of Sara’sment under the tax law. See Alternative Mini-
of her Form 1040A, is $2,550. This is her total Form 8615. He also enters that amount on linemum Tax in chapter 32.
income ($4,300) minus her standard deduction 28 of Sara’s Form 1040A.For more information on who is liable for
($1,750). Her standard deduction is limited to John also completes Schedule 1 (FormAMT and how to figure it, get Form 6251. For
the amount of her earned income plus $250. 1040A) for Sara.information on special limits that apply to a child
John enters $2,550 on line 4.who files Form 6251, Alternative Minimum

John compares lines 3 and 4 and enters theTax—Individuals, see Alternative Minimum Tax
smaller amount, $1,300, on line 5.in Publication 929.

Illustrated Example
The following example includes a completed
Form 8615. Form 1040A is not shown.
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Sara L. Brown

John J. Brown

1 1 7 00 1 1 1 1

007 00 0001

2,800

1,500

1,300

2,550

1,300

48,000

49,300

6,699

6,504

195

1,250

126
321

256

321

195

OMB No. 1545-0998Tax for Children Under Age 14
With Investment Income of More Than $1,500Form 8615

Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 33

� Attach only to the child’s Form 1040, Form 1040A, or Form 1040NR.

Child’s social security numberChild’s name shown on return

Parent’s social security numberParent’s name (first, initial, and last). Caution: See instructions before completing.

Parent’s filing status (check one):

Child’s Net Investment Income

Enter the child’s investment income (see instructions)1 1

If the child did not itemize deductions on Schedule A (Form 1040 or Form 1040NR), enter
$1,500. Otherwise, see instructions

2
2

Subtract line 2 from line 1. If zero or less, stop; do not complete the rest of this form but do
attach it to the child’s return

3
3

4
Enter the child’s taxable income from Form 1040, line 40; Form 1040A, line 27; or Form 1040NR,
line 38

4

Enter the smaller of line 3 or line 4. If zero, stop; do not complete the rest of this form but do
attach it to the child’s return

5
5

Tentative Tax Based on the Tax Rate of the Parent

Enter the parent’s taxable income from Form 1040, line 40; Form 1040A, line 27; Form 1040EZ,
line 6; TeleFile Tax Record, line K(1); Form 1040NR, line 38; or Form 1040NR-EZ, line 14. If zero
or less, enter -0-

6

6

Enter the total, if any, from Forms 8615, line 5, of all other children of the parent named
above. Do not include the amount from line 5 above

7
7
8Add lines 5, 6, and 7. 8

9

Enter the tax on the amount on line 8 based on the parent’s filing status above (see instructions).
If the Qualified Dividends and Capital Gain Tax Worksheet or Schedule D or J (Form 1040) is
used, check here �

9

10 Enter the parent’s tax from Form 1040, line 41; Form 1040A, line 28, minus any alternative minimum
tax; Form 1040EZ, line 10; TeleFile Tax Record, line K(2); Form 1040NR, line 39; or Form 1040NR-EZ,
line 15. Do not include any tax from Form 4972 or 8814. If the Qualified Dividends and Capital Gain
Tax Worksheet or Schedule D or J (Form 1040) was used to figure the tax, check here � 10

Subtract line 10 from line 9 and enter the result. If line 7 is blank, also enter this amount on line
13 and go to Part III

11
11

12aAdd lines 5 and 712a

12b .Divide line 5 by line 12a. Enter the result as a decimal (rounded to at least three places)b

Multiply line 11 by line 12b13 13
Child’s Tax—If lines 4 and 5 above are the same, enter -0- on line 15 and go to line 16.

1414 Subtract line 5 from line 4

15

15 Enter the tax on the amount on line 14 based on the child’s filing status (see instructions). If
the Qualified Dividends and Capital Gain Tax Worksheet or Schedule D or J (Form 1040) is
used to figure the tax, check here �

1616 Add lines 13 and 15

17

17 Enter the tax on the amount on line 4 based on the child’s filing status (see instructions). If
the Qualified Dividends and Capital Gain Tax Worksheet or Schedule D or J (Form 1040) is
used to figure the tax, check here �

18 Enter the larger of line 16 or line 17 here and on the child’s Form 1040, line 41; Form 1040A,
line 28; or Form 1040NR, line 39 18

Form 8615 (2003)For Paperwork Reduction Act Notice, see the instructions.

A B

C
Single

Cat. No. 64113U

�

Part III

Part I

Part II

(99) � See separate instructions.

Before you begin: If the child, the parent, or any of the parent’s other children under age 14 received capital gains (including
capital gain distributions), or qualified dividends, or farm income, see Pub. 929, Tax Rules for Children and
Dependents. It explains how to figure the child’s tax using the Qualified Dividends and Capital Gain Tax
Worksheet in the Form 1040 or Form 1040A instructions, or Schedule D or J (Form 1040).

Married filing jointly Married filing separately Head of household Qualifying widow(er)

2003
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• How to claim the credit. (However, see Rule for student-spouse or
spouse not able to care for self under• Employment taxes you may have to pay
Earned Income Test, later.)

as a household employer.34.
4) You must pay child and dependent care

You may be able to claim the credit if you pay expenses so you (and your spouse if you
someone to care for your dependent who is are married) can work or look for work.Child and under age 13 or for your spouse or dependent (See Work-Related Expense Test, later.)
who is not able to care for himself or herself. The

5) You must make payments for child and
credit can be up to 35% of your expenses. To

dependent care to someone you (or yourDependent Care qualify, you must pay these expenses so you
spouse) cannot claim as a dependent. If

can work or look for work.
you make payments to your child, he orCredit This credit should not be confused with she cannot be your dependent and must

the Child Tax Credit discussed in chap- be age 19 or older by the end of the year.
ter 36. (See Payments to Relatives underCAUTION

!
Work-Related Expense Test, later.)Important Changes

Dependent care benefits. If you received any 6) Your filing status must be single, head of
dependent care benefits from your employer household, qualifying widow(er) with de-Credit percentage. The credit can be as
during the year, you may be able to exclude from pendent child, or married filing jointly. Youmuch as 35% (increased from 30% in 2002) of
your income all or part of them. You must com- must file a joint return if you are married,your qualified expenses. For more information,
plete Part III of Form 2441 or Schedule 2 (Form unless an exception applies to you. (Seesee Amount of Credit.
1040A) before you can figure the amount of your Joint Return Test, later.)
credit. See Employer-Provided Dependent CareIncome that qualifies for highest percentage.

7) You must identify the care provider onBenefits under How To Figure the Credit, later.The maximum adjusted gross income amount
your tax return. (See Provider Identificationthat qualifies for the highest credit percentage
Test, later.)increased to $15,000. See Amount of Credit. Useful Items

8) If you exclude dependent care benefitsYou may want to see:
Dollar limit. The dollar limit on the amount of provided by your employer, the amount
qualifying expenses increased to $3,000 for one you exclude must be less than the dollarPublication
qualifying individual and $6,000 for two or more limit for qualifying expenses (generally,

❏ 501 Exemptions, Standard Deduction,qualifying individuals. For more information, see $3,000 if one qualifying person was cared
and Filing InformationDollar Limit. for or $6,000 if two or more qualifying per-

sons were cared for). (If two or more quali-❏ 503 Child and Dependent CareEarned income amount for nonworking
fying persons were cared for, the amountExpensesspouse. If your spouse is either a full-time
you exclude will always be less than thestudent or not able to care for himself or herself, ❏ 926 Household Employer’s Tax Guide dollar limit, since the amount you can ex-the amount of income he or she is treated as
clude is limited to $5,000. See Reducedhaving earned has increased to $250 a month if Form (and Instructions) Dollar Limit under How To Figure thethere is one qualifying person and to $500 a
Credit, later.)❏ 2441 Child and Dependent Caremonth if there are two or more qualifying per-

Expensessons. For more information, see Earned Income These tests are presented in Figure 34–A and
Limit. are also explained in detail in this chapter.❏ Schedule 2 (Form 1040A) Child and

Dependent Care Expenses for
Form 1040A Filers

Qualifying Person Test❏ Schedule H (Form 1040) HouseholdImportant Reminders Employment Taxes
Your child and dependent care expenses must

❏ W–7 Application for IRS Individual be for the care of one or more qualifying per-Taxpayer identification number needed for
Taxpayer Identification Number sons.each qualifying person. You must include on

A qualifying person is:line 2 of Form 2441 or Schedule 2 (Form 1040A) ❏ W–10 Dependent Care Provider’s
the name and taxpayer identification number Identification and Certification

1) Your dependent who was under age 13(generally the social security number) of each
when the care was provided and for whomqualifying person. See Taxpayer identification
you can claim an exemption,number under Qualifying Person Test, later.

2) Your spouse who was physically or men-
You may have to pay employment taxes. If Tests To Claim tally not able to care for himself or herself,
you pay someone to come to your home and or
care for your dependent or spouse, you may be the Credit

3) Your dependent who was physically ora household employer who has to pay employ-
mentally not able to care for himself orment taxes. Usually, you are not a household To be able to claim the credit for child and
herself and for whom you can claim anemployer if the person who cares for your de- dependent care expenses, you must file Form
exemption (or could claim an exemptionpendent or spouse does so at his or her home or 1040 or Form 1040A, not Form 1040EZ, and
except the person had $3,050 or more ofplace of business. See Employment Taxes for meet all the following tests.
gross income).Household Employers, later.

1) The care must be for one or more qualify- If you are divorced or separated, see Child of
ing persons who are identified on the form Divorced or Separated Parents, later, to deter-
you use to claim the credit. (See Qualifying mine which parent may treat the child as a quali-
Person Test.) fying person.Introduction

2) You (and your spouse if you are married)This chapter discusses the credit for child and Physically or mentally not able to care for
must keep up a home that you live in withdependent care expenses and covers the fol- oneself. Persons who cannot dress, clean, or
the qualifying person or persons. (Seelowing topics. feed themselves because of physical or mental
Keeping Up a Home Test, later.)

problems are considered not able to care for• Tests you must meet to claim the credit.
3) You (and your spouse if you are married) themselves. Also, persons who must have con-

• How to figure the credit. must have earned income during the year. stant attention to prevent them from injuring
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Figure 34–A. Can You Claim the Child and Dependent Care Credit?
Start Here

�

Was the care for one or more qualifying persons?

Yes

No

�

�

No
�

No
�

�

Did you1 keep up a home for you and that qualifying person or
persons?

Yes

No
�

�

Did you2 have earned income during the year?

Yes

No
�

�

Did you pay the expenses to allow you2 to work or look for work?

Yes

No
�

�

Were your payments made to someone you or your spouse could
claim as a dependent?

No

Yes
�

�

Were your payments made to your child who was under the age of
19 at the end of the year?

No

Yes
�

Are you single? Are you filing a joint return?

Do you meet the requirements
to be considered unmarried?

Do you know the care provider’s name, address,
and identifying number?

Did you make a reasonable effort to get this
information? (See Due diligence.)

Did you exclude at least $3,000 of dependent
care benefits ($6,000 if two or more qualifying
persons)?

You CAN claim the child and dependent
care credit. Fill out Form 2441 or
Schedule 2 (Form 1040A).

You CANNOT claim the child
and dependent care credit.3

�

No

�
No

�
Yes

� No

�
Yes

� No

Yes
�

�

Yes

�

Yes

�

Yes

�

1This includes your spouse if you were married.
2This also applies to your spouse, unless your spouse was disabled or a full-time student.
3If you had expenses that met the requirements for 2002, except that you did not pay them until 2003, you may be able to claim those expenses in 2003.
See Expenses not paid until the following year under How To Figure the Credit.

Do you have two or more qualifying persons?

� No

�

�
Yes
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themselves or others are considered not able to ment that went into effect after 1984 that allows Earned Income Test
care for themselves. the noncustodial parent to claim the child’s ex-

emption without any conditions, such as pay- To claim the credit, you (and your spouse if youPerson qualifying for part of year. You de- ment of support.. are married) must have earned income duringtermine a person’s qualifying status each day.
If the exception applies and you are the cus- the year.For example, if the person for whom you pay

todial parent, you can treat your child as a quali-child and dependent care expenses no longer Earned income. Earned income includesfying person even if you cannot claim the child’squalifies on September 16, count only those wages, salaries, tips, other taxable employeeexemption. If you are the noncustodial parent,expenses through September 15. Also see Dol- compensation, and net earnings from self-em-you cannot treat your child as a qualifying per-lar Limit under How To Figure the Credit, later. ployment. A net loss from self-employmentson even if you can claim the child’s exemption.
reduces earned income. Earned income alsoTaxpayer identification number. You must If the exception does not apply, use the rules
includes strike benefits and any disability payinclude on your return the name and taxpayer described earlier to determine whether your
you report as wages.identification number (generally the social se- child is a qualifying person.

curity number) of the qualifying person(s). If the You can use Figure 34–B to see whether Nontaxable employee compensation not in-
correct information is not shown, the credit may this exception applies to you. cluded. When figuring your earned income for
be reduced or disallowed. the child and dependent care credit, do not

Example. You are divorced and have cus- count nontaxable employee compensation suchIndividual taxpayer identification number
tody of your 8-year-old child. You sign Form as parsonage allowances, meals and lodging(ITIN) for aliens. If your qualifying person is a
8332 to allow your ex-spouse to take the exemp- furnished for the convenience of the employer,nonresident or resident alien who does not have
tion. You pay child care expenses so you can voluntary salary deferrals, military basicand cannot get a social security number (SSN),
work. Your child is a qualifying person and you, quarters and subsistence allowances anduse that person’s ITIN. To apply for an ITIN, file
the custodial parent, can claim the credit for in-kind quarters and subsistence, and militaryForm W–7 with the IRS. The ITIN is entered
those expenses, even though your ex-spouse pay earned in a combat zone.wherever an SSN is requested on a tax return.
claims an exemption for the child.An ITIN is for tax use only. It does not entitle Members of certain religious faiths op-

the holder to social security benefits or change posed to social security. Certain incomeCustodial parent. You are the custodial par-the holder’s employment or immigration status earned by persons who are members of certainent if, during the year, you have custody of yourunder U.S. law. religious faiths that are opposed to participationchild longer than your child’s other parent has
in Social Security Act Programs and have anAdoption taxpayer identification number custody.
IRS-approved form that exempts certain income(ATIN). If your qualifying person is a child who
from social security and Medicare taxes may notwas placed in your home for adoption and for Keeping Up a Home Test be considered earned income for this purpose.whom you do not have an SSN, you must get an
See Earned Income Test in Publication 503.ATIN for the child. File Form W–7A, Application To claim the credit, you must keep up a home.

for Taxpayer Identification Number for Pending You and one or more qualifying persons must Not earned income. Earned income does notU.S. Adoptions. live in the home. include pensions or annuities, social security
You are keeping up a home if you (and your payments, workers’ compensation, interest, div-

spouse if you are married) pay more than half idends, or unemployment compensation. It alsoChild of Divorced the cost of running it for the year. does not include scholarship or fellowshipor Separated Parents grants, except amounts paid to you (and re-
Home. The home you keep up must be the ported on Form W–2) for teaching, research, orTo be a qualifying person, your child usually main home for both you and the qualifying per- other services.must be your dependent for whom you can claim son. Your home can be the qualifying person’s

an exemption. But there is an exception to this Rule for student-spouse or spouse not ablemain home even if he or she does not live there
rule that applies if all of the following are true. to care for self. Your spouse is treated asall year because of his or her:

having earned income for any month that he or
1) You are divorced or separated under a de- she is:1) Birth,cree of divorce or separate maintenance

or a written separation agreement, or you 2) Death, or 1) A full-time student, or
lived apart from the other parent at all

3) Temporary absence due to: 2) Physically or mentally not able to care fortimes during the last 6 months of the year.
himself or herself.

a) Sickness,2) One or both parents had custody of the
Figure the earned income of the nonworkingchild for more than half of the year. b) School, spouse described under (1) or (2) above as

3) One or both parents provided more than explained under Earned Income Limit, later.c) Business,
half of the child’s support for the year. This rule applies to only one spouse for any

d) Vacation, one month. If, in the same month, both you and4) The child was under age 13 or was physi-
your spouse do not work and are either full-timee) Military service, orcally or mentally not able to care for him-
students or physically or mentally not able toself or herself. f) Custody agreement.
care for yourselves, only one of you can be

5) Either— treated as having earned income in that month.

Costs of keeping up home. The costs of Full-time student. You are a full-time stu-a) The custodial parent signed Form
keeping up a home normally include property dent if you are enrolled at and attend a school for8332, Release of Claim to Exemption
taxes, mortgage interest, rent, utility charges, the number of hours or classes that the schoolfor Child of Divorced or Separated Par-
home repairs, insurance on the home, and food considers full time. You must have been a stu-ents, or a similar statement, agreeing
eaten at home. dent for some part of each of 5 calendar monthsnot to claim the child’s exemption for

during the year. (The months need not be con-the year, or Costs not included. The costs of keeping
secutive.) If you attend school only at night, youup a home do not include payments for clothing,b) The noncustodial parent provided at
are not a full-time student. However, as part ofeducation, medical treatment, vacations, life in-least $600 for the child’s support and
your full-time course of study, you may attendsurance, transportation, or mortgage principal.can claim the child’s exemption under a
some night classes.

They also do not include the purchase, per-pre-1985 decree of divorce or separate
manent improvement, or replacement of prop- School. The term “school” includes elemen-maintenance or written agreement.
erty. For example, you cannot include the cost of tary schools, junior and senior high schools,

For purposes of 5(a), a similar statement in- replacing a water heater. However, you can in- colleges, universities, and technical, trade, and
cludes a divorce decree or separation agree- clude the cost of repairing a water heater. mechanical schools. It does not include
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Figure 34–B. Is a Child of Divorced or Separated Parents a Qualifying Person?

Start Here

�

Is the child’s exemption claimed under a
multiple support agreement?

No

Yes

�

�

No
�

�

Were you divorced or legally separated, or
did you live apart from the other parent the
last 6 months of the year?

Yes

No
�

�

Did you and the other parent together have
custody of the child for more than half of the
year?

Yes

No
�

�

Did you and the other parent together provide
more than half the child’s support for the year?

Yes

Yes
�

Did you have custody of the child for more of
the year than the other parent?

No

No
�

Do not use this chart. Determine whether
your child is a qualifying person using the
regular rules. (See Qualifying Person Test).

Yes
�

Could you claim the child’s exemption except
that you signed an agreement to let the other
parent claim it?

Could you claim the child’s exemption except
that the other parent claims it under a
pre-1985 agreement?

This child is a qualifying person.

This child is not a qualifying
person.

�

No

�

No Yes

�

�

Can you claim the child’s exemption?

Was the child capable of
caring for himself or herself?

Was the child under age 13
when the care was provided?

Yes
�

�

No
�

Yes
�

�

No Yes

Page 230 Chapter 34 Child and Dependent Care Credit



Page 233 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

on-the-job training courses, correspondence Expenses are for the care of a qualifying In this chapter, the term housekeeper refers
schools, and night schools. person only if their main purpose is the person’s to any household employee whose services in-

well-being and protection. clude the care of a qualifying person.
Expenses for household services qualify ifWork-Related Taxes paid on wages. The taxes you pay

part of the services is for the care of qualifying
on wages for qualifying child and dependentExpense Test persons. See Household services, later.
care services are work-related expenses. See
Employment Taxes for Household Employers,Expenses not for care. Expenses for care doChild and dependent care expenses must be
later.not include amounts you pay for food, clothing,work related to qualify for the credit. Expenses

education, and entertainment. However, youare considered work related only if both of the
can include small amounts paid for these items iffollowing are true.

Payments to Relativesthey are incident to and cannot be separated
• They allow you (and your spouse if you from the cost of caring for the qualifying person.

You can count work-related payments you makeare married) to work or look for work.
Education. Expenses to attend first grade to relatives who are not your dependents, even if• They are for a qualifying person’s care. or a higher grade are not expenses for care. Do they live in your home. However, do not count

not use these expenses to figure your credit. any amounts you pay to:

Working or Looking for Work
1) A dependent for whom you (or yourExample 1. You take your 3-year-old child

spouse if you are married) can claim anto a nursery school that provides lunch andTo be work related, your expenses must allow
exemption, oreducational activities as a part of its preschoolyou to work or look for work. If you are married,

child-care service. You can count the total costgenerally both you and your spouse must work 2) Your child who was under age 19 at the
when you figure the credit.or look for work. Your spouse is treated as work- end of the year, even if he or she is not

ing during any month he or she is a full-time your dependent.
Example 2. You place your 10-year-oldstudent or is physically or mentally not able to

child in a boarding school so you can work fullcare for himself or herself.
time. Only the part of the boarding school ex-Your work can be for others or in your own Joint Return Test
pense that is for the care of your child is abusiness or partnership. It can be either full time
work-related expense. You can count that part Generally, married couples must file a joint re-or part time.
of the expense in figuring your credit if it can be turn to take the credit. However, if you are legallyWork also includes actively looking for work.
separated from the cost of education. You can- separated or living apart from your spouse, youHowever, if you do not find a job and have no
not count any part of the amount you pay the may be able to file a separate return and stillearned income for the year, you cannot take this
school for your child’s education. take the credit.credit. See Earned Income Test, earlier.

Whether your expenses allow you to work or Care outside your home. You can count the Legally separated. You are not consideredlook for work depends on the facts. For example, cost of care provided outside your home if the married if you are legally separated from yourthe cost of a sitter while you and your spouse go care is for your dependent under age 13 or any spouse under a decree of divorce or separateout to eat is not normally a work-related ex- other qualifying person who regularly spends at maintenance. You are eligible to take the creditpense. least 8 hours each day in your home. on a separate return.
An expense is not considered work related Dependent care center. You can count

merely because you had it while you were work- Married and living apart. You are not consid-care provided outside your home by a depen-
ing. The purpose of the expense must be to ered married and are eligible to take the credit ifdent care center only if the center complies with
enable you to work. all the following apply.all state and local regulations that apply to these

centers.
1) You file a separate return.Volunteer work.  For this purpose, you are A dependent care center is a place that pro-

not considered to be working if you do unpaid vides care for more than six persons (other than 2) Your home is the home of a qualifying per-
volunteer work or volunteer work for a nominal persons who live there) and receives a fee, son for more than half the year.
salary. payment, or grant for providing services for any

3) You pay more than half the cost of keepingof those persons, even if the center is not run for
up your home for the year.Work for part of year. If you work or actively profit.

look for work during only part of the period cov- 4) Your spouse does not live in your home forCamp. The cost of sending your child to anered by the expenses, then you must figure your the last 6 months of the year.overnight camp is not considered a work-relatedexpenses for each day. For example, if you work
expense.all year and pay care expenses of $250 a month

Death of spouse. If your spouse died during($3,000 for the year), all the expenses are work Transportation. The cost of getting a qualify- the year and you do not remarry before the endrelated. However, if you work or look for work for ing person from your home to the care location of the year, you generally must file a joint returnonly 2 months and 15 days during the year and and back, or from the care location to school and to take the credit. If you do remarry before thepay expenses of $250 a month, your work-re- back, is not considered a work-related expense. end of the year, the credit can be claimed onlated expenses are limited to $625 (21/2 months This includes the costs of bus, subway, taxi, or your deceased spouse’s separate return.× $250). private car. Also, if you pay the transportation
cost for the care provider to come to your home, ProviderPayments while you are out sick. Do not you cannot count this cost as a work-related

count as work-related expenses amounts you expense. Identification Test
pay for child and dependent care while you are

Household services. Expenses you pay foroff work because of illness. These amounts are You must identify all persons or organizations
household services meet the work-related ex-not paid to allow you to work. This applies even if that provide care for your child or dependent.
pense test if they are at least partly for theyou get sick pay and are still considered an Use Part I of Form 2441 or Schedule 2 (Form
well-being and protection of a qualifying person.employee. 1040A) to show the information.

Household services are ordinary and usual
services done in and around your home that are Information needed. To identify the care pro-
necessary to run your home. They include theCare of a Qualifying Person vider, you must give the provider’s:
services of a housekeeper, maid, or cook. How-

To be work related, your expenses must be to ever, they do not include the services of a chauf- 1) Name,
provide care for a qualifying person. You do not feur, bartender, or gardener. See Household

2) Address, and
have to choose the least expensive way of pro- Services in Publication 503 for more informa-
viding the care. tion. 3) Taxpayer identification number.

Chapter 34 Child and Dependent Care Credit Page 231



Page 234 of 319 of Publication 17 12:15 -  5-MAR-2004

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

If the care provider is an individual, the tax- Employer-Provided Dependent
payer identification number is his or her social Care BenefitsHow To Figuresecurity number or individual taxpayer identifi-

Dependent care benefits include:cation number. If the care provider is an organi- the Creditzation, then it is the employer identification
1) Amounts your employer pays directly tonumber (EIN).

Your credit is a percentage of your work-related either you or your care provider for the
You do not have to show the taxpayer identi- expenses. Your expenses are subject to the care of your qualifying person while you

fication number if the care provider is one of earned income limit and the dollar limit. The work, and
certain tax-exempt organizations (such as a percentage is based on your adjusted gross

2) The fair market value of care in a day-carechurch or school). In this case, write “Tax-Ex- income.
facility provided or sponsored by your em-empt” in the space where the tax form calls for
ployer.

the number. Figuring Total
Your salary may have been reduced to pay forIf you cannot provide all of the information or Work-Related Expenses these benefits. If you received benefits, theyif the information you provide is incorrect you
should be shown on your W–2 form. See State-

must be able to show that you used due dili- To figure the credit for 2003 work-related ex- ment for employee, later.
gence (discussed later) in trying to furnish the penses, count only those you paid by December

31, 2003.necessary information.
Exclusion. If your employer provides depen-
dent care benefits under a qualified plan, you

Expenses prepaid in an earlier year. If youGetting the information. You can use Form may be able to exclude these benefits from your
pay for services before they are provided, youW–10 to request the required information from income. Your employer can tell you whether
can count the prepaid expenses only in the yearthe care provider. If you do not use Form W–10, your benefit plan qualifies. If it does, you must
the care is received. Claim the expenses for theyou can get the information from: complete Part III of either Form 2441 or Sched-
later year as if they were actually paid in that ule 2 (Form 1040A) to claim the exclusion even if
later year. you cannot take the credit. You cannot use Form1) A copy of the provider’s social security

1040EZ.card,
Expenses not paid until the following year. The amount you can exclude is limited to the2) A copy of the provider’s driver’s license (in
Do not count 2002 expenses that you paid in smallest of:a state where the license includes the so- 2003 as work-related expenses for 2003. You

cial security number), may be able to claim an additional credit for 1) The total amount of dependent care bene-
them on your 2003 return, but you must figure it3) A copy of the provider’s completed Form fits you received during the year,
separately. See Payments for previous year’sW–4 if he or she is your household em-

2) The total amount of qualified expensesexpenses under Amount of Credit in Publicationployee,
you incurred during the year,503.

4) A copy of the statement furnished by your
3) Your earned income,If you had expenses in 2003 that youemployer if the provider is your employer’s

did not pay until 2004, you cannot 4) Your spouse’s earned income, ordependent care plan, or
count them when figuring your 2003

TIP

5) $5,000 ($2,500 if married filing separately).5) A letter or invoice from the provider if it credit. You may be able to claim a credit for them
on your 2004 return.shows the information.

Statement for employee. Your employerYou should keep this information with
Expenses reimbursed. If a state social serv- must give you a Form W-2 (or similar state-your tax records. Do not send Form
ices agency pays you a nontaxable amount to ment), showing in box 10 the total amount ofW–10 (or other document containingRECORDS

reimburse you for some of your child and depen- dependent care benefits provided to you duringthis information) to the Internal Revenue Serv-
dent care expenses, you cannot count the ex- the year under a qualified plan. Your employerice.
penses that are reimbursed as work-related will also include any dependent care benefits
expenses. over $5,000 in your wages shown in box 1 of

your Form W–2.Due diligence. If the care provider information
Example. You paid work-related expensesyou give is incorrect or incomplete, your credit Forfeitures. Forfeitures are amountsof $3,000. You are reimbursed $2,000 by a statemay not be allowed. However, if you can show credited to your dependent care benefit accountsocial services agency. You can use onlythat you used due diligence in trying to supply (flexible spending account) and included in the$1,000 to figure your credit.

the information, you can still claim the credit. amount shown in box 10 of your Form W–2, but
not received because you did not incur the ex-You can show due diligence by getting and

Medical expenses. Some expenses for the pense. When figuring your exclusion, subtractkeeping the provider’s completed Form W–10
care of qualifying persons who are not able to any forfeitures from the total dependent careor one of the other sources of information listed
care for themselves may qualify as work-related benefits reported by your employer. To do this,

earlier. Care providers can be penalized if they expenses and also as medical expenses. You enter the forfeited amount on line 13 of Form
do not provide this information to you or if they can use them either way, but you cannot use the 2441 or Schedule 2 (Form 1040A).
provide incorrect information. same expenses to claim both a credit and a

Forfeitures do not include amounts thatmedical expense deduction.Provider refusal. If the provider refuses to you expect to receive in the future.
give you their identifying information, you should If you use these expenses to figure the credit CAUTION

!
report whatever information you have (such as and they are more than the earned income limit
the name and address) on the form you use to or the dollar limit, discussed later, you can add
claim the credit. Write “See page 2” in the col- the excess to your medical expenses. However,

Effect of exclusion. If you exclude dependentumns calling for the information you do not have. if you use your total expenses to figure your
care benefits from your income, the amount ofmedical expense deduction, you cannot use anyOn the bottom of page 2, explain that you re-
the excluded benefits:part of them to figure your credit.quested the information from the care provider,

but the provider did not give you the information. Amounts excluded from your income
1) Is not included in your work-related ex-This statement will show that you used due under your employer’s dependent care

penses, anddiligence in trying to furnish the necessary infor- benefits plan cannot be used to claimCAUTION
!

mation. a medical expense deduction. 2) Reduces the dollar limit, discussed later.
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23,000 25,000 30%lated expenses for another qualifying person areEarned Income Limit 25,000 27,000 29%$2,800, you can use the total, $6,000, when
27,000 29,000 28%figuring the credit.The amount of work-related expenses you use
29,000 31,000 27%

to figure your credit cannot be more than: Yearly limit. The dollar limit is a yearly limit. 31,000 33,000 26%
The amount of the dollar limit remains the same 33,000 35,000 25%1) Your earned income for the year if you are

35,000 37,000 24%no matter how long, during the year, you have asingle at the end of the year, or
37,000 39,000 23%qualifying person in your household. Use the

2) The smaller of your or your spouse’s 39,000 41,000 22%$3,000 limit if you paid work-related expenses
earned income for the year if you are mar- 41,000 43,000 21%for the care of one qualifying person at any time

43,000 No limit 20%ried at the end of the year. during the year. Use $6,000 if you paid work-re-
lated expenses for the care of more than oneEarned income is defined under Earned In-
qualifying person at any time during the year.come Test, earlier.

For purposes of item (2), use your How To Claimspouse’s earned income for the entire Reduced Dollar Limit
year, even if you were married for only

TIP

the Creditpart of the year. If you received dependent care benefits from
your employer that you exclude from your in-

Separated spouse. If you are legally sepa- To claim the credit, you can file Form 1040 orcome, you must subtract that amount from the
rated or married and living apart from your Form 1040A. You cannot claim the credit ondollar limit that applies to you. Your reduced
spouse (as described under Joint Return Test, Form 1040EZ.dollar limit is figured on lines 22 through 26 of
earlier), you are not considered married for pur- Form 2441 or Schedule 2 (Form 1040A). See Form 1040. You must complete Form 2441poses of the earned income limit. Use only your Employer-Provided Dependent Care Benefits, and attach it to your Form 1040. Enter the creditincome in figuring the earned income limit. earlier, for information on excluding these bene- on line 45 of your Form 1040. An example of a

fits.Surviving spouse. If your spouse died during filled-in Form 2441 is at the end of this chapter.
the year and you file a joint return as a surviving

Form 1040A. You must complete Schedule 2Example. George is a widower with onespouse, you are not considered married for pur-
(Form 1040A) and attach it to your Form 1040A.child and earns $24,000 a year. He paysposes of the earned income limit. Use only your
Enter the credit on line 29 of your Form 1040A.work-related expenses of $2,900 for the care ofincome in figuring the earned income limit.

his 4-year-old child and qualifies to claim the Limit on credit. The amount of credit you canCommunity property laws. You should dis- credit for child and dependent care expenses. claim is limited to the amount of your regular taxregard community property laws when you fig- His employer pays an additional $1,000 under a (after reduction by any allowable foreign taxure earned income for this credit. dependent care benefit plan. This $1,000 is ex- credit) plus your alternative minimum tax, if any.
cluded from George’s income.Student-spouse or spouse not able to care For more information, see the instructions for

Although the dollar limit for his work-relatedfor self. Your spouse who is either a full-time Form 2441 or Schedule 2 (Form 1040A).
expenses is $3,000 (one qualifying person),student or not able to care for himself or herself

Tax credit not refundable. You cannot getGeorge figures his credit on only $2,000 of theis treated as having earned income. His or her
a refund for any part of the credit that is more$2,900 work-related expenses he paid. This isearned income for each month is considered to
than this limit.because his dollar limit is reduced as shownbe at least $250 if there is one qualifying person

next.in your home, or at least $500 if there are two or Recordkeeping. You should keep rec-
more. ords of your work-related expenses.

George’s Reduced Dollar Limit Also, if your dependent or spouse isRECORDS
Spouse works. If your spouse works during

not able to care for himself or herself, your rec-1) Maximum allowable expensesthat month, use the higher of $250 (or $500) or
for one qualifying person . . . . . $3,000 ords should show both the nature and the lengthhis or her actual earned income for that month.

2) Minus: Dependent care benefits of the disability. Other records you should keep
George excludes from income −1,000Spouse qualifies for part of month.  If to support your claim for the credit are described

3) Reduced dollar limit onyour spouse is a full-time student or not able to earlier under Provider Identification Test.
expenses George can use forcare for himself or herself for only part of a
the credit . . . . . . . . . . . . . . . $2,000month, the full $250 (or $500) still applies for that

month.

Both spouses qualify. If, in the same Employment TaxesAmount of Credit
month, both you and your spouse are either
full-time students or not able to care for your- To determine the amount of your credit, multiply for Household
selves, only one spouse can be considered to your work-related expenses (after applying the
have this earned income of $250 (or $500) for earned income and dollar limits) by a percent- Employers
that month. age. This percentage depends on your adjusted

gross income shown on line 35 of Form 1040 or If you pay someone to come to your home and
line 22 of Form 1040A. The following table care for your dependent or spouse, you may beDollar Limit
shows the percentage to use based on adjusted a household employer. If you are a household
gross income. employer, you will need an employer identifica-There is a dollar limit on the amount of your

tion number (EIN) and you may have to paywork-related expenses you can use to figure the
employment taxes. If the individuals who work incredit. This limit is $3,000 for one qualifying IF your adjusted gross THEN
your home are self-employed, you are not liableperson, or $6,000 for two or more qualifying income is: the
for any of the taxes discussed in this section.persons. But not percentage
Self-employed persons who are in business forOver over is:If you paid work-related expenses for themselves are not household employees. Usu-

$ 0 $15,000 35%the care of two or more qualifying per- ally, you are not a household employer if the
15,000 17,000 34%sons, the $6,000 limit does not need to

TIP
person who cares for your dependent or spouse

17,000 19,000 33%be divided equally among them. For example, if does so at his or her home or place of business.
19,000 21,000 32%your work-related expenses for the care of one
21,000 23,000 31%qualifying person are $3,200 and your work-re-
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If you use a placement agency that exercises unemployment tax office for information. You A neighbor cares for Joan’s older child (Seth)
control over what work is done and how it will be after school, on holidays, and during the sum-should also find out whether you need to pay or
done by a babysitter or companion who works in mer. She pays her neighbor $2,400 for this care.collect other state employment taxes or carry
your home, that person is not your employee. Joan figures her credit on Form 2441 asworkers’ compensation insurance. A list of state
This control could include providing rules of con- follows.employment tax agencies, including addresses
duct and appearance and requiring regular re- and phone numbers, is in Publication 926.

1) Work-related expenses Joanports. In this case, you do not have to pay
paid . . . . . . . . . . . . . . . . . . $2,400employment taxes. But, if an agency merely

2) Dollar limit (2 or more qualifiedgives you a list of sitters and you hire one from
individuals) . . . . . . . . . . . . . . $6,000that list, the sitter may be your employee.

3) Minus: Dependent care benefitsIf you have a household employee you may Example
excluded from Joan’s income −3,000be subject to:

4) Reduced dollar limit . . . . . . . . $3,000The following example shows how to figure the
5) Lesser of expenses paid1) Social security and Medicare taxes, credit for child and dependent care expenses for ($2,400) or dollar limit ($3,000) $2,400

two children when employer-provided depen-2) Federal unemployment tax, and
6) Percentage for AGI of $29,000 28%(.28)dent care benefits are involved. The filled-in

3) Federal income tax withholding. 7) Multiply the amount on line 5 byForm 2441 is shown at the end of this chapter.
the percentage on line 6Social security and Medicare taxes are gener-
($2,400x .28) . . . . . . . . . . . . $ 672ally withheld from the employee’s pay and

8) Enter the amount from FormIllustrated example. Joan Thomas is di-matched by the employer. Federal unemploy-
1040, line 43 . . . . . . . . . . . . $1,431vorced and has two children, ages 3 and 9. Shement (FUTA) tax is paid by the employer only 9) Enter any amount from Formworks at ACME Computers. Her adjusted grossand provides for payments of unemployment 1040, line 44 . . . . . . . . . . . . −0−income (AGI) is $29,000, and the entire amountcompensation to workers who have lost their 10) Subtract line 9 from line 8 . . . . $1,431is earned income.jobs. Federal income tax is withheld from the 11) Credit

employee’s total pay if the employee asks you to Joan’s younger child (Susan) stays at her (Enter the smaller of line 7 or
do so and you agree. employer’s on-site child-care center while she line 10) . . . . . . . . . . . . . . . . $672

For more information on a household works. The benefits from this child-care center
employer’s tax responsibilities, see Publication qualify to be excluded from her income. Her
926 and Schedule H (Form 1040) and its instruc- employer reports the value of this service as
tions. $3,000 for the year. This $3,000 is shown in box

10 of her Form W–2, but is not included inState employment tax. You may also have to
taxable wages in box 1.pay state unemployment tax. Contact your state
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Joan Thomas 559 00 3436

Pat Green

ACME Computers

12 Ash Avenue
Hometown, TX 75240
(See W-2)

240-00-3811 2,400

2,400

29,000

29,000

2,400

672

Seth

Susan

Thomas

Thomas

2,400559 00 1234

559 00 5678

1,431

29,000

672

OMB No. 1545-0068Child and Dependent Care Expenses2441Form

� Attach to Form 1040.
Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 21� See separate instructions.

Name(s) shown on Form 1040 Your social security number

Persons or Organizations Who Provided the Care—You must complete this part. 
(If you need more space, use the bottom of page 2.)

(b) Address
(number, street, apt. no., city, state, and ZIP code)

(d) Amount paid
(see instructions)

(c) Identifying number
(SSN or EIN)1 (a) Care provider’s

name

Credit for Child and Dependent Care Expenses
2

Add the amounts in column (c) of line 2. Do not enter more than $3,000 for one qualifying
person or $6,000 for two or more persons. If you completed Part III, enter the amount
from line 26

Enter your earned income

3

3

If married filing jointly, enter your spouse’s earned income (if your spouse was a student
or was disabled, see the instructions); all others, enter the amount from line 4

4 4

Enter the smallest of line 3, 4, or 5

5
5

6
7Enter the amount from Form 1040, line 357

�

Decimal
amount is

If line 7 is:
Decimal
amount is

If line 7 is:
But not
overOver

But not
overOver

.27$29,000—31,000.35$0—15,000

.2631,000—33,000.3415,000—17,000

.2533,000—35,000.3317,000—19,000

.2435,000—37,000.3219,000—21,000

.2337,000—39,000.3121,000—23,000
.3023,000—25,000

Multiply line 6 by the decimal amount on line 8. If you paid 2002 expenses in 2003, see
the instructions 

9

Form 2441 (2003)For Paperwork Reduction Act Notice, see page 3 of the instructions.

Before you begin: You need to understand the following terms. See Definitions on page 1 of the instructions.

Cat. No. 11862M

Part I

Part II

Enter on line 8 the decimal amount shown below that applies to the amount on line 7

Did you receive
dependent care benefits? Yes

No

8

Complete only Part II below.

Complete Part III on the back next.

�

�

Caution. If the care was provided in your home, you may owe employment taxes. See the instructions for Form 1040, line 59.

.

(99)

Information about your qualifying person(s). If you have more than two qualifying persons, see the instructions.
(a) Qualifying person’s name

First Last

(b) Qualifying person’s social
security number

(c) Qualified expenses you
incurred and paid in 2003 for the

person listed in column (a)

8

6

● Dependent Care Benefits ● Qualifying Person(s) ● Qualified Expenses ● Earned Income

Enter the amount from Form 1040, line 43, minus any amount on Form 1040, line 44 10
Credit for child and dependent care expenses. Enter the smaller of line 9 or line 10
here and on Form 1040, line 45

11

9
10

11

25,000—27,000
27,000—29,000

.29

.28

39,000—41,000
41,000—43,000
43,000—No limit

.22

.21

.20

2003

28
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3,000

3,000

-0-

5,400

3,000

29,000

29,000

3,000

3,000

-0-

6,000

3,000

3,000

2,400

2,400

Page 2Form 2441 (2003)

Dependent Care Benefits

Enter the total amount of dependent care benefits you received for 2003. This amount
should be shown in box 10 of your W-2 form(s). Do not include amounts that were
reported to you as wages in box 1 of Form(s) W-2

Enter the amount forfeited, if any (see the instructions)

Subtract line 13 from line 12
Enter the total amount of qualified expenses incurred
in 2003 for the care of the qualifying person(s)

13

15

16Enter the smaller of line 14 or 15

14

Enter your earned income

15

17

Enter the amount shown below that
applies to you.

18

Enter the smallest of line 16, 17, or 18

16

19

Excluded benefits. Enter here the smaller of the following:

17

20
● The amount from line 19 or
● $5,000 ($2,500 if married filing separately and you

were required to enter your spouse’s earned
income on line 18).

Taxable benefits. Subtract line 20 from line 14. Also, include this amount on Form 1040,
line 7. On the dotted line next to line 7, enter “DCB”

18

21

Part III

�

To claim the child and dependent care
credit, complete lines 22–26 below.

22

23

24

19

20

21

22 Enter $3,000 ($6,000 if two or more qualifying persons)

Subtract line 23 from line 22. If zero or less, stop. You cannot take the credit.
Exception. If you paid 2002 expenses in 2003, see the instructions for line 9

Enter the smaller of line 24 or 25. Also, enter this amount on line 3 on the front of this
form and complete lines 4–11

Enter the amount from line 20

26

23

24

26

13

14

12

12

Complete line 2 on the front of this form. Do not include in column (c) any benefits shown
on line 20 above. Then, add the amounts in column (c) and enter the total here

25
25

Form 2441 (2003)

● If married filing jointly, enter your
spouse’s earned income (if your spouse
was a student or was disabled, see the
instructions for line 5).

● If married filing separately, see the
instructions for the amount to enter.

● All others, enter the amount from line 17.
�
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35–B to make sure your income is not too high your spouse lived with you during the first 6
to take the credit. months of the year, if you meet all the tests. See

Head of Household in chapter 2 for the tests you
You can take the credit only if you file35. must meet.
Form 1040 or Form 1040A. You cannot
take the credit if you file Form 1040EZ.

TIP

Under Age 65Credit for the
Qualified Individual If you are under age 65 at the end of 2003, you

can qualify for the credit only if you are retired onElderly or the You are a qualified individual for this credit if you
permanent and total disability. If you retired afterare a U.S. citizen or resident and either of the
January 1, 1977, you are retired on permanentfollowing applies.Disabled and total disability if you were permanently and
totally disabled when you retired.1) You were age 65 or older at the end of

Even if you do not retire formally, you are2003.
considered retired on disability when you haveIntroduction 2) You were under age 65 at the end of 2003 stopped working because of your disability.

and all three of the following statementsIf you qualify, the law provides a number of
Permanent and total disability. You are per-are true.credits that can reduce the tax you owe for a
manently and totally disabled if you cannot en-year. One of these credits is the credit for the

a) You retired on permanent and total dis- gage in any substantial gainful activity becauseelderly or the disabled.
ability (explained later). of your physical or mental condition. A physicianThis chapter explains:

must certify that the condition has lasted or canb) You received taxable disability income• Who qualifies for the credit for the elderly be expected to last continuously for 12 monthsfor 2003.or the disabled, and or more, or that the condition can be expected to
c) On January 1, 2003, you had not result in death. See Physician’s statement, later.• How to figure this credit.

reached mandatory retirement age (de-
Substantial gainful activity. Substantialfined later under Disability income). You may be able to take this credit if you are: gainful activity is the performance of significant

duties over a reasonable period of time while• Age 65 or older, or
Age 65. You are considered to be age 65 on working for pay or profit, or in work generally

• Retired on permanent and total disability. the day before your 65th birthday. Therefore, done for pay or profit.
you are 65 at the end of the year if your 65th Full-time work (or part-time work done at
birthday is on January 1 of the following year. your employer’s convenience) in a competitive

Useful Items work situation for at least the minimum wage
You may want to see: conclusively shows that you are able to engage

U.S. Citizen or Resident in substantial gainful activity.
Publication Substantial gainful activity is not work you do

You must be a U.S. citizen or resident (or be to take care of yourself or your home. It is not
❏ 524 Credit for the Elderly or the treated as a resident) to take the credit. Gener- unpaid work on hobbies, institutional therapy orDisabled ally, you cannot take the credit if you were a training, school attendance, clubs, social pro-

nonresident alien at any time during the tax year.❏ 554 Older Americans’ Tax Guide grams, and similar activities. However, doing
this kind of work may show that you are able toExceptions. You may be able to take the❏ 967 The IRS Will Figure Your Tax
engage in substantial gainful activity.credit if you are a nonresident alien who is mar-

The fact that you have not worked for someried to a U.S. citizen or resident at the end of theForms (and Instructions)
time is not, of itself, conclusive evidence that youtax year and you and your spouse choose to
cannot engage in substantial gainful activity.❏ Schedule 3 (Form 1040A) Credit for the treat you as a U.S. resident. If you make that

Elderly or the Disabled for Form choice, both you and your spouse are taxed on Sheltered employment. Certain work of-
1040A Filers your worldwide income. fered at qualified locations to physically or men-

If you were a nonresident alien at the begin- tally impaired persons is considered sheltered❏ Schedule R (Form 1040) Credit for the
ning of the year and a resident at the end of the employment. These qualified locations are inElderly or the Disabled
year, and you were married to a U.S. citizen or sheltered workshops, hospitals and similar insti-
resident at the end of the year, you may be able tutions, homebound programs, and Department
to choose to be treated as a U.S. resident for the of Veterans Affairs (VA) sponsored homes.
entire year. In that case, you may be allowed to Compared to commercial employment, pay
take the credit. For information on these is lower for sheltered employment. Therefore,Can You Take choices, see chapter 1 of Publication 519, U.S. one usually does not look for sheltered employ-
Tax Guide for Aliens. ment if he or she can get other employment. Thethe Credit? fact that one has accepted sheltered employ-

ment is not proof of that person’s ability to en-
You can take the credit for the elderly or the Married Persons gage in substantial gainful activity.
disabled if you meet both of the following re-

Physician’s statement. If you are under agequirements. Generally, if you are married at the end of the tax
65, you must have your physician complete ayear, you and your spouse must file a joint return

1) You are a qualified individual. statement certifying that you were permanentlyto take the credit. However, if you and your
and totally disabled on the date you retired. Youspouse did not live in the same household at any2) Your income is not more than certain lim-
can use the statement in the instructions fortime during the tax year, you can file either jointits.
Schedule R (Form 1040) or Schedule 3 (Formor separate returns and still take the credit.

You can use Figure 35–A and Figure 35–B as 1040A).
Head of household. You can file as head ofguides to see if you qualify.
household and qualify to take the credit, even ifUse Figure 35–A first to see if you are a

qualified individual. If you are, go to Figure
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Table 35–1. Initial Amounts Figuring the Credit
THEN enter on line 10

You can figure the credit yourself (see the expla-of Schedule R (Form
nation that follows) or the IRS will figure it for1040) or Schedule 3
you. See Credit Figured for You, later.IF your filing status is ... (Form 1040A)...
Figuring the credit yourself. If you figure theSingle, head of household, or a qualifying
credit yourself, fill out the front of either Sched-widow(er) with dependent child and, by the end of
ule R (if you are filing Form 1040) or Schedule 32003, you were (if you are filing Form 1040A). Next, fill out Part

•  65 or older . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,000 III of either Schedule R or Schedule 3.
•  under 65 and retired on permanent and total disability1 $5,000

Married filing a joint return and by the end of
2003

There are four steps in Part III to determine the•  both of you were 65 or older . . . . . . . . . . . . . . . . . . . $7,500
amount of your credit:•  both of you were under 65 and one of you retired on $5,000permanent and total disability1 . . . . . . . . . . . . . . . . . . 1) Determine your initial amount (lines

•  both of you were under 65 and both of you retired on 10–12).$7,500permanent and total disability2 . . . . . . . . . . . . . . . . . .
2) Total any nontaxable social security•  one of you was 65 or older, and the other was under and certain other nontaxable pensions$7,50065 and retired on permanent and total disability3 . . . . . and disability benefits you received

•  one of you was 65 or older, and the other was under (lines 13a, 13b, and 13c).$5,00065 and not retired on permanent and total disability . . .
3) Determine your excess adjusted gross

Married filing a separate return and you did not income ( lines 14–17).
live with your spouse at any time during the year 4) Determine your credit (lines 18–24 of
and, by the end of 2003, you were Schedule R or lines 18–22 of Schedule

•  65 or older . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,750 3).
•  under 65 and retired on permanent and total disability1 $3,750

These steps are discussed in more detail next.
1Amount cannot be more than the taxable disability income.
2Amount cannot be more than your combined taxable disability income.
3Amount is $5,000 plus the taxable disability income of the spouse under age 65, but not more than $7,500.

Step 1. Determine InitialYou do not have to file this statement with 2) It must be included in your income as
your Form 1040 or Form 1040A, but you must wages (or payments instead of wages) for Amount
keep it for your records. the time you are absent from work be-

To figure the credit, you must first determinecause of permanent and total disability.Veterans. If the Department of Veterans Af- your initial amount. See Table 35–1.
fairs (VA) certifies that you are permanently and

Payments that are not disability income.totally disabled, you can substitute VA Form Initial amounts for persons under age 65. If
Any payment you receive from a plan that does21–0172, Certification of Permanent and Total you are a qualified individual under age 65, your
not provide for disability retirement is not disabil-Disability, for the physician’s statement you are initial amount cannot be more than your taxable
ity income. Any lump-sum payment for accruedrequired to keep. VA Form 21–0172 must be disability income.
annual leave that you receive when you retire onsigned by a person authorized by the VA to do
disability is a salary payment and is not disabilityso. You can get this form from your local VA Step 2. Total Certainincome.regional office.

Nontaxable Pensions andFor purposes of the credit for the elderly orPhysician’s statement obtained in earlier
the disabled, disability income does not include Benefitsyear. If you got a physician’s statement in an
amounts you receive after you reach mandatoryearlier year and, due to your continued disabled

Step 2 is to figure the total amount of nontaxableretirement age. Mandatory retirement age iscondition, you were unable to engage in any
social security and certain other nontaxable pay-the age set by your employer at which you wouldsubstantial gainful activity during 2003, you may
ments you received during the year. (See Non-have had to retire, had you not become dis-not need to get another physician’s statement
taxable payments, later.)abled.for 2003. For a detailed explanation of the condi-

Enter these nontaxable payments on linestions you must meet, see the instructions for
13a or 13b, and total them on line 13c. If you arePart II of Schedule R (Form 1040) or Schedule 3 Income Limits married filing a joint return, you must enter the(Form 1040A). If you meet the required condi-
combined amount of nontaxable payments bothtions, check the box on line 2 of Part II of Sched- To determine if you can claim the credit, you you and your spouse receive.ule R (Form 1040) or Schedule 3 (Form 1040A). must consider two income limits. The first limit is

Worksheets are provided in the FormIf you checked box 4, 5, or 6 in Part I of either the amount of your adjusted gross income
1040 or Form 1040A instructions toSchedule R or Schedule 3, print, in the space (AGI). The second limit is the amount of nontax-
help you determine if any part of yourabove the box on line 2 in Part II, the first

TIP
able social security and other nontaxable pen-

social security benefits (or equivalent railroadname(s) of the spouse(s) for whom the box is sions you received. The limits are shown in
retirement benefits) is taxable.checked. Figure 35–B, later.

If both your AGI and nontaxable pensions Nontaxable payments. Include the followingDisability income. If you are under age 65, are less than the income limits, you may be able nontaxable payments in the amounts you enter
you can qualify for the credit only if you have to claim the credit. See Figuring the Credit, next. on lines 13a and 13b.
taxable disability income. Disability income must

If either your AGI or your nontaxable • Nontaxable social security payments. Thismeet both of the following requirements.
pensions are equal to or more than the is the nontaxable part of the amount of

1) It must be paid under your employer’s ac- income limits, you cannot take the benefits shown in box 5 of FormCAUTION
!

cident or health plan or pension plan. credit. SSA–1099, which includes disability bene-
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Figure 35–A. Are You a Qualified Individual?

�

Are you a U.S. citizen or resident?1

Yes

Yes

No
�

�

Were you 65 or older at the end of the
year?

No

�

Are you retired on permanent and total
disability?

Yes

�

Did you reach mandatory retirement
age before this year?2

No

Did you receive taxable disability
benefits this year?

You are a qualified
individual and may be
able to take the credit
for the elderly or the
disabled unless your
income exceeds the
limits in Figure 35–B.

�

�

Yes
�

You are not a qualified
individual and cannot
take the credit for the
elderly or the disabled.

�

Yes

��

No
�

No

1If you were a nonresident alien at any time during the tax year and were married to a U.S. citizen or resident at the end of the tax year, see U.S. Citizen or
Resident under Qualified Individual. If you and your spouse choose to treat you as a U.S. resident, answer “yes” to this question.

2Mandatory retirement age is the age set by your employer at which you would have been required to retire, had you not become disabled.

Figure 35–B. Income Limits

IF your filing status ...
Your adjusted gross income (AGI)*
is equal to or more than ...

single, head of household, or
qualifying widow(er) with
dependent child

$17,500

married filing a joint return
and both spouses qualify in
Figure 35–A

$25,000

married filing a joint return
and only one spouse qualifies
in Figure 35–A

$20,000

married filing a separate return and
you did not live with your spouse
at any time during the year

$12,500

THEN even if you qualify (see Figure 35–A), you CANNOT take the
credit if ...

OR the total of your nontaxable
social security and other nontaxable
pension(s) is equal to or more than ...

$5,000

$7,500

$5,000

$3,750

*AGI is the amount on Form 1040A, line 22, or Form 1040, line 35.

START HERE
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fits, before deducting any amounts withheld Step 4. Determine Your Credit Figured for You
to pay premiums on supplementary Medi-

Creditcare insurance, and before any reduction If you choose to have the Internal Revenue
because of receipt of a benefit under work- Service (IRS) figure the credit for you, read the

To determine if you can take the credit, you musters’ compensation. following discussion for the form you will file
add the amounts you figured in Step 2 and Step (Form 1040 or 1040A). If you want the IRS toDo not include a lump-sum death benefit
3. figure your tax, see chapter 32.payment you may receive as a surviving

spouse, or a surviving child’s insurance IF the total of Steps THEN ... Form 1040. If you want the IRS to figure your
benefit payment you may receive as a 2 and 3 is ... credit, see Form 1040 Line Entries under Tax
guardian. Figured by IRS in chapter 32.Equal to or more You cannot take the

• Social security equivalent part of tier 1 rail- than the amount in credit. Form 1040A. If you want the IRS to figure yourroad retirement pension payments that is Step 1 credit, see Form 1040A Line Entries under Taxnot taxed. This is the nontaxable part of
Figured by IRS in chapter 32.Less than the You can take thethe amount of benefits shown in box 5 of

amount in Step 1 credit.
Form RRB–1099.

Examples• Nontaxable pension or annuity payments or
disability benefits that are paid under a law The following examples illustrate the credit for

Figuring the credit. If you can take the credit,administered by the Department of Veter- the elderly or the disabled. The initial amounts
subtract the total of Step 2 and Step 3 from theans Affairs (VA). are taken from Table 35–1, shown earlier.
amount in Step 1 and multiply the result by 15%.Do not include amounts received as a pen-
This is your credit. Example 1. James Davis is 58 years old,sion, annuity, or similar allowance for per-

single, and files Form 1040A. In 1998 he retiredsonal injuries or sickness resulting from In certain cases, the amount of your credit
on permanent and total disability, and he is stillactive service in the armed forces of any may be limited. See Limit on credit, later.
permanently and totally disabled. He got thecountry or in the National Oceanic and At-
required physician’s statement in 1998, and keptmospheric Administration, or the Public Example. You are 66 years old and your
it with his records. His physician signed on line BHealth Service, or as a disability annuity spouse is 64. Your spouse is not disabled. You of the statement. This year James checks the

under section 808 of the Foreign Service file a joint return on Form 1040. Your adjusted box in Part II of Schedule 3. He does not need to
Act of 1980. gross income is $14,630. Together you received get another statement for 2003.

$3,200 from social security, which was nontax- He received the following income for the• Pension or annuity payments or disability
able. You figure the credit as follows: year:benefits that are excluded from income

under any provision of federal law other Nontaxable social security . . . . . . . . $1,5001)  Initial amount . . . . . . . . . . . . . . . $5,000than the Internal Revenue Code. Interest (taxable) . . . . . . . . . . . . . . 1002)  Subtract the total of:
Taxable disability pension . . . . . . . . 11,400Do not include amounts that are a return of a) Nontaxable social security

James’ adjusted gross income is $11,500your cost of a pension or annuity. These and other nontaxable
($11,400 + $100). He figures the credit onamounts do not reduce your initial amount. pensions . . . . . . . . . . . . . . $3,200
Schedule 3 as follows:b) Excess adjusted gross
1)  Initial amount . . . . . . . . . . . . $5,000income

You should be sure to take into ac- 2) Taxable disability pension . . . . 11,400[($14,630 − $10,000) ÷ 2] . . . 2,315
count all of the nontaxable amounts 3) Smaller of (1) or (2) . . . . . . . . . 5,000c) Total . . . . . . . . . . . . . . . 5,515
you receive. These amounts are veri- 4) Subtract the total of linesCAUTION

!
3)  Balance (Not less than –0–) . . . . . –0–

fied by the IRS through information supplied by 2a and 2b:4) Credit . . . . . . . . . . . . . . . . . . . . –0–
a) Nontaxable disabilityother government agencies.
benefits (social security) $1,500You cannot take the credit since your non-
b) Excess adjusted grosstaxable social security (line 2a) plus your excessStep 3. Determine Excess income

adjusted gross income (line 2b) is more than [($11,500 − $7,500) ÷ 2] . . 2,000Adjusted Gross Income your amount on line 1. c) Total . . . . . . . . . . . . . 3,500
5) Balance (Not less than 0) . . . . . 1,500You also must reduce your initial amount by your
6) Multiply line 5 by 15%(.15) . . . . 225excess adjusted gross income. Figure your ex- Limit on credit. The amount of credit you can 7) Enter the amount from

cess adjusted gross income on lines 14 through claim may be limited if any of the following apply. Form 1040A, line 28. . . . . 373
17. 8) Enter any amounts from

Form 1040A, line 29. . . . . 0You figure your excess adjusted gross in- 1) You file Form 1040A and the credit you
9) Subtract line 8 from line 7 373come as follows: figured on line 20 of Schedule 3 is more
10) Creditthan the tax on Form 1040A, line 28.

(Enter the smaller of line 61) Subtract from your adjusted gross income
2) You file Form 1040 and the credit you fig- or line 9) . . . . . . . . . . . . $225(line 35 of Form 1040 or line 22 of Form

ured on line 20 of Schedule R is more than1040A) the amount shown for your filing His credit is $225. He enters $225 on line 30
the amount on Form 1040, line 43 (regular of Form 1040A. The Schedule 3 for James Davisstatus in the following list:
tax plus any alternative minimum tax), mi- is not shown.

a) $7,500 if you are single, a head of nus any foreign tax credit on Form 1040,
household, or a qualifying widow(er) line 44. Example 2. William White is 53. His wife
with a dependent child, Helen is 49. William had a stroke 3 years ago

3) You are claiming the credit for child and
and retired on permanent and total disability. Heb) $10,000 if you are married filing a joint dependent care expenses on: is still permanently and totally disabled becausereturn, or
of the stroke. In November of last year, Helena) Form 1040A, line 29, or

c) $5,000 if you are married filing a sepa- was injured in an accident at work and retired on
b) Form 1040, line 45.rate return and you and your spouse permanent and total disability.

did not live in the same household at William received nontaxable social security
Figure any limit on your credit on linesany time during the tax year. disability benefits of $3,000 during the year and

21–24 of Schedule R or lines 21–22 of Sched- a taxable disability pension of $6,000. Helen
2) Divide the result of (1) by 2. ule 3. earned $9,200 from her job and received a tax-
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able disability pension of $1,000. Their joint re- William got a physician’s statement for the William and Helen use Schedule R to figure
turn on Form 1040 shows adjusted gross year he had the stroke. His doctor had signed on their $61 credit for the elderly or the disabled.
income of $16,200 ($6,000 + $9,200 + $1,000). line B of that physician’s statement to certify that They attach Schedule R to their joint return and

Helen got her doctor to complete the William was permanently and totally disabled. enter $61 on line 46 of Form 1040. See their
physician’s statement in the instructions for William has kept the physicians’s statement with filled-in Schedule R and Helen’s filled-in
Schedule R. Helen is not required to include the his records. He checks the box in Part II of physician’s statement on this page and the next
statement with her return, but she must keep it Schedule R and writes his first name in the two pages.
for her records. space above line 2.

Instructions for Physician’s Statement

If you retired after 1976, enter the date you retired in
the space provided on the statement below.

2. A physician determines that the disability has
lasted or can be expected to last continuously for at
least a year or can lead to death.

Taxpayer

Physician

A person is permanently and totally disabled if both of
the following apply:

1. He or she cannot engage in any substantial
gainful activity because of a physical or mental
condition, and

I certify that

was permanently and totally disabled on January 1, 1976, or January 1, 1977, OR was permanently and totally disabled

on the date he or she retired. If retired after 1976, enter the date retired. �

Physician: Sign your name on either line A or B below.

Physician’s signature

Physician’s signature Date

Physician’s Statement (keep for your records)

Name of disabled person

The disability has lasted or can be expected
to last continuously for at least a year

Date

There is no reasonable probability that the
disabled condition will ever improve

Physician’s addressPhysician’s name

A

B

November 30, 2003

Helen A. White

1900 Green St., Hometown, MD 20000Juanita D. Doctor

Juanita D. Doctor 2/7/04
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William M. White and Helen A. White 220 00 3333

�

�

Credit for the Elderly or the Disabled(Form 1040)
Attachment
Sequence No. 16� Attach to Form 1040. � See Instructions for Schedule R (Form 1040).

Your social security number

You may be able to take this credit and reduce your tax if by the end of 2003:

● You were age 65 or older or

You filed a physician’s statement for this disability for 1983 or an earlier year, or you filed or got a
statement for tax years after 1983 and your physician signed line B on the statement, and

If:

Due to your continued disabled condition, you were unable to engage in any substantial gainful activity
in 2003, check this box �

● If you checked this box, you do not have to get another statement for 2003.

OMB No. 1545-0074Schedule R

For Paperwork Reduction Act Notice, see Form 1040 instructions.

Department of the Treasury
Internal Revenue Service

Name(s) shown on Form 1040

But you must also meet other tests. See page R-1.

In most cases, the IRS can figure the credit for you. See page R-1.

Check the Box for Your Filing Status and Age

Statement of Permanent and Total Disability (Complete only if you checked box 2, 4, 5, 6, or 9 above.)

1

Schedule R (Form 1040) 2003

2

If your filing status is:

You were 65 or older1 1

You were under 65 and you retired on permanent and total disability2 2

3 3Both spouses were 65 or older

4 Both spouses were under 65, but only one spouse retired on
permanent and total disability 4

5 Both spouses were under 65, and both retired on permanent and total
disability 5

Married filing
jointly

6 One spouse was 65 or older, and the other spouse was under 65 and
retired on permanent and total disability 6

7 One spouse was 65 or older, and the other spouse was under 65 and
not retired on permanent and total disability 7

8 You were 65 or older and you lived apart from your spouse for all of
2003 8Married filing

separately
9 You were under 65, you retired on permanent and total disability, and

you lived apart from your spouse for all of 2003 9

Did you check
box 1, 3, 7,
or 8?

Single,
Head of household, or 
Qualifying widow(er)

And by the end of 2003: Check only one box:

Cat. No. 11359K

Part I

Part II

● You were under age 65, you retired on permanent and total disability, and
you received taxable disability income.

Yes Skip Part II and complete Part III on back.

No Complete Parts II and III.

�

�

● If you did not check this box, have your physician complete the statement on page R-4. You must
keep the statement for your records.

(99)

2003

William
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7,500

7,000

7,000

3,000

3,000

3,100

6,100

900
135

61

61

61

-0-

Page 2Schedule R (Form 1040) 2003

Figure Your Credit

Box 1, 2, 4, or 7 $5,000
Enter:10

10

● Box 6, add $5,000 to the taxable disability income of the
spouse who was under age 65. Enter the total.

11

If you completed line 11, enter the smaller of line 10 or line 11; all others, enter the
amount from line 10

12
12

Enter the following pensions, annuities, or disability income
that you (and your spouse if filing a joint return) received in
2003.

13

a Nontaxable part of social security benefits and
13aNontaxable part of railroad retirement benefits

treated as social security (see page R-3).

Nontaxable veterans’ pensions andb
13bAny other pension, annuity, or disability benefit that

is excluded from income under any other provision
of law (see page R-3).

Add lines 13a and 13b. (Even though these income items are
not taxable, they must be included here to figure your credit.)
If you did not receive any of the types of nontaxable income
listed on line 13a or 13b, enter -0- on line 13c

c

13c

14
Enter the amount from Form 1040,
line 35

14

15

15

Subtract line 15 from line 14. If zero or
less, enter -0-

16
16

17Enter one-half of line 1617

18Add lines 13c and 1718
Subtract line 18 from line 12. If zero or less, stop; you cannot take the credit. Otherwise,
go to line 20

19
19

24

20 Multiply line 19 by 15% (.15)

Did you check
box 2, 4, 5, 6,
or 9 in Part I?

Box 3, 5, or 6 $7,500
Box 8 or 9 $3,750

If you checked (in Part I):

Box 1 or 2 $7,500
Enter:

Box 3, 4, 5, 6, or 7 $10,000
Box 8 or 9 $5,000

If you checked (in Part I):

Part III

�

�
�

● Box 2, 4, or 9, enter your taxable disability income.
● Box 5, add your taxable disability income to your spouse’s

taxable disability income. Enter the total.

For more details on what to include on line 11, see page R-3.

11

If you checked (in Part I):

�

You must complete line 11.Yes

No Enter the amount from line 10
on line 12 and go to line 13.

�

�

�

Schedule R (Form 1040) 2003

Enter the amount from Form 1040, line 4321

Subtract line 22 from line 2123

Add the amounts from Form 1040, lines 44 and 45, and enter
the total

22

Credit for the elderly or the disabled. Enter the smaller of line 20 or line 23 here and
on Form 1040, line 46

24

22

21
20

23

6,200

10,000

16,200
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❏ W–4 Employee’s Withholding Allowance
Certificate Amount of Credit

36.
The maximum credit you can claim is $1,000 for
each qualifying child. But you must reduce your
credit by any advance payment you received inQualifying ChildChild Tax Credit 2003.

A qualifying child for purposes of the child tax
Limits on the Creditcredit must be all of the following.Important Changes
You must reduce your child tax credit if either (1)1) Under age 17 at the end of 2003.
or (2) applies.Child tax credit increased. For 2003, the 2) A citizen or resident of the United States.

maximum child tax credit is increased to $1,000
1) The amount on line 43 (Form 1040) or line3) Claimed as your dependent.for each qualifying child. But you must reduce

28 (Form 1040A) is less than the credit. Ifyour credit by any advance payment you re- 4) Your: this amount is zero, you cannot take thisceived in 2003.
credit because there is no tax to reduce.

a) Son, daughter, adopted child, stepchild,
But you may be able to take the addi-Advance payment of child tax credit. Ad-

or a descendent of any of them (forvance payments of the increase in the child tax tional child tax credit. See Additional
example, your grandchild),credit were made to some individuals in 2003. If Child Tax Credit, later.

you received an advance payment, you will b) Brother, sister, stepbrother, stepsister,
2) Your modified adjusted gross incomeneed to reduce the credit you can claim on your or a descendent of any of them (for (AGI) is above the amount shown belowreturn by the advance payment you already re- example, your niece or nephew) if you for your filing status.ceived. (See the filled-in Child Tax Credit Work- care for the individual as you would

sheet shown later.) The amount of your advance your own child, or • Married filing jointly –  $110,000.payment (before offset) is shown on Notice
c) Eligible foster child.1319. This notice was mailed to you in 2003 if • Single, head of household, or qualifying

you received an advance payment. widow(er) –  $75,000.

• Married filing separately –  $55,000.Example. Your son turned 17 on December
30, 2003. He is a citizen of the United States and
you claimed him as a dependent on your return. Modified AGI. For purposes of the child taxIntroduction
He is not a qualifying child for the child tax credit credit, your modified AGI is your AGI plus the

The child tax credit is a credit that you may be because he was not under age 17 at the end of following amounts that may apply to you.
able to take on your tax return. It may reduce 2003.
your tax by as much as $1,000 for each of your • Any amount excluded from income be-
qualifying children. cause of the exclusion of income from

Adopted child. An adopted child is alwaysThe additional child tax credit is a credit Puerto Rico.
treated as your own child. A child placed withyou may be able to take if you are not able to • Any amount on line 43 or line 48 of Formyou by an authorized placement agency for legalclaim the full amount of the child tax credit.

2555, Foreign Earned Income.adoption is an adopted child even if the adoptionThis chapter explains:
is not final. • Any amount on line 18 of Form 2555–EZ,• Who is a qualifying child.

Foreign Earned Income Exclusion.
• How much is the credit. Eligible foster child. For the child tax credit, a • Any amount on line 15 of Form 4563, Ex-

person is your eligible foster child if both of the• How to claim the credit. clusion of Income for Bona Fide Residents
following are true. of American Samoa.• Why you should check your tax withhold-

ing.
1) The child is placed with you by an author- If you do not have any of the above, modified

ized placement agency. AGI is the AGI amount on line 35 (Form 1040) or
The child tax credit and the additional line 22 (Form 1040A).2) You cared for that child as you would yourchild tax credit should not be confused

own child.with the child and dependent careCAUTION
!

credit discussed in chapter 34.

Kidnapped child. A kidnapped child is treated Claiming the CreditIf you have no tax. Credits, such as the child
as a qualifying child for the child tax credit if bothtax credit, the adoption credit, or the credit for

To claim the child tax credit, you must file Formof the following statements are true.child and dependent care expenses, are used to
1040 or Form 1040A. You must provide thereduce tax. If your tax on line 43 (Form 1040) or
name and identification number (usually a social1) The child is presumed by law enforcementline 28 (Form 1040A) is zero, do not figure the
security number) on your tax return for eachauthorities to have been kidnapped bychild tax credit because there is no tax to re-
qualifying child.someone who is not a member of yourduce. However, you may qualify for the addi-

Answer the Questions in your form instruc-family or the child’s family.tional child tax credit on line 65 (Form 1040) or
tions for line 49 (Form 1040) or line 33 (Formline 42 (Form 1040A). 2) The child qualified as your dependent for
1040A) to find out which child tax credit work-

the part of the year before the kidnapping.
sheet you can use to figure the credit.Useful Items

This treatment applies for all years until the child If you answer “Yes” to question 1, 2, or 3 inYou may want to see:
is returned. However, the last year this treat- your Form 1040 instructions or question 1 or 2 in
ment can apply is the earlier of: your Form 1040A instructions, you must com-Publication

plete the child tax credit worksheet in Publica-
1) The year there is a determination that the❏ 972 Child Tax Credit tion 972. Otherwise, you can use the Child Tax

child is dead, or Credit Worksheet in your Form 1040 or Form
Form (and Instructions) 2) The year the child would have reached 1040A instructions. (See the filled-in example,

later.)❏ 8812 Additional Child Tax Credit age 16.
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Amy received an advance payment of the claims a $2,141 earned income credit on line 63.Example
child tax credit in 2003. The amount was $800. She has no other credits.
She also received Notice 1319 indicating $800 After answering the Questions in the FormAmy Brown files as head of household and has
as the amount of the payment. 1040 instructions for line 49, she completes thetwo dependent children under age 17. The chil-

child tax credit worksheet to figure her child taxAmy does not file Form 2555, 2555–EZ, ordren are qualifying children for purposes of the
credit of $266. Amy’s completed questions and4563. She does not exclude income from Puertochild tax credit. Amy’s only income is her salary
child tax credit worksheet are shown later.Rico. Her modified AGI is $23,500.of $23,500. Amy chooses to itemize her deduc-

Amy reads the TIP in the worksheet andtions and files Form 1040. Her AGI, shown on Amy’s tax, shown on line 43 of her Form
finds that she may be able to take the additionalline 35 of her Form 1040, is $23,500. This is her 1040, is $703. She claims a $437 credit for child
child tax credit. See Additional Child Tax Credittaxable earned income. and dependent care expenses on line 45. She
and Amy’s completed Form 8812, later.

Additional Child Tax
Credit
This credit is for certain individuals who get less
than the full amount of the child tax credit. The
additional child tax credit may give you a refund
even if you do not owe any tax.

How to claim the additional child tax credit.
To claim the additional child tax credit, follow the
steps below.

1) Make sure you figured the amount, if any,
of your child tax credit. See Claiming the
Credit, earlier.

2) Use Form 8812 to see whether you can
take the additional child tax credit if you
answered “Yes” on

a) Line 6 or line 7 of the Child Tax Credit
Worksheet in the Form 1040 or Form
1040A instructions, or

b) Line 15 of the Child Tax Credit Work-
sheet in Publication 972.

3) If you have an additional child tax credit on
line 13 of Form 8812, carry it to line 65
(Form 1040) or line 42 (Form 1040A).

Taxable earned income. Generally, for pur-
poses of the additional child tax credit, your
taxable earned income is the amount on line 7 of
Form 1040 or Form 1040A. See the instructions
for Form 8812 to figure your taxable earned
income.

Checking Your
Withholding
The child tax credit decreases your tax. You can
check your tax withholding by using Publication
919, How Do I Adjust My Tax Withholding.

If you are having too much tax withheld, and
you prefer to have the money during the year,
you may be able to decrease your withholding.
You do this by completing a new Form W–4 and
giving it to your employer.

Filled-in Questions for Amy Brown
(Page references are to the Form 1040 instructions.)

�

Who Must Use
Pub. 972

1. Are you excluding income from Puerto Rico or are you
filing any of the following forms?

● Form 2555 or 2555-EZ (relating to foreign earned
income)

● Form 4563 (exclusion of income for residents of
American Samoa)

No. Continue Yes.
You must use Pub. 972 to
figure your credit.

2. Is the amount on Form 1040, line 35, more than the amount
shown below for your filing status?

● Married filing jointly – $110,000

● Single, head of household, or qualifying widow(er) –
$75,000

● Married filing separately – $55,000

3. Are you claiming any of the following credits?

● Adoption credit, Form 8839 (see the instructions for
Form 1040, line 50, on page 42)

● Mortgage interest credit, Form 8396 (see the instructions
for Form 1040, line 51, on page 42)

● District of Columbia first-time homebuyer credit,
Form 8859

No. Use the
worksheet on
page 41 to figure
your child tax credit.

Yes. You must use
Pub. 972 to figure your
child tax credit. You will
also need the form(s)
listed above for any
credit(s) you are claiming.

�

STOP

No. Continue Yes.
You must use Pub. 972 to
figure your credit.

�

STOP

Questions Pub.
972

�

�
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2
2,000

800

437

266

266

703

Filled-in Child Tax Credit Worksheet—Amy Brown
(Page references are to the Form 1040 instructions.)

�

�

Child Tax Credit Worksheet—Line 49

1040

Yes. STOP

● To be a qualifying child for the child tax credit, the child must be under age 17 at the end of 2003 and meet the other
requirements listed on page 40.

● Do not use this worksheet if you answered “Yes” to question 1, 2, or 3 on page 40. Instead, use Pub. 972.

1.

4.

5.

6.

7.

1

4

Number of qualifying children: � $1,000.
Enter the result.

Enter the amount from Form 1040, line 43.

Enter the total of the amounts from Form 1040,
lines 44 through 48.

Are the amounts on lines 4 and 5 the same?

You cannot take this credit because there is no tax
to reduce. However, you may be able to take the
additional child tax credit. See the TIP below.

No. Subtract line 5 from line 4.

Is the amount on line 3 more than the amount on line 6?

Yes. Enter the amount from line 6.
Also, you may be able to take the
additional child tax credit. See the
TIP below.

No. Enter the amount from line 3.

This is your child tax
credit.

Enter this amount on
Form 1040, line 49.

You may be able to take the additional child tax credit
on Form 1040, line 65, if you answered “Yes” on line 6 or
line 7 above.

● First, complete your Form 1040 through line 64.

● Then, use Form 8812 to figure any additional child tax
credit.

5

6

� 7

�

Before you begin: � If you received (before offset) an advance child tax credit payment, see Advance
Child Tax Credit Payment on page 40.

2. 2Enter the amount, if any, of your advance child tax
credit payment (before offset). For details, see page 40.

3. Is line 1 less than or equal to line 2?

Yes. STOP

You cannot take this credit. If line 2 is more than
line 1, you do not have to pay back the difference.

No. Subtract line 2 from line 1.
3

Keep for Your Records

1,200

�

�
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1,200

266

934

23,500

934

Amy Brown 012 00 5678

�

�

OMB No. 1545-1620

Additional Child Tax Credit8812Form

Complete and attach to Form 1040 or Form 1040A.
Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 47

Name(s) shown on return Your social security number

Form 8812 (2003)For Paperwork Reduction Act Notice, see back of form. Cat. No. 10644E

3

2

4

6

Enter the total of the withheld social security and Medicare taxes from Form(s)
W-2, boxes 4 and 6. If married filing jointly, include your spouse’s amounts
with yours. If you worked for a railroad, see the instructions on back

Add lines 7 and 8

1

Enter the total of the amounts from Form 1040, lines
28 and 56, plus any uncollected social security and
Medicare or tier 1 RRTA taxes included on line 60.
Enter -0-.

Enter the total of the amounts from Form 1040, lines
63 and 64.

Enter the total of the amount from Form 1040A, line
41, plus any excess social security and tier 1 RRTA
taxes withheld that you entered to the left of line 43
(see the instructions on back).

Enter the amount from line 3 of your Child Tax Credit Worksheet on page 41 of the Form 1040 instructions
or page 38 of the Form 1040A instructions. If you used Pub. 972, enter the amount from line 10 of the
worksheet on page 4 of the publication

Enter the amount from Form 1040, line 49, or Form 1040A, line 33

Subtract line 2 from line 1. If zero, stop; you cannot take this credit

8

9

�

6

�
1040A filers:

1040 filers:

1040 filers:

1040A filers:

1

2

13

1040

1040A. . . 
. . . 

. . . 
.

Enter this amount on
Form 1040, line 65, or
Form 1040A, line 42.

�

�

8812

1040
1040A

. . . . . . . . . .

3

Enter your total taxable earned income. See the instructions on back
5 Is the amount on line 4 more than $10,500?

No.
Yes. Subtract $10,500 from the amount on line 4. Enter the result

Leave line 5 blank and enter -0- on line 6.

4

5

Multiply the amount on line 5 by 10% (.10) and enter the result

7

Next. Do you have three or more qualifying children?
No. If line 6 is zero, stop; you cannot take this credit. Otherwise, skip Part II and enter the

smaller of line 3 or line 6 on line 13.
Yes.

7

8

9

10

10

11 Subtract line 10 from line 9. If zero or less, enter -0- 11

12 12Enter the larger of line 6 or line 11 here

Next, enter the smaller of line 3 or line 12 on line 13.

13 This is your additional child tax credit

Part III

Part I

Part II

All Filers

Certain Filers Who Have Three or More Qualifying Children

Your Additional Child Tax Credit

If line 6 is equal to or more than line 3, skip Part II and enter the amount from line 3 on
line 13. Otherwise, go to line 7.

2003

13,000

1,300
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it will generally be to your benefit to claim the
1) You pay qualified education expenses ofHope credit.

higher education.
If you pay qualified education expenses for37. 2) You pay the tuition and related expensesmore than one student in the same year, you

for an eligible student.can choose to take credits on a per-student,
per-year basis. This means that, for example, 3) The eligible student is either yourself, your
you can claim the Hope credit for one student spouse, or a dependent for whom youEducation and the lifetime learning credit for another stu- claim an exemption on your tax return.
dent in the same year.

Qualified education expenses are defined laterCredits
under What Expenses Qualify. Eligible students

Differences between the Hope and lifetime are defined later under Who Is an Eligible Stu-
learning credits. There are several differ- dent. A dependent for whom you claim an ex-
ences between the Hope credit and the lifetime emption is defined later under Who Can Claim aImportant Changes for
learning credit. For example, you can claim the Dependent’s Expenses.
Hope credit based on the same student’s ex-2003
penses for no more than 2 years. However, Who Cannot Claim the
there is no limit on the number of years for which

Hope and lifetime learning credits. If you Credityou can claim a lifetime learning credit based on
are married and filing a joint return, the amount the same student’s expenses. The differences
of your Hope or lifetime learning credit for 2003 You cannot claim an education credit for 2003 ifbetween the two credits are summarized in Ta-
is gradually reduced (phased out) if your modi- any of the following apply.ble 37–1.
fied adjusted gross income (MAGI) is between

• Your filing status is married filing sepa-$83,000 and $103,000. You cannot claim a
rately.Useful Itemscredit if your MAGI is $103,000 or more. This is

an increase from the 2002 limits of $82,000 and You may want to see: • You are listed as a dependent in the Ex-
$102,000. There was no change in the limits for emptions section on another person’s tax
any other filing status. For more information see Publication return (such as your parents’). See Who
Effect of the Amount of Your Income on the Can Claim a Dependent’s Expenses, later.❏ 970 Tax Benefits for EducationAmount of Your Credit, later.

• Your modified adjusted gross income is
Form (and Instructions) $51,000 or more ($103,000 or more in theLifetime learning credit. Beginning in 2003,

case of a joint return). Modified adjustedthe amount of qualified education expenses you ❏ 8863 Education Credits (Hope and
gross income is explained later under Ef-can take into account in figuring your lifetime Lifetime Learning Credits)
fect of the Amount of Your Income on thelearning credit increases from $5,000 to
Amount of Your Credit.$10,000. The credit will equal 20% of these

qualified expenses, with the maximum credit • You (or your spouse) were a nonresident
being $2,000. See Lifetime Learning Credit, alien for any part of 2003 and the nonresi-
later, for more information. dent alien did not elect to be treated as aCan You Claim the

resident alien for tax purposes. More infor-
mation on nonresident aliens can be foundCredit
in Publication 519, U.S. Tax Guide for
Aliens.The following rules will help you determine if youIntroduction

are eligible to claim an education credit on yourThis chapter discusses two tax credits (referred
tax return.to here as education credits) available to per-

sons who pay expenses for higher education.
Who Can Claim the Credit

• The Hope credit.
Generally, you can claim an education credit if• The lifetime learning credit.
all three of the following requirements are met.

The chapter will:

Table 37–1. Comparison of Education Credits• Give you general information that applies
to both of the credits, Hope Credit Lifetime Learning Credit

• Give you specific information about each
Up to $1,500 credit per eligible Up to $2,000 credit per returnof the credits,
student

• Help you choose which of the credits to
Available ONLY until the first 2 years Available for all years of postsecondaryclaim, and
of postsecondary education are education and for courses to acquire or• Show you how to figure the credit you completed improve job skillschoose.
Available ONLY for 2 years per eligible Available for an unlimited number of years
studentCan you claim both education credits this

year. For each student, you can elect for any Student must be pursuing an Student does not need to be pursuing a
year only one of the credits. For example, if you undergraduate degree or other degree or other recognized educational
elect to take the Hope credit for a child on your recognized educational credential credential2003 tax return, you cannot, for that same child,
also claim the lifetime learning credit for 2003. Student must be enrolled at least half Available for one or more courses

If you are eligible to claim the Hope credit time for at least one academic period
and you are also eligible to claim the lifetime beginning during the year
learning credit for the same student in the same

No felony drug conviction on student’s Felony drug conviction rule does not applyyear, you can choose to claim either credit, but
recordnot both. For 2003, if the total qualified educa-

tion expenses for a student are less than $7,500,
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Example 2. Donna and Charles, both • Pell grants (see chapter 1 of Publication
first-year students at College W, are required to 970),What Expenses Qualify
have certain books and other reading materials • Employer-provided educational assistance
to use in their mandatory first-year classes. TheThe education credits are based on qualified (see chapter 11 of Publication 970),
college has no policy about how students shouldeducation expenses you pay for yourself, your • Veterans’ educational assistance (seeobtain these materials, but any student whospouse, or a dependent for whom you claim an

chapter 1 of Publication 970), andpurchases them from College W’s bookstore willexemption on your tax return. Generally, a credit
receive a bill directly from the college. Charlesis allowed for qualified education expenses paid • Any other nontaxable (tax-free) payments
bought his books from a friend, so what he paidin 2003 for an academic period beginning in (other than gifts or inheritances) received
for them is not a qualified education expense.2003 or in the first 3 months of 2004. as educational assistance.
Donna bought hers at College W’s bookstore.For example, if you paid $1,500 in December
Although Donna paid College W directly for her2003 for qualified tuition for the Spring 2004

Refunds. Qualified education expenses dofirst-year books and materials, her payment issemester beginning in January 2004, you may
not include expenses for which you, or someonenot a qualified expense because the books andbe able to use that $1,500 in figuring your 2003
else who paid qualified education expenses onmaterials are not required to be purchased fromcredit.
behalf of a student, receive a refund. For moreCollege W for enrollment or attendance at the
information, see Refunds in Publication 970.institution.Academic period. An academic period in-

cludes a semester, trimester, quarter, or other
Amounts that do not reduce qualified educa-Example 3. When Marci enrolled at Collegeperiod of study (such as a summer school ses-
tion expenses. Do not reduce qualified edu-X for her freshman year, she had to pay a sepa-sion) as reasonably determined by an educa-
cation expenses by amounts paid with funds therate student activity fee in addition to her tuition.tional institution. In the case of an educational
student receives as:This activity fee is required of all students, and isinstitution that uses credit hours or clock hours

used solely to fund on-campus organizationsand does not have academic terms, each pay- • Payment for services, such as wages,
and activities run by students, such as the stu-ment period can be treated as an academic

• A loan,dent newspaper and the student government.period.
No portion of the fee covers personal expenses. • A gift,Paid with borrowed funds. You can claim an Although labeled as a student activity fee, the

education credit for qualified education ex- • An inheritance, orfee is required for Marci’s enrollment and attend-
penses paid with the proceeds of a loan. You ance at College X. Therefore, it is a qualified • A withdrawal from the student’s personaluse the expenses to figure the education credit expense. savings.for the year in which the expenses are paid, not
the year in which the loan is repaid. Treat loan

Do not reduce the qualified education ex-No Double Benefit Allowedpayments sent directly to the educational institu-
penses by any scholarship or fellowship re-tion as paid on the date the institution credits the

 You cannot do any of the following. ported as income on the student’s tax return instudent’s account.
the following situations.• Deduct higher education expenses on

your income tax return (as, for example, a • The use of the money is restricted to costsQualified Education
business expense) and also claim an edu- of attendance (such as room and board)Expenses cation credit based on those same ex- other than qualified education expenses.
penses. • The use of the money is not restricted andFor purposes of an education credit, qualified

• Claim an education credit in the same is used to pay education expenses thateducation expenses are tuition and certain re-
year that you are claiming a tuition and are not qualified (such as room andlated expenses required for enrollment or at-
fees deduction for the same student. board).tendance at an eligible educational

institution. • Claim a Hope credit and a lifetime learning
credit based on the same qualified educa- Example 1. In 2003, Jackie paid $3,000 forEligible educational institution. An eligible
tion expenses. tuition and $5,000 for room and board at Univer-educational institution is any college, university,

sity X. The university did not require her to payvocational school, or other postsecondary edu- • Claim an education credit based on the
any fees in addition to her tuition in order tocational institution eligible to participate in a stu- same expenses used to figure the tax-free
enroll in or attend classes. To help pay thesedent aid program administered by the portion of a distribution from a Coverdell
costs, she was awarded a $2,000 scholarshipDepartment of Education. It includes virtually all education savings account (ESA) or quali-
and a $4,000 student loan.accredited, public, nonprofit, and proprietary fied tuition program (QTP).

The terms of the scholarship state that it may(privately owned profit-making) postsecondary • Claim a credit based on qualified educa- be used to pay any of Jackie’s college ex-institutions. The educational institution should
tion expenses paid with tax-free scholar- penses. Because she applied it toward her tui-be able to tell you if it is an eligible educational
ship, grant, or employer-provided tion, the scholarship is tax free. Therefore, forinstitution.
educational assistance. See Adjustments purposes of figuring an education credit (either
to Qualified Education Expenses, next.Related expenses. Student-activity fees and Hope or lifetime learning), she must first use the

expenses for course-related books, supplies, $2,000 scholarship to reduce her tuition (her
and equipment are included in qualified educa- only qualified education expense). The studentAdjustments to Qualifiedtion expenses only if the fees and expenses loan is not tax-free educational assistance, so

Education Expensesmust be paid to the institution as a condition of she does not use it to reduce her qualified ex-
enrollment or attendance. penses. Jackie is treated as having paid $1,000If you pay qualified education expenses with

In the following examples, assume that each in qualified education expenses ($3,000 tuitioncertain tax-free funds, you cannot claim a credit
student is an eligible student at an eligible edu- –  $2,000 scholarship) in 2003.for those amounts. You must reduce the quali-
cational institution. fied education expenses by the amount of any

Example 2. The facts are the same as intax-free educational assistance and refund(s)
Example 1. Jackson is a sophomore in Uni- Example 1, except that Jackie uses the $2,000you received.

versity V’s degree program in dentistry. This scholarship to pay room and board, and, there-
year, in addition to tuition, he is required to pay a fore, reports her entire scholarship as income onTax-free educational assistance. This in-
fee to the university for the rental of the dental her tax return. In this case, the scholarship iscludes:
equipment he will use in this program. Because allocated to expenses other than qualified edu-
the equipment rental fee must be paid to Univer- • Tax-free part of scholarships and fellow- cation expenses. Jackie is treated as paying the
sity V for enrollment and attendance, Jackson’s ships (see chapter 13 and chapter 1 of entire $3,000 tuition with other funds and can
equipment rental fee is a qualified expense. Publication 970, figure her education credit on the entire $3,000.
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dependent child of an employee), the amount ofExpenses That Do Not IF you... THEN only... the reduction may or may not be taxable. If it is
Qualify taxable, the employee is treated as receiving aclaim an you can claim a

payment of that amount and, in turn, paying it toexemption on credit based onQualified education expenses do not include the educational institution on behalf of the stu-
your tax return that dependent’samounts paid for: dent. For more information on tuition reductions,
for a expenses. The see Qualified Tuition Reduction in chapter 1 of• Insurance, dependent who dependent cannot Publication 970.

• Medical expenses (including student is an claim a credit.
health fees), eligible student

• Room and board, do not claim an the dependent Effect of the Amount of• Transportation, or exemption on can claim a credit.
your tax return You cannot claim• Similar personal, living, or family ex- Your Income on the
for a dependent a credit based onpenses.
who is an eligible this dependent’s Amount of Your CreditThis is true even if the amount must be paid to student (even if expenses.the institution as a condition of enrollment or

The amount of your education credit is phasedentitled to theattendance.
out (gradually reduced) if your modified adjustedexemption)
gross income (MAGI) is between $41,000 andSports, games, hobbies, and noncredit
$51,000 ($83,000 and $103,000 if you file a jointcourses. Qualified education expenses gen-

Expenses paid by dependent. If you claim return). You cannot claim an education credit iferally do not include expenses that relate to any
an exemption on your tax return for an eligible your MAGI is $51,000 or more ($103,000 orcourse of instruction or other education that in-
student who is your dependent, treat any ex- more if you file a joint return).volves sports, games or hobbies, or any non-
penses paid (or deemed paid) by your depen-credit course. However, if the course of Modified adjusted gross income (MAGI).dent as if you had paid them. Include theseinstruction or other education is part of the For most taxpayers, MAGI is adjusted grossexpenses when figuring the amount of your edu-student’s degree program, these expenses can income (AGI) as figured on their federal incomecation credit.qualify. tax return.

Qualified education expenses paid di-Comprehensive or bundled fees. Some eli- MAGI when using Form 1040A. If you filerectly to an eligible educational institu-gible educational institutions combine all of their Form 1040A, your MAGI is the AGI on line 21 oftion for your dependent under a
TIP

fees for an academic period into one amount. If that form.court-approved divorce decree are treated asyou do not receive or do not have access to an
paid by your dependent. MAGI when using Form 1040. If you fileallocation showing how much you paid for quali-

Form 1040, your MAGI is the AGI on line 34 offied education expenses and how much you Expenses paid by you. If you claim an ex- that form, modified by adding back any:paid for personal expenses, such as those listed emption for a dependent who is an eligible stu-
above, contact the institution. The institution is 1) Foreign earned income exclusion,dent, only you can include any expenses you
required to make this allocation and provide you paid when figuring the amount of an education 2) Foreign housing exclusion,with the amount you paid (or were billed) for credit. If neither you nor anyone else claims an
qualified education expenses on Form 1098–T, 3) Exclusion of income for bona fide re-exemption for the dependent, only the depen-
Tuition Statement. See Figuring the Credit, later, sidents of American Samoa, anddent can include any expenses you paid when
for more information about Form 1098–T. figuring an education credit. 4) Exclusion of income from Puerto Rico.

Expenses paid by others. Someone other For more information about the phaseout of an
than you, your spouse, or your dependent (such education credit, see Form 8863.
as a relative or former spouse) may make aWho Can Claim a
payment directly to an eligible educational insti-
tution to pay for an eligible student’s qualifiedDependent’s Expenses
education expenses. In this case, the student is Hope Credittreated as receiving the payment from the otherIf there are qualified education expenses for
person and, in turn, paying the institution. If youyour dependent for a year, either you or your You may be able to claim a Hope credit of up toclaim an exemption on your tax return for thedependent, but not both of you, can claim an $1,500 for qualified education expenses paid forstudent, you are considered to have paid theeducation credit for your dependent’s expenses each eligible student.expenses.for that year.

For you to claim an education credit for your
Example. In 2003, Ms. Allen makes a pay- Who Is an Eligible Studentdependent’s expenses, you must also claim an

ment directly to an eligible educational institutionexemption for your dependent. You do this by
To claim the Hope credit, the student for whomfor her grandson Todd’s qualified education ex-listing your dependent’s name and other re-
you pay qualified education expenses must bepenses. For purposes of claiming an educationquired information on line 6c, Form 1040 (or
an eligible student. This is a student who meetscredit, Todd is treated as receiving the money asForm 1040A).
all of the following requirements.a gift from his grandmother and, in turn, paying

his qualified education expenses himself.
1) Did not have expenses that were used toUnless an exemption for Todd is claimed on

figure a Hope credit in any 2 earlier taxsomeone else’s return, only Todd can use the
years.payment to claim an education credit.

If anyone, such as Todd’s parents, claims an 2) Had not completed the first 2 years of
exemption for Todd on his or her tax return, postsecondary education (generally, the
whoever claims the exemption may be able to freshman and sophomore years of college)
use the expenses to claim an education credit. If before 2003.
anyone else claims an exemption for Todd,

3) For at least one academic period begin-Todd cannot claim an education credit.
ning in 2003, was enrolled at least

Tuition reduction. When an eligible educa- half-time in a program leading to a de-
tional institution provides a reduction in tuition to gree, certificate, or other recognized edu-
an employee of the institution (or spouse or cational credential.
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4) Was free of any federal or state felony student for all of tax year 2003. Therefore, the 1098–T (or acceptable substitute) to each en-
conviction for possessing or distributing a qualified education expenses paid for classes rolled student by February 2, 2004.
controlled substance as of the end of taken at College X during both the 2003 Spring
2003. semester (during which Luis was not enrolled in Claiming the Credita degree program) and the 2003 Fall semester

Completion of first 2 years. A student who are taken into account in computing any Hope You claim the Hope credit by completing Parts I
was awarded 2 years of academic credit for credit. and III of Form 8863 and submitting it with your
postsecondary work completed before 2003 has Form 1040 or 1040A. Enter the credit on Form
completed the first 2 years of postsecondary Example 5. Diana graduated from high

1040, line 47, or on Form 1040A, line 31. Aneducation. This student generally would not be school in June 2001. In January 2002, Diana
illustrated example using Form 8863 appears atan eligible student for purposes of the Hope enrolled in a one-year postsecondary certificate
the end of this chapter.credit. program on a full-time basis to obtain a certifi-

cate as a travel agent. Diana completed theException. Any academic credit awarded
program in December 2002, and was awarded a

solely on the basis of the student’s performance
certificate. In January 2003, she enrolled in a

on proficiency examinations is disregarded in
one-year postsecondary certificate program on Lifetime Learningdetermining whether the student has completed
a full-time basis to obtain a certificate as a com-

2 years of postsecondary education.
puter programmer. Diana is an eligible student Credit
for both tax years 2002 and 2003 because sheExample 1. Marty graduated from high
meets the degree requirement, the work load You may be able to claim a lifetime learningschool in June 2002. In September, he enrolled
requirement, and the year of study requirement credit of up to $2,000 for qualified educationin an undergraduate degree program at College
for those years. expenses paid for all students enrolled in eligi-U, and attended full time for both the 2002 Fall

ble educational institutions.and 2003 Spring semesters. For the 2003 Fall Enrolled at least half-time. A student was
semester, Marty was enrolled less than enrolled at least half-time if the student was
half-time. Because Marty was enrolled in an taking at least half the normal full-time work load Who Is an Eligible Student
undergraduate degree program on at least a for his or her course of study.
half-time basis for at least one academic period For purposes of the lifetime learning credit, anThe standard for what is half of the normal
that began during 2002 and at least one aca- eligible student is a student who is enrolled infull-time work load is determined by each eligible
demic period that began during 2003, he is an educational institution. However, the standard one or more courses at an eligible educational
eligible student for tax years 2002 and 2003 may not be lower than any of those established institution.
(including the 2003 Fall semester when he en- by the Department of Education under the
rolled at College U on less than a half-time Higher Education Act of 1965. Figuring the Creditbasis).

The amount of the lifetime learning credit is 20%Figuring the CreditExample 2. After taking classes at College
of the first $10,000 of qualified education ex-V on a half-time basis for the 2002 Spring and

The amount of the Hope credit (per eligible stu- penses you paid for all eligible students. TheFall semesters, Sharon became a full-time stu-
dent) is the sum of: maximum amount of lifetime learning credit youdent for the 2003 Spring semester. College V

can claim for 2003 is $2,000 (20% × $10,000).classified Sharon as a second-semester sopho- 1) 100% of the first $1,000 of qualified educa- However, that amount may be reduced basedmore for the 2003 Spring semester and as a tion expenses you paid for the eligible stu-
on your modified adjusted gross income (MAGI).first-semester junior for the 2003 Fall semester. dent, and
See Effect of the Amount of Your Income on theBecause College V did not classify Sharon as

2) 50% of the next $1,000 of qualified educa- Amount of Your Credit, earlier.having completed the first two years of postsec-
tion expenses you paid for that student.ondary education as of the beginning of 2003,

Example. Bruce and Toni are married andSharon is an eligible student for tax year 2003. The maximum amount of Hope credit you
file a joint tax return. For 2003, their MAGI isTherefore, the qualified education expenses can claim in 2003 is $1,500 times the number of
$75,000. Toni is attending a local college (anpaid for the 2003 Spring semester and the 2003 eligible students. You can claim the full $1,500
eligible educational institution) to earn creditsFall semester are taken into account in calculat- for each eligible student for whom you paid at
toward a degree in nursing. She already has aing any Hope credit for 2003. least $2,000 of qualified education expenses.
bachelor’s degree in history and wants to be-However, the credit may be reduced based on

Example 3. During the 2002 Fall semester, come a nurse. In August 2003, Toni paid $6,000your modified adjusted gross income (MAGI).
Luis was a high school student who took classes of qualified education expenses for her FallSee Effect of the Amount of Your Income on the
on a half-time basis at College X. Luis was not 2003 semester. Bruce and Toni can claim aAmount of Your Credit, earlier.
enrolled as part of a degree program at College $1,200 (20% × $6,000) lifetime learning credit
X because College X only admits students to a on their 2003 joint tax return.Example. Jon and Karen Frost are married
degree program if they have a high school di- and file a joint tax return. For 2003, they claim an
ploma or equivalent. Because Luis was not en- exemption for their dependent daughter on their Form 1098–T. To help you figure your lifetime
rolled in a degree program at College X during tax return. Their MAGI is $70,000. Their daugh- learning credit, you should receive Form
2002, Luis was not an eligible student for tax ter is in her sophomore (second) year of studies 1098–T. Generally, an eligible educational insti-
year 2002. at the local university. Jon and Karen paid quali- tution (such as a college or university) must

fied education expenses of $4,300 in 2003. issue Form 1098–T (or acceptable substitute)
Example 4. The facts are the same as in Jon and Karen, their daughter, and the local to each enrolled student by February 2, 2004.

Example 3. During the 2003 Spring semester, university meet all of the requirements for the
Luis again attended College X but not as part of Hope credit. Jon and Karen can claim a $1,500 Claiming the Credita degree program. Luis graduated from high Hope credit in 2003. This is 100% of the first
school in June 2003. For the 2003 Fall semes- $1,000 of qualified education expenses, plus

You claim the lifetime learning credit by complet-ter, Luis enrolled as a full-time student in College 50% of the next $1,000.
ing Parts II and III of Form 8863 and submittingX as part of a degree program, and College X
it with your Form 1040 or 1040A. Enter the creditawarded Luis credit for his prior coursework at Form 1098–T. To help you figure your Hope
on Form 1040, line 47, or Form 1040A, line 31.College X. Because Luis was enrolled in a de- credit, you should receive Form 1098–T. Gen-
An illustrated example using Form 8863 isgree program at College X for the 2003 Fall term erally, an eligible educational institution (such as
shown at the end of this chapter.on at least a half-time basis, Luis is an eligible a college or university) must issue Form
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higher education credits. Because Sean is be-
yond the second (sophomore) year of his post-When Must the Credit Illustrated Example
secondary education, his expenses do not
qualify for the Hope credit. But, amounts paid forBe Repaid Dave and Valerie Jones are married and file a
Sean’s expenses in 2003 for academic periodsjoint tax return. For 2003, they claim exemptions(Recaptured) beginning in 2003 and the first 3 months of 2004for their two dependent children on their tax
qualify for the lifetime learning credit. Corey is inreturn. Their modified adjusted gross income isIf, after you file your 2003 tax return, you or her first two (freshman and sophomore) years of$86,000. Their tax, before credits, is $9,701.someone else receives tax-free educational as- postsecondary education, and expenses paidTheir son, Sean, will receive his bachelor’s de-sistance for, or a refund of, an expense you used
for her in 2003, for academic periods beginninggree in psychology from the state college in Mayto figure an education credit on that return, you
in 2003 and January 2004, qualify for the Hope2004. Their daughter, Corey, enrolled full-timemay have to repay all or part of the credit. You
credit.at that same college in August 2002, to beginmust refigure your education credit(s) for 2003

working on her bachelor’s degree in physicalas if the assistance or refund was received in Dave and Valerie figure their tentative edu-
2003. Subtract the amount of the refigured credit education. In July 2003, Dave and Valerie paid cation credits for 2003, $2,460, as shown in the
from the amount of the credit you claimed. The $2,200 in tuition costs for each child for the Fall completed Form 8863. They cannot claim the
result is the amount you must repay. You add 2003 semester. In December 2003, they also full amount because their modified adjustedthe repayment (recapture) to your tax liability for paid $2,600 of tuition for each child for the gross income is more than $83,000. They carrythe year in which you receive the assistance or Spring 2004 semester that begins in January.

the amount from line 18 of Form 8863, $2,091,refund (see the instructions for your tax return
to line 47 of Form 1040, and they attach theDave and Valerie, their children, and thefor that year). Your original 2003 tax return does

college meet all of the requirements for the Form 8863 to their return.not change.
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Jones 137 00 9642 2,000 1,000 500

1,500

5001,000

Sean 246 00 9731 4,800

4,800
4,800

960

2,460

2,091
9,201

2,091

-0-

9,201

Corey
1,000

850

103,000
86,000

17,000

20,000

Dave and Valerie Jones 987 00 6543

Jones

OMB No. 1545-1618Education Credits
Form 8863

� See instructions.Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 50

Your social security numberName(s) shown on return

Hope Credit. Caution: You cannot take the Hope credit for more than 2 tax years for the same student.
1

2

3
Lifetime Learning Credit

Form 8863 (2003)

Part I

Part II

3

(a) Student’s name
(as shown on page 1

of your tax return)

Cat. No. 25379M

Add the amounts in columns (d) and (f)
Tentative Hope credit. Add the amounts on line 2, columns (d) and (f). If you are taking
the lifetime learning credit for another student, go to Part II; otherwise, go to Part III �

8

Add the amounts on line 4, column (c), and enter the total

9
9

Enter the smaller of line 5 or $10,000

10
Subtract line 10 from line 9. If zero or less, stop; you cannot take
any education credits

10

12

16

17

4

11
11

15

For Paperwork Reduction Act Notice, see page 3.

(f) Enter one-half
of the amount in

column (e)

(e) Subtract
column (d) from

column (c)

(d) Enter the
smaller of the

amount in
column (c) or

$1,000

(c) Qualified
expenses (see

instructions). Do
not enter more
than $2,000 for
each student.

2

Caution: You
cannot take the
Hope credit and
the lifetime learning
credit for the same
student in the
same year.

(a) Student’s name (as shown on page 1
of your tax return)

First name Last name

(c) Qualified
expenses (see
instructions)

Tentative lifetime learning credit. Multiply line 6 by 20% (.20) and go to Part III �

5
6
7

5
6
7

Part III Allowable Education Credits
Tentative education credits. Add lines 3 and 78
Enter: $103,000 if married filing jointly; $51,000 if single, head of
household, or qualifying widow(er)
Enter the amount from Form 1040, line 35*, or Form 1040A, line 22

If line 11 is equal to or more than line 12, enter the amount from line 8 on line 14 and
go to line 15. If line 11 is less than line 12, divide line 11 by line 12. Enter the result as
a decimal (rounded to at least three places)

13

Multiply line 8 by line 13 �14
Enter the amount from Form 1040, line 43, or Form 1040A, line 28 15
Enter the total, if any, of your credits from Form 1040, lines 44 through 46, or 
Form 1040A, lines 29 and 30

16

Subtract line 16 from line 15. If zero or less, stop; you cannot take any education
credits �

17

18 Education credits. Enter the smaller of line 14 or line 17 here and on Form 1040,
line 47, or Form 1040A, line 31 � 18

14
13 � .

(Hope and Lifetime Learning Credits)

(b) Student’s
social security

number (as
shown on page 1
of your tax return)

(b) Student’s social security
number (as shown on page

1 of your tax return)

Enter: $20,000 if married filing jointly; $10,000 if single, head of
household, or qualifying widow(er) 12

*See Pub. 970 for the amount to enter if you are filing Form 2555, 2555-EZ, or 4563 or you are excluding income from Puerto Rico.

� Attach to Form 1040 or Form 1040A.

Last name

First name

2003

Caution: You cannot take both an education credit and the tuition and fees deduction (Form 1040, line 26, or Form 1040A, 
line 19) for the same student in the same year.
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Earned income credit has no effect on cer-
tain welfare benefits. Any refund you receive Do You Qualify for the
because of the EIC and any advance EIC pay-38. ments you receive generally will not be used to Credit?
determine whether you are eligible for the fol-
lowing benefit programs, or how much you can To qualify to claim the EIC, you must first meet
receive from these programs. all of the rules explained in Part A, Rules forEarned Income

Everyone. Then you must meet the rules in Part• Medicaid and supplemental security in-
B, Rules If You Have a Qualifying Child, or Partcome (SSI).Credit C, Rules If You Do Not Have a Qualifying Child.

• Food stamps. There is one final rule you must meet in Part D,
Figuring and Claiming the EIC. You qualify for• Low-income housing.
the credit if you meet all the rules in each partImportant Changes Temporary assistance for needy families that applies to you.

(TANF) benefits may be affected. Please check
• If you have a qualifying child, the rules inForm 8836. If you received Form 8836, Quali- with your state.

Parts A, B, and D apply to you.fying Children Residency Statement, you have
been selected to participate in the EIC certifica- • If you do not have a qualifying child, the
tion pilot program. File the form with the IRS, rules in Parts A, C, and D apply to you.
following the form instructions, to show that you Introductionand your child met the residency test described

Table 38–1, Earned Income Credit in a Nut-in Rule 8 in this chapter. If you did not receive The earned income credit (EIC) is a tax credit for
shell. Use Table 38–1 as a guide to Parts A,the form, you do not need to get it or file it. You certain people who work and have earned in-
B, C, and D. The table is a summary of all thehave to file Form 8836 only if it was mailed to come under $34,692. A tax credit usually means
rules in each part.you. more money in your pocket. It reduces the

amount of tax you owe. The EIC may also giveEarned income amount is more. The Do you have a qualifying child? You have a
you a refund.amount you can earn and still get the credit has qualifying child only if you have a child who

increased for 2003. The amount you earn must meets the three tests described in Rule 8 and
How do you get the earned income credit?be less than: illustrated in Figure 38–1.
To claim the EIC, you must:• $29,666 ($30,666 for married filing jointly)

If Improper Claimwith one qualifying child, 1) Qualify by meeting certain rules, and
Made in Prior Year• $33,692 ($34,692 for married filing jointly) 2) File a tax return, even if you:

with more than one qualifying child, or
If your EIC for any year after 1996 was denied ora) Do not owe any tax,• $11,230 ($12,230 for married filing jointly) reduced for any reason other than a math or

if you do not have a qualifying child. b) Did not earn enough money to file a clerical error, you must attach a completed Form
return, or 8862 to your next tax return if you wish to claim

Investment income amount is more. The the EIC.c) Did not have income taxes withheld
maximum amount of investment income you can However, if your EIC was denied or reducedfrom your pay.
have and still get the credit has increased to as a result of a math or clerical error, do not
$2,600. See Rule 6. attach Form 8862 to your next tax return. ForWhen you complete your return, you can

example, if your arithmetic is incorrect, the IRSfigure your EIC by using a worksheet in the
can correct it. If you do not provide a correctinstructions for Form 1040, Form 1040A, or
social security number, the IRS can deny theForm 1040EZ. Or, if you prefer, you can let the
EIC. These kinds of errors are called math orImportant Reminders IRS figure the credit for you.
clerical errors.

If your EIC for any year after 1996 was de-How will this chapter help you?Increased EIC on certain joint returns. A
nied and it was determined that your error wasmarried person filing a joint return may get more This chapter will explain the following:
due to reckless or intentional disregard of theEIC than someone with the same income but a

• The rules you must meet to qualify for the EIC rules, then you cannot claim the EIC for thedifferent filing status. As a result, the EIC table
next 2 years. If your error was due to fraud, thenEIC,has different columns for married persons filing
you cannot claim the EIC for the next 10 years.jointly than for everyone else. When you look up • How to figure the EIC, and

your EIC in the EIC Table, be sure to use the
More information. See chapter 5 in Publica-• How to get advance payment of the EIC incorrect column for your filing status and the
tion 596 for more detailed information about theyour paycheck.number of children you have.
disallowance period and Form 8862.

Advance payment of the earned income
Useful Itemscredit in your paycheck. If you expect to

qualify for the earned income credit in 2004, you You may want to see:
can receive part of it in each paycheck through- Part A. Rules forout the year. See Advance Earned Income Publication
Credit, later, for more information. Everyone❏ 596 Earned Income Credit (EIC)
EIC questioned by IRS. The IRS may ask you

This part of the chapter discusses Rules 1to provide documents to prove you are entitled Form (and Instructions)
through 7. You must meet all seven rules toto claim the EIC. We will tell you what docu-
qualify for the earned income credit. If you do not❏ Schedule EIC Earned Income Creditments to send us. These may include: birth
meet all seven rules, you cannot get the credit(Qualifying Child Information)certificates, school records, medical records,
and you do not need to read the rest of theetc. We will also send you a letter with the name, ❏ W–5 Earned Income Credit Advance chapter.address and telephone number of the IRS em- Payment Certificate

ployee assigned to your case. The process of If you meet all seven rules in this part, then
❏ 8862 Information To Claim Earnedestablishing your eligibility will delay your re- read either Part B or Part C (whichever applies)

Income Credit After Disallowancefund. for more rules you must meet.
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No SSN. If you do not have a valid SSN, putRule 1. Your AGI Must Be Rule 5. You Cannot File
“No” directly to the right of line 63 (Form 1040) or

Less Than: Form 2555 or Formline 41 (Form 1040A), or on line 8 (Form
1040EZ). You cannot claim the EIC. 2555–EZ

• $33,692 ($34,692 for married filing jointly) Getting an SSN. If you (or your spouse if
You cannot claim the earned income credit if youif you have more than one qualifying child,

filing a joint return) do not have an SSN, you can file Form 2555, Foreign Earned Income, or Form• $29,666 ($30,666 for married filing jointly) apply for one by filing Form SS–5, Application 2555–EZ, Foreign Earned Income Exclusion.
if you have one qualifying child, or for a Social Security Card, with the Social Secur- You file these forms to exclude income earned in

ity Administration. foreign countries from your gross income, or to• $11,230 ($12,230 for married filing jointly)
deduct or exclude a foreign housing amount.if you do not have a qualifying child. Filing deadline approaching and still no
U.S. possessions are not foreign countries. SeeSSN. If the filing deadline is approaching and
Publication 54, Tax Guide for U.S. Citizens and

Adjusted gross income (AGI).  AGI is the you still do not have an SSN, you have two Resident Aliens Abroad, for more detailed infor-
amount on line 34 (Form 1040), line 21 (Form choices. mation.
1040A), or line 4 (Form 1040EZ). If your AGI is
equal to or more than the applicable limit listed 1) Request an automatic 4-month extension Rule 6. Your Investmentabove, you cannot claim the EIC. of time to file your return. You can get this

extension by filing Form 4868, Application Income Must Be $2,600 or
Example. Your AGI is $30,000, you are sin-

for Automatic Extension of Time to File Lessgle, and you have one qualifying child. You can-
U.S. Individual Income Tax Return. Fornot claim the EIC because your AGI is not less
more information, see chapter 1. You cannot claim the earned income credit un-than $29,666. However, if your filing status was

less your investment income is $2,600 or less. Ifmarried filing jointly, you might be able to claim 2) File the return on time without claiming the
your investment income is more than $2,600,the EIC because your AGI is less than $30,666. EIC. After receiving the SSN, file an
you cannot claim the credit. For most people,

amended return (Form 1040X, AmendedCommunity property. If you are married, investment income is the total of the following
U.S. Individual Income Tax Return) claim-but qualify to file as head of household under amounts.

special rules for married taxpayers living apart ing the EIC. Attach a filled-in Schedule EIC
• Taxable interest (line 8a of Form 1040 or(see Rule 3), and live in a state that has commu- if you have a qualifying child.

1040A).nity property laws, your AGI includes that portion
of both your and your spouse’s wages that you • Tax-exempt interest (line 8b of Form 1040
are required to include in gross income. This is Rule 3. Your Filing Status or 1040A).
different from the community property rules that Cannot Be Married Filing • Dividend income (line 9a of Form 1040 orapply under Rule 7.

1040A).Separately
• Capital gain net income (line 13a of FormRule 2. You Must Have a

If you are married, you usually must file a joint 1040, if more than zero, or line 10a ofValid Social Security return to claim the EIC. Your filing status cannot Form 1040A).
be “Married filing separately.”Number (SSN) If you file Form 1040EZ, your investment income

is the total of the amount of line 2 and theTo claim the EIC, you (and your spouse if filing a Spouse did not live with you. If you are mar- amount of any tax-exempt interest you wrote tojoint return) must have a valid SSN issued by
ried and your spouse did not live in your home at the right of the words “Form 1040EZ” on line 2.the Social Security Administration (SSA). Any
any time during the last 6 months of the year,qualifying child listed on Schedule EIC must also However, if you are reporting income or loss
you may be able to file as head of household,have a valid SSN. (See Rule 8 if you have a from the rental of personal property on Form
instead of married filing separately. In that case,qualifying child.) 1040, line 21, or are filing Schedule E (Form
you may be able to claim the EIC. For detailedIf your social security card (or your spouse’s 1040), Form 8814, or Form 4797, see Rule 6 in
information about filing as head of household,if filing a joint return) says “Not valid for employ- chapter 1 of Publication 596 for more informa-

ment” and your SSN was issued so that you (or see chapter 2. tion.
your spouse) could get a federally funded bene-
fit, you cannot get the EIC. An example of a Rule 4. You Must Be a Rule 7. You Must Havefederally funded benefit is Medicaid.

If you have a card with the legend “Not valid Earned IncomeU.S. Citizen or Resident
for employment” and your immigration status Alien All Year This credit is called the “earned income” credithas changed so that you are now a U.S. citizen

because, to qualify, you must work and haveor permanent resident, ask the SSA for a new
You cannot claim the earned income credit if you earned income. If you are married and file a jointsocial security card without the legend.
are a nonresident alien for any part of the year, return, you meet this rule if at least one spouse

U. S. citizen. If you were a U. S. citizen when unless: works and has earned income. If you are an
you received your SSN, you have a valid SSN. employee, earned income includes all the tax-

1) You are married to a U.S. citizen or a resi- able income you get from your employer. If youValid for work only with INS authorization.
dent alien, and are self-employed or a statutory employee, youIf your social security card reads “Valid for work

will figure your earned income on EIC Work-only with INS authorization,” you have a valid 2) You choose to be treated as a resident for
sheet B in the instructions for Form 1040.SSN. all of 2003 by filing a joint return. If you

need more information on making thisSSN missing or incorrect. If an SSN for you
choice, get Publication 519, U.S. Taxor your spouse is missing from your tax return or Earned Income
Guide for Aliens.is incorrect, you may not get the EIC.

Earned income includes:
Other taxpayer identification number. You

Note. If you make the choice in (2) above,cannot get the EIC if, instead of an SSN, you (or 1) Wages, salaries, and tips,
you and your spouse are taxed on your world-your spouse if filing a joint return) have an indi-

2) Net earnings from self-employment, andwide income. You cannot claim any tax treatyvidual taxpayer identification number (ITIN).
benefits as a resident of a foreign country duringITINs are issued by the Internal Revenue Serv- 3) Gross income received as a statutory em-
a tax year in which the choice is in effect.ice to noncitizens who cannot get an SSN. ployee.
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Table 38-1. Earned Income Credit in a Nutshell

First, you must meet all the rules in this Second, you must meet all the rules in one of Third, you must meet the
column. these columns, whichever applies. rule in this column.

Part A Part B. Part C. Part D.
Rules for Everyone Rules If You Have a Rules If You Do Not Figuring and Claiming the

Qualifying Child Have a Qualifying EIC
Child

1. Your adjusted 2. You must have a 8. Your child must meet 11. You must be at 15. Your earned income
gross income (AGI) valid social security the relationship, age, and least age 25 but must be less than:
must be less than: number. residency tests. under age 65. •$33,692 ($34,692 for
•$33,692 ($34,692 for 3. Your filing status 9. Your qualifying child 12. You cannot be the married filing jointly) if you
married filing jointly) if cannot be “Married cannot be used by more dependent of another have more than one
you have more than filing separately.” than one person to claim person. qualifying child,
one qualifying child, 4. You must be a U.S. the EIC. 13. You cannot be a

citizen or resident alien 10. You cannot be a qualifying child of •$29,666 ($30,666 for
•$29,666 ($30,666 for all year. qualifying child of another person. married filing jointly) if you
married filing jointly) if 5. You cannot file Form another person. 14. You must have have one qualifying child, or
you have one qualifying 2555 or Form lived in the United
child, or 2555–EZ (relating to States more than half •$11,230 ($12,230 for

foreign earned of the year. married filing jointly) if you
•$11,230 ($12,230 for income). do not have a qualifying
married filing jointly) if 6. Your investment child.
you do not have a income must be $2,600
qualifying child. or less. 

7. You must have
earned income.

Wages, salaries, and tips. Wages, salaries, taxable employee compensation count as benefits (including disability benefits), alimony
and tips you receive for working are reported to and child support, welfare benefits, workers’earned income. However, amounts you re-
you on Form W–2, box 1. You should report compensation benefits, unemployment com-ceived as a self-employed individual do not
these on line 1 (Form 1040EZ) or line 7 (Forms pensation (insurance), nontaxable foster carecount as earned income. Also, in figuring earned
1040A and 1040). payments, and veterans’ benefits, including VAincome, do not subtract losses on Schedule C,

rehabilitation payments. Do NOT include any ofC–EZ, or F from wages on line 7 of Form 1040.
Self-employed persons and statutory em- these items in your earned income.
ployees. If you are self-employed or received
income as a statutory employee, you must use

Earnings while an inmate. Amounts receivedDisability Benefitsthe Form 1040 instructions to see if you qualify
for work performed while an inmate in a penalto get the EIC. If you retired on disability, benefits you receive institution are not earned income when figuring

under your employer’s disability retirement plan the earned income credit. This includes
are considered earned income until you reach amounts received through a work release pro-Approved Form 4361 or Form 4029 minimum retirement age. Minimum retirement gram or while in a halfway house.
age generally is the earliest age at which youThis section is for persons who have an ap-
could have received a pension or annuity if you Workfare payments. Nontaxable workfareproved:
were not disabled. You must report your taxable payments are not earned income for the EIC.• Form 4361, Application for Exemption disability payments on line 7 of either Form 1040 These are cash payments certain people re-

from Self-Employment Tax for Use by Min- or Form 1040A until you reach minimum retire- ceive from a state or local agency that adminis-
isters, Members of Religious Orders, and ment age. ters public assistance programs funded under
Christian Science Practitioners, or Beginning on the day after you reach mini- the federal Temporary Assistance for Needy

Families (TANF) program in return for certainmum retirement age, payments you receive are• Form 4029, Application for Exemption
work activities such as (1) work experience ac-from Social Security and Medicare Taxes taxable as a pension and are not considered
tivities (including remodeling or repairing publicand Waiver of Benefits. earned income. Report taxable pension pay-
housing) if sufficient private sector employmentments on Form 1040, lines 16a and 16b (or

Each approved form exempts certain income is not available, or (2) community service pro-Form 1040A, lines 12a and 12b).
from social security taxes. Each form is dis- gram activities.
cussed in this section in terms of what is or is not Disability insurance payments. Payments
earned income for purposes of the EIC. Community property. If you are married, butyou received from a disability insurance policy

qualify to file as head of household under specialthat you paid the premiums for are not earnedForm 4361. Even if you have an approved
rules for married taxpayers living apart (seeincome. It does not matter whether you haveForm 4361, amounts you received for perform-
Rule 3), and live in a state that has communityreached minimum retirement age. If this policy ising ministerial duties as an employee count as
property laws, your earned income for the EICthrough your employer, the amount may beearned income. This includes wages, salaries,
does not include any amount earned by yourshown in box 12 of your Form W–2 with codetips, and other taxable employee compensation.
spouse that is treated as belonging to you under“J.”Amounts you received for performing ministerial
those laws. That amount is not earned incomeduties, but not as an employee, do not count as
for the EIC, even though you must include it inearned income. Examples include fees for per-
your gross income on your income tax return.Income That Is Not Earned Incomeforming marriages and honoraria for delivering
Your earned income includes the entire amountspeeches.

Examples of items that are NOT earned income you earned, even if part of it is treated as belong-
include interest and dividends, pensions and ing to your spouse under your state’s communityForm 4029. Even if you have an approved
annuities, social security and railroad retirementForm 4029, all wages, salaries, tips, and other property laws.
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AND

AND

A qualifying child is a child who is your...

Son, daughter, adopted child, stepchild, or a descendant of any of
them (for example, your grandchild)

or

was at the end of 2003...

Under age 19

OR

Under age 24 and a student

Permanently and totally disabled at any time during the year, regardless of age.

who...

Lived with you in the United States
for more than half of 2003.

OR

Relationship

Age

Residency

Figure 38–1. Tests for Qualifying Child

Foster child (any child placed with you by an authorized placement
agency whom you cared for as you would your own child)

or

Brother, sister, stepbrother, stepsister, or a descendant of any of
them (for example, your niece or nephew), whom you cared for as

you would your own child

2) Age, and Married child. If your child was married at
the end of the year, he or she does not meet thePart B. Rules 3) Residency.
relationship test unless either of these two situa-

The three tests are illustrated in Figure tions applies to you: If You Have a
38–1. The paragraphs that follow contain more

1) You can claim the child’s exemption, orinformation about each test.Qualifying Child
2) The reason you cannot claim the child’s

exemption is that you gave that right toIf you have met all of the rules in Part A, read Relationship Test your child’s other parent:Part B to see if you have a qualifying child.
Part B discusses Rules 8 through 10. You To be your qualifying child, a child must be your: a) When you completed Form 8332 or a

must meet all three of these rules, in addition to similar written statement, or• Son, daughter, adopted child, stepchild, orthe rules in Parts A and D, to qualify for the
a descendant (for example, your b) In a pre-1985 agreement (such as aearned income credit with a qualifying child.
grandchild) of any of them, or separation agreement or divorce de-

cree).• Brother, sister, stepbrother, stepsister, orYou must file Form 1040 or Form 1040A to
a descendant (for example, your niece orclaim the EIC with a qualifying child. (You cannot
nephew) of any of them whom you caredfile Form 1040EZ). You must also complete Eligible foster child. For the EIC, a person is
for as you would your own child, orSchedule EIC and attach it to your return. If you your eligible foster child if both of the following

meet all the rules in Part A and this part, read are true.• Eligible foster child.
Part D to find out what to do next.

1) The child is placed with you by an author-The following definitions clarify the relationship
If you do not meet Rule 8, you do not ized placement agency. An authorizedtest.
have a qualifying child. Read Part C to placement agency includes a state or local
find out if you can get the earned in-CAUTION

!
government agency or court. It also in-Adopted child. An adopted child is always

come credit without a qualifying child. cludes a tax-exempt organization licensedtreated as your own child. Your adopted child
by a state. In addition, it includes an Indianincludes a child placed with you for adoption by
tribal government or an organization au-an authorized placement agency, even if theRule 8. Your Child Must
thorized by an Indian tribal government toadoption is not final.Meet the Relationship, place Indian children.An authorized placement agency includes

any person or court authorized by state law toAge, and Residency Tests 2) You cared for that child as you would your
place children for legal adoption. own child.

Your child is a qualifying child if your child meets
Child not a dependent. Your child does notthree tests. The three tests are:
have to be your dependent to be a qualifying Example. Debbie, who is 12 years old, was

1) Relationship, child, unless he or she is married. placed in your care 2 years ago by an authorized
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agency responsible for placing children in foster cannot claim the EIC on the basis of a qualifyingResidency Test
child if:homes. You care for her as you would your own

Your child must have lived with you in the Unitedchild. Debbie is your eligible foster child.
1) Your qualifying child’s SSN is missing fromStates for more than half of 2003. The following

your tax return or is incorrect,definitions clarify the residency test.
Age Test 2) Your qualifying child’s social security cardUnited States. This means the 50 states and

says “Not valid for employment” and wasthe District of Columbia. It does not include U.S.Your child must be: issued only for use in getting a federallypossessions, such as Guam and Puerto Rico.
funded benefit, or

1) Under age 19 at the end of 2003, Homeless shelter. Your home can be any 3) Instead of an SSN, your qualifying child
location where you regularly live. You do not2) A full-time student under age 24 at the end has:
need a traditional home. For example, if yourof 2003, or
child lived with you for more than half the year in a) An individual taxpayer identification3) Permanently and totally disabled at any one or more homeless shelters, your child number (ITIN), which is issued to a

time during 2003, regardless of age. meets the residency test. noncitizen who cannot get an SSN, or
The following example and definitions clarify the

b) An adoption taxpayer identificationMilitary personnel stationed outside theage test. number (ATIN), which is issued toUnited States.  U.S. military personnel sta-
adopting parents who cannot get antioned outside the United States on extendedExample. Your son turned 19 on December SSN for the child being adopted untilactive duty are considered to live in the United10. Unless he was disabled or a full-time stu- the adoption is final.States during that duty period for purposes ofdent, he is not a qualifying child because, at the

the EIC.end of the year, he was not under age 19. If you have two qualifying children and only
Extended active duty. Extended active one has a valid SSN, you can claim the EIC only

duty means you are called or ordered to duty for on the basis of that child. For more informationFull-time student. A full-time student is a stu-
an indefinite period or for a period of more than about SSNs, see  Rule 2.dent who is enrolled for the number of hours or 90 days. Once you begin serving your extended

courses the school considers to be full-time at- active duty, you are still considered to have been
tendance. Rule 9. Your Qualifyingon extended active duty even if you do not serve

more than 90 days.Student defined. To qualify as a student, Child Cannot Be Used By
your child must be, during some part of each of

Birth or death of a child. A child who was More Than One Person Toany 5 calendar months during the calendar year:
born or died in 2003 is treated as having lived Claim the EIC
with you for all of 2003 if your home was the1) A full-time student at a school that has a
child’s home the entire time he or she was alive Sometimes a child meets the rules to be a quali-regular teaching staff, course of study, and
in 2003. fying child of more than one person. However,regularly enrolled student body, or

only one person can treat that child as a qualify-Temporary absences. Count time that you or2) A student taking a full-time, on-farm train- ing child and claim the EIC using that child. Theyour child is away from home on a temporarying course given by a school described in paragraphs that follow will help you decide whoabsence due to a special circumstance as time(1), or a state, county, or local govern- can claim the EIC when more than one personlived at home. Examples of a special circum-ment. has the same qualifying child.stance include:
The 5 calendar months need not be consecu- • Illness, You can choose which person will claim thetive.

EIC.  If you and someone else have the same• School attendance,School defined. A school can be an ele- qualifying child, you and the other person(s) can
mentary school, junior or senior high school, • Detention in a juvenile facility, decide who will claim the credit using that quali-
college, university, or technical, trade, or fying child. But if you and the other person(s)• Business,mechanical school. However, on-the-job train- cannot agree and more than one person claims
ing courses, correspondence schools, and night • Vacation, and the credit using the same child, the tie-breaker
schools do not count as schools for the EIC. (But rule (explained in Table 38–2, on the next page)• Military service.
see Night school, later.) applies. If the other person is your spouse and

you file a joint return, this rule does not apply.Vocational high school students. Stu- Kidnapped child. A kidnapped child is treated
dents who work on co-op jobs in private industry as living with you for more than half of the year if If another person claims the EIC using thisas a part of a school’s regular course of class- the child lived with you for more than half the child. If your qualifying child is treated underroom and practical training are considered part of the year before the date of the kidnap- this rule as the qualifying child of another personfull-time students. ping. The child must be presumed by law en- for 2003, you cannot take the EIC using this

forcement authorities to have been kidnappedNight school. Your child is not a full-time qualifying child. You may be able to take the EIC
by someone who is not a member of your familystudent if he or she attends school only at night. using a different qualifying child, but you cannot
or your child’s family. This treatment applies forHowever, full-time attendance at a school may take the EIC for people who do not have a
all years until the child is returned. However, theinclude some attendance at night as part of a qualifying child. If you do not have another quali-
last year this treatment can apply is the earlierfull-time course of study. fying child, you cannot take the EIC. Put “No”
of: beside line 63 (Form 1040) or line 41 (Form

1040A).Permanently and totally disabled. Your 1) The year there is a determination that the
child is dead, orchild is permanently and totally disabled if both

Example 1–  child lived with parent andof the following apply. 2) The year the child would have reached grandparent.  You and your 2-year-old son
age 18. lived with your mother all year. You are 25 years1) He or she cannot engage in any substan-

old. Your only income was $9,000 from aIf your qualifying child has been kidnappedtial gainful activity because of a physical or
part-time job. Your mother’s only income wasand meets these requirements, enter “KC,” in-mental condition.
$20,000 from her job. Your son is a qualifyingstead of a number, on line 5 of Schedule EIC.

2) A doctor determines the condition has child of both you and your mother because he
lasted or can be expected to last continu- Social security number. Your qualifying child meets the relationship, age, and residency tests
ously for at least a year or can lead to must have a valid social security number (SSN) for both you and your mother. However, only
death. unless the child was born and died in 2003. You one of you can use him to claim the EIC. You
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and your mother may choose which of you will and your only income was $9,300 from a Example. You and your daughter lived with
treat the child as a qualifying child to claim the your mother all year. You are 22 years old andpart-time job. Your mother’s only income was
EIC. However, if you and she disagree and both attended a trade school full time. You had a$15,000 from her job. Your niece is a qualifying
use him to claim the EIC, you as the child’s part-time job and earned $5,700. You had nochild of both you and your mother because she
parent will be the only one allowed to claim the other income. Because you meet the relation-meets the relationship, age, and residency tests
credit using this child. ship, age, and residency tests, you are a qualify-for both you and your mother. However, only

ing child of your mother. She can claim the EIC ifone of you can treat her as a qualifying child to
Example 2–  three children lived with par- she meets all the other requirements. Because

claim the EIC. You and your mother may chooseent and grandparent.  The facts are the same you are your mother’s qualifying child, you can-
which of you will use the child to claim the EIC.as in Example 1, except that you also have two not claim the EIC. This is so even if your mother
However, if you and she are unable to agree andother young children who lived with you and your cannot or does not claim the EIC.
both use the child to claim the EIC, only yourmother and are qualifying children of both you
mother will be allowed to claim the credit usingand your mother. Only one of you can use each
this child. This is because her AGI ($15,000) ischild to claim the EIC. However, you and your
higher than your AGI ($9,300).mother can split the three qualifying children Part C. Rulesbetween you. For example, you can use one

child to claim the EIC and your mother can use Rule 10. You Cannot Be a If You Do Not Havethe other two.
Qualifying Child of a Qualifying ChildExample 3–  parent is qualifying child of Another Persongrandparent. The facts are the same as in

Read this part if you:Example 1, except that you are only 18 years You are a qualifying child of another person
old. This means you are a qualifying child of your (your parent, guardian, foster parent, etc.) if all 1) Do not have a qualifying child, and
mother. Because of Rule 10, you cannot claim

of the following statements are true.the EIC. Only your mother may be able to treat 2) Have met all the rules in Part A.
your son as a qualifying child to claim the EIC. • You are that person’s son, daughter,

adopted child, stepchild, grandchild, or eli- Part C discusses Rules 11 through 14. You mustExample 4–  divorced parents. You, your
meet all four of these rules, in addition to thegible foster child. Or, you are that person’shusband, and your 10-year-old son lived to-
rules in Parts A and D, to qualify for the earnedbrother, sister, stepbrother, or stepsistergether until July 1, 2003, when your husband
income credit without a qualifying child.(or the child or grandchild of that person’smoved out of the household. In July and August,

brother, sister, stepbrother, or stepsister)your son lived with your husband. In September If you have a qualifying child, the rules
for whom that person cares as his or herand October, the boy lived with you. On Novem- in this part do not apply to you. You can
own child.ber 1, 2003, you and your husband were di- claim the credit only if you meet all theCAUTION

!
vorced. For the rest of the year, your son lived rules in Parts A, B, and D. See Rule 8 to find out• At the end of the year you were under age
with your ex-husband, who was given custody. if you have a qualifying child.19, or under age 24 and a full-time stu-
Your son is a qualifying child of both you and

dent, or any age if you were permanentlyyour ex-husband because your son lived with
and totally disabled at any time during the Rule 11. You Must Be ateach of you for more than half the year and
year.because he met the relationship and age tests Least Age 25 but Under

for both of you. You earned $11,000 during the • You lived with that person in the United Age 65year and your ex-husband earned $25,000. States for more than half of the year.
Neither of you had any other income.

You must be at least age 25 but under age 65 atFor more details about the tests to be a qualify-You and your ex-husband may choose which the end of 2003. If you are married filing a jointing child, see Rule 8.of you will treat the child as a qualifying child to return, either you or your spouse must be at
claim the EIC. However, if you and he are una- If you (or your spouse if filing a joint return) are least age 25 but under age 65 at the end of
ble to agree and both use the child to claim the a qualifying child of another person, you cannot 2003. It does not matter which spouse meets the
EIC, only your ex-husband will be allowed to claim the EIC. This is true even if the person for age test, as long as one of the spouses does.
claim the credit using this child. This is because, whom you are a qualifying child does not claim If neither you nor your spouse meets the ageduring 2003, the child lived with him longer than the EIC or meet all of the rules to claim the EIC. test, you cannot claim the EIC. Put “No” directlywith you. You cannot claim the EIC for persons

Put “No” beside line 63 (Form 1040) or line 41 to the right of line 63 (Form 1040) or line 41either with or without a qualifying child.
(Form 1040A). (Form 1040A), or on line 8 (Form 1040EZ).

Example 5 –  unmarried parents. You,
your 5-year-old son, and your son’s father lived Table 38–2. When More Than One Person Claims EIC
together all year. You and your son’s father are Using Same Child (Tie-Breaker Rule).not married. Your son is a qualifying child of both
you and his father because he meets the rela-
tionship, age, and residency tests for both you IF more than one person claims the
and his father. You earned $8,000 and your EIC using the same child and . . . THEN . . .
son’s father earned $18,000. Neither of you had

Only one of the persons is the child’s Only the parent can treat the child as aany other income. You and your son’s father
parent, qualifying child.may choose which of you will treat the child as a

qualifying child to claim the EIC. However, if you
Two of the persons are the child’s parent, Only the parent with whom the child lived theand he are unable to agree and both use the
and they do not file a joint return longest during the year can treat the child aschild to claim the EIC, only the father will be
together, a qualifying child.allowed to claim the credit using this child. This

is because his AGI ($18,000) was more than Two of the persons are the child’s parent, Only the parent with the highest adjusted
your AGI ($8,000). You cannot claim the EIC for the child lived with each parent the same gross income (AGI) can treat the child as a
persons either with or without a qualifying child. amount of time during the year, and the qualifying child.

parents do not file a joint return together,
Example 6–  child did not live with a par-

None of the persons are the child’s Only the person with the highest AGI canent. You and your 7-year-old niece lived with
parent, treat the child as a qualifying child.your mother all year. You care for your niece as

you would your own child. You are 25 years old,
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Example 1. You are age 28 and unmarried. and totally disabled at any time during the 2) Figure the EIC yourself. If you want to do
You meet the age test. year. this, see How To Figure the EIC Yourself.

• You lived with that person in the UnitedExample 2. You are married and filing a
States for more than half of the year. Rule 15. Your Earnedjoint return. You are age 23 and your spouse is

age 27. You meet the age test because your Income Must Be LessIf you (or your spouse if filing a joint return) are
spouse is at least age 25 but under age 65.

a qualifying child of another person, you cannot Than:
claim the EIC. This is true even if the person for

Rule 12. You Cannot Be whom you are a qualifying child does not claim
• $33,692 ($34,692 for married filing jointly)the EIC or meet all of the rules to claim the EIC.the Dependent of Another if you have more than one qualifying child,Put “No” directly to the right of line 63 (Form

Person 1040), line 41 (Form 1040A), or on line 8 (Form • $29,666 ($30,666 for married filing jointly)
1040EZ). if you have one qualifying child, or

If you are not filing a joint return, you meet this
• $11,230 ($12,230 for married filing jointly)rule if: Example. You lived with your mother all

if you do not have a qualifying child.year. You are age 26 and permanently and to-• You checked box 6a on Form 1040 or
tally disabled. Your only income was from a1040A, or Earned income generally means wages, sala-community center where you went twice a week

ries, tips, other taxable employee compensa-• You checked the “No” box on line 5 of to answer telephones. You earned $1,500 for
tion, and net earnings from self-employment.Form 1040EZ. the year. Because you meet the relationship,
Earned income is explained in detail in Rule 7.age, and residency tests, you are a qualifying

If you are filing a joint return, you meet this child of your mother. She can claim the EIC if
Figuring earned income. If you are self-em-rule if: she meets all the other requirements. Because
ployed, a statutory employee, or a member ofyou are a qualifying child of your mother, you• You checked both box 6a and box 6b on the clergy or church employee who files Sched-cannot claim the EIC. This is so even if your

Form 1040 or 1040A, or ule SE (Form 1040), you will figure your earnedmother cannot or does not claim the EIC.
income when you fill out Part 4 of EIC Work-• You and your spouse checked the “No”
sheet B in the Form 1040 instructions.box on line 5 of Form 1040EZ. Rule 14. You Must Have Otherwise, figure your earned income by us-
ing the worksheet in Step 5 of the Form 1040Lived in the United StatesIf you are not sure whether someone else can
instructions for line 63 or the Form 1040A in-claim you (or your spouse if filing a joint return) More Than Half of the Year structions for line 41, or the worksheet in Step 2as a dependent, read the rules for claiming a
of the Form 1040EZ instructions for line 8.dependent in chapter 3. Your home (and your spouse’s if filing a joint

When using one of those worksheets to fig-If someone else can claim you (or your return) must have been in the United States for
ure your earned income, you will start with thespouse if filing a joint return) as a dependent on more than half the year.
amount on line 7 (Form 1040 or Form 1040A) orhis or her return, but does not, you still cannot If it was not, put “No” directly to the right of
line 1 (Form 1040EZ). You will then reduce thatclaim the credit. line 63 (Form 1040) or line 41 (Form 1040A), or
amount by any amount included on that line andon line 8 (Form 1040EZ).
described in the following list.Example 1. In 2003, you were age 25, sin-

United States. This means the 50 states andgle, and living at home with your parents. You • Scholarship or fellowship grants not re-the District of Columbia. It does not include U.S.worked and were not a student. You earned ported on a Form W-2. A scholarship orpossessions, such as Guam and Puerto Rico.$7,500. Your parents cannot claim you as a fellowship grant that was not reported to
dependent. When you file your return, you claim you on a Form W-2 is not consideredHomeless shelter. Your home can be anyan exemption for yourself by checking the “No” earned income for the earned incomelocation where you regularly live. You do notbox on line 5 of your Form 1040EZ. You meet credit.need a traditional home. If you lived in one orthis rule.

more homeless shelters in the United States for • Inmates. Amounts received for work per-
more than half the year, you meet this rule. formed while an inmate in a penal institu-Example 2. The facts are the same as in

tion are not earned income for the earnedExample 1, except that you earned $2,000. Your Military personnel stationed outside the
income credit. This includes amounts re-parents can claim you as a dependent but de- United States. U.S. military personnel sta-
ceived through a work release program orcide not to. You do not meet this rule. You tioned outside the United States on extended
while in a halfway house. If you receivedcannot claim the credit because your parents active duty (defined in Rule 8) are considered to
any amount for work done while an inmatecould have claimed you as a dependent. live in the United States during that duty period
in a penal institution and that amount isfor the EIC.
included in the total on line 7 (Form 1040Rule 13. You Cannot Be a or Form 1040A) or line 1 (Form 1040EZ),
put “PRI” and the amount on the dottedQualifying Child of
line next to line 7 (Form 1040), in theAnother Person Part D. Figuring and space to the left of line 7 (Form 1040A), or
in the space to the left of line 1 (FormYou are a qualifying child of another person Claiming the EIC 1040EZ).(your parent, guardian, foster parent, etc.) if all

of the following statements are true. • Deferred compensation plans. A pen-Read this part if you have met all the rules in
sion or annuity from a nonqualified de-Parts A and B, or all the rules in Parts A and C.• You are that person’s son, daughter, ferred compensation plan or aPart D discusses Rule 15. You must meetadopted child, stepchild, grandchild, or eli- nongovernmental section 457 plan is notthis rule, in addition to the rules in Parts A and B,gible foster child. Or, you are that person’s considered earned income for the earnedor Parts A and C, to qualify for the earned in-brother, sister, stepbrother, or stepsister income credit. If you received such ancome credit.(or the child or grandchild of that person’s amount and it was included in the total onThis part of the chapter also explains how tobrother, sister, stepbrother, or stepsister) line 7 (Form 1040 or Form 1040A) or linefigure the amount of your credit. You have twofor whom that person cares as his or her 1 (Form 1040EZ), put “DFC” and thechoices.own child. amount on the dotted line next to line 7
(Form 1040), in the space to the left of the• At the end of the year you were under age 1) Have the IRS figure the EIC for you. If you
entry space for line 7 (Form 1040A), or in19, or under age 24 and a full-time stu- want to do this, see  IRS Will Figure the
the space to the left of line 1 (Formdent, or any age if you were permanently EIC for You.
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1040EZ). This amount may be reported in Form 1040A and EIC Worksheet. If you file
1) Print EIC to the left of the entry space for Form 1040A and want to figure the credit your-box 11 of your Form W-2. If you received

line 41. Then, if you have any of the types self, follow these steps.such an amount but box 11 is blank, con-
of income described earlier under Inmatestact your employer for the amount re-
or Deferred compensation plans, follow the 1) Go to your form instruction booklet andceived as a pension or annuity.
instructions given there. turn to the instructions for Line 41 and

look for the EIC Worksheet.Clergy. If you are a member of the clergy 2) Complete all other parts of your return that
who files Schedule SE and the amount on line 2 apply to you (including line 37), but do not 2) Complete the EIC Worksheet according to
of that schedule includes an amount that was fill in lines 43, 44, 45a, and 47. If you do its instructions. Find the amount of your
also reported on line 7 (Form 1040), subtract not have a qualifying child, stop here. credit in the EIC Table in your form instruc-
that amount from the amount on line 7 (Form tion booklet.3) If you have a qualifying child, complete1040) and enter the result in the first space of

Schedule EIC according to its instructions. 3) Enter the amount of your earned income
the worksheet in Step 5 of the Form 1040 in-

credit from line 6 of the EIC Worksheet onBe sure to enter the child’s social security
structions for line 63. Print “Clergy” on the dotted Form 1040A, line 41.number on line 2a of that schedule. If you
line next to line 63 (Form 1040). do not, your credit may be reduced or dis- 4) Keep the EIC Worksheet for your records.

allowed. Attach Schedule EIC to your re-Church employees.  A church employee Do not attach it to your income tax return.
turn.means an employee (other than a minister or If you do not have a qualifying child, stop

member of a religious order) of a church or here.
qualified church-controlled organization that is

5) If you have a qualifying child, completeexempt from employer social security and Medi- Form 1040EZ Schedule EIC according to its instructions.care taxes. If you received wages as a church
Be sure to enter the child’s social securityemployee and included any amount on both line If you file Form 1040EZ and want the IRS to
number on line 2a of that schedule. If you5a of Schedule SE and line 7 (Form 1040), figure your credit for you, follow these steps.
do not, your credit may be reduced or dis-subtract that amount from the amount on line 7
allowed. Attach Schedule EIC to your re-(Form 1040) and enter the result in the first 1) Print EIC in the space to the left of line 8.
turn.space of the worksheet in Step 5of the Form Then if you have the type of income de-

1040 instructions for line 63. scribed earlier under Inmates, follow the
instructions given there. Form 1040EZ and EIC Worksheet. If you file

Form 1040EZ and want to figure the credit your-IRS Will Figure 2) Complete all other parts of your return that
self, follow these steps.apply to you, but do not fill in lines 9, 11a,the EIC for You

or 12. 1) Go to your form instruction booklet and
The IRS will figure the amount of your EIC for turn to the instructions for Line 8 and look
you if you follow the steps explained in this for the EIC Worksheet.How To Figure thesection.

2) Complete the EIC Worksheet according toEIC YourselfPlease do not ask the IRS to figure its instructions. Find the amount of your
your EIC unless you are eligible for it. credit in the EIC Table in your form instruc-To figure the amount of your earned income
Read the rules in Parts A, B, C, and D tion booklet.CAUTION

!
credit, you can use the Earned Income Credit

to see if you qualify.
Worksheet (EIC Worksheet) in the instruction 3) Enter the amount of your earned income
booklet for Form 1040, Form 1040A, or Form credit from line 6 of the EIC Worksheet onIf you want the IRS to also figure the
1040EZ. Form 1040EZ, line 8.amount of your income tax, see chap-

ter 32.
TIP

4) Keep the EIC Worksheet for your records.
Form 1040 and EIC Worksheet. If you file Do not attach it to your income tax return.
Form 1040 and want to figure the credit yourself,
follow these steps.Form 1040
1) Go to your form instruction booklet andIf you file Form 1040 and want the IRS to figure

turn to the instructions for Line 63 and Examplesyour credit for you, follow these steps.
look for Worksheet A or Worksheet B.

The following two comprehensive examples1) Print EIC on the dotted line next to line 63. 2) Complete the EIC Worksheet that applies
(complete with filled-in forms) may be helpful.Then, if you have any of the types of in- to your situation according to its instruc-

come described earlier under Inmates, De- tions. Complete Worksheet B if you were 1) John and Janet Smith, a married couple
ferred compensation plans, or Clergy, self-employed, a member of the clergy or a with one qualifying child and using Form
follow the instructions given there. church employee who files Schedule SE, 1040A, and

or a statutory employee filing Schedule C2) Complete all other parts of your return that 2) Kelly Green, age 30, a student, with noor C-EZ. Find the amount of your credit in
apply to you (including line 58), but do not qualifying child and using Form 1040EZ.the EIC Table in your instruction booklet.
fill in lines 68, 69, 70a, and 72. If you do

3) Enter the amount of your earned incomenot have a qualifying child, stop here.
credit from Worksheet A or B on Form Example 1. John and Janet3) If you have a qualifying child, complete 1040, line 63. Smith (Form 1040A)Schedule EIC according to its instructions.

4) Keep the EIC Worksheet for your records.Be sure to enter the child’s social security
John and Janet Smith are married and will file aDo not attach it to your income tax return.number on line 2a of that schedule. If you
joint return. They have one child—Amy, who isIf you do not have a qualifying child, stopdo not, your credit may be reduced or dis-
3 years old. Amy lived with John and Janet for allhere.allowed. Attach Schedule EIC to your re-
of 2003. John worked and earned $9,500. Janetturn. 5) If you have a qualifying child, complete worked part of the year and earned $1,500.

Schedule EIC according to its instructions. Their earned income and AGI are $11,000. John
Be sure to enter the child’s social security and Janet qualify for the earned income credit
number on line 2a of that schedule. If you and fill out the EIC Worksheet and ScheduleForm 1040A
do not, your credit may be reduced or dis- EIC. The Smiths will attach Schedule EIC to

If you file Form 1040A and want the IRS to figure allowed. Attach Schedule EIC to your re- Form 1040A when they send their completed
turn. return to the IRS.your credit for you, follow these steps.
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They took the following steps to complete Line 1. She enters $6,240 (her earned in- advance payment of the earned income credit. If
Schedule EIC and the EIC Worksheet. come). you are a farm worker and are paid on a daily

basis, your employer is not required to pay youLine 2. Kelly goes to the Earned Income
the advance amount of the credit.Credit Table in the forms instruction booklet.Completing Schedule EIC She finds her earned income of $6,240 in the
How To Get Advancerange of $6,200 to $6,250. Kelly follows this lineThe Smiths complete Schedule EIC because

across to the column that describes her filingthey have a qualifying child. They enter “John Payments for 2004
status and number of children and finds $382.and Janet Smith” and John’s SSN (the SSN that
She enters $382 on line 2. To get part of the credit in advance, you must fillappears first on their Form 1040A) on the line at

out a 2004 Form W–5. After you have read thethe top of Schedule EIC. The Smiths then fill out Line 3. Kelly enters $6,260 (her AGI).
instructions and answered the questions onQualifying Child Information (lines 1–5).

Line 4. Kelly checks the “No” box because Form W–5, give the lower part of the form toLine 1. The Smiths enter Amy’s first name lines 1 and 3 are not the same. your employer. Keep the top part for your rec-
and last name in the column “Child 1.” ords.Line 5. Kelly checks the “No” box because

Line 2a. They enter Amy’s SSN. the amount on line 3 ($6,260) is not less than More than one employer. If you have more
$6,250. She goes to the Earned Income CreditLine 2b. They enter Amy’s year of birth than one employer, give a certificate to only one
Table in the forms instruction booklet. She finds(2000). of them. If you are married and both you and
her adjusted gross income of $6,260 in the your spouse are employed and expect to qualifyLines 3a and 3b. The Smiths skip lines 3a range of $6,250 to $6,300. Kelly follows this line for the credit, you may give a Form W–5 to yourand 3b because Amy was not born before 1985. across to the column that describes her filing employer and your spouse may give one to his
status and number of children and finds $379.Line 4. The Smiths enter “Daughter.” This or her employer.
She enters $379 on line 5. She looks at thecolumn shows Amy’s relationship to John and

If you receive advance earned incomeamounts on lines 5 and 2. $379 is the smallerJanet.
credit payments in 2004, you must fileamount.

Line 5. The Smiths enter “12.” This is how Form 1040 or Form 1040A for 2004.CAUTION
!

Line 6. She enters $379 here and on Formmany months Amy lived with them in 2003. You must file a return to report what you already
1040EZ, line 8. Kelly’s earned income credit is received and to take advantage of any additional
$379. earned income credit that you may qualify for.

Completing the EIC Worksheet
Receipt of advance payments you do not
qualify for. If you receive advance paymentsNext, the Smiths will complete the EIC Work-
and later find out that you do not qualify for thesheet to figure their earned income credit. Advance Earned
EIC, you will have to pay back any advance

Line 1. The Smiths enter $11,000 (their payment you are not entitled to when you fileIncome Creditearned income). your Form 1040 or Form 1040A.
Line 2. The Smiths go to the Earned In- Would you like to get part of your earned income When to give your employer a new Form

come Credit Table in the Form 1040A instruc- credit now instead of waiting until after the end of W–5. The 2004 Form W–5 you give to your
tions. The Smiths find their income of $11,000 the year? If you work for someone and expect to employer is valid until December 31, 2004. If you
within the range of $11,000 to $11,050. They qualify for the earned income credit in 2004, you expect to qualify for the earned income credit in
follow this line across to the column that de- can choose to get part of the credit in advance. 2005 and you want to receive advance pay-
scribes their filing status and number of children, Give your employer a 2004 Form W–5, Earned ments, you must give your employer a new
and find $2,547 and enter it on line 2. Income Credit Advance Payment Certificate, Form W–5 in 2005. Do this each year you think

and your employer will include part of the credit you are eligible for the credit.Line 3. The Smiths enter their AGI of
regularly in your pay. If you no longer want to get advance pay-$11,000.

ments or if your situation changes and you noWho can get the advance payment of theLine 4. The Smiths check the “Yes” box longer qualify for the earned income credit, youearned income credit? To get part of thebecause lines 1 and 3 are the same ($11,000). must give your employer a new Form W–5.earned income credit paid to you throughout theThey skip line 5 and enter the amount from line 2 Check the No box on line 1 of the new form.year in your paycheck, you must meet all the($2,547) on line 6. If your spouse files a Form W–5 with his orfollowing rules.
her employer, you must file a new Form W–5Line 6. The Smiths’ EIC is $2,547.
with your employer. Check the Yes box on line1) You must expect that your earned income
3.and AGI will each be less than a certainExample 2. Kelly Green

amount. The amount in 2003 was $29,666
(Form 1040EZ) ($30,666 if you expected to file married Advance Payments

filing jointly). The amount for 2004 will be
Kelly Green is age 30 and a full-time student. Received in 2003higher. (See the 2004 Form W–5 for the
She lived with her parents in the United States 2004 amount.)

If you received advance payments of the earnedfor all of 2003. She had a part-time job and
2) You must expect to have a qualifying child. income credit in 2003, you must file a tax returnearned $6,240. She earned $20 interest on a

to report the payments. Report the amount onsavings account. She is not eligible to be 3) You must expect to meet all the rules in
line 58 (Form 1040) or line 37 (Form 1040A).claimed as a dependent on her parents’ return. Parts A, B, and D of this chapter or in the
Your Form W–2, box 9, will show the amountAlthough she lived with her parents, she is not instructions for Form W–5.
you received.their qualifying child because she does not meet

the age test. She does not have any children. Persons who are not entitled to receive ad- You cannot use Form 1040EZ to report
Kelly qualifies for the earned income credit. vance payments.  Under certain circum- your advance payments.

Kelly will file Form 1040EZ and complete the stances, even if you meet these rules, you may CAUTION
!

EIC Worksheet. not be entitled to get EIC. If your wages are not
subject to federal income tax, social security tax,
or Medicare tax withholding, you cannot get the

Completing the EIC Worksheet

Kelly figures the amount of her earned income
credit on the EIC Worksheet as follows.
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EIC Eligibility Checklist

You may claim the EIC if you answer YES to all the following questions.*

YES NO
1. Is your AGI less than:

• $11,230 ($12,230 if married filing jointly) if you do not have a qualifying child,
• $29,666 ($30,666 if married filing jointly) if you have one qualifying child, or
• $33,692 ($34,692 if married filing jointly) if you have more than one qualifying child?

(See Rule 1.) ❏ ❏
2. Do you, your spouse, and your qualifying child each have a valid SSN? (See Rule 2.) ❏ ❏
3. Is your filing status married filing jointly, head of household, qualifying widow(er), or single? (See

Rule 3.)
Caution: If you are a nonresident alien, answer YES only if your filing status is married filing
jointly and you are married to a U.S. citizen or resident alien. (See Rule 4.) ❏ ❏

4. Answer YES if you are not filing Form 2555 or Form 2555–EZ. Otherwise, answer NO. (See
Rule 5.) ❏ ❏

5. Is your investment income $2,600 or less? (See Rule 6.) ❏ ❏
6. Is your total earned income at least $1 but less than:

• $11,230 ($12,230 if married filing jointly) if you do not have a qualifying child,
• $29,666 ($30,666 if married filing jointly) if you have one qualifying child, or
• $33,692 ($34,692 if married filing jointly) if you have more than one qualifying child?

(See Rules 7 and 15.) ❏ ❏
7. Answer YES if you (and your spouse if filing a joint return) are not a qualifying child of another

person. Otherwise, answer NO. (See Rules 10 and 13.) ❏ ❏
STOP If you have a qualifying child, answer questions 8 and 9 and skip 10–12. If you

do not have a qualifying child, skip questions 8 and 9 and answer 10–12.*
8. Does your child meet the age, residency, and relationship tests for a qualifying child? (See Rule

8.) ❏ ❏
9. Is your child a qualifying child only for you? Answer YES if your qualifying child also meets the

tests to be a qualifying child of another person, but either (a) the other person is not claiming the
EIC using that child, or (b) if both you and the other person claim the EIC using that child, Rule 9
will allow only you to treat the child as a qualifying child. (See Rule 9.) ❏ ❏

10. Were you (or your spouse if filing a joint return) at least age 25 but under 65 at the end of 2003?
(See Rule 11.) ❏ ❏

11. Answer YES if you (and your spouse if filing a joint return) cannot be claimed as a dependent on
anyone else’s return. Answer NO if you (or your spouse if filing a joint return) can be claimed as
a dependent on someone else’s return. (See Rule 12.) ❏ ❏

12. Was your main home (and your spouse’s if filing a joint return) in the United States for more
than half the year? (See Rule 14.) ❏ ❏

* PERSONS WITH A QUALIFYING CHILD: If you answered YES to questions 1 through 9, you can claim the
EIC. Remember to fill out Schedule EIC and attach it to your Form 1040 or Form 1040A. You cannot use Form
1040EZ.
PERSONS WITHOUT A QUALIFYING CHILD: If you answered YES to questions 1 through 7, and 10 through
12, you can claim the EIC.
If you answered NO to any question that applies to you: You cannot claim the EIC.
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John and Janet Smith 00

Amy

1

Smith

2

0 42220 0 0 0

222 2222

Daughter

Filled-in Schedule EIC — John and Janet Smith

� OMB No. 1545-0074
SCHEDULE EIC Earned Income Credit(Form 1040A or 1040)

Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 43

Qualifying Child Information

For Paperwork Reduction Act Notice, see Form 1040A
or 1040 instructions.

Schedule EIC (Form 1040A or 1040) 2003Cat. No. 13339M

Before you begin: See the instructions for Form 1040A, line 41, or Form 1040, line 63, to make sure that
(a) you can take the EIC and (b) you have a qualifying child.

Qualifying Child Information

● It will take us longer to process your return and issue your refund if you do not fill in all lines that apply
for each qualifying child.

3

2a

4

5

1 Child’s name

Child’s SSN

Child’s relationship to you

Number of months child lived with
you in the United States during 2003

months

Yes.

months

If the child was born before 1985—

Was the child permanently and totally
disabled during any part of 2003?

b

Yes.

First name Last name First name Last name

Name(s) shown on return Your social security number

(99)

EIC

1040A
1040

Complete and attach to Form 1040A or 1040
only if you have a qualifying child.

● Be sure the child’s name on line 1 and social security number (SSN) on line 2a agree with the child’s
social security card. Otherwise, at the time we process your return, we may reduce or disallow your
EIC. If the name or SSN on the child’s social security card is not correct, call the Social Security
Administration at 1-800-772-1213.

Child 1 Child 2

If you have more than two qualifying children, you
only have to list two to get the maximum credit.

The child must have an SSN as defined on page 43
of the Form 1040A instructions or page 47 of the
Form 1040 instructions unless the child was born and
died in 2003. If your child was born and died in 2003
and did not have an SSN, enter “Died” on this line
and attach a copy of the child’s birth certificate.

No. No.

Go to line 4. Go to line 4.Continue Continue

Yes. Yes.No. No.

Continue ContinueThe child is not a
qualifying child.

The child is not a
qualifying child.

● If the child lived with you for more than half of
2003 but less than 7 months, enter “7”.

● If the child was born or died in 2003 and your
home was the child’s home for the entire time he
or she was alive during 2003, enter “12”.

Do not enter more than 12 months. Do not enter more than 12 months.

You may also be able to take the additional child tax credit if your child (a) was under age 17 at the end of 2003, (b) is
claimed as your dependent on line 6c of Form 1040A or Form 1040, and (c) is a U.S. citizen or resident alien. For more
details, see the instructions for line 42 of Form 1040A or line 65 of Form 1040.

. . . . . . . . . .

● If you take the EIC even though you are not eligible, you may not be allowed to take the credit for up
to 10 years. See back of schedule for details.

(for example, son, daughter, grandchild,
niece, nephew, foster child, etc.)

2003

Was the child under age 24 at the end
of 2003 and a student?

a

b Child’s year of birth

If born after 1984, skip lines 3a
and 3b; go to line 4.

Year

If born after 1984, skip lines 3a
and 3b; go to line 4.

Year2 0 0 0
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�

11,000

2,547

11,000

2,547

Filled-in EIC Worksheet—John and Janet Smith (Page references are to the Form 1040A Instructions.)

Earned Income Credit (EIC) Worksheet—Line 41

1040A

Yes. Skip line 5; enter the amount from line 2 on line 6.

STOP

Keep for Your Records

1.

2.

3.

4.

5.

1Enter your earned income from Step 5 on
page 42.

Look up the amount on line 1 above in the EIC Table on pages 45–49
to find the credit. Be sure you use the correct column for your filing
status and the number of children you have. Enter the credit here.

Enter the amount from Form 1040A, line 22.

Are the amounts on lines 3 and 1 the same?

No. Go to line 5.

If you have:

Yes. Leave line 5 blank; enter the amount from line 2 on line 6.

No. Look up the amount on line 3 in the EIC Table on
pages 45–49 to find the credit. Be sure you use the correct
column for your filing status and the number of children
you have. Enter the credit here.

Enter this amount on
Form 1040A, line 41.

3

6Part 3

Part 1

Part 2

All Filers

Filers Who
Answered
“No” on
Line 4

Your Earned
Income Credit

2

If line 2 is zero, You cannot take the credit.
Put “No” to the left of the entry space for line 41.

● No qualifying children, is the amount on line 3 less than $6,250 ($7,250
if married filing jointly)?

● 1 or more qualifying children, is the amount on line 3 less than $13,750
($14,750 if married filing jointly)?

Look at the amounts on lines 5 and 2.
Then, enter the smaller amount on line 6.

5

6. This is your earned income credit.

Reminder—
If you have a qualifying child, complete and attach
Schedule EIC.

If your EIC for a year after 1996 was reduced or disallowed, see
page 42 to find out if you must file Form 8862 to take the credit
for 2003.

�
��

EIC

1040A

AGI
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6,240

6,260

382

379

379

Earned Income Credit (EIC) Worksheet—Line 8

1040EZ

Yes. Skip line 5; enter the amount from line 2 on line 6.

STOP

Keep for Your Records

1.

2.

3.

4.

5.

1Enter your earned income from Step 2 on page 16.

Look up the amount on line 1 above in the EIC Table on page 18 to
find the credit. Be sure you use the correct column for your filing
status. Enter the credit here.

Enter the amount from Form 1040EZ, line 4.

Are the amounts on lines 3 and 1 the same?

No. Go to line 5.

Is the amount on line 3 less than $6,250 ($7,250 if married filing jointly)?

Yes. Leave line 5 blank; enter the amount from line 2 on line 6.

No. Look up the amount on line 3 in the EIC Table on page 18
to find the credit. Be sure you use the correct column for
your filing status. Enter the credit here.

Enter this amount on
Form 1040EZ, line 8.

3

6Part 3

Part 1

Part 2

All Filers

Filers Who
Answered
“No” on
Line 4

Your Earned
Income Credit

2

If line 2 is zero, You cannot take the credit.
Enter “No” in the space to the left of line 8.

Look at the amounts on lines 5 and 2.
Then, enter the smaller amount on line 6.

5

6. This is your earned income credit.

If your EIC for a year after 1996 was reduced or disallowed, see
page 16 to find out if you must file Form 8862 to take the credit
for 2003.

�

Filled-in EIC Worksheet—Kelly Green (Page references are to the Form 1040EZ Instructions)

�

�
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• Education credits (chapter 37). Adoption Credit
• Earned income credit (chapter 38).

You may be able to take a tax credit of up to39. $10,160 for qualifying expenses paid to adopt
Nonrefundable credits. The first part of this an eligible child. A credit of up to $10,160 may
chapter, Nonrefundable Credits, covers six be allowed for the adoption of a child with spe-
credits that you subtract directly from your tax. cial needs even if you do not have any qualifyingOther Credits These credits may reduce your tax to zero. If expenses.
these credits are more than your tax, the excess

If your modified adjusted gross income (AGI)is not refunded to you.
is more than $152,390, your credit is reduced. If
your modified AGI is $192,389 or more, youImportant Changes for

Refundable credits. The second part of this cannot claim the credit.
chapter, Refundable Credits, covers three cred-2003 The amount of expenses paid or in-
its that are treated as payments and are refund- curred before 2002 that can be taken
able to you. These credits are added to theAdoption credit.  Beginning in 2003, the max- into account is limited to the pre-2002CAUTION

!
federal income tax withheld and any estimatedimum adoption credit increases to $10,160. This dollar limits. The limit on these expenses is
tax payments you made. If this total is more thanamount may be allowed for the adoption of a $5,000 ($6,000 in the case of a child with special
your total tax, the excess will be refunded to you.child with special needs regardless of whether needs, defined later).

you have qualifying expenses. See Adoption
Credit, later for more information. Useful Items

Qualifying expenses. Qualifying adoption ex-
You may want to see:Excess withholding of social security tax penses are reasonable and necessary adoption

and tier 1 railroad retirement tax. Social se- fees, court costs, attorney fees, traveling ex-
Publicationcurity and tier 1 railroad retirement tax (RRTA) penses (including amounts spent for meals and

are both withheld at a rate of 6.2% of wages. ❏ 502 Medical and Dental Expenses lodging) while away from home, and other ex-
The maximum wages subject to this tax in- penses directly related to, and whose principal

❏ 514 Foreign Tax Credit forcreased to $87,000 in 2003. If you had two or purpose is for, the legal adoption of an eligible
Individualsmore employers and they withheld too much child.

social security or RRTA tax during 2003, you
❏ 530 Tax Information for First-Time

Nonqualifying expenses. Qualifying adop-may be entitled to a credit of the excess with- Homeowners
tion expenses do not include expenses:holding. For more information about the credit,

❏ 535 Business Expensessee Credit for Excess Social Security Tax or
• That violate state or federal law,Railroad Retirement Tax Withheld under Re-

❏ 590 Individual Retirement Arrangements
fundable Credits, later. • For carrying out any surrogate parenting(IRAs)

arrangement,Health coverage tax credit. There is a new ❏ 968 Tax Benefits for Adoption
credit for health insurance premiums paid by • For the adoption of your spouse’s child,
certain workers who are displaced by foreign Form (and Instructions) • Paid using funds received from any fed-trade or who are receiving a pension from the

eral, state, or local program,❏ 1116 Foreign Tax Credit (Individual,Pension Benefit Guaranty Corporation. This
Estate, or Trust)credit is available to eligible individuals for quali- • Allowed as a credit or deduction under any

fying payments made for each month in 2003. other federal income tax rule, or❏ 2439 Notice to Shareholder of
For more information, see Health Coverage Tax Undistributed Long-Term Capital • Paid or reimbursed by your employer orCredit near the end of this chapter. Gains any other person or organization.

❏ 8396 Mortgage Interest Credit

Eligible child. The term “eligible child” means❏ 8801 Credit For Prior Year Minimum Tax
any individual:— Individuals, Estates, and TrustsIntroduction

❏ 8828 Recapture of Federal MortgageThis chapter discusses the following credits. 1) Under 18 years old, or
Subsidy

2) Physically or mentally incapable of caring• Adoption credit.
❏ 8834 Qualified Electric Vehicle Credit for himself or herself.• Foreign tax credit.
❏ 8839 Qualified Adoption Expenses

Child with special needs. An eligible child• Mortgage interest credit.
❏ 8880 Credit for Qualified Retirement is a child with special needs if:• Retirement savings contributions credit. Savings Contributions

• Credit for prior year minimum tax. 1) He or she is a citizen or resident of the❏ 8885 Health Coverage Tax Credit
United States (including U.S. possessions)• Credit for electric vehicles.
and

• Credit for excess social security tax or rail-
2) A state (including the District of Columbia)road retirement tax withheld.

determines that the child cannot or shouldNonrefundable Credits• Credit for tax on undistributed capital gain. not be returned to his or her parents’ home
and probably will not be adopted unless• Health coverage tax credit. The following credits are discussed in this part. adoption assistance is provided to the
adoptive parents.Several other credits are discussed in other • Adoption credit.

chapters in this publication. Factors used by states to determine if a child• Foreign tax credit. has special needs could include:• Child and dependent care credit (chapter • Mortgage interest credit. • The child’s ethnic background,34).
• Retirement savings contributions credit. • The child’s age,• Credit for the elderly or the disabled
• Credit for prior year minimum tax.(chapter 35). • Whether the child is a member of a minor-
• Credit for electric vehicles. ity or sibling group, or• Child tax credit (chapter 36).
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If your mortgage is larger than the certifiedTable 39–1. Applicable Percentage for Retirement Savings Contributions Credit
indebtedness amount shown on your MCC, youTHEN your
multiply the certified credit rate (shown on yourapplicable
MCC) by only the interest allocated to the certi-percentage
fied indebtedness amount shown on your MCC.IF your filing status is ... AND your AGI is ... is ...

If two or more persons (other than a married
Not over $30,000 50% couple filing a joint return) hold an interest in the

home to which the MCC relates, the credit mustOver $30,000, but not over $32,500 20%
be divided based on the interest held by eachmarried filing jointly

Over $32,500, but not over $50,000 10% person. See Publication 530 for further informa-
tion.

Over $50,000 0%
If the certificate credit rate is higher

Not over $22,500 50% than 20%, the credit you are allowed
cannot be more than $2,000.Over $22,500, but not over $24,375 20% CAUTION

!
head of household

Over $24,375, but not over $37,500 10%
Carryforward. If your allowable credit is re-

Over $37,500 0% duced because of the limit based on your tax,
you can carry forward the unused portion of the

Not over $15,000 50% credit to the next 3 years or until used, which-single,
ever comes first.Over $15,000, but not over $16,250 20%qualifying widow(er),

If you are subject to the $2,000 limit becauseor Over $16,250, but not over $25,000 10% your certificate credit rate is more than 20%, youmarried filing separately
cannot carry forward any amount more thanOver $25,000 0%
$2,000 (or your share of the $2,000 if you must
divide the credit).

• Whether the child has a medical condition Election not to file Form 1116. You will not
How to claim the credit. Figure your 2003or physical, mental, or emotional handi- be subject to the limit and may be able to claim
credit and any carryforward to 2004 on Formcap. the credit without using Form 1116 if all the
8396, and attach it to your Form 1040. Be surefollowing requirements are met.
to include any credit carryforward from 2000,

Foreign child. If the child is not a U.S. citizen 2001, and 2002.1) You are an individual.
or resident, you cannot take the credit unless the Include the credit in your total for line 51,

2) Your only foreign source income for theadoption becomes final. Form 1040, and check box a.
tax year is passive income (dividends, in-

When to claim the credit. Generally, for any terest, royalties, etc.) that is reported to Reduced home mortgage interest deduction.year before the adoption becomes final, you you on a payee statement (such as a Form If you itemize your deductions on Schedule Atake the credit in the year after your qualified 1099–DIV, Dividends and Distributions, or (Form 1040), you must reduce your home mort-expenses are paid or incurred. See Publication 1099– INT, Interest Income). gage interest deduction by the amount of the968 for more specific information on when to
mortgage interest credit shown on line 3 of Form3) Your qualified foreign taxes for the taxclaim the credit.
8396. You must do this even if part of thatyear are not more than $300 ($600 if filing

How to claim the credit. To claim the credit, amount is to be carried forward to 2004. Fora joint return) and are reported on a payee
you must complete Form 8839 and attach it to more information about the home mortgage in-statement.
your Form 1040 or Form 1040A. Enter the credit terest deduction, see chapter 25.

4) You elect this procedure for the tax year.on line 50, Form 1040, or line 34, Form 1040A.
Recapture of federal mortgage subsidy. IfIf you qualify and elect not to file Form 1116,
you received an MCC with your mortgage loan,enter the amount of your foreign taxes paid onForeign Tax Credit you may have to recapture (pay back) all or part

line 44, Form 1040.
of the benefit you received from that program.You generally can choose to claim income taxes

If you make this election, you cannot The recapture may be required if you sell oryou paid or accrued during the year to a foreign
carry back or carry over any unused dispose of your home at a gain during the first 9country or U.S. possession as a credit against
foreign tax to or from this tax year. years after the date you closed your mortgageCAUTION

!
your U.S. income tax. Or, you can deduct them

loan. See Publication 523, Selling Your Home,as an itemized deduction (see chapter 24).
for more information.You cannot take a credit (or deduction) for Mortgage Interest Creditforeign income taxes paid on income that you

exclude from U.S. tax under any of the following. Retirement SavingsThe mortgage interest credit is intended to help
lower-income individuals afford home owner- Contributions Credit1) Foreign earned income exclusion.
ship. If you qualify, you can claim the credit each

2) Foreign housing exclusion. You may be able to take a tax credit of up toyear for part of the home mortgage interest you
$1,000 ($2,000 if married filing jointly) for mak-pay.3) Possession exclusion.
ing eligible contributions to an employer-spon-

4) Extraterritorial income exclusion. sored retirement plan or to an individualWho qualifies. You may be eligible for the
retirement arrangement (IRA). The credit is acredit if you were issued a mortgage credit

Limit on the credit. Your foreign tax credit percentage of the qualifying contributions, withcertificate (MCC)  from your state or local gov-
cannot be more than your U.S. tax liability (line the highest rate for taxpayers with the leasternment. Generally, an MCC is issued only in
41, Form 1040) multiplied by a fraction. The income.connection with a new mortgage for the
numerator of the fraction is your taxable income You cannot claim this credit if any of thepurchase of your main home.
from sources outside the United States. The following apply.
denominator is your total taxable income from

Amount of credit. If your mortgage is equal to
U.S. and foreign sources. See Publication 514 1) The amount of your 2003 adjusted gross(or smaller than) the certified indebtedness
for more information. income (discussed next) is more thanamount (loan) shown on your MCC, you multiply

$25,000 ($37,500 if head of household,the certified credit rate, shown on your MCC, byHow to claim the credit. Complete Form
$50,000 if married filing jointly).all the interest you paid on your mortgage during1116 and attach it to your Form 1040. Enter the

the year.credit on line 44, Form 1040. 2) You were born after January 1, 1986.
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3) You are claimed as a dependent on an- ment, Gift, and Car Expenses, for information onCredit for Prior Year
the section 179 deduction.other person’s 2003 tax return.

Minimum Tax The credit is limited to $4,000 for each vehi-
4) You were a full-time student in 2003.

cle placed in service in 2003.
The tax laws give special treatment to someThe amount of credit you can take depends

Recapture.  The credit will be subject to re-kinds of income and allow special deductionson your filing status, your adjusted gross income
capture if, within 3 years after the date you placeand credits for some kinds of expenses. If you(AGI), and your eligible contributions.
the vehicle in service, the vehicle is used pre-benefit from these laws, you may have to pay at

Adjusted gross income (AGI). This is gen- dominately outside the United States or is modi-least a minimum amount of tax in addition to any
erally the amount on Form 1040, line 35, or fied (or its use is modified) so that it is no longerother tax on these items. This is called the alter-
Form 1040A, line 22. However, you must add to eligible for the credit. You recapture the credit bynative minimum tax.
that amount any exclusion or deduction claimed adding part or all of it to your income tax for theThe special treatment of some items of in-
for the year for: year in which the recapture event occurs. Seecome and expenses only allows you to postpone

chapter 12 of Publication 535 for more informa-paying tax until a later year. If in prior years you• Foreign earned income, tion.paid alternative minimum tax because of these
• Foreign housing costs, tax postponement items, you may be able to How to claim the credit. To claim the credit,

claim a credit for prior year minimum tax against complete Form 8834 and attach it to your Form• Income for residents of American Samoa,
your current year’s regular tax. The amount of 1040. Include the credit in your total for line 52,and
the credit cannot reduce your current year’s tax Form 1040. Check box c, and print “8834” on the• Income from Puerto Rico. below your current year’s tentative alternative line next to box c.
minimum tax.

Do not confuse this credit with the de-You can use Table 39–1 to find the percent- You may be able to take a credit against your
duction for clean-fuel vehicles that isage of your eligible contributions you qualify to regular tax if you:
reported on Form 1040, line 33.use. For example, if you are single with an AGI CAUTION

!
1) Paid alternative minimum tax in 2002,of $15,000, you may be entitled to a credit equal

to 50% of your eligible contributions (defined 2) Had an unused minimum tax credit that
next). you are carrying forward from 2002 to

2003, or Refundable CreditsEligible contributions. These include contri-
3) Had unallowed qualified electric vehiclebutions to a traditional or Roth IRA and salary

The following credits are refundable and arecredits in 2002.reduction contributions (elective deferrals) to
treated as payments of tax.most employer-sponsored retirement plans.

How to claim the credit. Figure your 2003They also include certain voluntary after-tax em- • Credit for excess social security tax or rail-
credit and any carryforward to 2004 on Formployee contributions. road retirement tax withheld.
8801, and attach it to your Form 1040. Include

Contributions reduced. Your eligible con- • Credit for tax on undistributed capital gain.the credit in your total for line 52, Form 1040,
tributions must be reduced by certain taxable and check box b. You can carry forward any • Health coverage tax credit.and nontaxable distributions made after 2000 unused credit for prior year minimum tax to later
and before the due date (including extensions) years until it is completely used.
of your 2003 tax return. For additional information about the credit, Credit for Excess Social

See Publication 590, chapter 4, for more see the instructions for Form 8801. Security Tax or Railroadspecific information on eligible contributions and
the reductions you must make. Retirement Tax WithheldCredit for Electric Vehicles
Limit on the credit. After your contributions Most employers must withhold social securityYou may be allowed a tax credit if you placed a
are reduced, the maximum annual contributions tax from your wages. If you work for a railroadqualified electric vehicle in service during the
on which you can base the credit is $2,000 per employer, that employer must withhold tier 1year.
person. This makes the maximum possible railroad retirement (RRTA) tax and tier 2 RRTA
credit $1,000 per return ($2,000 if married filing Qualified electric vehicle. This is a motor ve- tax.
jointly). hicle that: If you worked for two or more employers in

2003, you may have had too much social secur-
1) Has at least four wheels and is manufac- ity or RRTA tax withheld from your pay. You can

tured primarily for use on public streets, claim the excess social security or RRTA tier 1Example. During 2003, you contributed
roads, and highways, tax as a credit against your income tax. The$3,000 to your 401(k) plan and made a $500 IRA

following table shows the maximum amount ofwithdrawal. You also took a $900 IRA with- 2) Is powered primarily by an electric motor
wages subject to tax and the maximum amountdrawal in 2002. Neither of your withdrawals was drawing current from rechargeable batter-
of tax that should have been withheld in 2003.rolled over. The amount of your 2003 plan contri- ies, fuel cells, or other portable sources of

butions eligible for the credit is $1,600 ($3,000 − electrical current,
Maximum tax$500 − $900). If you are single and your AGI is

Maximum that should3) Is originally used by you,$24,500, your applicable percentage from Table wages have been
39–1 is 10%. Therefore, your retirement sav- 4) Is acquired for your own use, not for re- Type of tax subject to tax withheld
ings contributions credit is $160 ($1,600 × 10%). sale, Social security

or5) Has never been used as a nonelectric ve-How to claim the credit. To claim the credit, RRTA tier 1 $87,000 $5,394.00
hicle, andcomplete Form 8880 and attach it to your Form RRTA tier 2 $64,500 $3,160.50

1040 or 1040A. Enter the credit on line 48, Form 6) Is used predominately in the United
1040, or line 32, Form 1040A. States. All wages are subject to Medicare tax

The credit you compute on Form 8880 will withholding.
take into account any nonrefundable credits that Amount of credit. If you placed a qualified CAUTION

!
have already reduced your tax (such as the electric vehicle in service during 2003, the credit
credit for child and dependent care expenses). If is generally 10% of the cost of the vehicle. How- Use Form 843, Claim for Refund and
your tax liability is reduced to zero because of ever, if the vehicle is a depreciable business Request for Abatement, to claim a re-
other nonrefundable credits, you will not be enti- asset, you must reduce the cost of the vehicle by fund of excess RRTA tier 2 tax. See

TIP

tled to the credit for retirement savings contribu- any section 179 deduction before figuring the Publication 505, Tax Withholding and Estimated
tions. credit. See Publication 463, Travel, Entertain- Tax, for details.
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One employer. If any one employer withheld amount will also reduce the amount of the credit1. Add all social security and tier 1
social security or RRTA tax that exceeded the RRTA tax withheld (but not more you can claim.

than $5,394.00 for each employer).amounts in the preceding table, you cannot You are not entitled to the credit for a
Enter the total here . . . . . . . . . .claim the extra amount withheld by that em- month, if on the first day of that month,

2. Enter any uncollected socialployer as a credit against your income tax. Your you are either:CAUTION
!

security and tier 1 RRTA tax onemployer must adjust this for you.
tips or group-term life insurance • Covered by Medicare, or

Joint return. If you are filing a joint return, you included in the total on Form 1040, • Covered by a group health plan available
line 60 . . . . . . . . . . . . . . . . . .cannot add the social security or RRTA tax with- through your or your spouse’s employer if

held from your spouse’s wages to the amount 3. Add lines 1 and 2. If $5,394.00 or the employer contributes 50% or more of
less, stop here. You cannot claimwithheld from your wages. Figure the credit sep- the premium.the credit . . . . . . . . . . . . . . . . .arately for you and your spouse to determine if

For a definition of an eligible individual, see4. Social security and tier 1 RRTAeither of you has excess withholding.
the following discussion. For definitions of thetax limit . . . . . . . . . . . . . . . . . . 5,394.00

How to claim the credit. If you file Form 1040, terms in (2) and (3) earlier, including qualified5. Credit. Subtract line 4 from line 3.
enter the credit on line 64. If you file Form health insurance and other specified cover-Enter the result here and on Form
1040A, include the credit in the total on line 43 1040, line 64 (or Form 1040A, line age, see Publication 502.
and put “Excess SST” and the amount of the 43) . . . . . . . . . . . . . . . . . . . .
credit in the space to the left of the line. Eligible Individual

Credit for Tax onHow to figure the credit if you did not work You are an eligible individual for any month
for a railroad. If you did not work for a railroad Undistributed Capital Gain during which one of the following is true.
during 2003, figure the credit as follows:

You must include in your income any amounts 1) You receive a TAA for individuals under
that regulated investment companies (com- the Trade Act of 1974 for at least one day

1. Add all social security tax withheld monly called mutual funds) or real estate invest- in the month.
(but not more than $5,394.00 for ment trusts (REITs) allocated to you as capital 2) You would receive a TAA but do not be-each employer). Enter the total

gain distributions, even if you did not actually cause you have not yet exhausted yourhere . . . . . . . . . . . . . . . . . . . .
receive them. If the mutual fund or REIT paid a unemployment benefits, and are covered2. Enter any uncollected social tax on the capital gain, you are allowed a credit under a TAA certification.security tax on tips or group-term for the tax since it is considered paid by you. Thelife insurance included in the total 3) You are a worker receiving a supplementalmutual fund or REIT will send you Form 2439,on Form 1040, line 60 . . . . . . . . wage allowance under section 246 of theNotice to Shareholder of Undistributed

Trade Act of 1974 for such month.3. Add lines 1 and 2. If $5,394.00 or Long-Term Capital Gains, showing the undis-
less, stop here. You cannot claim 4) You are at least 55 years old as of the firsttributed capital gains and the tax paid, if any.
the credit . . . . . . . . . . . . . . . . . day of the month and are receiving pen-Claim the credit for the tax paid by entering the

sion benefits from the PBGC.4. Social security tax limit . . . . . . . . 5,394.00 amount on line 67, Form 1040, and checking
Once you qualify under (1) or (2) above, youbox a. Attach Copy B of Form 2439 to your5. Credit. Subtract line 4 from line 3.

remain eligible for the first month that you other-return. See Capital Gain Distributions in chapterEnter the result here and on Form
1040, line 64 (or Form 1040A, line wise cease to be eligible.9 for more information on undistributed capital
43) . . . . . . . . . . . . . . . . . . . . gains. Example. You receive a TAA for individuals

during May, but do not receive another for theExample. You are married and file a joint Health Coverage Tax
rest of the year. You are eligible for the healthreturn with your spouse who had no gross in- Credit coverage tax credit for both May and June.come in 2003. During 2003, you worked for the

You are not an eligible individual if an ex-There is a health coverage tax credit available toBrown Shoe Company and earned $52,000 in
emption can be claimed for you on anothercertain individuals who receive a pension benefitwages. Social security tax of $3,224 was with-
person’s tax return.from the Pension Benefit Guaranty Corporationheld. You also worked for another employer in
ATAA workers. Beginning in August, 2003, if(PBGC) or are eligible to receive certain Trade2003 and earned $40,200 in wages. $2,492.40
you are eligible for the Alternative Trade Adjust-Adjustment Assistance (TAA) or who are eligibleof social security tax was withheld from these
ment Assistance (ATAA) program, you are eligi-for the Alternate Trade Adjustment Assistancewages. Because you worked for more than one
ble for this credit for a period not to exceed two(ATAA) program. You qualify for this credit ifemployer and your total wages were more than
years if you:you:$87,000, you can claim a credit of $322.40 for

the excess social security tax withheld. 1) Are covered by a qualifying certification,1) Are an eligible individual,
2) Pay for qualified health insurance cover- 2) Are reemployed not more than 26 weeks

1. Add all social security tax withheld ing an eligible coverage month for your- after the date of separation from the
(but not more than $5,394.00 for self or for yourself and qualifying family adversely-affected employment,
each employer). Enter the total members, 3) Are at least 50 years of age,here . . . . . . . . . . . . . . . . . . . . $5,716.40

3) Do not have other specified coverage, 4) Do not earn more than $50,000 a year in2. Enter any uncollected social and wages from reemployment,security tax on tips or group-term
4) Are not in prison.life insurance included in the total 5) Are employed on a full-time basis, and

on Form 1040, line 60 . . . . . . . . –0– You qualify for this credit on a month-by-month 6) Do not return to the employment from
basis. If you qualify, you can claim a credit equal3. Add lines 1 and 2. If $5,394.00 or which you were separated.
to 65% of the premiums you pay for qualifiedless, stop here. You cannot claim

the credit . . . . . . . . . . . . . . . . . 5,716.40 health insurance.
How To Claim the CreditYou can either take this credit on your tax4. Social security tax limit . . . . . . . . 5,394.00

return or have it paid on your behalf in advance To claim the credit, complete Form 8885 and
5. Credit. Subtract line 4 from line 3. to your insurance company. Your payments and attach it to your Form 1040. Include your credit

Enter the result here and on Form any payments paid on your behalf in advance in the total for line 67, Form 1040, and check box
1040, line 64 (or Form 1040A, line

are treated as having been made on the first day c. You cannot claim the credit on Form 1040A or43) . . . . . . . . . . . . . . . . . . . . $ 322.40
of the month for which they are made. If the Form 1040EZ.
credit is paid on your behalf in advance, that You must attach invoices and proof of pay-How to figure the credit if you worked for a
amount will reduce the amount of the credit you ment for any amounts you include on line 2 ofrailroad. If you were a railroad employee dur-
can claim on your tax return. If you received Form 8885 for which you did not receive aning 2003, figure the credit as follows:
National Emergency Grant (NEG) payments advance payment. For details, see Publication
during 2003 for qualified health insurance, that 502 or Form 8885.
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2003
Tax Table

Use if your taxable income is less than $100,000.
If $100,000 or more, use the Tax Rate Schedules.
Example. Mr. and Mrs. Brown are filing a joint return. Their
taxable income on line 40 of Form 1040 is $25,300. First,
they find the $25,300–25,350 income line. Next, they find
the column for married filing jointly and read down the
column. The amount shown where the income line and filing
status column meet is $3,099. This is the tax amount they
should enter on line 41 of their Form 1040.

If line 40
(taxable
income) is—

And you are—

At
least

But
less
than

Single Married
filing
jointly

*

Married
filing
sepa-
rately

Head
of a
house-
hold

Your tax is—

If line 40
(taxable
income) is—

And you are—

At
least

But
less
than

Single Married
filing
jointly

*

Married
filing
sepa-
rately

Head
of a
house-
hold

Your tax is—

If line 40
(taxable
income) is—

And you are—

At
least

But
less
than

Single Married
filing
jointly

*

Married
filing
sepa-
rately

Head
of a
house-
hold

Your tax is—

* This column must also be used by a qualifying widow(er).

(Continued on page 63)

At
least

But
less
than

Single Married
filing
jointly

*

Married
filing
sepa-
rately

Head
of a
house-
hold

Your tax is—
25,200
25,250
25,300
25,350

3,434
3,441
3,449
3,456

Sample Table

25,250
25,300
25,350
25,400

3,084
3,091
3,099
3,106

3,434
3,441
3,449
3,456

3,284
3,291
3,299
3,306

1,000

2,000

3,000

4,000

0 5 0 0 0 0
5 15 1 1 1 1

15 25 2 2 2 2
25 50 4 4 4 4
50 75 6 6 6 6
75 100 9 9 9 9

100 125 11 11 11 11
125 150 14 14 14 14
150 175 16 16 16 16
175 200 19 19 19 19
200 225 21 21 21 21
225 250 24 24 24 24
250 275 26 26 26 26
275 300 29 29 29 29
300 325 31 31 31 31
325 350 34 34 34 34
350 375 36 36 36 36
375 400 39 39 39 39
400 425 41 41 41 41
425 450 44 44 44 44
450 475 46 46 46 46
475 500 49 49 49 49
500 525 51 51 51 51
525 550 54 54 54 54
550 575 56 56 56 56
575 600 59 59 59 59
600 625 61 61 61 61
625 650 64 64 64 64
650 675 66 66 66 66
675 700 69 69 69 69
700 725 71 71 71 71
725 750 74 74 74 74
750 775 76 76 76 76
775 800 79 79 79 79
800 825 81 81 81 81
825 850 84 84 84 84
850 875 86 86 86 86
875 900 89 89 89 89
900 925 91 91 91 91
925 950 94 94 94 94
950 975 96 96 96 96
975 1,000 99 99 99 99

1,000 1,025 101 101 101 101
1,025 1,050 104 104 104 104
1,050 1,075 106 106 106 106
1,075 1,100 109 109 109 109
1,100 1,125 111 111 111 111
1,125 1,150 114 114 114 114
1,150 1,175 116 116 116 116
1,175 1,200 119 119 119 119
1,200 1,225 121 121 121 121
1,225 1,250 124 124 124 124
1,250 1,275 126 126 126 126
1,275 1,300 129 129 129 129

1,300 1,325 131 131 131 131
1,325 1,350 134 134 134 134
1,350 1,375 136 136 136 136
1,375 1,400 139 139 139 139
1,400 1,425 141 141 141 141
1,425 1,450 144 144 144 144
1,450 1,475 146 146 146 146
1,475 1,500 149 149 149 149
1,500 1,525 151 151 151 151
1,525 1,550 154 154 154 154
1,550 1,575 156 156 156 156
1,575 1,600 159 159 159 159
1,600 1,625 161 161 161 161
1,625 1,650 164 164 164 164
1,650 1,675 166 166 166 166
1,675 1,700 169 169 169 169
1,700 1,725 171 171 171 171
1,725 1,750 174 174 174 174
1,750 1,775 176 176 176 176
1,775 1,800 179 179 179 179
1,800 1,825 181 181 181 181
1,825 1,850 184 184 184 184
1,850 1,875 186 186 186 186
1,875 1,900 189 189 189 189
1,900 1,925 191 191 191 191
1,925 1,950 194 194 194 194
1,950 1,975 196 196 196 196
1,975 2,000 199 199 199 199

2,000 2,025 201 201 201 201
2,025 2,050 204 204 204 204
2,050 2,075 206 206 206 206
2,075 2,100 209 209 209 209
2,100 2,125 211 211 211 211
2,125 2,150 214 214 214 214
2,150 2,175 216 216 216 216
2,175 2,200 219 219 219 219
2,200 2,225 221 221 221 221
2,225 2,250 224 224 224 224
2,250 2,275 226 226 226 226
2,275 2,300 229 229 229 229
2,300 2,325 231 231 231 231
2,325 2,350 234 234 234 234
2,350 2,375 236 236 236 236
2,375 2,400 239 239 239 239
2,400 2,425 241 241 241 241
2,425 2,450 244 244 244 244
2,450 2,475 246 246 246 246
2,475 2,500 249 249 249 249
2,500 2,525 251 251 251 251
2,525 2,550 254 254 254 254
2,550 2,575 256 256 256 256
2,575 2,600 259 259 259 259
2,600 2,625 261 261 261 261
2,625 2,650 264 264 264 264
2,650 2,675 266 266 266 266
2,675 2,700 269 269 269 269

2,700 2,725 271 271 271 271
2,725 2,750 274 274 274 274
2,750 2,775 276 276 276 276
2,775 2,800 279 279 279 279
2,800 2,825 281 281 281 281
2,825 2,850 284 284 284 284
2,850 2,875 286 286 286 286
2,875 2,900 289 289 289 289
2,900 2,925 291 291 291 291
2,925 2,950 294 294 294 294
2,950 2,975 296 296 296 296
2,975 3,000 299 299 299 299

3,000 3,050 303 303 303 303
3,050 3,100 308 308 308 308
3,100 3,150 313 313 313 313
3,150 3,200 318 318 318 318
3,200 3,250 323 323 323 323
3,250 3,300 328 328 328 328
3,300 3,350 333 333 333 333
3,350 3,400 338 338 338 338
3,400 3,450 343 343 343 343
3,450 3,500 348 348 348 348
3,500 3,550 353 353 353 353
3,550 3,600 358 358 358 358
3,600 3,650 363 363 363 363
3,650 3,700 368 368 368 368
3,700 3,750 373 373 373 373
3,750 3,800 378 378 378 378
3,800 3,850 383 383 383 383
3,850 3,900 388 388 388 388
3,900 3,950 393 393 393 393
3,950 4,000 398 398 398 398

4,000 4,050 403 403 403 403
4,050 4,100 408 408 408 408
4,100 4,150 413 413 413 413
4,150 4,200 418 418 418 418
4,200 4,250 423 423 423 423
4,250 4,300 428 428 428 428
4,300 4,350 433 433 433 433
4,350 4,400 438 438 438 438
4,400 4,450 443 443 443 443
4,450 4,500 448 448 448 448
4,500 4,550 453 453 453 453
4,550 4,600 458 458 458 458
4,600 4,650 463 463 463 463
4,650 4,700 468 468 468 468
4,700 4,750 473 473 473 473
4,750 4,800 478 478 478 478
4,800 4,850 483 483 483 483
4,850 4,900 488 488 488 488
4,900 4,950 493 493 493 493
4,950 5,000 498 498 498 498
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2003 Tax Table—Continued

If line 40
(taxable
income) is—

And you are—And you are—And you are—

Married
filing
jointly

*

SingleMarried
filing
jointly

*

SingleMarried
filing
jointly

*

Single Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Your tax is—Your tax is—Your tax is—

(Continued on page 64)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

5,000

6,000

7,000

8,000

9,000

10,000

11,000

12,000

13,000

5,000 5,050 503 503 503 503
5,050 5,100 508 508 508 508
5,100 5,150 513 513 513 513
5,150 5,200 518 518 518 518
5,200 5,250 523 523 523 523
5,250 5,300 528 528 528 528
5,300 5,350 533 533 533 533
5,350 5,400 538 538 538 538

5,400 5,450 543 543 543 543
5,450 5,500 548 548 548 548
5,500 5,550 553 553 553 553
5,550 5,600 558 558 558 558

5,600 5,650 563 563 563 563
5,650 5,700 568 568 568 568
5,700 5,750 573 573 573 573
5,750 5,800 578 578 578 578

5,800 5,850 583 583 583 583
5,850 5,900 588 588 588 588
5,900 5,950 593 593 593 593
5,950 6,000 598 598 598 598

6,000 6,050 603 603 603 603
6,050 6,100 608 608 608 608
6,100 6,150 613 613 613 613
6,150 6,200 618 618 618 618

6,200 6,250 623 623 623 623
6,250 6,300 628 628 628 628
6,300 6,350 633 633 633 633
6,350 6,400 638 638 638 638

6,400 6,450 643 643 643 643
6,450 6,500 648 648 648 648
6,500 6,550 653 653 653 653
6,550 6,600 658 658 658 658

6,600 6,650 663 663 663 663
6,650 6,700 668 668 668 668
6,700 6,750 673 673 673 673
6,750 6,800 678 678 678 678

6,800 6,850 683 683 683 683
6,850 6,900 688 688 688 688
6,900 6,950 693 693 693 693
6,950 7,000 698 698 698 698

7,000 7,050 704 703 704 703
7,050 7,100 711 708 711 708
7,100 7,150 719 713 719 713
7,150 7,200 726 718 726 718

7,200 7,250 734 723 734 723
7,250 7,300 741 728 741 728
7,300 7,350 749 733 749 733
7,350 7,400 756 738 756 738

7,400 7,450 764 743 764 743
7,450 7,500 771 748 771 748
7,500 7,550 779 753 779 753
7,550 7,600 786 758 786 758

7,600 7,650 794 763 794 763
7,650 7,700 801 768 801 768
7,700 7,750 809 773 809 773
7,750 7,800 816 778 816 778

7,800 7,850 824 783 824 783
7,850 7,900 831 788 831 788
7,900 7,950 839 793 839 793
7,950 8,000 846 798 846 798

8,000 8,050 854 803 854 803
8,050 8,100 861 808 861 808
8,100 8,150 869 813 869 813
8,150 8,200 876 818 876 818
8,200 8,250 884 823 884 823
8,250 8,300 891 828 891 828
8,300 8,350 899 833 899 833
8,350 8,400 906 838 906 838

8,400 8,450 914 843 914 843
8,450 8,500 921 848 921 848
8,500 8,550 929 853 929 853
8,550 8,600 936 858 936 858

8,600 8,650 944 863 944 863
8,650 8,700 951 868 951 868
8,700 8,750 959 873 959 873
8,750 8,800 966 878 966 878

8,800 8,850 974 883 974 883
8,850 8,900 981 888 981 888
8,900 8,950 989 893 989 893
8,950 9,000 996 898 996 898

9,000 9,050 1,004 903 1,004 903
9,050 9,100 1,011 908 1,011 908
9,100 9,150 1,019 913 1,019 913
9,150 9,200 1,026 918 1,026 918

9,200 9,250 1,034 923 1,034 923
9,250 9,300 1,041 928 1,041 928
9,300 9,350 1,049 933 1,049 933
9,350 9,400 1,056 938 1,056 938

9,400 9,450 1,064 943 1,064 943
9,450 9,500 1,071 948 1,071 948
9,500 9,550 1,079 953 1,079 953
9,550 9,600 1,086 958 1,086 958

9,600 9,650 1,094 963 1,094 963
9,650 9,700 1,101 968 1,101 968
9,700 9,750 1,109 973 1,109 973
9,750 9,800 1,116 978 1,116 978

9,800 9,850 1,124 983 1,124 983
9,850 9,900 1,131 988 1,131 988
9,900 9,950 1,139 993 1,139 993
9,950 10,000 1,146 998 1,146 998

10,000 10,050 1,154 1,003 1,154 1,004
10,050 10,100 1,161 1,008 1,161 1,011
10,100 10,150 1,169 1,013 1,169 1,019
10,150 10,200 1,176 1,018 1,176 1,026

10,200 10,250 1,184 1,023 1,184 1,034
10,250 10,300 1,191 1,028 1,191 1,041
10,300 10,350 1,199 1,033 1,199 1,049
10,350 10,400 1,206 1,038 1,206 1,056

10,400 10,450 1,214 1,043 1,214 1,064
10,450 10,500 1,221 1,048 1,221 1,071
10,500 10,550 1,229 1,053 1,229 1,079
10,550 10,600 1,236 1,058 1,236 1,086

10,600 10,650 1,244 1,063 1,244 1,094
10,650 10,700 1,251 1,068 1,251 1,101
10,700 10,750 1,259 1,073 1,259 1,109
10,750 10,800 1,266 1,078 1,266 1,116

10,800 10,850 1,274 1,083 1,274 1,124
10,850 10,900 1,281 1,088 1,281 1,131
10,900 10,950 1,289 1,093 1,289 1,139
10,950 11,000 1,296 1,098 1,296 1,146

11,000 11,050 1,304 1,103 1,304 1,154
11,050 11,100 1,311 1,108 1,311 1,161
11,100 11,150 1,319 1,113 1,319 1,169
11,150 11,200 1,326 1,118 1,326 1,176
11,200 11,250 1,334 1,123 1,334 1,184
11,250 11,300 1,341 1,128 1,341 1,191
11,300 11,350 1,349 1,133 1,349 1,199
11,350 11,400 1,356 1,138 1,356 1,206

11,400 11,450 1,364 1,143 1,364 1,214
11,450 11,500 1,371 1,148 1,371 1,221
11,500 11,550 1,379 1,153 1,379 1,229
11,550 11,600 1,386 1,158 1,386 1,236

11,600 11,650 1,394 1,163 1,394 1,244
11,650 11,700 1,401 1,168 1,401 1,251
11,700 11,750 1,409 1,173 1,409 1,259
11,750 11,800 1,416 1,178 1,416 1,266

11,800 11,850 1,424 1,183 1,424 1,274
11,850 11,900 1,431 1,188 1,431 1,281
11,900 11,950 1,439 1,193 1,439 1,289
11,950 12,000 1,446 1,198 1,446 1,296

12,000 12,050 1,454 1,203 1,454 1,304
12,050 12,100 1,461 1,208 1,461 1,311
12,100 12,150 1,469 1,213 1,469 1,319
12,150 12,200 1,476 1,218 1,476 1,326

12,200 12,250 1,484 1,223 1,484 1,334
12,250 12,300 1,491 1,228 1,491 1,341
12,300 12,350 1,499 1,233 1,499 1,349
12,350 12,400 1,506 1,238 1,506 1,356

12,400 12,450 1,514 1,243 1,514 1,364
12,450 12,500 1,521 1,248 1,521 1,371
12,500 12,550 1,529 1,253 1,529 1,379
12,550 12,600 1,536 1,258 1,536 1,386

12,600 12,650 1,544 1,263 1,544 1,394
12,650 12,700 1,551 1,268 1,551 1,401
12,700 12,750 1,559 1,273 1,559 1,409
12,750 12,800 1,566 1,278 1,566 1,416

12,800 12,850 1,574 1,283 1,574 1,424
12,850 12,900 1,581 1,288 1,581 1,431
12,900 12,950 1,589 1,293 1,589 1,439
12,950 13,000 1,596 1,298 1,596 1,446

13,000 13,050 1,604 1,303 1,604 1,454
13,050 13,100 1,611 1,308 1,611 1,461
13,100 13,150 1,619 1,313 1,619 1,469
13,150 13,200 1,626 1,318 1,626 1,476

13,200 13,250 1,634 1,323 1,634 1,484
13,250 13,300 1,641 1,328 1,641 1,491
13,300 13,350 1,649 1,333 1,649 1,499
13,350 13,400 1,656 1,338 1,656 1,506

13,400 13,450 1,664 1,343 1,664 1,514
13,450 13,500 1,671 1,348 1,671 1,521
13,500 13,550 1,679 1,353 1,679 1,529
13,550 13,600 1,686 1,358 1,686 1,536

13,600 13,650 1,694 1,363 1,694 1,544
13,650 13,700 1,701 1,368 1,701 1,551
13,700 13,750 1,709 1,373 1,709 1,559
13,750 13,800 1,716 1,378 1,716 1,566

13,800 13,850 1,724 1,383 1,724 1,574
13,850 13,900 1,731 1,388 1,731 1,581
13,900 13,950 1,739 1,393 1,739 1,589
13,950 14,000 1,746 1,398 1,746 1,596
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2003 Tax Table—Continued

If line 40
(taxable
income) is—

And you are—And you are—And you are—

Married
filing
jointly

*

SingleMarried
filing
jointly

*

SingleMarried
filing
jointly

*

Single Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Your tax is—Your tax is—Your tax is—

(Continued on page 65)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

14,000

15,000

16,000

17,000

18,000

19,000

20,000

21,000

22,000

14,000 14,050 1,754 1,404 1,754 1,604
14,050 14,100 1,761 1,411 1,761 1,611
14,100 14,150 1,769 1,419 1,769 1,619
14,150 14,200 1,776 1,426 1,776 1,626
14,200 14,250 1,784 1,434 1,784 1,634
14,250 14,300 1,791 1,441 1,791 1,641
14,300 14,350 1,799 1,449 1,799 1,649
14,350 14,400 1,806 1,456 1,806 1,656

14,400 14,450 1,814 1,464 1,814 1,664
14,450 14,500 1,821 1,471 1,821 1,671
14,500 14,550 1,829 1,479 1,829 1,679
14,550 14,600 1,836 1,486 1,836 1,686

14,600 14,650 1,844 1,494 1,844 1,694
14,650 14,700 1,851 1,501 1,851 1,701
14,700 14,750 1,859 1,509 1,859 1,709
14,750 14,800 1,866 1,516 1,866 1,716

14,800 14,850 1,874 1,524 1,874 1,724
14,850 14,900 1,881 1,531 1,881 1,731
14,900 14,950 1,889 1,539 1,889 1,739
14,950 15,000 1,896 1,546 1,896 1,746

15,000 15,050 1,904 1,554 1,904 1,754
15,050 15,100 1,911 1,561 1,911 1,761
15,100 15,150 1,919 1,569 1,919 1,769
15,150 15,200 1,926 1,576 1,926 1,776

15,200 15,250 1,934 1,584 1,934 1,784
15,250 15,300 1,941 1,591 1,941 1,791
15,300 15,350 1,949 1,599 1,949 1,799
15,350 15,400 1,956 1,606 1,956 1,806

15,400 15,450 1,964 1,614 1,964 1,814
15,450 15,500 1,971 1,621 1,971 1,821
15,500 15,550 1,979 1,629 1,979 1,829
15,550 15,600 1,986 1,636 1,986 1,836

15,600 15,650 1,994 1,644 1,994 1,844
15,650 15,700 2,001 1,651 2,001 1,851
15,700 15,750 2,009 1,659 2,009 1,859
15,750 15,800 2,016 1,666 2,016 1,866

15,800 15,850 2,024 1,674 2,024 1,874
15,850 15,900 2,031 1,681 2,031 1,881
15,900 15,950 2,039 1,689 2,039 1,889
15,950 16,000 2,046 1,696 2,046 1,896

16,000 16,050 2,054 1,704 2,054 1,904
16,050 16,100 2,061 1,711 2,061 1,911
16,100 16,150 2,069 1,719 2,069 1,919
16,150 16,200 2,076 1,726 2,076 1,926

16,200 16,250 2,084 1,734 2,084 1,934
16,250 16,300 2,091 1,741 2,091 1,941
16,300 16,350 2,099 1,749 2,099 1,949
16,350 16,400 2,106 1,756 2,106 1,956

16,400 16,450 2,114 1,764 2,114 1,964
16,450 16,500 2,121 1,771 2,121 1,971
16,500 16,550 2,129 1,779 2,129 1,979
16,550 16,600 2,136 1,786 2,136 1,986

16,600 16,650 2,144 1,794 2,144 1,994
16,650 16,700 2,151 1,801 2,151 2,001
16,700 16,750 2,159 1,809 2,159 2,009
16,750 16,800 2,166 1,816 2,166 2,016

16,800 16,850 2,174 1,824 2,174 2,024
16,850 16,900 2,181 1,831 2,181 2,031
16,900 16,950 2,189 1,839 2,189 2,039
16,950 17,000 2,196 1,846 2,196 2,046

17,000 17,050 2,204 1,854 2,204 2,054
17,050 17,100 2,211 1,861 2,211 2,061
17,100 17,150 2,219 1,869 2,219 2,069
17,150 17,200 2,226 1,876 2,226 2,076
17,200 17,250 2,234 1,884 2,234 2,084
17,250 17,300 2,241 1,891 2,241 2,091
17,300 17,350 2,249 1,899 2,249 2,099
17,350 17,400 2,256 1,906 2,256 2,106

17,400 17,450 2,264 1,914 2,264 2,114
17,450 17,500 2,271 1,921 2,271 2,121
17,500 17,550 2,279 1,929 2,279 2,129
17,550 17,600 2,286 1,936 2,286 2,136

17,600 17,650 2,294 1,944 2,294 2,144
17,650 17,700 2,301 1,951 2,301 2,151
17,700 17,750 2,309 1,959 2,309 2,159
17,750 17,800 2,316 1,966 2,316 2,166

17,800 17,850 2,324 1,974 2,324 2,174
17,850 17,900 2,331 1,981 2,331 2,181
17,900 17,950 2,339 1,989 2,339 2,189
17,950 18,000 2,346 1,996 2,346 2,196

18,000 18,050 2,354 2,004 2,354 2,204
18,050 18,100 2,361 2,011 2,361 2,211
18,100 18,150 2,369 2,019 2,369 2,219
18,150 18,200 2,376 2,026 2,376 2,226

18,200 18,250 2,384 2,034 2,384 2,234
18,250 18,300 2,391 2,041 2,391 2,241
18,300 18,350 2,399 2,049 2,399 2,249
18,350 18,400 2,406 2,056 2,406 2,256

18,400 18,450 2,414 2,064 2,414 2,264
18,450 18,500 2,421 2,071 2,421 2,271
18,500 18,550 2,429 2,079 2,429 2,279
18,550 18,600 2,436 2,086 2,436 2,286

18,600 18,650 2,444 2,094 2,444 2,294
18,650 18,700 2,451 2,101 2,451 2,301
18,700 18,750 2,459 2,109 2,459 2,309
18,750 18,800 2,466 2,116 2,466 2,316

18,800 18,850 2,474 2,124 2,474 2,324
18,850 18,900 2,481 2,131 2,481 2,331
18,900 18,950 2,489 2,139 2,489 2,339
18,950 19,000 2,496 2,146 2,496 2,346

19,000 19,050 2,504 2,154 2,504 2,354
19,050 19,100 2,511 2,161 2,511 2,361
19,100 19,150 2,519 2,169 2,519 2,369
19,150 19,200 2,526 2,176 2,526 2,376

19,200 19,250 2,534 2,184 2,534 2,384
19,250 19,300 2,541 2,191 2,541 2,391
19,300 19,350 2,549 2,199 2,549 2,399
19,350 19,400 2,556 2,206 2,556 2,406

19,400 19,450 2,564 2,214 2,564 2,414
19,450 19,500 2,571 2,221 2,571 2,421
19,500 19,550 2,579 2,229 2,579 2,429
19,550 19,600 2,586 2,236 2,586 2,436

19,600 19,650 2,594 2,244 2,594 2,444
19,650 19,700 2,601 2,251 2,601 2,451
19,700 19,750 2,609 2,259 2,609 2,459
19,750 19,800 2,616 2,266 2,616 2,466

19,800 19,850 2,624 2,274 2,624 2,474
19,850 19,900 2,631 2,281 2,631 2,481
19,900 19,950 2,639 2,289 2,639 2,489
19,950 20,000 2,646 2,296 2,646 2,496

20,000 20,050 2,654 2,304 2,654 2,504
20,050 20,100 2,661 2,311 2,661 2,511
20,100 20,150 2,669 2,319 2,669 2,519
20,150 20,200 2,676 2,326 2,676 2,526
20,200 20,250 2,684 2,334 2,684 2,534
20,250 20,300 2,691 2,341 2,691 2,541
20,300 20,350 2,699 2,349 2,699 2,549
20,350 20,400 2,706 2,356 2,706 2,556

20,400 20,450 2,714 2,364 2,714 2,564
20,450 20,500 2,721 2,371 2,721 2,571
20,500 20,550 2,729 2,379 2,729 2,579
20,550 20,600 2,736 2,386 2,736 2,586

20,600 20,650 2,744 2,394 2,744 2,594
20,650 20,700 2,751 2,401 2,751 2,601
20,700 20,750 2,759 2,409 2,759 2,609
20,750 20,800 2,766 2,416 2,766 2,616

20,800 20,850 2,774 2,424 2,774 2,624
20,850 20,900 2,781 2,431 2,781 2,631
20,900 20,950 2,789 2,439 2,789 2,639
20,950 21,000 2,796 2,446 2,796 2,646

21,000 21,050 2,804 2,454 2,804 2,654
21,050 21,100 2,811 2,461 2,811 2,661
21,100 21,150 2,819 2,469 2,819 2,669
21,150 21,200 2,826 2,476 2,826 2,676

21,200 21,250 2,834 2,484 2,834 2,684
21,250 21,300 2,841 2,491 2,841 2,691
21,300 21,350 2,849 2,499 2,849 2,699
21,350 21,400 2,856 2,506 2,856 2,706

21,400 21,450 2,864 2,514 2,864 2,714
21,450 21,500 2,871 2,521 2,871 2,721
21,500 21,550 2,879 2,529 2,879 2,729
21,550 21,600 2,886 2,536 2,886 2,736

21,600 21,650 2,894 2,544 2,894 2,744
21,650 21,700 2,901 2,551 2,901 2,751
21,700 21,750 2,909 2,559 2,909 2,759
21,750 21,800 2,916 2,566 2,916 2,766

21,800 21,850 2,924 2,574 2,924 2,774
21,850 21,900 2,931 2,581 2,931 2,781
21,900 21,950 2,939 2,589 2,939 2,789
21,950 22,000 2,946 2,596 2,946 2,796

22,000 22,050 2,954 2,604 2,954 2,804
22,050 22,100 2,961 2,611 2,961 2,811
22,100 22,150 2,969 2,619 2,969 2,819
22,150 22,200 2,976 2,626 2,976 2,826

22,200 22,250 2,984 2,634 2,984 2,834
22,250 22,300 2,991 2,641 2,991 2,841
22,300 22,350 2,999 2,649 2,999 2,849
22,350 22,400 3,006 2,656 3,006 2,856

22,400 22,450 3,014 2,664 3,014 2,864
22,450 22,500 3,021 2,671 3,021 2,871
22,500 22,550 3,029 2,679 3,029 2,879
22,550 22,600 3,036 2,686 3,036 2,886

22,600 22,650 3,044 2,694 3,044 2,894
22,650 22,700 3,051 2,701 3,051 2,901
22,700 22,750 3,059 2,709 3,059 2,909
22,750 22,800 3,066 2,716 3,066 2,916

22,800 22,850 3,074 2,724 3,074 2,924
22,850 22,900 3,081 2,731 3,081 2,931
22,900 22,950 3,089 2,739 3,089 2,939
22,950 23,000 3,096 2,746 3,096 2,946
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2003 Tax Table—Continued

If line 40
(taxable
income) is—
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Your tax is—Your tax is—Your tax is—

(Continued on page 66)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

23,000

24,000

25,000

26,000

27,000

28,000

29,000

30,000

31,000

23,000 23,050 3,104 2,754 3,104 2,954
23,050 23,100 3,111 2,761 3,111 2,961
23,100 23,150 3,119 2,769 3,119 2,969
23,150 23,200 3,126 2,776 3,126 2,976
23,200 23,250 3,134 2,784 3,134 2,984
23,250 23,300 3,141 2,791 3,141 2,991
23,300 23,350 3,149 2,799 3,149 2,999
23,350 23,400 3,156 2,806 3,156 3,006

23,400 23,450 3,164 2,814 3,164 3,014
23,450 23,500 3,171 2,821 3,171 3,021
23,500 23,550 3,179 2,829 3,179 3,029
23,550 23,600 3,186 2,836 3,186 3,036

23,600 23,650 3,194 2,844 3,194 3,044
23,650 23,700 3,201 2,851 3,201 3,051
23,700 23,750 3,209 2,859 3,209 3,059
23,750 23,800 3,216 2,866 3,216 3,066

23,800 23,850 3,224 2,874 3,224 3,074
23,850 23,900 3,231 2,881 3,231 3,081
23,900 23,950 3,239 2,889 3,239 3,089
23,950 24,000 3,246 2,896 3,246 3,096

24,000 24,050 3,254 2,904 3,254 3,104
24,050 24,100 3,261 2,911 3,261 3,111
24,100 24,150 3,269 2,919 3,269 3,119
24,150 24,200 3,276 2,926 3,276 3,126

24,200 24,250 3,284 2,934 3,284 3,134
24,250 24,300 3,291 2,941 3,291 3,141
24,300 24,350 3,299 2,949 3,299 3,149
24,350 24,400 3,306 2,956 3,306 3,156

24,400 24,450 3,314 2,964 3,314 3,164
24,450 24,500 3,321 2,971 3,321 3,171
24,500 24,550 3,329 2,979 3,329 3,179
24,550 24,600 3,336 2,986 3,336 3,186

24,600 24,650 3,344 2,994 3,344 3,194
24,650 24,700 3,351 3,001 3,351 3,201
24,700 24,750 3,359 3,009 3,359 3,209
24,750 24,800 3,366 3,016 3,366 3,216

24,800 24,850 3,374 3,024 3,374 3,224
24,850 24,900 3,381 3,031 3,381 3,231
24,900 24,950 3,389 3,039 3,389 3,239
24,950 25,000 3,396 3,046 3,396 3,246

25,000 25,050 3,404 3,054 3,404 3,254
25,050 25,100 3,411 3,061 3,411 3,261
25,100 25,150 3,419 3,069 3,419 3,269
25,150 25,200 3,426 3,076 3,426 3,276

25,200 25,250 3,434 3,084 3,434 3,284
25,250 25,300 3,441 3,091 3,441 3,291
25,300 25,350 3,449 3,099 3,449 3,299
25,350 25,400 3,456 3,106 3,456 3,306

25,400 25,450 3,464 3,114 3,464 3,314
25,450 25,500 3,471 3,121 3,471 3,321
25,500 25,550 3,479 3,129 3,479 3,329
25,550 25,600 3,486 3,136 3,486 3,336

25,600 25,650 3,494 3,144 3,494 3,344
25,650 25,700 3,501 3,151 3,501 3,351
25,700 25,750 3,509 3,159 3,509 3,359
25,750 25,800 3,516 3,166 3,516 3,366

25,800 25,850 3,524 3,174 3,524 3,374
25,850 25,900 3,531 3,181 3,531 3,381
25,900 25,950 3,539 3,189 3,539 3,389
25,950 26,000 3,546 3,196 3,546 3,396

26,000 26,050 3,554 3,204 3,554 3,404
26,050 26,100 3,561 3,211 3,561 3,411
26,100 26,150 3,569 3,219 3,569 3,419
26,150 26,200 3,576 3,226 3,576 3,426
26,200 26,250 3,584 3,234 3,584 3,434
26,250 26,300 3,591 3,241 3,591 3,441
26,300 26,350 3,599 3,249 3,599 3,449
26,350 26,400 3,606 3,256 3,606 3,456

26,400 26,450 3,614 3,264 3,614 3,464
26,450 26,500 3,621 3,271 3,621 3,471
26,500 26,550 3,629 3,279 3,629 3,479
26,550 26,600 3,636 3,286 3,636 3,486

26,600 26,650 3,644 3,294 3,644 3,494
26,650 26,700 3,651 3,301 3,651 3,501
26,700 26,750 3,659 3,309 3,659 3,509
26,750 26,800 3,666 3,316 3,666 3,516

26,800 26,850 3,674 3,324 3,674 3,524
26,850 26,900 3,681 3,331 3,681 3,531
26,900 26,950 3,689 3,339 3,689 3,539
26,950 27,000 3,696 3,346 3,696 3,546

27,000 27,050 3,704 3,354 3,704 3,554
27,050 27,100 3,711 3,361 3,711 3,561
27,100 27,150 3,719 3,369 3,719 3,569
27,150 27,200 3,726 3,376 3,726 3,576

27,200 27,250 3,734 3,384 3,734 3,584
27,250 27,300 3,741 3,391 3,741 3,591
27,300 27,350 3,749 3,399 3,749 3,599
27,350 27,400 3,756 3,406 3,756 3,606

27,400 27,450 3,764 3,414 3,764 3,614
27,450 27,500 3,771 3,421 3,771 3,621
27,500 27,550 3,779 3,429 3,779 3,629
27,550 27,600 3,786 3,436 3,786 3,636

27,600 27,650 3,794 3,444 3,794 3,644
27,650 27,700 3,801 3,451 3,801 3,651
27,700 27,750 3,809 3,459 3,809 3,659
27,750 27,800 3,816 3,466 3,816 3,666

27,800 27,850 3,824 3,474 3,824 3,674
27,850 27,900 3,831 3,481 3,831 3,681
27,900 27,950 3,839 3,489 3,839 3,689
27,950 28,000 3,846 3,496 3,846 3,696

28,000 28,050 3,854 3,504 3,854 3,704
28,050 28,100 3,861 3,511 3,861 3,711
28,100 28,150 3,869 3,519 3,869 3,719
28,150 28,200 3,876 3,526 3,876 3,726

28,200 28,250 3,884 3,534 3,884 3,734
28,250 28,300 3,891 3,541 3,891 3,741
28,300 28,350 3,899 3,549 3,899 3,749
28,350 28,400 3,906 3,556 3,906 3,756

28,400 28,450 3,916 3,564 3,916 3,764
28,450 28,500 3,929 3,571 3,929 3,771
28,500 28,550 3,941 3,579 3,941 3,779
28,550 28,600 3,954 3,586 3,954 3,786

28,600 28,650 3,966 3,594 3,966 3,794
28,650 28,700 3,979 3,601 3,979 3,801
28,700 28,750 3,991 3,609 3,991 3,809
28,750 28,800 4,004 3,616 4,004 3,816

28,800 28,850 4,016 3,624 4,016 3,824
28,850 28,900 4,029 3,631 4,029 3,831
28,900 28,950 4,041 3,639 4,041 3,839
28,950 29,000 4,054 3,646 4,054 3,846

29,000 29,050 4,066 3,654 4,066 3,854
29,050 29,100 4,079 3,661 4,079 3,861
29,100 29,150 4,091 3,669 4,091 3,869
29,150 29,200 4,104 3,676 4,104 3,876
29,200 29,250 4,116 3,684 4,116 3,884
29,250 29,300 4,129 3,691 4,129 3,891
29,300 29,350 4,141 3,699 4,141 3,899
29,350 29,400 4,154 3,706 4,154 3,906

29,400 29,450 4,166 3,714 4,166 3,914
29,450 29,500 4,179 3,721 4,179 3,921
29,500 29,550 4,191 3,729 4,191 3,929
29,550 29,600 4,204 3,736 4,204 3,936

29,600 29,650 4,216 3,744 4,216 3,944
29,650 29,700 4,229 3,751 4,229 3,951
29,700 29,750 4,241 3,759 4,241 3,959
29,750 29,800 4,254 3,766 4,254 3,966

29,800 29,850 4,266 3,774 4,266 3,974
29,850 29,900 4,279 3,781 4,279 3,981
29,900 29,950 4,291 3,789 4,291 3,989
29,950 30,000 4,304 3,796 4,304 3,996

30,000 30,050 4,316 3,804 4,316 4,004
30,050 30,100 4,329 3,811 4,329 4,011
30,100 30,150 4,341 3,819 4,341 4,019
30,150 30,200 4,354 3,826 4,354 4,026

30,200 30,250 4,366 3,834 4,366 4,034
30,250 30,300 4,379 3,841 4,379 4,041
30,300 30,350 4,391 3,849 4,391 4,049
30,350 30,400 4,404 3,856 4,404 4,056

30,400 30,450 4,416 3,864 4,416 4,064
30,450 30,500 4,429 3,871 4,429 4,071
30,500 30,550 4,441 3,879 4,441 4,079
30,550 30,600 4,454 3,886 4,454 4,086

30,600 30,650 4,466 3,894 4,466 4,094
30,650 30,700 4,479 3,901 4,479 4,101
30,700 30,750 4,491 3,909 4,491 4,109
30,750 30,800 4,504 3,916 4,504 4,116

30,800 30,850 4,516 3,924 4,516 4,124
30,850 30,900 4,529 3,931 4,529 4,131
30,900 30,950 4,541 3,939 4,541 4,139
30,950 31,000 4,554 3,946 4,554 4,146

31,000 31,050 4,566 3,954 4,566 4,154
31,050 31,100 4,579 3,961 4,579 4,161
31,100 31,150 4,591 3,969 4,591 4,169
31,150 31,200 4,604 3,976 4,604 4,176

31,200 31,250 4,616 3,984 4,616 4,184
31,250 31,300 4,629 3,991 4,629 4,191
31,300 31,350 4,641 3,999 4,641 4,199
31,350 31,400 4,654 4,006 4,654 4,206

31,400 31,450 4,666 4,014 4,666 4,214
31,450 31,500 4,679 4,021 4,679 4,221
31,500 31,550 4,691 4,029 4,691 4,229
31,550 31,600 4,704 4,036 4,704 4,236

31,600 31,650 4,716 4,044 4,716 4,244
31,650 31,700 4,729 4,051 4,729 4,251
31,700 31,750 4,741 4,059 4,741 4,259
31,750 31,800 4,754 4,066 4,754 4,266

31,800 31,850 4,766 4,074 4,766 4,274
31,850 31,900 4,779 4,081 4,779 4,281
31,900 31,950 4,791 4,089 4,791 4,289
31,950 32,000 4,804 4,096 4,804 4,296
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2003 Tax Table—Continued

If line 40
(taxable
income) is—

And you are—And you are—And you are—

Married
filing
jointly
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jointly

*

SingleMarried
filing
jointly

*

Single Head
of a
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filing
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hold
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sepa-
rately

But
less
than

At
least

Your tax is—Your tax is—Your tax is—

(Continued on page 67)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

32,000

33,000

34,000

35,000

36,000

37,000

38,000

39,000

40,000

32,000 32,050 4,816 4,104 4,816 4,304
32,050 32,100 4,829 4,111 4,829 4,311
32,100 32,150 4,841 4,119 4,841 4,319
32,150 32,200 4,854 4,126 4,854 4,326
32,200 32,250 4,866 4,134 4,866 4,334
32,250 32,300 4,879 4,141 4,879 4,341
32,300 32,350 4,891 4,149 4,891 4,349
32,350 32,400 4,904 4,156 4,904 4,356

32,400 32,450 4,916 4,164 4,916 4,364
32,450 32,500 4,929 4,171 4,929 4,371
32,500 32,550 4,941 4,179 4,941 4,379
32,550 32,600 4,954 4,186 4,954 4,386

32,600 32,650 4,966 4,194 4,966 4,394
32,650 32,700 4,979 4,201 4,979 4,401
32,700 32,750 4,991 4,209 4,991 4,409
32,750 32,800 5,004 4,216 5,004 4,416

32,800 32,850 5,016 4,224 5,016 4,424
32,850 32,900 5,029 4,231 5,029 4,431
32,900 32,950 5,041 4,239 5,041 4,439
32,950 33,000 5,054 4,246 5,054 4,446

33,000 33,050 5,066 4,254 5,066 4,454
33,050 33,100 5,079 4,261 5,079 4,461
33,100 33,150 5,091 4,269 5,091 4,469
33,150 33,200 5,104 4,276 5,104 4,476

33,200 33,250 5,116 4,284 5,116 4,484
33,250 33,300 5,129 4,291 5,129 4,491
33,300 33,350 5,141 4,299 5,141 4,499
33,350 33,400 5,154 4,306 5,154 4,506

33,400 33,450 5,166 4,314 5,166 4,514
33,450 33,500 5,179 4,321 5,179 4,521
33,500 33,550 5,191 4,329 5,191 4,529
33,550 33,600 5,204 4,336 5,204 4,536

33,600 33,650 5,216 4,344 5,216 4,544
33,650 33,700 5,229 4,351 5,229 4,551
33,700 33,750 5,241 4,359 5,241 4,559
33,750 33,800 5,254 4,366 5,254 4,566

33,800 33,850 5,266 4,374 5,266 4,574
33,850 33,900 5,279 4,381 5,279 4,581
33,900 33,950 5,291 4,389 5,291 4,589
33,950 34,000 5,304 4,396 5,304 4,596

34,000 34,050 5,316 4,404 5,316 4,604
34,050 34,100 5,329 4,411 5,329 4,611
34,100 34,150 5,341 4,419 5,341 4,619
34,150 34,200 5,354 4,426 5,354 4,626

34,200 34,250 5,366 4,434 5,366 4,634
34,250 34,300 5,379 4,441 5,379 4,641
34,300 34,350 5,391 4,449 5,391 4,649
34,350 34,400 5,404 4,456 5,404 4,656

34,400 34,450 5,416 4,464 5,416 4,664
34,450 34,500 5,429 4,471 5,429 4,671
34,500 34,550 5,441 4,479 5,441 4,679
34,550 34,600 5,454 4,486 5,454 4,686

34,600 34,650 5,466 4,494 5,466 4,694
34,650 34,700 5,479 4,501 5,479 4,701
34,700 34,750 5,491 4,509 5,491 4,709
34,750 34,800 5,504 4,516 5,504 4,716

34,800 34,850 5,516 4,524 5,516 4,724
34,850 34,900 5,529 4,531 5,529 4,731
34,900 34,950 5,541 4,539 5,541 4,739
34,950 35,000 5,554 4,546 5,554 4,746

35,000 35,050 5,566 4,554 5,566 4,754
35,050 35,100 5,579 4,561 5,579 4,761
35,100 35,150 5,591 4,569 5,591 4,769
35,150 35,200 5,604 4,576 5,604 4,776
35,200 35,250 5,616 4,584 5,616 4,784
35,250 35,300 5,629 4,591 5,629 4,791
35,300 35,350 5,641 4,599 5,641 4,799
35,350 35,400 5,654 4,606 5,654 4,806

35,400 35,450 5,666 4,614 5,666 4,814
35,450 35,500 5,679 4,621 5,679 4,821
35,500 35,550 5,691 4,629 5,691 4,829
35,550 35,600 5,704 4,636 5,704 4,836

35,600 35,650 5,716 4,644 5,716 4,844
35,650 35,700 5,729 4,651 5,729 4,851
35,700 35,750 5,741 4,659 5,741 4,859
35,750 35,800 5,754 4,666 5,754 4,866

35,800 35,850 5,766 4,674 5,766 4,874
35,850 35,900 5,779 4,681 5,779 4,881
35,900 35,950 5,791 4,689 5,791 4,889
35,950 36,000 5,804 4,696 5,804 4,896

36,000 36,050 5,816 4,704 5,816 4,904
36,050 36,100 5,829 4,711 5,829 4,911
36,100 36,150 5,841 4,719 5,841 4,919
36,150 36,200 5,854 4,726 5,854 4,926

36,200 36,250 5,866 4,734 5,866 4,934
36,250 36,300 5,879 4,741 5,879 4,941
36,300 36,350 5,891 4,749 5,891 4,949
36,350 36,400 5,904 4,756 5,904 4,956

36,400 36,450 5,916 4,764 5,916 4,964
36,450 36,500 5,929 4,771 5,929 4,971
36,500 36,550 5,941 4,779 5,941 4,979
36,550 36,600 5,954 4,786 5,954 4,986

36,600 36,650 5,966 4,794 5,966 4,994
36,650 36,700 5,979 4,801 5,979 5,001
36,700 36,750 5,991 4,809 5,991 5,009
36,750 36,800 6,004 4,816 6,004 5,016

36,800 36,850 6,016 4,824 6,016 5,024
36,850 36,900 6,029 4,831 6,029 5,031
36,900 36,950 6,041 4,839 6,041 5,039
36,950 37,000 6,054 4,846 6,054 5,046

37,000 37,050 6,066 4,854 6,066 5,054
37,050 37,100 6,079 4,861 6,079 5,061
37,100 37,150 6,091 4,869 6,091 5,069
37,150 37,200 6,104 4,876 6,104 5,076

37,200 37,250 6,116 4,884 6,116 5,084
37,250 37,300 6,129 4,891 6,129 5,091
37,300 37,350 6,141 4,899 6,141 5,099
37,350 37,400 6,154 4,906 6,154 5,106

37,400 37,450 6,166 4,914 6,166 5,114
37,450 37,500 6,179 4,921 6,179 5,121
37,500 37,550 6,191 4,929 6,191 5,129
37,550 37,600 6,204 4,936 6,204 5,136

37,600 37,650 6,216 4,944 6,216 5,144
37,650 37,700 6,229 4,951 6,229 5,151
37,700 37,750 6,241 4,959 6,241 5,159
37,750 37,800 6,254 4,966 6,254 5,166

37,800 37,850 6,266 4,974 6,266 5,174
37,850 37,900 6,279 4,981 6,279 5,181
37,900 37,950 6,291 4,989 6,291 5,189
37,950 38,000 6,304 4,996 6,304 5,196

38,000 38,050 6,316 5,004 6,316 5,204
38,050 38,100 6,329 5,011 6,329 5,214
38,100 38,150 6,341 5,019 6,341 5,226
38,150 38,200 6,354 5,026 6,354 5,239
38,200 38,250 6,366 5,034 6,366 5,251
38,250 38,300 6,379 5,041 6,379 5,264
38,300 38,350 6,391 5,049 6,391 5,276
38,350 38,400 6,404 5,056 6,404 5,289

38,400 38,450 6,416 5,064 6,416 5,301
38,450 38,500 6,429 5,071 6,429 5,314
38,500 38,550 6,441 5,079 6,441 5,326
38,550 38,600 6,454 5,086 6,454 5,339

38,600 38,650 6,466 5,094 6,466 5,351
38,650 38,700 6,479 5,101 6,479 5,364
38,700 38,750 6,491 5,109 6,491 5,376
38,750 38,800 6,504 5,116 6,504 5,389

38,800 38,850 6,516 5,124 6,516 5,401
38,850 38,900 6,529 5,131 6,529 5,414
38,900 38,950 6,541 5,139 6,541 5,426
38,950 39,000 6,554 5,146 6,554 5,439

39,000 39,050 6,566 5,154 6,566 5,451
39,050 39,100 6,579 5,161 6,579 5,464
39,100 39,150 6,591 5,169 6,591 5,476
39,150 39,200 6,604 5,176 6,604 5,489

39,200 39,250 6,616 5,184 6,616 5,501
39,250 39,300 6,629 5,191 6,629 5,514
39,300 39,350 6,641 5,199 6,641 5,526
39,350 39,400 6,654 5,206 6,654 5,539

39,400 39,450 6,666 5,214 6,666 5,551
39,450 39,500 6,679 5,221 6,679 5,564
39,500 39,550 6,691 5,229 6,691 5,576
39,550 39,600 6,704 5,236 6,704 5,589

39,600 39,650 6,716 5,244 6,716 5,601
39,650 39,700 6,729 5,251 6,729 5,614
39,700 39,750 6,741 5,259 6,741 5,626
39,750 39,800 6,754 5,266 6,754 5,639

39,800 39,850 6,766 5,274 6,766 5,651
39,850 39,900 6,779 5,281 6,779 5,664
39,900 39,950 6,791 5,289 6,791 5,676
39,950 40,000 6,804 5,296 6,804 5,689

40,000 40,050 6,816 5,304 6,816 5,701
40,050 40,100 6,829 5,311 6,829 5,714
40,100 40,150 6,841 5,319 6,841 5,726
40,150 40,200 6,854 5,326 6,854 5,739

40,200 40,250 6,866 5,334 6,866 5,751
40,250 40,300 6,879 5,341 6,879 5,764
40,300 40,350 6,891 5,349 6,891 5,776
40,350 40,400 6,904 5,356 6,904 5,789

40,400 40,450 6,916 5,364 6,916 5,801
40,450 40,500 6,929 5,371 6,929 5,814
40,500 40,550 6,941 5,379 6,941 5,826
40,550 40,600 6,954 5,386 6,954 5,839

40,600 40,650 6,966 5,394 6,966 5,851
40,650 40,700 6,979 5,401 6,979 5,864
40,700 40,750 6,991 5,409 6,991 5,876
40,750 40,800 7,004 5,416 7,004 5,889

40,800 40,850 7,016 5,424 7,016 5,901
40,850 40,900 7,029 5,431 7,029 5,914
40,900 40,950 7,041 5,439 7,041 5,926
40,950 41,000 7,054 5,446 7,054 5,939
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Your tax is—Your tax is—Your tax is—

(Continued on page 68)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

41,000

42,000

43,000

44,000

45,000

46,000

47,000

48,000

49,000

41,000 41,050 7,066 5,454 7,066 5,951
41,050 41,100 7,079 5,461 7,079 5,964
41,100 41,150 7,091 5,469 7,091 5,976
41,150 41,200 7,104 5,476 7,104 5,989
41,200 41,250 7,116 5,484 7,116 6,001
41,250 41,300 7,129 5,491 7,129 6,014
41,300 41,350 7,141 5,499 7,141 6,026
41,350 41,400 7,154 5,506 7,154 6,039

41,400 41,450 7,166 5,514 7,166 6,051
41,450 41,500 7,179 5,521 7,179 6,064
41,500 41,550 7,191 5,529 7,191 6,076
41,550 41,600 7,204 5,536 7,204 6,089

41,600 41,650 7,216 5,544 7,216 6,101
41,650 41,700 7,229 5,551 7,229 6,114
41,700 41,750 7,241 5,559 7,241 6,126
41,750 41,800 7,254 5,566 7,254 6,139

41,800 41,850 7,266 5,574 7,266 6,151
41,850 41,900 7,279 5,581 7,279 6,164
41,900 41,950 7,291 5,589 7,291 6,176
41,950 42,000 7,304 5,596 7,304 6,189

42,000 42,050 7,316 5,604 7,316 6,201
42,050 42,100 7,329 5,611 7,329 6,214
42,100 42,150 7,341 5,619 7,341 6,226
42,150 42,200 7,354 5,626 7,354 6,239

42,200 42,250 7,366 5,634 7,366 6,251
42,250 42,300 7,379 5,641 7,379 6,264
42,300 42,350 7,391 5,649 7,391 6,276
42,350 42,400 7,404 5,656 7,404 6,289

42,400 42,450 7,416 5,664 7,416 6,301
42,450 42,500 7,429 5,671 7,429 6,314
42,500 42,550 7,441 5,679 7,441 6,326
42,550 42,600 7,454 5,686 7,454 6,339

42,600 42,650 7,466 5,694 7,466 6,351
42,650 42,700 7,479 5,701 7,479 6,364
42,700 42,750 7,491 5,709 7,491 6,376
42,750 42,800 7,504 5,716 7,504 6,389

42,800 42,850 7,516 5,724 7,516 6,401
42,850 42,900 7,529 5,731 7,529 6,414
42,900 42,950 7,541 5,739 7,541 6,426
42,950 43,000 7,554 5,746 7,554 6,439

43,000 43,050 7,566 5,754 7,566 6,451
43,050 43,100 7,579 5,761 7,579 6,464
43,100 43,150 7,591 5,769 7,591 6,476
43,150 43,200 7,604 5,776 7,604 6,489

43,200 43,250 7,616 5,784 7,616 6,501
43,250 43,300 7,629 5,791 7,629 6,514
43,300 43,350 7,641 5,799 7,641 6,526
43,350 43,400 7,654 5,806 7,654 6,539

43,400 43,450 7,666 5,814 7,666 6,551
43,450 43,500 7,679 5,821 7,679 6,564
43,500 43,550 7,691 5,829 7,691 6,576
43,550 43,600 7,704 5,836 7,704 6,589

43,600 43,650 7,716 5,844 7,716 6,601
43,650 43,700 7,729 5,851 7,729 6,614
43,700 43,750 7,741 5,859 7,741 6,626
43,750 43,800 7,754 5,866 7,754 6,639

43,800 43,850 7,766 5,874 7,766 6,651
43,850 43,900 7,779 5,881 7,779 6,664
43,900 43,950 7,791 5,889 7,791 6,676
43,950 44,000 7,804 5,896 7,804 6,689

44,000 44,050 7,816 5,904 7,816 6,701
44,050 44,100 7,829 5,911 7,829 6,714
44,100 44,150 7,841 5,919 7,841 6,726
44,150 44,200 7,854 5,926 7,854 6,739
44,200 44,250 7,866 5,934 7,866 6,751
44,250 44,300 7,879 5,941 7,879 6,764
44,300 44,350 7,891 5,949 7,891 6,776
44,350 44,400 7,904 5,956 7,904 6,789

44,400 44,450 7,916 5,964 7,916 6,801
44,450 44,500 7,929 5,971 7,929 6,814
44,500 44,550 7,941 5,979 7,941 6,826
44,550 44,600 7,954 5,986 7,954 6,839

44,600 44,650 7,966 5,994 7,966 6,851
44,650 44,700 7,979 6,001 7,979 6,864
44,700 44,750 7,991 6,009 7,991 6,876
44,750 44,800 8,004 6,016 8,004 6,889

44,800 44,850 8,016 6,024 8,016 6,901
44,850 44,900 8,029 6,031 8,029 6,914
44,900 44,950 8,041 6,039 8,041 6,926
44,950 45,000 8,054 6,046 8,054 6,939

45,000 45,050 8,066 6,054 8,066 6,951
45,050 45,100 8,079 6,061 8,079 6,964
45,100 45,150 8,091 6,069 8,091 6,976
45,150 45,200 8,104 6,076 8,104 6,989

45,200 45,250 8,116 6,084 8,116 7,001
45,250 45,300 8,129 6,091 8,129 7,014
45,300 45,350 8,141 6,099 8,141 7,026
45,350 45,400 8,154 6,106 8,154 7,039

45,400 45,450 8,166 6,114 8,166 7,051
45,450 45,500 8,179 6,121 8,179 7,064
45,500 45,550 8,191 6,129 8,191 7,076
45,550 45,600 8,204 6,136 8,204 7,089

45,600 45,650 8,216 6,144 8,216 7,101
45,650 45,700 8,229 6,151 8,229 7,114
45,700 45,750 8,241 6,159 8,241 7,126
45,750 45,800 8,254 6,166 8,254 7,139

45,800 45,850 8,266 6,174 8,266 7,151
45,850 45,900 8,279 6,181 8,279 7,164
45,900 45,950 8,291 6,189 8,291 7,176
45,950 46,000 8,304 6,196 8,304 7,189

46,000 46,050 8,316 6,204 8,316 7,201
46,050 46,100 8,329 6,211 8,329 7,214
46,100 46,150 8,341 6,219 8,341 7,226
46,150 46,200 8,354 6,226 8,354 7,239

46,200 46,250 8,366 6,234 8,366 7,251
46,250 46,300 8,379 6,241 8,379 7,264
46,300 46,350 8,391 6,249 8,391 7,276
46,350 46,400 8,404 6,256 8,404 7,289

46,400 46,450 8,416 6,264 8,416 7,301
46,450 46,500 8,429 6,271 8,429 7,314
46,500 46,550 8,441 6,279 8,441 7,326
46,550 46,600 8,454 6,286 8,454 7,339

46,600 46,650 8,466 6,294 8,466 7,351
46,650 46,700 8,479 6,301 8,479 7,364
46,700 46,750 8,491 6,309 8,491 7,376
46,750 46,800 8,504 6,316 8,504 7,389

46,800 46,850 8,516 6,324 8,516 7,401
46,850 46,900 8,529 6,331 8,529 7,414
46,900 46,950 8,541 6,339 8,541 7,426
46,950 47,000 8,554 6,346 8,554 7,439

47,000 47,050 8,566 6,354 8,566 7,451
47,050 47,100 8,579 6,361 8,579 7,464
47,100 47,150 8,591 6,369 8,591 7,476
47,150 47,200 8,604 6,376 8,604 7,489
47,200 47,250 8,616 6,384 8,616 7,501
47,250 47,300 8,629 6,391 8,629 7,514
47,300 47,350 8,641 6,399 8,641 7,526
47,350 47,400 8,654 6,406 8,654 7,539

47,400 47,450 8,666 6,414 8,666 7,551
47,450 47,500 8,679 6,421 8,679 7,564
47,500 47,550 8,691 6,429 8,691 7,576
47,550 47,600 8,704 6,436 8,704 7,589

47,600 47,650 8,716 6,444 8,716 7,601
47,650 47,700 8,729 6,451 8,729 7,614
47,700 47,750 8,741 6,459 8,741 7,626
47,750 47,800 8,754 6,466 8,754 7,639

47,800 47,850 8,766 6,474 8,766 7,651
47,850 47,900 8,779 6,481 8,779 7,664
47,900 47,950 8,791 6,489 8,791 7,676
47,950 48,000 8,804 6,496 8,804 7,689

48,000 48,050 8,816 6,504 8,816 7,701
48,050 48,100 8,829 6,511 8,829 7,714
48,100 48,150 8,841 6,519 8,841 7,726
48,150 48,200 8,854 6,526 8,854 7,739

48,200 48,250 8,866 6,534 8,866 7,751
48,250 48,300 8,879 6,541 8,879 7,764
48,300 48,350 8,891 6,549 8,891 7,776
48,350 48,400 8,904 6,556 8,904 7,789

48,400 48,450 8,916 6,564 8,916 7,801
48,450 48,500 8,929 6,571 8,929 7,814
48,500 48,550 8,941 6,579 8,941 7,826
48,550 48,600 8,954 6,586 8,954 7,839

48,600 48,650 8,966 6,594 8,966 7,851
48,650 48,700 8,979 6,601 8,979 7,864
48,700 48,750 8,991 6,609 8,991 7,876
48,750 48,800 9,004 6,616 9,004 7,889

48,800 48,850 9,016 6,624 9,016 7,901
48,850 48,900 9,029 6,631 9,029 7,914
48,900 48,950 9,041 6,639 9,041 7,926
48,950 49,000 9,054 6,646 9,054 7,939

49,000 49,050 9,066 6,654 9,066 7,951
49,050 49,100 9,079 6,661 9,079 7,964
49,100 49,150 9,091 6,669 9,091 7,976
49,150 49,200 9,104 6,676 9,104 7,989

49,200 49,250 9,116 6,684 9,116 8,001
49,250 49,300 9,129 6,691 9,129 8,014
49,300 49,350 9,141 6,699 9,141 8,026
49,350 49,400 9,154 6,706 9,154 8,039

49,400 49,450 9,166 6,714 9,166 8,051
49,450 49,500 9,179 6,721 9,179 8,064
49,500 49,550 9,191 6,729 9,191 8,076
49,550 49,600 9,204 6,736 9,204 8,089

49,600 49,650 9,216 6,744 9,216 8,101
49,650 49,700 9,229 6,751 9,229 8,114
49,700 49,750 9,241 6,759 9,241 8,126
49,750 49,800 9,254 6,766 9,254 8,139

49,800 49,850 9,266 6,774 9,266 8,151
49,850 49,900 9,279 6,781 9,279 8,164
49,900 49,950 9,291 6,789 9,291 8,176
49,950 50,000 9,304 6,796 9,304 8,189
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2003 Tax Table—Continued

If line 40
(taxable
income) is—

And you are—And you are—And you are—

Married
filing
jointly

*

SingleMarried
filing
jointly

*

SingleMarried
filing
jointly

*

Single Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Your tax is—Your tax is—Your tax is—

(Continued on page 69)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

50,000

51,000

52,000

53,000

54,000

55,000

56,000

57,000

58,000

50,000 50,050 9,316 6,804 9,316 8,201
50,050 50,100 9,329 6,811 9,329 8,214
50,100 50,150 9,341 6,819 9,341 8,226
50,150 50,200 9,354 6,826 9,354 8,239
50,200 50,250 9,366 6,834 9,366 8,251
50,250 50,300 9,379 6,841 9,379 8,264
50,300 50,350 9,391 6,849 9,391 8,276
50,350 50,400 9,404 6,856 9,404 8,289

50,400 50,450 9,416 6,864 9,416 8,301
50,450 50,500 9,429 6,871 9,429 8,314
50,500 50,550 9,441 6,879 9,441 8,326
50,550 50,600 9,454 6,886 9,454 8,339

50,600 50,650 9,466 6,894 9,466 8,351
50,650 50,700 9,479 6,901 9,479 8,364
50,700 50,750 9,491 6,909 9,491 8,376
50,750 50,800 9,504 6,916 9,504 8,389

50,800 50,850 9,516 6,924 9,516 8,401
50,850 50,900 9,529 6,931 9,529 8,414
50,900 50,950 9,541 6,939 9,541 8,426
50,950 51,000 9,554 6,946 9,554 8,439

51,000 51,050 9,566 6,954 9,566 8,451
51,050 51,100 9,579 6,961 9,579 8,464
51,100 51,150 9,591 6,969 9,591 8,476
51,150 51,200 9,604 6,976 9,604 8,489

51,200 51,250 9,616 6,984 9,616 8,501
51,250 51,300 9,629 6,991 9,629 8,514
51,300 51,350 9,641 6,999 9,641 8,526
51,350 51,400 9,654 7,006 9,654 8,539

51,400 51,450 9,666 7,014 9,666 8,551
51,450 51,500 9,679 7,021 9,679 8,564
51,500 51,550 9,691 7,029 9,691 8,576
51,550 51,600 9,704 7,036 9,704 8,589

51,600 51,650 9,716 7,044 9,716 8,601
51,650 51,700 9,729 7,051 9,729 8,614
51,700 51,750 9,741 7,059 9,741 8,626
51,750 51,800 9,754 7,066 9,754 8,639

51,800 51,850 9,766 7,074 9,766 8,651
51,850 51,900 9,779 7,081 9,779 8,664
51,900 51,950 9,791 7,089 9,791 8,676
51,950 52,000 9,804 7,096 9,804 8,689

52,000 52,050 9,816 7,104 9,816 8,701
52,050 52,100 9,829 7,111 9,829 8,714
52,100 52,150 9,841 7,119 9,841 8,726
52,150 52,200 9,854 7,126 9,854 8,739

52,200 52,250 9,866 7,134 9,866 8,751
52,250 52,300 9,879 7,141 9,879 8,764
52,300 52,350 9,891 7,149 9,891 8,776
52,350 52,400 9,904 7,156 9,904 8,789

52,400 52,450 9,916 7,164 9,916 8,801
52,450 52,500 9,929 7,171 9,929 8,814
52,500 52,550 9,941 7,179 9,941 8,826
52,550 52,600 9,954 7,186 9,954 8,839

52,600 52,650 9,966 7,194 9,966 8,851
52,650 52,700 9,979 7,201 9,979 8,864
52,700 52,750 9,991 7,209 9,991 8,876
52,750 52,800 10,004 7,216 10,004 8,889

52,800 52,850 10,016 7,224 10,016 8,901
52,850 52,900 10,029 7,231 10,029 8,914
52,900 52,950 10,041 7,239 10,041 8,926
52,950 53,000 10,054 7,246 10,054 8,939

53,000 53,050 10,066 7,254 10,066 8,951
53,050 53,100 10,079 7,261 10,079 8,964
53,100 53,150 10,091 7,269 10,091 8,976
53,150 53,200 10,104 7,276 10,104 8,989
53,200 53,250 10,116 7,284 10,116 9,001
53,250 53,300 10,129 7,291 10,129 9,014
53,300 53,350 10,141 7,299 10,141 9,026
53,350 53,400 10,154 7,306 10,154 9,039

53,400 53,450 10,166 7,314 10,166 9,051
53,450 53,500 10,179 7,321 10,179 9,064
53,500 53,550 10,191 7,329 10,191 9,076
53,550 53,600 10,204 7,336 10,204 9,089

53,600 53,650 10,216 7,344 10,216 9,101
53,650 53,700 10,229 7,351 10,229 9,114
53,700 53,750 10,241 7,359 10,241 9,126
53,750 53,800 10,254 7,366 10,254 9,139

53,800 53,850 10,266 7,374 10,266 9,151
53,850 53,900 10,279 7,381 10,279 9,164
53,900 53,950 10,291 7,389 10,291 9,176
53,950 54,000 10,304 7,396 10,304 9,189

54,000 54,050 10,316 7,404 10,316 9,201
54,050 54,100 10,329 7,411 10,329 9,214
54,100 54,150 10,341 7,419 10,341 9,226
54,150 54,200 10,354 7,426 10,354 9,239

54,200 54,250 10,366 7,434 10,366 9,251
54,250 54,300 10,379 7,441 10,379 9,264
54,300 54,350 10,391 7,449 10,391 9,276
54,350 54,400 10,404 7,456 10,404 9,289

54,400 54,450 10,416 7,464 10,416 9,301
54,450 54,500 10,429 7,471 10,429 9,314
54,500 54,550 10,441 7,479 10,441 9,326
54,550 54,600 10,454 7,486 10,454 9,339

54,600 54,650 10,466 7,494 10,466 9,351
54,650 54,700 10,479 7,501 10,479 9,364
54,700 54,750 10,491 7,509 10,491 9,376
54,750 54,800 10,504 7,516 10,504 9,389

54,800 54,850 10,516 7,524 10,516 9,401
54,850 54,900 10,529 7,531 10,529 9,414
54,900 54,950 10,541 7,539 10,541 9,426
54,950 55,000 10,554 7,546 10,554 9,439

55,000 55,050 10,566 7,554 10,566 9,451
55,050 55,100 10,579 7,561 10,579 9,464
55,100 55,150 10,591 7,569 10,591 9,476
55,150 55,200 10,604 7,576 10,604 9,489

55,200 55,250 10,616 7,584 10,616 9,501
55,250 55,300 10,629 7,591 10,629 9,514
55,300 55,350 10,641 7,599 10,641 9,526
55,350 55,400 10,654 7,606 10,654 9,539

55,400 55,450 10,666 7,614 10,666 9,551
55,450 55,500 10,679 7,621 10,679 9,564
55,500 55,550 10,691 7,629 10,691 9,576
55,550 55,600 10,704 7,636 10,704 9,589

55,600 55,650 10,716 7,644 10,716 9,601
55,650 55,700 10,729 7,651 10,729 9,614
55,700 55,750 10,741 7,659 10,741 9,626
55,750 55,800 10,754 7,666 10,754 9,639

55,800 55,850 10,766 7,674 10,766 9,651
55,850 55,900 10,779 7,681 10,779 9,664
55,900 55,950 10,791 7,689 10,791 9,676
55,950 56,000 10,804 7,696 10,804 9,689

56,000 56,050 10,816 7,704 10,816 9,701
56,050 56,100 10,829 7,711 10,829 9,714
56,100 56,150 10,841 7,719 10,841 9,726
56,150 56,200 10,854 7,726 10,854 9,739
56,200 56,250 10,866 7,734 10,866 9,751
56,250 56,300 10,879 7,741 10,879 9,764
56,300 56,350 10,891 7,749 10,891 9,776
56,350 56,400 10,904 7,756 10,904 9,789

56,400 56,450 10,916 7,764 10,916 9,801
56,450 56,500 10,929 7,771 10,929 9,814
56,500 56,550 10,941 7,779 10,941 9,826
56,550 56,600 10,954 7,786 10,954 9,839

56,600 56,650 10,966 7,794 10,966 9,851
56,650 56,700 10,979 7,801 10,979 9,864
56,700 56,750 10,991 7,809 10,991 9,876
56,750 56,800 11,004 7,816 11,004 9,889

56,800 56,850 11,016 7,826 11,016 9,901
56,850 56,900 11,029 7,839 11,029 9,914
56,900 56,950 11,041 7,851 11,041 9,926
56,950 57,000 11,054 7,864 11,054 9,939

57,000 57,050 11,066 7,876 11,066 9,951
57,050 57,100 11,079 7,889 11,079 9,964
57,100 57,150 11,091 7,901 11,091 9,976
57,150 57,200 11,104 7,914 11,104 9,989

57,200 57,250 11,116 7,926 11,116 10,001
57,250 57,300 11,129 7,939 11,129 10,014
57,300 57,350 11,141 7,951 11,141 10,026
57,350 57,400 11,154 7,964 11,155 10,039

57,400 57,450 11,166 7,976 11,169 10,051
57,450 57,500 11,179 7,989 11,183 10,064
57,500 57,550 11,191 8,001 11,197 10,076
57,550 57,600 11,204 8,014 11,211 10,089

57,600 57,650 11,216 8,026 11,225 10,101
57,650 57,700 11,229 8,039 11,239 10,114
57,700 57,750 11,241 8,051 11,253 10,126
57,750 57,800 11,254 8,064 11,267 10,139

57,800 57,850 11,266 8,076 11,281 10,151
57,850 57,900 11,279 8,089 11,295 10,164
57,900 57,950 11,291 8,101 11,309 10,176
57,950 58,000 11,304 8,114 11,323 10,189

58,000 58,050 11,316 8,126 11,337 10,201
58,050 58,100 11,329 8,139 11,351 10,214
58,100 58,150 11,341 8,151 11,365 10,226
58,150 58,200 11,354 8,164 11,379 10,239

58,200 58,250 11,366 8,176 11,393 10,251
58,250 58,300 11,379 8,189 11,407 10,264
58,300 58,350 11,391 8,201 11,421 10,276
58,350 58,400 11,404 8,214 11,435 10,289

58,400 58,450 11,416 8,226 11,449 10,301
58,450 58,500 11,429 8,239 11,463 10,314
58,500 58,550 11,441 8,251 11,477 10,326
58,550 58,600 11,454 8,264 11,491 10,339

58,600 58,650 11,466 8,276 11,505 10,351
58,650 58,700 11,479 8,289 11,519 10,364
58,700 58,750 11,491 8,301 11,533 10,376
58,750 58,800 11,504 8,314 11,547 10,389

58,800 58,850 11,516 8,326 11,561 10,401
58,850 58,900 11,529 8,339 11,575 10,414
58,900 58,950 11,541 8,351 11,589 10,426
58,950 59,000 11,554 8,364 11,603 10,439
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2003 Tax Table—Continued

If line 40
(taxable
income) is—

And you are—And you are—And you are—

Married
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jointly

*
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jointly

*
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filing
jointly

*

Single Head
of a
house-
hold
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filing
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least

Head
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house-
hold
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rately
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least

Head
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hold
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rately
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At
least

Your tax is—Your tax is—Your tax is—

(Continued on page 70)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

59,000

60,000

61,000

62,000

63,000

64,000

65,000

66,000

67,000

59,000 59,050 11,566 8,376 11,617 10,451
59,050 59,100 11,579 8,389 11,631 10,464
59,100 59,150 11,591 8,401 11,645 10,476
59,150 59,200 11,604 8,414 11,659 10,489
59,200 59,250 11,616 8,426 11,673 10,501
59,250 59,300 11,629 8,439 11,687 10,514
59,300 59,350 11,641 8,451 11,701 10,526
59,350 59,400 11,654 8,464 11,715 10,539

59,400 59,450 11,666 8,476 11,729 10,551
59,450 59,500 11,679 8,489 11,743 10,564
59,500 59,550 11,691 8,501 11,757 10,576
59,550 59,600 11,704 8,514 11,771 10,589

59,600 59,650 11,716 8,526 11,785 10,601
59,650 59,700 11,729 8,539 11,799 10,614
59,700 59,750 11,741 8,551 11,813 10,626
59,750 59,800 11,754 8,564 11,827 10,639

59,800 59,850 11,766 8,576 11,841 10,651
59,850 59,900 11,779 8,589 11,855 10,664
59,900 59,950 11,791 8,601 11,869 10,676
59,950 60,000 11,804 8,614 11,883 10,689

60,000 60,050 11,816 8,626 11,897 10,701
60,050 60,100 11,829 8,639 11,911 10,714
60,100 60,150 11,841 8,651 11,925 10,726
60,150 60,200 11,854 8,664 11,939 10,739

60,200 60,250 11,866 8,676 11,953 10,751
60,250 60,300 11,879 8,689 11,967 10,764
60,300 60,350 11,891 8,701 11,981 10,776
60,350 60,400 11,904 8,714 11,995 10,789

60,400 60,450 11,916 8,726 12,009 10,801
60,450 60,500 11,929 8,739 12,023 10,814
60,500 60,550 11,941 8,751 12,037 10,826
60,550 60,600 11,954 8,764 12,051 10,839

60,600 60,650 11,966 8,776 12,065 10,851
60,650 60,700 11,979 8,789 12,079 10,864
60,700 60,750 11,991 8,801 12,093 10,876
60,750 60,800 12,004 8,814 12,107 10,889

60,800 60,850 12,016 8,826 12,121 10,901
60,850 60,900 12,029 8,839 12,135 10,914
60,900 60,950 12,041 8,851 12,149 10,926
60,950 61,000 12,054 8,864 12,163 10,939

61,000 61,050 12,066 8,876 12,177 10,951
61,050 61,100 12,079 8,889 12,191 10,964
61,100 61,150 12,091 8,901 12,205 10,976
61,150 61,200 12,104 8,914 12,219 10,989

61,200 61,250 12,116 8,926 12,233 11,001
61,250 61,300 12,129 8,939 12,247 11,014
61,300 61,350 12,141 8,951 12,261 11,026
61,350 61,400 12,154 8,964 12,275 11,039

61,400 61,450 12,166 8,976 12,289 11,051
61,450 61,500 12,179 8,989 12,303 11,064
61,500 61,550 12,191 9,001 12,317 11,076
61,550 61,600 12,204 9,014 12,331 11,089

61,600 61,650 12,216 9,026 12,345 11,101
61,650 61,700 12,229 9,039 12,359 11,114
61,700 61,750 12,241 9,051 12,373 11,126
61,750 61,800 12,254 9,064 12,387 11,139

61,800 61,850 12,266 9,076 12,401 11,151
61,850 61,900 12,279 9,089 12,415 11,164
61,900 61,950 12,291 9,101 12,429 11,176
61,950 62,000 12,304 9,114 12,443 11,189

62,000 62,050 12,316 9,126 12,457 11,201
62,050 62,100 12,329 9,139 12,471 11,214
62,100 62,150 12,341 9,151 12,485 11,226
62,150 62,200 12,354 9,164 12,499 11,239
62,200 62,250 12,366 9,176 12,513 11,251
62,250 62,300 12,379 9,189 12,527 11,264
62,300 62,350 12,391 9,201 12,541 11,276
62,350 62,400 12,404 9,214 12,555 11,289

62,400 62,450 12,416 9,226 12,569 11,301
62,450 62,500 12,429 9,239 12,583 11,314
62,500 62,550 12,441 9,251 12,597 11,326
62,550 62,600 12,454 9,264 12,611 11,339

62,600 62,650 12,466 9,276 12,625 11,351
62,650 62,700 12,479 9,289 12,639 11,364
62,700 62,750 12,491 9,301 12,653 11,376
62,750 62,800 12,504 9,314 12,667 11,389

62,800 62,850 12,516 9,326 12,681 11,401
62,850 62,900 12,529 9,339 12,695 11,414
62,900 62,950 12,541 9,351 12,709 11,426
62,950 63,000 12,554 9,364 12,723 11,439

63,000 63,050 12,566 9,376 12,737 11,451
63,050 63,100 12,579 9,389 12,751 11,464
63,100 63,150 12,591 9,401 12,765 11,476
63,150 63,200 12,604 9,414 12,779 11,489

63,200 63,250 12,616 9,426 12,793 11,501
63,250 63,300 12,629 9,439 12,807 11,514
63,300 63,350 12,641 9,451 12,821 11,526
63,350 63,400 12,654 9,464 12,835 11,539

63,400 63,450 12,666 9,476 12,849 11,551
63,450 63,500 12,679 9,489 12,863 11,564
63,500 63,550 12,691 9,501 12,877 11,576
63,550 63,600 12,704 9,514 12,891 11,589

63,600 63,650 12,716 9,526 12,905 11,601
63,650 63,700 12,729 9,539 12,919 11,614
63,700 63,750 12,741 9,551 12,933 11,626
63,750 63,800 12,754 9,564 12,947 11,639

63,800 63,850 12,766 9,576 12,961 11,651
63,850 63,900 12,779 9,589 12,975 11,664
63,900 63,950 12,791 9,601 12,989 11,676
63,950 64,000 12,804 9,614 13,003 11,689

64,000 64,050 12,816 9,626 13,017 11,701
64,050 64,100 12,829 9,639 13,031 11,714
64,100 64,150 12,841 9,651 13,045 11,726
64,150 64,200 12,854 9,664 13,059 11,739

64,200 64,250 12,866 9,676 13,073 11,751
64,250 64,300 12,879 9,689 13,087 11,764
64,300 64,350 12,891 9,701 13,101 11,776
64,350 64,400 12,904 9,714 13,115 11,789

64,400 64,450 12,916 9,726 13,129 11,801
64,450 64,500 12,929 9,739 13,143 11,814
64,500 64,550 12,941 9,751 13,157 11,826
64,550 64,600 12,954 9,764 13,171 11,839

64,600 64,650 12,966 9,776 13,185 11,851
64,650 64,700 12,979 9,789 13,199 11,864
64,700 64,750 12,991 9,801 13,213 11,876
64,750 64,800 13,004 9,814 13,227 11,889

64,800 64,850 13,016 9,826 13,241 11,901
64,850 64,900 13,029 9,839 13,255 11,914
64,900 64,950 13,041 9,851 13,269 11,926
64,950 65,000 13,054 9,864 13,283 11,939

65,000 65,050 13,066 9,876 13,297 11,951
65,050 65,100 13,079 9,889 13,311 11,964
65,100 65,150 13,091 9,901 13,325 11,976
65,150 65,200 13,104 9,914 13,339 11,989
65,200 65,250 13,116 9,926 13,353 12,001
65,250 65,300 13,129 9,939 13,367 12,014
65,300 65,350 13,141 9,951 13,381 12,026
65,350 65,400 13,154 9,964 13,395 12,039

65,400 65,450 13,166 9,976 13,409 12,051
65,450 65,500 13,179 9,989 13,423 12,064
65,500 65,550 13,191 10,001 13,437 12,076
65,550 65,600 13,204 10,014 13,451 12,089

65,600 65,650 13,216 10,026 13,465 12,101
65,650 65,700 13,229 10,039 13,479 12,114
65,700 65,750 13,241 10,051 13,493 12,126
65,750 65,800 13,254 10,064 13,507 12,139

65,800 65,850 13,266 10,076 13,521 12,151
65,850 65,900 13,279 10,089 13,535 12,164
65,900 65,950 13,291 10,101 13,549 12,176
65,950 66,000 13,304 10,114 13,563 12,189

66,000 66,050 13,316 10,126 13,577 12,201
66,050 66,100 13,329 10,139 13,591 12,214
66,100 66,150 13,341 10,151 13,605 12,226
66,150 66,200 13,354 10,164 13,619 12,239

66,200 66,250 13,366 10,176 13,633 12,251
66,250 66,300 13,379 10,189 13,647 12,264
66,300 66,350 13,391 10,201 13,661 12,276
66,350 66,400 13,404 10,214 13,675 12,289

66,400 66,450 13,416 10,226 13,689 12,301
66,450 66,500 13,429 10,239 13,703 12,314
66,500 66,550 13,441 10,251 13,717 12,326
66,550 66,600 13,454 10,264 13,731 12,339

66,600 66,650 13,466 10,276 13,745 12,351
66,650 66,700 13,479 10,289 13,759 12,364
66,700 66,750 13,491 10,301 13,773 12,376
66,750 66,800 13,504 10,314 13,787 12,389

66,800 66,850 13,516 10,326 13,801 12,401
66,850 66,900 13,529 10,339 13,815 12,414
66,900 66,950 13,541 10,351 13,829 12,426
66,950 67,000 13,554 10,364 13,843 12,439

67,000 67,050 13,566 10,376 13,857 12,451
67,050 67,100 13,579 10,389 13,871 12,464
67,100 67,150 13,591 10,401 13,885 12,476
67,150 67,200 13,604 10,414 13,899 12,489

67,200 67,250 13,616 10,426 13,913 12,501
67,250 67,300 13,629 10,439 13,927 12,514
67,300 67,350 13,641 10,451 13,941 12,526
67,350 67,400 13,654 10,464 13,955 12,539

67,400 67,450 13,666 10,476 13,969 12,551
67,450 67,500 13,679 10,489 13,983 12,564
67,500 67,550 13,691 10,501 13,997 12,576
67,550 67,600 13,704 10,514 14,011 12,589

67,600 67,650 13,716 10,526 14,025 12,601
67,650 67,700 13,729 10,539 14,039 12,614
67,700 67,750 13,741 10,551 14,053 12,626
67,750 67,800 13,754 10,564 14,067 12,639

67,800 67,850 13,766 10,576 14,081 12,651
67,850 67,900 13,779 10,589 14,095 12,664
67,900 67,950 13,791 10,601 14,109 12,676
67,950 68,000 13,804 10,614 14,123 12,689
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2003 Tax Table—Continued

If line 40
(taxable
income) is—
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least

Your tax is—Your tax is—Your tax is—

(Continued on page 71)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

68,000

69,000

70,000

71,000

72,000

73,000

74,000

75,000

76,000

68,000 68,050 13,816 10,626 14,137 12,701
68,050 68,100 13,829 10,639 14,151 12,714
68,100 68,150 13,841 10,651 14,165 12,726
68,150 68,200 13,854 10,664 14,179 12,739
68,200 68,250 13,866 10,676 14,193 12,751
68,250 68,300 13,879 10,689 14,207 12,764
68,300 68,350 13,891 10,701 14,221 12,776
68,350 68,400 13,904 10,714 14,235 12,789

68,400 68,450 13,916 10,726 14,249 12,801
68,450 68,500 13,929 10,739 14,263 12,814
68,500 68,550 13,941 10,751 14,277 12,826
68,550 68,600 13,954 10,764 14,291 12,839

68,600 68,650 13,966 10,776 14,305 12,851
68,650 68,700 13,979 10,789 14,319 12,864
68,700 68,750 13,991 10,801 14,333 12,876
68,750 68,800 14,004 10,814 14,347 12,889

68,800 68,850 14,017 10,826 14,361 12,901
68,850 68,900 14,031 10,839 14,375 12,914
68,900 68,950 14,045 10,851 14,389 12,926
68,950 69,000 14,059 10,864 14,403 12,939

69,000 69,050 14,073 10,876 14,417 12,951
69,050 69,100 14,087 10,889 14,431 12,964
69,100 69,150 14,101 10,901 14,445 12,976
69,150 69,200 14,115 10,914 14,459 12,989

69,200 69,250 14,129 10,926 14,473 13,001
69,250 69,300 14,143 10,939 14,487 13,014
69,300 69,350 14,157 10,951 14,501 13,026
69,350 69,400 14,171 10,964 14,515 13,039

69,400 69,450 14,185 10,976 14,529 13,051
69,450 69,500 14,199 10,989 14,543 13,064
69,500 69,550 14,213 11,001 14,557 13,076
69,550 69,600 14,227 11,014 14,571 13,089

69,600 69,650 14,241 11,026 14,585 13,101
69,650 69,700 14,255 11,039 14,599 13,114
69,700 69,750 14,269 11,051 14,613 13,126
69,750 69,800 14,283 11,064 14,627 13,139

69,800 69,850 14,297 11,076 14,641 13,151
69,850 69,900 14,311 11,089 14,655 13,164
69,900 69,950 14,325 11,101 14,669 13,176
69,950 70,000 14,339 11,114 14,683 13,189

70,000 70,050 14,353 11,126 14,697 13,201
70,050 70,100 14,367 11,139 14,711 13,214
70,100 70,150 14,381 11,151 14,725 13,226
70,150 70,200 14,395 11,164 14,739 13,239

70,200 70,250 14,409 11,176 14,753 13,251
70,250 70,300 14,423 11,189 14,767 13,264
70,300 70,350 14,437 11,201 14,781 13,276
70,350 70,400 14,451 11,214 14,795 13,289

70,400 70,450 14,465 11,226 14,809 13,301
70,450 70,500 14,479 11,239 14,823 13,314
70,500 70,550 14,493 11,251 14,837 13,326
70,550 70,600 14,507 11,264 14,851 13,339

70,600 70,650 14,521 11,276 14,865 13,351
70,650 70,700 14,535 11,289 14,879 13,364
70,700 70,750 14,549 11,301 14,893 13,376
70,750 70,800 14,563 11,314 14,907 13,389

70,800 70,850 14,577 11,326 14,921 13,401
70,850 70,900 14,591 11,339 14,935 13,414
70,900 70,950 14,605 11,351 14,949 13,426
70,950 71,000 14,619 11,364 14,963 13,439

71,000 71,050 14,633 11,376 14,977 13,451
71,050 71,100 14,647 11,389 14,991 13,464
71,100 71,150 14,661 11,401 15,005 13,476
71,150 71,200 14,675 11,414 15,019 13,489
71,200 71,250 14,689 11,426 15,033 13,501
71,250 71,300 14,703 11,439 15,047 13,514
71,300 71,350 14,717 11,451 15,061 13,526
71,350 71,400 14,731 11,464 15,075 13,539

71,400 71,450 14,745 11,476 15,089 13,551
71,450 71,500 14,759 11,489 15,103 13,564
71,500 71,550 14,773 11,501 15,117 13,576
71,550 71,600 14,787 11,514 15,131 13,589

71,600 71,650 14,801 11,526 15,145 13,601
71,650 71,700 14,815 11,539 15,159 13,614
71,700 71,750 14,829 11,551 15,173 13,626
71,750 71,800 14,843 11,564 15,187 13,639

71,800 71,850 14,857 11,576 15,201 13,651
71,850 71,900 14,871 11,589 15,215 13,664
71,900 71,950 14,885 11,601 15,229 13,676
71,950 72,000 14,899 11,614 15,243 13,689

72,000 72,050 14,913 11,626 15,257 13,701
72,050 72,100 14,927 11,639 15,271 13,714
72,100 72,150 14,941 11,651 15,285 13,726
72,150 72,200 14,955 11,664 15,299 13,739

72,200 72,250 14,969 11,676 15,313 13,751
72,250 72,300 14,983 11,689 15,327 13,764
72,300 72,350 14,997 11,701 15,341 13,776
72,350 72,400 15,011 11,714 15,355 13,789

72,400 72,450 15,025 11,726 15,369 13,801
72,450 72,500 15,039 11,739 15,383 13,814
72,500 72,550 15,053 11,751 15,397 13,826
72,550 72,600 15,067 11,764 15,411 13,839

72,600 72,650 15,081 11,776 15,425 13,851
72,650 72,700 15,095 11,789 15,439 13,864
72,700 72,750 15,109 11,801 15,453 13,876
72,750 72,800 15,123 11,814 15,467 13,889

72,800 72,850 15,137 11,826 15,481 13,901
72,850 72,900 15,151 11,839 15,495 13,914
72,900 72,950 15,165 11,851 15,509 13,926
72,950 73,000 15,179 11,864 15,523 13,939

73,000 73,050 15,193 11,876 15,537 13,951
73,050 73,100 15,207 11,889 15,551 13,964
73,100 73,150 15,221 11,901 15,565 13,976
73,150 73,200 15,235 11,914 15,579 13,989

73,200 73,250 15,249 11,926 15,593 14,001
73,250 73,300 15,263 11,939 15,607 14,014
73,300 73,350 15,277 11,951 15,621 14,026
73,350 73,400 15,291 11,964 15,635 14,039

73,400 73,450 15,305 11,976 15,649 14,051
73,450 73,500 15,319 11,989 15,663 14,064
73,500 73,550 15,333 12,001 15,677 14,076
73,550 73,600 15,347 12,014 15,691 14,089

73,600 73,650 15,361 12,026 15,705 14,101
73,650 73,700 15,375 12,039 15,719 14,114
73,700 73,750 15,389 12,051 15,733 14,126
73,750 73,800 15,403 12,064 15,747 14,139

73,800 73,850 15,417 12,076 15,761 14,151
73,850 73,900 15,431 12,089 15,775 14,164
73,900 73,950 15,445 12,101 15,789 14,176
73,950 74,000 15,459 12,114 15,803 14,189

74,000 74,050 15,473 12,126 15,817 14,201
74,050 74,100 15,487 12,139 15,831 14,214
74,100 74,150 15,501 12,151 15,845 14,226
74,150 74,200 15,515 12,164 15,859 14,239
74,200 74,250 15,529 12,176 15,873 14,251
74,250 74,300 15,543 12,189 15,887 14,264
74,300 74,350 15,557 12,201 15,901 14,276
74,350 74,400 15,571 12,214 15,915 14,289

74,400 74,450 15,585 12,226 15,929 14,301
74,450 74,500 15,599 12,239 15,943 14,314
74,500 74,550 15,613 12,251 15,957 14,326
74,550 74,600 15,627 12,264 15,971 14,339

74,600 74,650 15,641 12,276 15,985 14,351
74,650 74,700 15,655 12,289 15,999 14,364
74,700 74,750 15,669 12,301 16,013 14,376
74,750 74,800 15,683 12,314 16,027 14,389

74,800 74,850 15,697 12,326 16,041 14,401
74,850 74,900 15,711 12,339 16,055 14,414
74,900 74,950 15,725 12,351 16,069 14,426
74,950 75,000 15,739 12,364 16,083 14,439

75,000 75,050 15,753 12,376 16,097 14,451
75,050 75,100 15,767 12,389 16,111 14,464
75,100 75,150 15,781 12,401 16,125 14,476
75,150 75,200 15,795 12,414 16,139 14,489

75,200 75,250 15,809 12,426 16,153 14,501
75,250 75,300 15,823 12,439 16,167 14,514
75,300 75,350 15,837 12,451 16,181 14,526
75,350 75,400 15,851 12,464 16,195 14,539

75,400 75,450 15,865 12,476 16,209 14,551
75,450 75,500 15,879 12,489 16,223 14,564
75,500 75,550 15,893 12,501 16,237 14,576
75,550 75,600 15,907 12,514 16,251 14,589

75,600 75,650 15,921 12,526 16,265 14,601
75,650 75,700 15,935 12,539 16,279 14,614
75,700 75,750 15,949 12,551 16,293 14,626
75,750 75,800 15,963 12,564 16,307 14,639

75,800 75,850 15,977 12,576 16,321 14,651
75,850 75,900 15,991 12,589 16,335 14,664
75,900 75,950 16,005 12,601 16,349 14,676
75,950 76,000 16,019 12,614 16,363 14,689

76,000 76,050 16,033 12,626 16,377 14,701
76,050 76,100 16,047 12,639 16,391 14,714
76,100 76,150 16,061 12,651 16,405 14,726
76,150 76,200 16,075 12,664 16,419 14,739

76,200 76,250 16,089 12,676 16,433 14,751
76,250 76,300 16,103 12,689 16,447 14,764
76,300 76,350 16,117 12,701 16,461 14,776
76,350 76,400 16,131 12,714 16,475 14,789

76,400 76,450 16,145 12,726 16,489 14,801
76,450 76,500 16,159 12,739 16,503 14,814
76,500 76,550 16,173 12,751 16,517 14,826
76,550 76,600 16,187 12,764 16,531 14,839

76,600 76,650 16,201 12,776 16,545 14,851
76,650 76,700 16,215 12,789 16,559 14,864
76,700 76,750 16,229 12,801 16,573 14,876
76,750 76,800 16,243 12,814 16,587 14,889

76,800 76,850 16,257 12,826 16,601 14,901
76,850 76,900 16,271 12,839 16,615 14,914
76,900 76,950 16,285 12,851 16,629 14,926
76,950 77,000 16,299 12,864 16,643 14,939
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Your tax is—Your tax is—Your tax is—

(Continued on page 72)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

77,000

78,000

79,000

80,000

81,000

82,000

83,000

84,000

85,000

77,000 77,050 16,313 12,876 16,657 14,951
77,050 77,100 16,327 12,889 16,671 14,964
77,100 77,150 16,341 12,901 16,685 14,976
77,150 77,200 16,355 12,914 16,699 14,989
77,200 77,250 16,369 12,926 16,713 15,001
77,250 77,300 16,383 12,939 16,727 15,014
77,300 77,350 16,397 12,951 16,741 15,026
77,350 77,400 16,411 12,964 16,755 15,039

77,400 77,450 16,425 12,976 16,769 15,051
77,450 77,500 16,439 12,989 16,783 15,064
77,500 77,550 16,453 13,001 16,797 15,076
77,550 77,600 16,467 13,014 16,811 15,089

77,600 77,650 16,481 13,026 16,825 15,101
77,650 77,700 16,495 13,039 16,839 15,114
77,700 77,750 16,509 13,051 16,853 15,126
77,750 77,800 16,523 13,064 16,867 15,139

77,800 77,850 16,537 13,076 16,881 15,151
77,850 77,900 16,551 13,089 16,895 15,164
77,900 77,950 16,565 13,101 16,909 15,176
77,950 78,000 16,579 13,114 16,923 15,189

78,000 78,050 16,593 13,126 16,937 15,201
78,050 78,100 16,607 13,139 16,951 15,214
78,100 78,150 16,621 13,151 16,965 15,226
78,150 78,200 16,635 13,164 16,979 15,239

78,200 78,250 16,649 13,176 16,993 15,251
78,250 78,300 16,663 13,189 17,007 15,264
78,300 78,350 16,677 13,201 17,021 15,276
78,350 78,400 16,691 13,214 17,035 15,289

78,400 78,450 16,705 13,226 17,049 15,301
78,450 78,500 16,719 13,239 17,063 15,314
78,500 78,550 16,733 13,251 17,077 15,326
78,550 78,600 16,747 13,264 17,091 15,339

78,600 78,650 16,761 13,276 17,105 15,351
78,650 78,700 16,775 13,289 17,119 15,364
78,700 78,750 16,789 13,301 17,133 15,376
78,750 78,800 16,803 13,314 17,147 15,389

78,800 78,850 16,817 13,326 17,161 15,401
78,850 78,900 16,831 13,339 17,175 15,414
78,900 78,950 16,845 13,351 17,189 15,426
78,950 79,000 16,859 13,364 17,203 15,439

79,000 79,050 16,873 13,376 17,217 15,451
79,050 79,100 16,887 13,389 17,231 15,464
79,100 79,150 16,901 13,401 17,245 15,476
79,150 79,200 16,915 13,414 17,259 15,489

79,200 79,250 16,929 13,426 17,273 15,501
79,250 79,300 16,943 13,439 17,287 15,514
79,300 79,350 16,957 13,451 17,301 15,526
79,350 79,400 16,971 13,464 17,315 15,539

79,400 79,450 16,985 13,476 17,329 15,551
79,450 79,500 16,999 13,489 17,343 15,564
79,500 79,550 17,013 13,501 17,357 15,576
79,550 79,600 17,027 13,514 17,371 15,589

79,600 79,650 17,041 13,526 17,385 15,601
79,650 79,700 17,055 13,539 17,399 15,614
79,700 79,750 17,069 13,551 17,413 15,626
79,750 79,800 17,083 13,564 17,427 15,639

79,800 79,850 17,097 13,576 17,441 15,651
79,850 79,900 17,111 13,589 17,455 15,664
79,900 79,950 17,125 13,601 17,469 15,676
79,950 80,000 17,139 13,614 17,483 15,689

80,000 80,050 17,153 13,626 17,497 15,701
80,050 80,100 17,167 13,639 17,511 15,714
80,100 80,150 17,181 13,651 17,525 15,726
80,150 80,200 17,195 13,664 17,539 15,739
80,200 80,250 17,209 13,676 17,553 15,751
80,250 80,300 17,223 13,689 17,567 15,764
80,300 80,350 17,237 13,701 17,581 15,776
80,350 80,400 17,251 13,714 17,595 15,789

80,400 80,450 17,265 13,726 17,609 15,801
80,450 80,500 17,279 13,739 17,623 15,814
80,500 80,550 17,293 13,751 17,637 15,826
80,550 80,600 17,307 13,764 17,651 15,839

80,600 80,650 17,321 13,776 17,665 15,851
80,650 80,700 17,335 13,789 17,679 15,864
80,700 80,750 17,349 13,801 17,693 15,876
80,750 80,800 17,363 13,814 17,707 15,889

80,800 80,850 17,377 13,826 17,721 15,901
80,850 80,900 17,391 13,839 17,735 15,914
80,900 80,950 17,405 13,851 17,749 15,926
80,950 81,000 17,419 13,864 17,763 15,939

81,000 81,050 17,433 13,876 17,777 15,951
81,050 81,100 17,447 13,889 17,791 15,964
81,100 81,150 17,461 13,901 17,805 15,976
81,150 81,200 17,475 13,914 17,819 15,989

81,200 81,250 17,489 13,926 17,833 16,001
81,250 81,300 17,503 13,939 17,847 16,014
81,300 81,350 17,517 13,951 17,861 16,026
81,350 81,400 17,531 13,964 17,875 16,039

81,400 81,450 17,545 13,976 17,889 16,051
81,450 81,500 17,559 13,989 17,903 16,064
81,500 81,550 17,573 14,001 17,917 16,076
81,550 81,600 17,587 14,014 17,931 16,089

81,600 81,650 17,601 14,026 17,945 16,101
81,650 81,700 17,615 14,039 17,959 16,114
81,700 81,750 17,629 14,051 17,973 16,126
81,750 81,800 17,643 14,064 17,987 16,139

81,800 81,850 17,657 14,076 18,001 16,151
81,850 81,900 17,671 14,089 18,015 16,164
81,900 81,950 17,685 14,101 18,029 16,176
81,950 82,000 17,699 14,114 18,043 16,189

82,000 82,050 17,713 14,126 18,057 16,201
82,050 82,100 17,727 14,139 18,071 16,214
82,100 82,150 17,741 14,151 18,085 16,226
82,150 82,200 17,755 14,164 18,099 16,239

82,200 82,250 17,769 14,176 18,113 16,251
82,250 82,300 17,783 14,189 18,127 16,264
82,300 82,350 17,797 14,201 18,141 16,276
82,350 82,400 17,811 14,214 18,155 16,289

82,400 82,450 17,825 14,226 18,169 16,301
82,450 82,500 17,839 14,239 18,183 16,314
82,500 82,550 17,853 14,251 18,197 16,326
82,550 82,600 17,867 14,264 18,211 16,339

82,600 82,650 17,881 14,276 18,225 16,351
82,650 82,700 17,895 14,289 18,239 16,364
82,700 82,750 17,909 14,301 18,253 16,376
82,750 82,800 17,923 14,314 18,267 16,389

82,800 82,850 17,937 14,326 18,281 16,401
82,850 82,900 17,951 14,339 18,295 16,414
82,900 82,950 17,965 14,351 18,309 16,426
82,950 83,000 17,979 14,364 18,323 16,439

83,000 83,050 17,993 14,376 18,337 16,451
83,050 83,100 18,007 14,389 18,351 16,464
83,100 83,150 18,021 14,401 18,365 16,476
83,150 83,200 18,035 14,414 18,379 16,489
83,200 83,250 18,049 14,426 18,393 16,501
83,250 83,300 18,063 14,439 18,407 16,514
83,300 83,350 18,077 14,451 18,421 16,526
83,350 83,400 18,091 14,464 18,435 16,539

83,400 83,450 18,105 14,476 18,449 16,551
83,450 83,500 18,119 14,489 18,463 16,564
83,500 83,550 18,133 14,501 18,477 16,576
83,550 83,600 18,147 14,514 18,491 16,589

83,600 83,650 18,161 14,526 18,505 16,601
83,650 83,700 18,175 14,539 18,519 16,614
83,700 83,750 18,189 14,551 18,533 16,626
83,750 83,800 18,203 14,564 18,547 16,639

83,800 83,850 18,217 14,576 18,561 16,651
83,850 83,900 18,231 14,589 18,575 16,664
83,900 83,950 18,245 14,601 18,589 16,676
83,950 84,000 18,259 14,614 18,603 16,689

84,000 84,050 18,273 14,626 18,617 16,701
84,050 84,100 18,287 14,639 18,631 16,714
84,100 84,150 18,301 14,651 18,645 16,726
84,150 84,200 18,315 14,664 18,659 16,739

84,200 84,250 18,329 14,676 18,673 16,751
84,250 84,300 18,343 14,689 18,687 16,764
84,300 84,350 18,357 14,701 18,701 16,776
84,350 84,400 18,371 14,714 18,715 16,789

84,400 84,450 18,385 14,726 18,729 16,801
84,450 84,500 18,399 14,739 18,743 16,814
84,500 84,550 18,413 14,751 18,757 16,826
84,550 84,600 18,427 14,764 18,771 16,839

84,600 84,650 18,441 14,776 18,785 16,851
84,650 84,700 18,455 14,789 18,799 16,864
84,700 84,750 18,469 14,801 18,813 16,876
84,750 84,800 18,483 14,814 18,827 16,889

84,800 84,850 18,497 14,826 18,841 16,901
84,850 84,900 18,511 14,839 18,855 16,914
84,900 84,950 18,525 14,851 18,869 16,926
84,950 85,000 18,539 14,864 18,883 16,939

85,000 85,050 18,553 14,876 18,897 16,951
85,050 85,100 18,567 14,889 18,911 16,964
85,100 85,150 18,581 14,901 18,925 16,976
85,150 85,200 18,595 14,914 18,939 16,989

85,200 85,250 18,609 14,926 18,953 17,001
85,250 85,300 18,623 14,939 18,967 17,014
85,300 85,350 18,637 14,951 18,981 17,026
85,350 85,400 18,651 14,964 18,995 17,039

85,400 85,450 18,665 14,976 19,009 17,051
85,450 85,500 18,679 14,989 19,023 17,064
85,500 85,550 18,693 15,001 19,037 17,076
85,550 85,600 18,707 15,014 19,051 17,089

85,600 85,650 18,721 15,026 19,065 17,101
85,650 85,700 18,735 15,039 19,079 17,114
85,700 85,750 18,749 15,051 19,093 17,126
85,750 85,800 18,763 15,064 19,107 17,139

85,800 85,850 18,777 15,076 19,121 17,151
85,850 85,900 18,791 15,089 19,135 17,164
85,900 85,950 18,805 15,101 19,149 17,176
85,950 86,000 18,819 15,114 19,163 17,189
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2003 Tax Table—Continued

If line 40
(taxable
income) is—

And you are—And you are—And you are—

Married
filing
jointly

*

SingleMarried
filing
jointly

*

SingleMarried
filing
jointly

*

Single Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Your tax is—Your tax is—Your tax is—

(Continued on page 73)* This column must also be used by a qualifying widow(er).

If line 40
(taxable
income) is—

If line 40
(taxable
income) is—

86,000

87,000

88,000

89,000

90,000

91,000

92,000

93,000

94,000

86,000 86,050 18,833 15,126 19,177 17,201
86,050 86,100 18,847 15,139 19,191 17,214
86,100 86,150 18,861 15,151 19,205 17,226
86,150 86,200 18,875 15,164 19,219 17,239
86,200 86,250 18,889 15,176 19,233 17,251
86,250 86,300 18,903 15,189 19,247 17,264
86,300 86,350 18,917 15,201 19,261 17,276
86,350 86,400 18,931 15,214 19,275 17,289

86,400 86,450 18,945 15,226 19,289 17,301
86,450 86,500 18,959 15,239 19,303 17,314
86,500 86,550 18,973 15,251 19,317 17,326
86,550 86,600 18,987 15,264 19,331 17,339

86,600 86,650 19,001 15,276 19,345 17,351
86,650 86,700 19,015 15,289 19,359 17,364
86,700 86,750 19,029 15,301 19,373 17,376
86,750 86,800 19,043 15,314 19,387 17,389

86,800 86,850 19,057 15,326 19,401 17,401
86,850 86,900 19,071 15,339 19,415 17,414
86,900 86,950 19,085 15,351 19,429 17,426
86,950 87,000 19,099 15,364 19,443 17,439

87,000 87,050 19,113 15,376 19,457 17,451
87,050 87,100 19,127 15,389 19,471 17,464
87,100 87,150 19,141 15,401 19,485 17,476
87,150 87,200 19,155 15,414 19,499 17,489

87,200 87,250 19,169 15,426 19,513 17,501
87,250 87,300 19,183 15,439 19,527 17,514
87,300 87,350 19,197 15,451 19,541 17,526
87,350 87,400 19,211 15,464 19,557 17,539

87,400 87,450 19,225 15,476 19,573 17,551
87,450 87,500 19,239 15,489 19,590 17,564
87,500 87,550 19,253 15,501 19,606 17,576
87,550 87,600 19,267 15,514 19,623 17,589

87,600 87,650 19,281 15,526 19,639 17,601
87,650 87,700 19,295 15,539 19,656 17,614
87,700 87,750 19,309 15,551 19,672 17,626
87,750 87,800 19,323 15,564 19,689 17,639

87,800 87,850 19,337 15,576 19,705 17,651
87,850 87,900 19,351 15,589 19,722 17,664
87,900 87,950 19,365 15,601 19,738 17,676
87,950 88,000 19,379 15,614 19,755 17,689

88,000 88,050 19,393 15,626 19,771 17,701
88,050 88,100 19,407 15,639 19,788 17,714
88,100 88,150 19,421 15,651 19,804 17,726
88,150 88,200 19,435 15,664 19,821 17,739

88,200 88,250 19,449 15,676 19,837 17,751
88,250 88,300 19,463 15,689 19,854 17,764
88,300 88,350 19,477 15,701 19,870 17,776
88,350 88,400 19,491 15,714 19,887 17,789

88,400 88,450 19,505 15,726 19,903 17,801
88,450 88,500 19,519 15,739 19,920 17,814
88,500 88,550 19,533 15,751 19,936 17,826
88,550 88,600 19,547 15,764 19,953 17,839

88,600 88,650 19,561 15,776 19,969 17,851
88,650 88,700 19,575 15,789 19,986 17,864
88,700 88,750 19,589 15,801 20,002 17,876
88,750 88,800 19,603 15,814 20,019 17,889

88,800 88,850 19,617 15,826 20,035 17,901
88,850 88,900 19,631 15,839 20,052 17,914
88,900 88,950 19,645 15,851 20,068 17,926
88,950 89,000 19,659 15,864 20,085 17,939

89,000 89,050 19,673 15,876 20,101 17,951
89,050 89,100 19,687 15,889 20,118 17,964
89,100 89,150 19,701 15,901 20,134 17,976
89,150 89,200 19,715 15,914 20,151 17,989
89,200 89,250 19,729 15,926 20,167 18,001
89,250 89,300 19,743 15,939 20,184 18,014
89,300 89,350 19,757 15,951 20,200 18,026
89,350 89,400 19,771 15,964 20,217 18,039

89,400 89,450 19,785 15,976 20,233 18,051
89,450 89,500 19,799 15,989 20,250 18,064
89,500 89,550 19,813 16,001 20,266 18,076
89,550 89,600 19,827 16,014 20,283 18,089

89,600 89,650 19,841 16,026 20,299 18,101
89,650 89,700 19,855 16,039 20,316 18,114
89,700 89,750 19,869 16,051 20,332 18,126
89,750 89,800 19,883 16,064 20,349 18,139

89,800 89,850 19,897 16,076 20,365 18,151
89,850 89,900 19,911 16,089 20,382 18,164
89,900 89,950 19,925 16,101 20,398 18,176
89,950 90,000 19,939 16,114 20,415 18,189

90,000 90,050 19,953 16,126 20,431 18,201
90,050 90,100 19,967 16,139 20,448 18,214
90,100 90,150 19,981 16,151 20,464 18,226
90,150 90,200 19,995 16,164 20,481 18,239

90,200 90,250 20,009 16,176 20,497 18,251
90,250 90,300 20,023 16,189 20,514 18,264
90,300 90,350 20,037 16,201 20,530 18,276
90,350 90,400 20,051 16,214 20,547 18,289

90,400 90,450 20,065 16,226 20,563 18,301
90,450 90,500 20,079 16,239 20,580 18,314
90,500 90,550 20,093 16,251 20,596 18,326
90,550 90,600 20,107 16,264 20,613 18,339

90,600 90,650 20,121 16,276 20,629 18,351
90,650 90,700 20,135 16,289 20,646 18,364
90,700 90,750 20,149 16,301 20,662 18,376
90,750 90,800 20,163 16,314 20,679 18,389

90,800 90,850 20,177 16,326 20,695 18,401
90,850 90,900 20,191 16,339 20,712 18,414
90,900 90,950 20,205 16,351 20,728 18,426
90,950 91,000 20,219 16,364 20,745 18,439

91,000 91,050 20,233 16,376 20,761 18,451
91,050 91,100 20,247 16,389 20,778 18,464
91,100 91,150 20,261 16,401 20,794 18,476
91,150 91,200 20,275 16,414 20,811 18,489

91,200 91,250 20,289 16,426 20,827 18,501
91,250 91,300 20,303 16,439 20,844 18,514
91,300 91,350 20,317 16,451 20,860 18,526
91,350 91,400 20,331 16,464 20,877 18,539

91,400 91,450 20,345 16,476 20,893 18,551
91,450 91,500 20,359 16,489 20,910 18,564
91,500 91,550 20,373 16,501 20,926 18,576
91,550 91,600 20,387 16,514 20,943 18,589

91,600 91,650 20,401 16,526 20,959 18,601
91,650 91,700 20,415 16,539 20,976 18,614
91,700 91,750 20,429 16,551 20,992 18,626
91,750 91,800 20,443 16,564 21,009 18,639

91,800 91,850 20,457 16,576 21,025 18,651
91,850 91,900 20,471 16,589 21,042 18,664
91,900 91,950 20,485 16,601 21,058 18,676
91,950 92,000 20,499 16,614 21,075 18,689

92,000 92,050 20,513 16,626 21,091 18,701
92,050 92,100 20,527 16,639 21,108 18,714
92,100 92,150 20,541 16,651 21,124 18,726
92,150 92,200 20,555 16,664 21,141 18,739
92,200 92,250 20,569 16,676 21,157 18,751
92,250 92,300 20,583 16,689 21,174 18,764
92,300 92,350 20,597 16,701 21,190 18,776
92,350 92,400 20,611 16,714 21,207 18,789

92,400 92,450 20,625 16,726 21,223 18,801
92,450 92,500 20,639 16,739 21,240 18,814
92,500 92,550 20,653 16,751 21,256 18,826
92,550 92,600 20,667 16,764 21,273 18,839

92,600 92,650 20,681 16,776 21,289 18,851
92,650 92,700 20,695 16,789 21,306 18,864
92,700 92,750 20,709 16,801 21,322 18,876
92,750 92,800 20,723 16,814 21,339 18,889

92,800 92,850 20,737 16,826 21,355 18,901
92,850 92,900 20,751 16,839 21,372 18,914
92,900 92,950 20,765 16,851 21,388 18,926
92,950 93,000 20,779 16,864 21,405 18,939

93,000 93,050 20,793 16,876 21,421 18,951
93,050 93,100 20,807 16,889 21,438 18,964
93,100 93,150 20,821 16,901 21,454 18,976
93,150 93,200 20,835 16,914 21,471 18,989

93,200 93,250 20,849 16,926 21,487 19,001
93,250 93,300 20,863 16,939 21,504 19,014
93,300 93,350 20,877 16,951 21,520 19,026
93,350 93,400 20,891 16,964 21,537 19,039

93,400 93,450 20,905 16,976 21,553 19,051
93,450 93,500 20,919 16,989 21,570 19,064
93,500 93,550 20,933 17,001 21,586 19,076
93,550 93,600 20,947 17,014 21,603 19,089

93,600 93,650 20,961 17,026 21,619 19,101
93,650 93,700 20,975 17,039 21,636 19,114
93,700 93,750 20,989 17,051 21,652 19,126
93,750 93,800 21,003 17,064 21,669 19,139

93,800 93,850 21,017 17,076 21,685 19,151
93,850 93,900 21,031 17,089 21,702 19,164
93,900 93,950 21,045 17,101 21,718 19,176
93,950 94,000 21,059 17,114 21,735 19,189

94,000 94,050 21,073 17,126 21,751 19,201
94,050 94,100 21,087 17,139 21,768 19,214
94,100 94,150 21,101 17,151 21,784 19,226
94,150 94,200 21,115 17,164 21,801 19,239

94,200 94,250 21,129 17,176 21,817 19,251
94,250 94,300 21,143 17,189 21,834 19,264
94,300 94,350 21,157 17,201 21,850 19,276
94,350 94,400 21,171 17,214 21,867 19,289

94,400 94,450 21,185 17,226 21,883 19,301
94,450 94,500 21,199 17,239 21,900 19,314
94,500 94,550 21,213 17,251 21,916 19,326
94,550 94,600 21,227 17,264 21,933 19,339

94,600 94,650 21,241 17,276 21,949 19,351
94,650 94,700 21,255 17,289 21,966 19,364
94,700 94,750 21,269 17,301 21,982 19,376
94,750 94,800 21,283 17,314 21,999 19,389

94,800 94,850 21,297 17,326 22,015 19,401
94,850 94,900 21,311 17,339 22,032 19,414
94,900 94,950 21,325 17,351 22,048 19,426
94,950 95,000 21,339 17,364 22,065 19,439
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2003 Tax Table—Continued

If line 40
(taxable
income) is—

And you are—And you are—

Married
filing
jointly

*

SingleMarried
filing
jointly

*

Single Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Head
of a
house-
hold

Married
filing
sepa-
rately

But
less
than

At
least

Your tax is—Your tax is—

If line 40
(taxable
income) is—

* This column must also be used by a qualifying widow(er).

95,000

96,000

97,000

98,000

99,000

$100,000
or over —

use the
Tax Rate

Schedules
on page 74

95,000 95,050 21,353 17,376 22,081 19,451
95,050 95,100 21,367 17,389 22,098 19,464
95,100 95,150 21,381 17,401 22,114 19,476
95,150 95,200 21,395 17,414 22,131 19,489
95,200 95,250 21,409 17,426 22,147 19,501
95,250 95,300 21,423 17,439 22,164 19,514
95,300 95,350 21,437 17,451 22,180 19,526
95,350 95,400 21,451 17,464 22,197 19,539

95,400 95,450 21,465 17,476 22,213 19,551
95,450 95,500 21,479 17,489 22,230 19,564
95,500 95,550 21,493 17,501 22,246 19,576
95,550 95,600 21,507 17,514 22,263 19,589

95,600 95,650 21,521 17,526 22,279 19,601
95,650 95,700 21,535 17,539 22,296 19,614
95,700 95,750 21,549 17,551 22,312 19,626
95,750 95,800 21,563 17,564 22,329 19,639

95,800 95,850 21,577 17,576 22,345 19,651
95,850 95,900 21,591 17,589 22,362 19,664
95,900 95,950 21,605 17,601 22,378 19,676
95,950 96,000 21,619 17,614 22,395 19,689

96,000 96,050 21,633 17,626 22,411 19,701
96,050 96,100 21,647 17,639 22,428 19,714
96,100 96,150 21,661 17,651 22,444 19,726
96,150 96,200 21,675 17,664 22,461 19,739
96,200 96,250 21,689 17,676 22,477 19,751
96,250 96,300 21,703 17,689 22,494 19,764
96,300 96,350 21,717 17,701 22,510 19,776
96,350 96,400 21,731 17,714 22,527 19,789
96,400 96,450 21,745 17,726 22,543 19,801
96,450 96,500 21,759 17,739 22,560 19,814
96,500 96,550 21,773 17,751 22,576 19,826
96,550 96,600 21,787 17,764 22,593 19,839
96,600 96,650 21,801 17,776 22,609 19,851
96,650 96,700 21,815 17,789 22,626 19,864
96,700 96,750 21,829 17,801 22,642 19,876
96,750 96,800 21,843 17,814 22,659 19,889
96,800 96,850 21,857 17,826 22,675 19,901
96,850 96,900 21,871 17,839 22,692 19,914
96,900 96,950 21,885 17,851 22,708 19,926
96,950 97,000 21,899 17,864 22,725 19,939

97,000 97,050 21,913 17,876 22,741 19,951
97,050 97,100 21,927 17,889 22,758 19,964
97,100 97,150 21,941 17,901 22,774 19,976
97,150 97,200 21,955 17,914 22,791 19,989

97,200 97,250 21,969 17,926 22,807 20,001
97,250 97,300 21,983 17,939 22,824 20,014
97,300 97,350 21,997 17,951 22,840 20,026
97,350 97,400 22,011 17,964 22,857 20,039

97,400 97,450 22,025 17,976 22,873 20,051
97,450 97,500 22,039 17,989 22,890 20,064
97,500 97,550 22,053 18,001 22,906 20,076
97,550 97,600 22,067 18,014 22,923 20,089

97,600 97,650 22,081 18,026 22,939 20,101
97,650 97,700 22,095 18,039 22,956 20,114
97,700 97,750 22,109 18,051 22,972 20,126
97,750 97,800 22,123 18,064 22,989 20,139

97,800 97,850 22,137 18,076 23,005 20,151
97,850 97,900 22,151 18,089 23,022 20,164
97,900 97,950 22,165 18,101 23,038 20,176
97,950 98,000 22,179 18,114 23,055 20,189

98,000 98,050 22,193 18,126 23,071 20,201
98,050 98,100 22,207 18,139 23,088 20,214
98,100 98,150 22,221 18,151 23,104 20,226
98,150 98,200 22,235 18,164 23,121 20,239
98,200 98,250 22,249 18,176 23,137 20,251
98,250 98,300 22,263 18,189 23,154 20,265
98,300 98,350 22,277 18,201 23,170 20,279
98,350 98,400 22,291 18,214 23,187 20,293
98,400 98,450 22,305 18,226 23,203 20,307
98,450 98,500 22,319 18,239 23,220 20,321
98,500 98,550 22,333 18,251 23,236 20,335
98,550 98,600 22,347 18,264 23,253 20,349
98,600 98,650 22,361 18,276 23,269 20,363
98,650 98,700 22,375 18,289 23,286 20,377
98,700 98,750 22,389 18,301 23,302 20,391
98,750 98,800 22,403 18,314 23,319 20,405
98,800 98,850 22,417 18,326 23,335 20,419
98,850 98,900 22,431 18,339 23,352 20,433
98,900 98,950 22,445 18,351 23,368 20,447
98,950 99,000 22,459 18,364 23,385 20,461

99,000 99,050 22,473 18,376 23,401 20,475
99,050 99,100 22,487 18,389 23,418 20,489
99,100 99,150 22,501 18,401 23,434 20,503
99,150 99,200 22,515 18,414 23,451 20,517
99,200 99,250 22,529 18,426 23,467 20,531
99,250 99,300 22,543 18,439 23,484 20,545
99,300 99,350 22,557 18,451 23,500 20,559
99,350 99,400 22,571 18,464 23,517 20,573
99,400 99,450 22,585 18,476 23,533 20,587
99,450 99,500 22,599 18,489 23,550 20,601
99,500 99,550 22,613 18,501 23,566 20,615
99,550 99,600 22,627 18,514 23,583 20,629
99,600 99,650 22,641 18,526 23,599 20,643
99,650 99,700 22,655 18,539 23,616 20,657
99,700 99,750 22,669 18,551 23,632 20,671
99,750 99,800 22,683 18,564 23,649 20,685
99,800 99,850 22,697 18,576 23,665 20,699
99,850 99,900 22,711 18,589 23,682 20,713
99,900 99,950 22,725 18,601 23,698 20,727
99,950 100,000 22,739 18,614 23,715 20,741
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2003
Tax Rate
Schedules

Use only if your taxable income (Form 1040, line 40) is $100,000 or more.
If less, use the Tax Table. Even though you cannot use the Tax Rate Schedules
below if your taxable income is less than $100,000, all levels of taxable
income are shown so taxpayers can see the tax rate that applies to each level.

Schedule Z—Use if your filing status is Head of household

Schedule X—Use if your filing status is Single

Enter on
Form 1040,
line 41

If the amount on
Form 1040, line
40, is: of the

amount
over—

But not
over—Over—

10,00038,05010,000

7,00015%28,4007,000

28,400

38,05098,25038,050

28,4003,910.00 +68,800

68,800 14,010.00 +

98,25098,250

68,800

Schedule Y-2—Use if your filing status is Married filing separately

Schedule Y-1—Use if your filing status is Married filing jointly or Qualifying widow(er)

14,00056,80014,000

7,00028,4007,000

28,400 28,400

56,800114,65056,800

57,325

57,32557,325

114,650 114,650

143,500

174,700

159,100

87,350

Enter on
Form 1040,
line 41

If the amount on
Form 1040, line
40, is: of the

amount
over—

But not
over—Over—

Enter on
Form 1040,
line 41

If the amount on
Form 1040, line
40, is: of the

amount
over—

But not
over—Over—

Enter on
Form 1040,
line 41

If the amount on
Form 1040, line
40, is: of the

amount
over—

But not
over—Over—

143,500

311,950

311,950 34,926.00 +

90,514.50 +

143,500

311,950

174,700

311,950

311,950 174,700

311,950

87,350

155,975

155,975 87,350

155,975

159,100

311,950

311,950 159,100

311,950

25%

28%

33%

35%

$010%$7,000$0

$010%$14,000$0

$0$7,000$0

$0$10,000$0

$700.00 +

15%

7,820.00 +

22,282.50 +

39,096.50 +

84,389.00 +

25%

28%

33%

35%

$1,400.00 +

10%

15%

3,910.00 +

11,141.25 +

19,548.25 +

42,194.50 +

25%

28%

33%

35%

$700.00 +

10%

15%

5,207.50 +

20,257.50 +

37,295.50 +

87,736.00 +

25%

28%

33%

35%

$1,000.00 +
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Your Rights as a Taxpayer
The first part of this section ex- Contacting your Taxpayer Advo- quested information or provide an Collections
plains some of your most important cate under How To Get Tax Help. explanation, we may or may not

Publication 594, The IRS Collec-rights as a taxpayer. The second agree with you, and we will explain
Appeals and judicial review. Ifpart explains the examination, ap- tion Process, explains your rightsthe reasons for any changes.
you disagree with us about thepeal, collection, and refund Please do not hesitate to write to us and responsibilities regarding pay-
amount of your tax liability or cer-processes. about anything you do not under- ment of federal taxes. It describes:tain collection actions, you have stand.
the right to ask the Appeals Office • What to do when you oweDeclaration of to review your case. You may also taxes. It describes what to doBy interview. If we notify youask a court to review your case.Taxpayer Rights if you get a tax bill and whatthat we will conduct your examina-

tion through a personal interview, to do if you think your bill isRelief from certain penalties and
or you request such an interview, wrong. It also covers makinginterest. The IRS will waive pen-Protection of your rights. IRS
you have the right to ask that thealties when allowed by law if you installment payments, delay-employees will explain and protect
examination take place at a rea-can show you acted reasonablyyour rights as a taxpayer through- ing collection action, and sub-
sonable time and place that is con-and in good faith or relied on theout your contact with us. mitting an offer in
venient for both you and the IRS. Ifincorrect advice of an IRS em- compromise.Privacy and confidentiality. ployee. We will waive interest that our examiner proposes any

• IRS collection actions. It cov-The IRS will not disclose to anyone is the result of certain errors or de- changes to your return, he or she
the information you give us, except ers liens, releasing a lien, le-lays caused by an IRS employee. will explain the reasons for the
as authorized by law. You have the vies, releasing a levy,changes. If you do not agree with
right to know why we are asking these changes, you can meet with seizures and sales, and re-Examinations,you for information, how we will use the examiner’s supervisor. lease of property.
it, and what will happen if you do Appeals,
not provide requested information. Your collection appeal rights areRepeat examinations. If we ex-Collections, and

amined your return for the same explained in detail in PublicationProfessional and courteous Refunds items in either of the 2 previous 1660, Collection Appeal Rights.service. If you believe that an
years and proposed no change toIRS employee has not treated you
your tax liability, please contact usExaminations (Audits)in a professional, fair, and courte- Innocent spouse relief. Gener-as soon as possible so we can seeous manner, you should tell that ally, both you and your spouse areWe accept most returns as filed. If if we should discontinue the exami-employee’s supervisor. If the

we inquire about your return or se- responsible, jointly and individu-nation.supervisor’s response is not satis-
lect it for examination, it does not ally, for paying the full amount offactory, you should write to the IRS
suggest that you are dishonest. any tax, interest, or penalties duearea director or the center where
The inquiry or examination may or Appeals on your joint return. However, if youyou filed your return.
may not result in more tax. We may qualify for innocent spouse relief,
close your case without change; or, If you do not agree with theRepresentation. You may either you may not have to pay the tax,
you may receive a refund. examiner’s proposed changes, yourepresent yourself or, with proper interest, and penalties related toThe process of selecting a re- can appeal them to the Appealswritten authorization, have some- your spouse (or former spouse).turn for examination usually begins Office of IRS. Most differences canone else represent you. Your rep-

For information on innocent spousein one of two ways. First, we use be settled without expensive andresentative must be a person
relief and two other ways to getcomputer programs to identify re- time-consuming court trials. Yourallowed to practice before the IRS,
relief, see Publication 971, Inno-turns that may have incorrect appeal rights are explained in detailsuch as an attorney, certified public

amounts. These programs may be cent Spouse Relief, and Formaccountant, or enrolled agent. If in both Publication 5, Your Appeal
based on information returns, such 8857, Request for Innocentyou are in an interview and ask to Rights and How To Prepare a Pro-
as Forms 1099 and W–2, on stud- Spouse Relief (And Separation ofconsult a representative, we must test If You Don’t Agree, and Publi-
ies of past examinations, or on cer-stop and reschedule the interview cation 556, Examination of Liability and Equitable Relief).
tain issues identified by compliancein most cases. Returns, Appeal Rights, and
projects. Second, we use informa-You can have someone accom- Claims for Refund.
tion from outside sources that indi-pany you at an interview. You may Claims for RefundIf you do not wish to use the
cates that a return may havemake sound recordings of any Appeals Office or disagree with its
incorrect amounts. These sources You may file a claim for refund ifmeetings with our examination, ap- findings, you may be able to take
may include newspapers, public you think you paid too much tax.peal, or collection personnel, pro- your case to the U.S. Tax Court,
records, and individuals. If we de-vided you tell us in writing 10 days You must generally file the claimU.S. Court of Federal Claims, or
termine that the information is ac-before the meeting. within 3 years from the date youthe U.S. District Court where youcurate and reliable, we may use it filed your original return or 2 yearslive. If you take your case to court,Payment of only the correct to select a return for examination.

from the date you paid the tax,the IRS will have the burden ofamount of tax. You are respon- Publication 556, Examination of
proving certain facts if you kept ad- whichever is later. The law gener-sible for paying only the correct Returns, Appeal Rights, and
equate records to show your tax ally provides for interest on youramount of tax due under the law— Claims for Refund, explains the
liability, cooperated with the IRS, refund if it is not paid within 45 daysno more, no less. If you cannot pay rules and procedures that we follow
and meet certain other conditions. of the date you filed your return orall of your tax when it is due, you in examinations. The following sec-
If the court agrees with you on most claim for refund. Publication 556,may be able to make monthly in- tions give an overview of how we
issues in your case and finds thatstallment payments. conduct examinations. Examination of Returns, Appeal
our position was largely unjustified,

Rights, and Claims for Refund, hasyou may be able to recover some ofHelp with unresolved tax By mail. We handle many exami- more information on refunds.your administrative and litigationproblems. The Taxpayer Advo- nations and inquiries by mail. We
If you were due a refund but youcosts. You will not be eligible tocate Service can help you if you will send you a letter with either a

did not file a return, you must filerecover these costs unless youhave tried unsuccessfully to re- request for more information or a
tried to resolve your case adminis-solve a problem with the IRS. Your reason why we believe a change to within 3 years from the date the
tratively, including going throughlocal Taxpayer Advocate can offer your return may be needed. You return was originally due to get that
the appeals system, and you gaveyou special help if you have a sig- can respond by mail or you can refund.
us the information necessary to re-nificant hardship as a result of a tax request a personal interview with
solve the case.problem. For more information, see an examiner. If you mail us the re- ■
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How To Get Tax Help
You can get help with unresolved to wait at least 6 weeks from Taxpayer Assistance Center • Services. You can walk in to
tax issues, order free publications for an appointment. To findthe date you filed your return your local Taxpayer Assis-
and forms, ask tax questions, and the number, go to(3 weeks if you filed electroni- tance Center every business
get more information from the IRS www.irs.gov or look in thecally) and have your 2003 tax day to ask tax questions or
in several ways. By selecting the phone book under “Unitedreturn available because you get help with a tax problem.
method that is best for you, you will States Government, Internalwill need to know your filing An employee can explain IRS
have quick and easy access to tax Revenue Service.”status and the exact whole letters, request adjustments
help. dollar amount of your refund. to your account, or help you• TTY/TDD equipment. If you

set up a payment plan. Youhave access to TTY/TDD• Download forms, instructions,Contacting your Taxpayer Advo- can set up an appointment byequipment, call 1–800–829–and publications.cate. If you have attempted to calling your local Center and,4059 to ask tax or accountdeal with an IRS problem unsuc- • Order IRS products on-line. at the prompt, leaving a mes-questions or to order formscessfully, you should contact your sage requesting Everydayand publications.• See answers to frequentlyTaxpayer Advocate. Tax Solutions help. A repre-asked tax questions.The Taxpayer Advocate inde- • TeleTax topics. Call sentative will call you back
pendently represents your inter- 1–800–829–4477 to listen• Search publications on-line within 2 business days to
ests and concerns within the IRS to pre-recorded messagesby topic or keyword. schedule an in-person ap-
by protecting your rights and covering various tax topics. pointment at your conve-• Figure your withholding al-resolving problems that have not

nience. To find the number,• Refund information. If youlowances using our Form W-4been fixed through normal chan-
go to www.irs.gov or look inwould like to check the statuscalculator.nels. While Taxpayer Advocates
the phone book under “Unitedof your 2003 refund, callcannot change the tax law or make • Send us comments or re- States Government, Internal1–800–829 4477 for auto-a technical tax decision, they can quest help by e-mail. Revenue Service.”mated refund information andclear up problems that resulted

follow the recorded instruc-• Sign up to receive local andfrom previous contacts and ensure
tions or callnational tax news by e-mail. Mail. You can send yourthat your case is given a complete
1–800–829–1954. Be sure order for forms, instruc-and impartial review. • Get information on starting to wait at least 6 weeks from tions, and publications toTo contact your Taxpayer Ad- and operating a small busi- the date you filed your return the Distribution Center nearest tovocate: ness. (3 weeks if you filed electroni- you and receive a response within• Call the Taxpayer Advocate cally) and have your 2003 tax 10 workdays after your request isYou can also reach us using Filetoll free at return available because you received. Use the address that ap-Transfer Protocol at ftp.irs.gov.1–877–777–4778. will need to know your filing plies to your part of the country.
status and the exact whole• Call, write, or fax the Tax- Fax. You can get over • Western part of U.S.:dollar amount of your refund.payer Advocate office in your 100 of the most requested Western Area Distribution

area. forms and instructions 24 Center
hours a day, 7 days a week, by fax. Evaluating the quality of our Rancho Cordova, CA• Call 1–800–829–4059 if you
Just call 703–368–9694 from your telephone services. To ensure 95743–0001are a
fax machine. Follow the directions that IRS representatives give accu-TTY/TDD user. • Central part of U.S.:from the prompts. When you order rate, courteous, and professional

Central Area Distribution• Visit the web site at forms, enter the catalog number for answers, we use several methods
Centerwww.irs.gov/advocate. the form you need. The items you to evaluate the quality of our tele-
P.O. Box 8903request will be faxed to you. phone services. One method is for

For more information, see Publi- Bloomington, IL 61702–8903a second IRS representative toFor help with transmission
cation 1546, The Taxpayer Advo- sometimes listen in on or recordproblems, call 703–487–4608. • Eastern part of U.S. and for-
cate Service of the IRS. telephone calls. Another is to askLong-distance charges may ap- eign addresses:

some callers to complete a shortply. Eastern Area DistributionFree tax services. To find out survey at the end of the call. Centerwhat services are available, get Phone. Many services P.O. Box 85074Publication 910, Guide to Free Tax are available by phone. Walk-in. Many products Richmond, VA 23261–5074Services. It contains a list of free and services are available
tax publications and an index of tax on a walk-in basis.• Ordering forms, instructions, CD-ROM for tax prod-topics. It also describes other free

and publications. Call ucts. You can order IRS• Products. You can walk in totax information services, including
1–800–829–3676 to order Publication 1796, Federalmany post offices, libraries,tax education and assistance pro-
current–year forms, instruc- Tax Products on CD-ROM, and ob-and IRS offices to pick upgrams and a list of TeleTax topics.
tions, and publications and tain:certain forms, instructions,

Internet. You can access prior year forms and instruc- and publications. Some IRS • Current-year forms, instruc-the IRS web site 24 hours tions. You should receive offices, libraries, grocery tions, and publications.a day, 7 days a week at your order within 10 days. stores, copy centers, city and
www.irs.gov to: • Prior-year forms and instruc-county government offices,• Asking tax questions. Call the

tions.credit unions, and office sup-• E-file. Access commercial tax IRS with your tax questions at
ply stores have a collection ofpreparation and e-file serv- 1–800–829–1040. • Frequently requested tax
products available to printices available for free to eligi- forms that may be filled in• Solving problems. You can from a CD-ROM or photocopyble taxpayers. electronically, printed out forget face-to-face help solving from reproducible proofs. submission, and saved for re-• Check the amount of advance tax problems every business Also, some IRS offices and li-

cordkeeping.child tax credit payments you day in IRS Taxpayer Assis- braries have the Internal Rev-
received in 2003. tance Centers. An employee • Internal Revenue Bulletins.enue Code, regulations,

can explain IRS letters, re-• Check the status of your 2003 Internal Revenue Bulletins,
quest adjustments to your ac- Buy the CD-ROM from Nationalrefund. Click on “Where’s My and Cumulative Bulletins
count, or help you set up a Technical Information ServiceRefund” and then on “Go Get available for research pur-

My Refund Status.” Be sure payment plan. Call your local poses (NTIS) on the Internet at
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www.irs.gov/cdorders for $22 (no The design of the CD makes find- IRS at 1–800–829–3676. You return is available nationwide from
h a n d l i n g  f e e )  o r  c a l l ing information easy and quick and can also download accessible IRS-trained volunteers. The Volun-
1–877–233–6767 toll free to buy incorporates file formats and products by visiting the Accessibil- teer Income Tax Assistance
the CD-ROM for $22 (plus a $5 browsers that can be run on virtu- ity section of the IRS web site at (VITA)program is designed to help
handling fee). The first release is ally any desktop or laptop com- www.irs.gov. low-income taxpayers and the Tax
available in early January and the puter. Braille tax materials are avail- Counseling for the Elderly (TCE)
final release is available in late  It is available in early April. You able for review from Regional Li- program is designed to assist tax-February. can get a free copy by calling braries for the Visually Impaired in payers age 60 or older with their tax1–800–829–3676 or by visiting conjunction with the National Li-CD-ROM for small busi- returns. Some locations offer freethe web site at www.irs.gov/ brary Service for the Blind andnesses. IRS Publication electronic filing. See IRS e-file  insmallbiz. Physically Handicapped. To locate3207, Small Business Re- chapter 1 for information on elec-your nearest library, call 1–800–source Guide, is a must for every Written tax questions. You can tronic filing.424–8567. Braille materials cur-small business owner or any tax- send your written tax questions to Call the IRS for the location ofrently available for review includepayer about to start a business. your IRS office. You should get an the volunteer assistance site nearthis publication, Publication 334,This handy, interactive CD con- answer in about 30 days. If you do

Tax Guide for Small Business, and you. For the location of an Ameri-tains all the business tax forms, in- not have the address, you can get it
Forms 1040, 1040A, and 1040EZ. can Association of Retired Personsstructions and publications needed by calling 1–800–829–1040. Do
All of these products come with re- (AARP) Tax-Aide site in your com-to successfully manage a busi- not send tax questions with your
lated schedules, instructions andness. In addition, the CD provides munity, call 1–888–227–7669 orreturn.
tax tables.an abundance of other helpful in- visit their Internet Web Site at

formation, such as how to prepare Braille tax materials. A variety www.aarp.org/taxaide.
Free help in preparing your re-a business plan, finding financing of Braille tax products can be or-
turn. Free help in preparing yourfor your business, and much more. dered at no charge by calling the

■
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To help us develop a more useful index, please let us know if you have ideas for index entries.
Index See “Comments and Suggestions” in the “Introduction” for the ways you can reach us.

Accrual method Credit . . . . . . . . . . . . . . . . . . . . 175 Airport transportation:
taxpayers . . . . . . . . . . . . . . . . . 15 Business-related travelCredits . . . . . . . . . . . . . . . 10, 26710% tax for early withdrawal

expense . . . . . . . . . . . . . . . . 187Deceased taxpayer . . . . . . . . . 37 Claiming . . . . . . . . . . . . . . . . 268from IRA or retirement plan
Taxes paid during tax year, Married filing Alaska:(See Early withdrawal from

deduction of . . . . . . . . . . . . 160 separately . . . . . . . . . . . . . 24 Standard mealdeferred interest account,
Employer assistance . . . . . . . 51 allowance . . . . . . . . . . . . . . . 188Accumulation distribution ofsubheading: Tax on)

State benefits to certainExemption for child . . . . . . . . 175trusts:10-year tax option . . . . . . . . . . . 86
residents . . . . . . . . . . . . . . . . 97Expenses not deductible:Tax on . . . . . . . . . . . . . . . . . . . . 2182003 important reminders:

Foster care prior to, no Alaska Permanent FundAccuracy-relatedDividends . . . . . . . . . . . . . . . . . . 68
charitable dividends . . . . . . . . . . . . . . . . . 98penalties . . . . . . . . . . . . . . . . . . 21401(k) plans:
deduction . . . . . . . . . . . . . 174 Child’s dividends . . . . . . . . . . 169ACRS (Accelerated CostTax treatment of

No charitable deduction Income from . . . . . . . . . . . 10, 71Recovery System):contributions . . . . . . . . . . . . . 53
for . . . . . . . . . . . . . . . . . . . 175 Investment income not toRental property . . . . . . . . . . . . . 77403(b) plans: Foreign child . . . . . . . . . . . . . . 268 include . . . . . . . . . . . . . . . . . 168Alternative minimumDeemed IRAs . . . . . . . . . . . . . 125 Medical and dental expenses of Alcohol rehabilitation centers:tax . . . . . . . . . . . . . . . . . . . . 81Rollovers . . . . . . . . . . . . . 86, 131 adopted child . . . . . . . . . . . 155 Deductibility of medicalActivities not for profit . . . . . . 98457 plans (See Section 457 Member of household expense . . . . . . . . . . . . . . . . 156Address:deferred compensation plans) test . . . . . . . . . . . . . . . . . . . . . . 29 Alcoholic beverages:Change of . . . . . . . . . . . . . . . . . 19529 plans (See Qualified tuition Special needs child . . . . . 1, 267 IRA prohibited transactionsCorrecting label . . . . . . . . . . . . 18programs) Tax benefits as adjustment to in . . . . . . . . . . . . . . . . . . . . . . 133Foreign . . . . . . . . . . . . . . . . . . . . 18

basis . . . . . . . . . . . . . . . . 1, 102 Aliens . . . . . . . . . . . . . . . . . . . . . . 229Label . . . . . . . . . . . . . . . . . . . . . . 18
Taxpayer identification Dual-status (See Dual-statusNo label received . . . . . . . . . . . 18A number . . . . . . . . . . . . . . 15, 36 taxpayers)P.O. box . . . . . . . . . . . . . . . . . . . 18Abandonment of home . . . . . 113 Taxpayer identification numbers Filing required . . . . . . . . . . . . . . . 9Service Centers . . . . . . . . . . . . 19Abortion: (TINs): . . . . . . . . . . . . . . . . . . 229 Nonresident (See NonresidentAdjusted basis:Deductibility as medical Advance earned income aliens)Clean-fuel vehicle and refuelingexpense . . . . . . . . . . . . . . . . 156 credit . . . . . . . . . . . . . . 2, 10, 262 Resident (See Resident aliens)property . . . . . . . . . . . . . . . . 103Abroad, citizens traveling or Filing requirements (Table Alimony:Decreases to basis . . . . . . . . 102working (See Citizens outside 1–3) . . . . . . . . . . . . . . . . . . . . 11 Death of recipientDepreciation . . . . . . . . . . . . . . 102U.S.; Foreign employment) Age 50 or older . . . . . . . . . . . . . 126 spouse . . . . . . . . . . . . . . . . . 144Easements . . . . . . . . . . . . . . . 103

Academic period (See name of Decrease in amount andAge:Electric vehicle credit . . . . . . 103
benefit) recapture rule . . . . . . . . . . . 145Children’s investments (SeeEnergy conservation subsidies

Accelerated Cost Recovery Deduction . . . . . . . . . . . . . . . . . 145Children, subheading:exclusion . . . . . . . . . . . . . . . 103
System (ACRS): Difference from one year toInvestment income of childExamples (Table
Rental property . . . . . . . . . . . . . 77 another of more thanunder age 14)14–1) . . . . . . . . . . . . . . . . . . 102

Alternative minimum $15,000 . . . . . . . . . . . . . . 145Form 1040EZ, taxpayer underGifts . . . . . . . . . . . . . . . . . . . . . . 104
tax . . . . . . . . . . . . . . . . . . . . 81 Definition of . . . . . . . . . . . . . . . 14365 may use . . . . . . . . . . . . . . 10Home sale (See Sale of home)

Form 1040 to be used:Accelerated death Gross income and filingImprovements . . . . . . . . . . . . . 102
Deduction for amountbenefits . . . . . . . . . . . . . . . 38, 94 requirements (TableIncreases to basis . . . . . . . . . 102

paid . . . . . . . . . . . . . . . . . . 1451–1) . . . . . . . . . . . . . . . . . . . . . 9Accident insurance: Local assessments . . . . . . . . 102
Income received, reportingIRAs:Cafeteria plans . . . . . . . . . . . . . 55 Sales of property . . . . . . . . . . 106

of . . . . . . . . . . . . . . . . . . . . 145Contribution cutoff at ageLong-term care . . . . . . . . . 51, 56 Section 179 deduction . . . . . 102
Recapture . . . . . . . . . . . . . . 145701/2 . . . . . . . . . . . . . . . . . . 127Accidental death Adjusted gross income (AGI)

Instruments executed afterDistribution prior to agebenefits . . . . . . . . . . . . . . . . . . . 52 (See also
1984 . . . . . . . . . . . . . . . . . . . 143591/2 . . . . . . . . . . . . . . . . . . 134Accidents, car: Deductions) . . . . . . . . . . . 40, 146
Alimony requirements (TableDistribution required at ageValue determination . . . . . . . 181 Business expenses, limit on

20–1) . . . . . . . . . . . . . . . . 144701/2 . . . . . . . . . . . . . 132, 134Willful negligence or intentional deduction . . . . . . . . . . . . . . . 201
Instruments executed beforePension distributions required atact as cause . . . . . . . . . . . . 179 Charitable contribution

1985 . . . . . . . . . . . . . . . . . . . 143age 701/2 . . . . . . . . . . . . . . . . . 87deduction limit . . . . . . . . . . 176Accountable plans for Joint return of spouses notRetirement plan recipients overForm 1040, 1040A oremployee allowed . . . . . . . . . . . . . . . . . 143age 75 . . . . . . . . . . . . . . . . . . 841040EZ . . . . . . . . . . . . . . . . . 269reimbursements . . . . . 188, 197 Jointly owned home . . . . . . . 143Roth IRAs . . . . . . . . . . . 135, 137Itemized deductionAccountants: Separate residencesStandard deduction for age 65limit . . . . . . . . . . . . . . . . . . . . 151Basis to include fees of . . . . 101 in . . . . . . . . . . . . . . . . . . . . 144or older . . . . . . . . . . . . . . . . . 151Medical and dental expensesCPA review courses . . . . . . . 206 Taxes and insuranceAgents (See alsoand limit ofPreparers of tax returns . . . . . 16 premiums . . . . . . . . . . . . 143Fiduciaries) . . . . . . . . . . . . . . . 108deduction . . . . . . . . . . 154, 158Accounting methods . . . . . . . . 14 Life insuranceIncome paid to . . . . . . . . . . . . . 15Modified (See Modified adjustedAccrual method (See Accrual premiums . . . . . . . . . . . . . . . 143Signing return . . . . . . . . . . . . . . 16gross income (MAGI))method taxpayers) Mortgage payments . . . . . . . 143
AGI (See Adjusted gross incomeRetirement savings contributionCash method (See Cash Interest deduction . . . . . . . 164

(AGI))credit . . . . . . . . . . . . . . . 24, 269method taxpayers) Payment to be in cash . . . . . 144
Agricultural workers (SeeAdjustments . . . . . . . . . . . . . . . 218Change of: Payments designated as not

Farmworkers)Administrators, estate (SeeDepreciation, to deduct alimony . . . . . . . . . . . . . . . . . 144
Agriculture (See Farming)Executors and administrators)unclaimed amount . . . . . 76 Payments not included
Aircraft:Adopted child:Accounting periods . . . . . . . . . 14 as . . . . . . . . . . . . . . . . . . . . . . 143

Earned Income Credit . . . . . 257 Charitable gift of, deduction forCalendar year . . . . . . . 12, 14, 51 Payments to third
fair market value . . . . . . . . 175Change in, standard deduction Adoption: party . . . . . . . . . . . . . . 143, 144

not allowed . . . . . . . . . . . . . 151 Airline club dues:ATIN . . . . . . . . . . . . . . . . . . . . . 229 Penalty for failure to provide
Fiscal year . . . . . . . . . . 14, 47, 49 Child tax credit (See also Child Not entertainment social security number of
Fringe benefits . . . . . . . . . . . . . 51 tax credit) . . . . . . . . . . . . . . . 244 expenses . . . . . . . . . . . . . . . 190 recipient . . . . . . . . . . . . . . . . 145
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Recapture rule . . . . . . . . . . . . 145 Purchased annuities . . . . . . 88 Permanent duty Back pay, award for . . . . . . . . . 50
overseas . . . . . . . . . . . . . . . 186Recipient reporting of . . . . . . 145 Emotional distress damagesSurvivor’s annuity . . . . . . . . 85

under Title VII of Civil RightsReporting of Guaranteed payments . . . . . . 84 Real estate taxes when
Act of 1964 . . . . . . . . . . . . . . 98income . . . . . . . . . . 93, 98, 145 IRAs as . . . . . . . . . . . . . . . . . . . 126 receiving housing

Social Security Number of Joint return . . . . . . . . . . . . . . . . 85 allowance . . . . . . . . . . 162, 164 Backup
recipient required for withholding . . . . . . . . 45, 48, 60Worksheet . . . . . . . . . . . . . . . 85 Rehabilitative program
deduction . . . . . . . . . . . . . . . 145 Dividend income . . . . . . . . . . . 68Loans from plan . . . . . . . . . . . . 83 payments . . . . . . . . . . . . . . . . 55

Spouse defined for purposes Penalties . . . . . . . . . . . . . . . . . . 45Lump-sum distributions . . . . . 85 Reserves . . . . . . . . . . . . 185, 201
of . . . . . . . . . . . . . . . . . . . . . . 143 Multiple plan Bad debts:Retirees’ pay:
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spouses . . . . . . . . . . . 104, 108 for . . . . . . . . . . . . . . . . . . . . . . 176 Charitable contributions, whenExceptions to treatment as
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Beneficiaries (See Estate Cars (See also Moving expenses;Breach of contract: Capital assets:
beneficiaries; Trust Travel and transportation;Damages as income . . . . . . . . 98 Coal and iron ore . . . . . . . . . . . 96
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Sale, trade-in, or otherSection 1250 gains from sale ofDiscounted:
disposition . . . . . . . . . . . . . . 195real property . . . . . . . 109, 119Capital gain or loss . . . . . . 109
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Deceased taxpayer . . . . . . . . . 37 Chaplains: Volunteers, deductibility of Withholding, checking
contributions (Table amount . . . . . . . . . . . . . . . . . 245Life insurance proceeds whenPoints, deduction of . . . . . . . 166
27–2) . . . . . . . . . . . . . . . . . . 173death in line of duty . . . . 2, 94 Children (See alsoReal estate transactions, tax

Written acknowledgment from Adoption) . . . . . . . . . . 29, 51, 175Charitable contributions:allocation . . . . . . . . . . . . . . . 161
recipient Additional credit on child tax$250 or more, recordkeepingTaxes paid during tax year,
organization . . . . . . . 171, 177 credit . . . . . . . . . . . . . . . . . . . 245requirements . . . . . . . . . . . . 177deduction of . . . . . . . . . . . . 160

Baby-sitters . . . . . . . . . . . . . . . . 50Charitable deduction for living$500 or more noncashWorthless securities and
expenses . . . . . . . . . . . . . . . . 176contribution: Birth of child:negotiable promissory

Form 8283 to be Dependent exemptionCharity benefit events:notes . . . . . . . . . . . . . . . . . . . 106
used . . . . . . . . . . . . . . . . . 178 for . . . . . . . . . . . . . . . . 28, 29Deduction amount for charitableCash rebates . . . . . . . . . . . . . . . . 98

Bargain sales as . . . . . . . . . . 176 Head of household, qualifyingcontributions . . . . . . . . . . . . 172Casualties . . . . . . . . . . . . . . . . . . 116
person to file as . . . . 26, 27Benefit received as result of Check-writing fees . . . . . . . . . 213Casualty insurance:

contribution . . . . . . . . 172, 174 Social Security Number to beChecklists:Reimbursements from . . . . . . 98 obtained . . . . . . . . . . . . . . . 36Capital gain property as Medical and dental expenseCasualty donation . . . . . . . . . . . . . . . . 176 Care providers (See also Childdeductions (Tablelosses . . . . . . . . . . . 179-184, 212 care) . . . . . . . . . . . . . . . 50, 102Limit on deduction . . . . . . . 176 23–1) . . . . . . . . . . . . . . . . . . 156Adjusted basis in Child’s tax, figuring of . . . . . . 225Carryover of excess Checks:property . . . . . . 102, 103, 180, deduction . . . . . . . . . . . . . . . 176 Alternative minimumAs charitable184 tax . . . . . . . . . . . . . . . . . . . 225Cash, recordkeeping contributions . . . . . . . . . . . . 176Amount of loss . . . . . . . . . . . . 180 requirements . . . . . . . . . . . . 177 Credit for (See Child andCanceled checks as evidence ofAppraisals . . . . . . . . . . . 180, 181 dependent care credit)Deductions: travel expenses . . . . . . . . . 195Bank deposit, loss due to bank’s Custody of:30% limit of adjusted gross Constructive receipt of . . . . . . 15insolvency or income . . . . . . . . . . . . . . . 176 Support test for
Payment of tax . . . . . . . . . . . . . 17bankruptcy . . . . . . . . . 110, 180 dependents . . . . . . . . . . . . 3450% limit of adjusted gross
Penalty if not honored . . . . . . 17Costs: income . . . . . . . . . . . . . . . 176 Death of child:

Child and dependent careCleaning up or making Examples of (Table Head of household, qualifying
credit . . . . . . . . . . . . . . . . . . . . . 10repairs . . . . . . . . . . . . . . . 180 27–1) . . . . . . . . . . . . . . . . 172 person to file as . . . . 26, 27
2003 changes . . . . . . . . . . . . . . . 1Limits on . . . . . . . . . . 172, 176 Deductions . . . . . . . . . . . . . . . 224Photographs and
Due diligence . . . . . . . . . . . . . 232appraisals . . . . . . . . . . . . 181 Year to claim Definition of . . . . . . . . . . . . . . . . 30
Earned income . . . . . . . . . . . . 229deduction . . . . . . . . . . . . . 176 Dependency exemption (SeeDeductible losses . . . . . . . . . 179
Full-time student . . . . . . . . . . 229Definition of . . . . . . . . . . . . . . . 171 Dependents)$100 rule . . . . . . . . . . . . . . . 183
Keeping up a homeDwelling unit used as Dividends of (See this heading:When to take (Table

test . . . . . . . . . . . . . . . . . . . . . 229home . . . . . . . . . . . . . . . . . . . . 76 Investment income of child28–2) . . . . . . . . . . . . . . . . 184
Married filing separately . . . . 24 under age 14)Fair market value of propertyDeduction limits . . . . . . . . . . . 182
Payments to relatives . . . . . . 231contributions . . . . . . 172, 175, Earnings of . . . . . . . . . . . . . . . . . 8For personal property (Table

176 Child care: Election to use parent’s return,28–1) . . . . . . . . . . . . . . . . 184
Recordkeeping effect of making . . . . . . . . . 220Baby-sitting . . . . . . . . . . . . . . . . 50Definition of casualty . . . . . . 179

requirements . . . . . . . . . 178 Inclusion of child’s income onCare providers . . . . . . . . . . . . . 50Disasters (See Disaster relief)
Gifts to reduce public parent’s return (FigureCredit (See Child andEmployer’s emergency disaster debt . . . . . . . . . . . . . . . . . . . . . 18 32–A) . . . . . . . . . . . . . . . . 221dependent care credit)fund . . . . . . . . . . . . . . . . . . . . 181 Itemized deductions, limit Exemption for dependents (SeeEmployer-provided, credit as

Fair market value of on . . . . . . . . . . . . . . . . . . . . . . 171 Dependents)adjustment to basis . . . . . . 102
property . . . . . . . . . . . . . . . . 180 Large quantities of Filing requirements . . . . . . . . . . 8Employment taxes (See

Form 4684 to be filed . . . . . . 179 items . . . . . . . . . . . . . . . . . . . 175 As dependents (TableDomestic help)
Insurance proceeds, treatment Less than $250, recordkeeping 1–2) . . . . . . . . . . . . . . . . . . . 8Nursing care for healthy baby,

of . . . . . . . . . . . . . . . . . . . . . . 181 requirements . . . . . . . . . . . . 177 Gifts to . . . . . . . . . . . . . . . 60, 224not deductible as medical
Net operating losses . . . . . . . 184 Noncash contributions, Income, calculation of . . . . . 221expense . . . . . . . . . . . . . . . . 156
Nondeductible losses . . . . . . 179 recordkeeping Capital gainsProvider:
Proof of loss . . . . . . . . . . . . . . 180 requirements . . . . . . . . . . . . 177 distributions . . . . . . . . . . 221Taxpayer identification
Property used partly for Nonqualified Investment income of childnumber . . . . . . . . . . . . . . . 231

business and partly for organizations . . . . . . . . . . . 174 under ageChild custody:
personal purposes . . . . . . 183 Not deductible . . . . . . . . . . . . 174 14 . . . . . . . . . . . . . . 68, 220-225Support test for

Ordinary income property as Dependent filing requirementsReimbursement . . . . . . . . . . . 181 dependents . . . . . . . . . . . . . . 34
donation . . . . . . . . . . . . . . . . 175 (Table 1–2) . . . . . . . . . . . . 8Reporting of gain or Child support . . . . . . . . . . . 34, 98

General rules . . . . . . . . . . . 220Payment partly for goods orloss . . . . . . . . . . . . . . . 183, 184 Alimony, difference
services . . . . . . . . . . . . . . . . 171 Interest andSingle casualty on multiple from . . . . . . . . . . . . . . . 143, 144

dividends . . . . . . . . 9, 10, 68Property contributions . . . . . 175properties . . . . . . . . . . . . . . . 182 Home jointly owned . . . . . . . . 36
Investment incomeDecreased in value . . . . . . 175Cellular telephone . . . . . . . . . . 209 Paid in later year . . . . . . . . . . . 34

defined . . . . . . . . . . . . . . . 224Increased in value . . . . . . . 175Cemeteries: Remarried parent . . . . . . . . . . . 36 Parental information,Publication 78, list of qualifiedCharitable contributions Third party support . . . . . . . . . 36 providing of . . . . . . . . . . . 222organizations . . . . . . . . . . . 171to . . . . . . . . . . . . . . . . . . . . . . 171 Child tax Parents’ election to report onQualified organizations . . . . 171Certificate, mortgage credit . . . . . . . 3, 9, 10, 244-245 Form 1040 . . . . . 9, 169, 220Types of . . . . . . . . . . . . . . . . 171credit . . . . . . . . . . . . . . . . . . . . 268 Additional credit . . . . . . . . . . . 245 Trust income . . . . . . . . . . . . 224Written statement
Certificates of deposit (CDs) Amount of credit . . . . . . . . 3, 244 Net investment income, figuringfrom . . . . . . . . . . . . . . . . . . 173

(See also Individual retirement Claiming, procedure for . . . . 244 of . . . . . . . . . . . . . . . . . . . . . . 222Recordkeeping
arrangements Eligibility . . . . . . . . . . . . . . . . . . . 28 Nontaxable income . . . . . . . . 224requirements . . . . . . . . . . . . 177
(IRAs)) . . . . . . . . . . . . . . . 65, 125 Form 8812, completed . . . . . 245 Property received as gift,Schedule A (Form 1040) to be

Chambers of commerce: Limits . . . . . . . . . . . . . . . . . 24, 244 income from . . . . . . . . . . . . 224used for deductions . . . . . 178
Charitable contributions Modified adjusted gross Signing return, parent forTime of making contribution,

to . . . . . . . . . . . . . . . . . 172, 174 income . . . . . . . . . . . . . . . 244 child . . . . . . . . . . . . . . . . . . . . . 16how to determine . . . . . . . . 176
Entertainment expenses for Married filing separately . . . . 24 Standard deduction for . . . . 151To individuals, not

attending meetings . . . . . . 191 Qualifying child . . . . . . . . 28, 244 Stillborn child . . . . . . . . . . . . . . 28deductible . . . . . . . . . 172, 174
Change of address . . . . . . . . . . 19 Support of (See Child support)Token items given by Taxable earned
Change of name . . . . . . . . . 15, 49 recipients . . . . . . . . . . . . . . . 173 income . . . . . . . . . . . . . . . . . 245 Tax credit (See Child tax credit)
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Tentative tax figured at parent’s Travel expenses of, paying Communist organizations: Cooperative housing:
tax rate . . . . . . . . . . . . . . . . . 224 for . . . . . . . . . . . . . . . . . . . . . . 187 Charitable contributions Depreciation deduction for

Transporting school to . . . . . . . . . . . . . . . . . . . . . . 174 rented unit . . . . . . . . . . . . . . . 78Closing costs:
children . . . . . . . . . . . . . . . . . 100 Dwelling unit used asCommunity property . . . . . . 8, 63Real property

home . . . . . . . . . . . . . . . . . . . . 73Chronic illness: Alimony, differencetransactions . . . . . . . . . . . . 101
Mortgage interestAccelerated payment of life from . . . . . . . . . . . . . . . . . . . . 143Sale of home . . . . . . . . . . . . . . 113

statements . . . . . . . . . . . . . . 168insurance proceeds (See IRAs . . . . . . . . . . . . . . . . . . . . . . 127Clothing:
Real estate taxes, deductionAccelerated death benefits) Married filing separately . . . . 25Military . . . . . . . . . . . . . . . . . . . 210

of . . . . . . . . . . . . . . . . . . . . . . 161Long-term care (See Long-term Medical and dentalMoth damage, not casualty
Taxes that are deductiblecare insurance contracts) expenses . . . . . . . . . . . . . . . 154loss . . . . . . . . . . . . . . . . . . . . 179

(Table 25–1) . . . . . . . . . 162Church employees: CommutingUniforms:
Sale or trade of:Filing requirements (Table expenses . . . . . . . . . . . 193, 213Charitable organization Form 1099–S to1–3) . . . . . . . . . . . . . . . . . . . . 11 Employer-provided commuterrequiring, deduction for cost report . . . . . . . . . . . . . . . . 117vehicle . . . . . . . . . . . . . . . . . . 53Churches, temples, etc.: and upkeep of . . . . . . . . 173 Period of ownership andCharitable contributions Compensation (See also WagesUsed clothing, charitable use . . . . . . . . . . . . . . . . . . 114to . . . . . . . . . . . . . . . . . 171, 172 and salaries) . . . . . . . . . . . . . . . 50deduction for fair market Cooperatives:50% limit on Defined for IRAvalue . . . . . . . . . . . . . . . . . . . 175
Patronage dividends . . . . . . . . 71deduction . . . . . . . . . . . . . 176 purposes . . . . . . . . . . . . . . . 126Clothing, work . . . . . . . . . . . . . 210 Copyrights . . . . . . . . . . . . . . . . . 109Defined for Roth IRAConvention delegates, Club dues and membership Infringement damages . . . . . . 98purposes . . . . . . . . . . . . . . . 135deduction of unreimbursed fees: Royalties . . . . . . . . . . . . . . . . . . 96expenses . . . . . . . . . . . . . . . 173 Employee . . . . . . . . . . . . . . . . . . 50

Entertainment Corporations (See also SMiscellaneousCitizens outside U.S.: expenses . . . . . . . . . . . . . . . 190 corporations) . . . . . . . . . . . . . . . 95compensation . . . . . . . . . . . . 50Business travel outside
Co-owners: ControlledNonemployee . . . . . . . . . . . . . . 98U.S. . . . . . . . . . . . . . . . 189, 190

Dwelling unit used as home by corporations . . . . . . . 107, 108Self-employed Computation of tax . . . . . . . . . . 16
co-owner, rental income and Director fees aspersons . . . . . . . . . . . . . . 190 Equal amounts . . . . . . . . . . . . . 16
expense allocation . . . . . . . 75 self-employmentStandard meal Negative amounts . . . . . . . . . . 16

Coal and iron ore . . . . . . . . . . . . 96 income . . . . . . . . . . . . . . . . . . 99allowance . . . . . . . . . . . . 188 Rounding off dollars . . . . . . . . 16
Coins (See Collectibles) Reorganizations and nontaxableEarned income exclusion . . . . 2 Computer . . . . . . . . . . . . . . . . . . 209

trade of stock . . . . . . . . . . . 107Collectibles:Employment (See Foreign Condemnation of property:
As capital assets . . . . . . . . . . 109 Corrections (See Errors)employment) Basis computation . . . . . . . . . 103

Extension of time to file . . . . . 13 Gains or losses from sale or Cosmetic surgery:Disaster areas,
Filing requirements . . . . . . . . . . 8 trade of . . . . . . . . . . . . . . . . . 119 Not deductible as medicalgovernment-ordered
Moving expenses for move expense . . . . . . . . . . . . . . . . 156IRA investment in . . . . . . . . . 133 demolition of unsafe

outside U.S. . . . . . . . . . . . . 138 Cosmetics:Collective bargaining home . . . . . . . . . . . . . . . . . . . 179
Withholding from IRA Not deductible as medicalagreements . . . . . . . . . . . . . . . 44 Period of ownership and

distributions . . . . . . . . . . . . . 133 expense . . . . . . . . . . . . . . . . 156use . . . . . . . . . . . . . . . . . . . . . 114College professor:
Citizenship: Cost basis . . . . . . . . . . . . . . . . . . 101Confidential information:Research expenses . . . . . . . 210

Dependency exemption IRAs for nondeductiblePrivacy Act and paperworkColleges and universities:
test . . . . . . . . . . . . . . . . . . . . . . 29 contributions . . . . . . . 130, 133reduction information . . . . . . 3Charitable contributions

Civic associations: Travel expenses and . . . . . . 195 Cost-of-livingto . . . . . . . . . . . . . . . . . 171, 172
Charitable contributions allowances . . . . . . . . . . . . . . . . 51Conservation:50% limit on

to . . . . . . . . . . . . . . . . . . . . . . 174 Charitable contribution to Country clubs:deduction . . . . . . . . . . . . . 176
Contributions to, no charitable promote, recordkeeping Charitable contributionsAthletic events, amount

deduction for . . . . . . . . . . . . 172 requirement . . . . . . . . . . . . . 178 to . . . . . . . . . . . . . . . . . . . . . . 174deductible . . . . . . . . . . . . 172
Civil defense organizations: Dues:Constructive receipt ofEducation costs (See Qualified

Charitable contributions Charitable deduction notincome . . . . . . . . . . . . . 14, 15, 66tuition programs)
to . . . . . . . . . . . . . . . . . . . . . . 171 allowed . . . . . . . . . . . . . . . 172Contributions (See alsoEducation costs:

Civil service retirement Entertainment expenseCampaign contributions;Employer-provided
benefits . . . . . . . . . . . . . . . . . . . 83 deduction notCharitableeducational assistance

allowed . . . . . . . . . . . . . . . 190Civil suits (See also Damages contributions) . . . . . . 18, 76, 98,(See Educational
from lawsuits) . . . . . . . . . . . . . . 98 Coupon bonds . . . . . . . . . . . . . . 66171-178, 174assistance)

Political . . . . . . . . . . . . . . . . . . . 214Civil tax penalties (See Court awards and damagesCombat zone:
Penalties) Retirement (See specific type of (See Damages from lawsuits)Extension to file return . . . . . . 14

plan)Clean-fuel vehicles . . . . . . . . . 103 Coverdell ESAs . . . . . . . . . . . . . 41Signing return for
Controlled corporations: Additional tax on . . . . . . . . . . 218Clergy . . . . . . . . . . . . . . . . . . . . . . . . 9 spouse . . . . . . . . . . . . . . . . . . 24

Nontaxable stock purchase Filing requirements (TableContributions that can be spent Comments:
of . . . . . . . . . . . . . . . . . . . . . . 107 1–3) . . . . . . . . . . . . . . . . . . . . 11as individual wishes, not To IRS about this

Related partydeductible charitable CPAs (See Accountants)publication . . . . . . . . . . . . . . . . 4
transactions . . . . . . . . . . . . 108contribution . . . . . . . . . . . . . 174 Credit cards:Commission drivers:

Housing . . . . . . . . . . . . . . . . . . . 54 Conventions: Annual fees, notDeduction of expenses . . . . 197Real estate taxes when Delegates: deductible . . . . . . . . . . . . . . 169Commissions . . . . . . . . . . . . . . . 44receiving housing Deduction of unreimbursed Benefits, taxability of
Advance . . . . . . . . . . . . . . . . . . . 50allowance . . . . . . . 162, 164 expenses . . . . . . . . . . . . . 173 insurance . . . . . . . . . . . . . . . . 98
IRAs with brokers . . . . . . . . . 127Life insurance proceeds when Travel expenses . . . . . . . . 190 Charitable contributions
Property basis to include whenchaplain died in line of Travel expenses . . . . . . . . . . 190 charged to . . . . . . . . . . . . . . 176

buyer pays . . . . . . . . . . . . . . 101duty . . . . . . . . . . . . . . . . . . . 2, 94 Work-related education, Finance charges, not
Sharing of (kickbacks) . . . . . . 99Pensions . . . . . . . . . . . . . . . . . . 54 deduction of travel expenses deductible . . . . . . . . . . . . . . 169
Unearned, deduction forSpecial income rules . . . . . . . 54 for overseas Payment of taxes . . . . . 3, 13, 17

repayment of . . . . . . . . . . . . . 50 conventions . . . . . . . . . . . . . 207Clerical help, deductibility Convenience fee of service
Commodities:of . . . . . . . . . . . . . . . . . . . . . . . . 211 Conversion (See specific providers . . . . . . . . . . . . . . 17

Derivative financial retirement or IRA plan)Clients (See also Entertainment Estimated tax . . . . . . . . 47, 48
instruments . . . . . . . . . . . . . 109expenses) . . . . . . . . . . . 188, 190 Convertible stocks and Installment

Business travel to meet . . . . 193 Common law marriage . . . . . . 23 bonds . . . . . . . . . . . . . . . . . . . . 107 agreements . . . . . . . . . . . . 18
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Credit for child and dependent Customers (See also Transfer of property at Self-employed persons:
care expenses . . . . . . . . . . . 219 Entertainment death . . . . . . . . . . . . . . . . . . . 106 Health insurance

expenses) . . . . . . . . . . . 188, 190 premiums . . . . . 1, 154, 159Credit for the elderly or the Deductions (See also Bad debts;
Business travel to meet . . . . 193 Self-employment tax . . . . 163disabled . . . . . . . . . . . . . . . . . . 219 Business expenses; Capital
Travel expenses of, paying Social security and railroadlosses; Personal exemption;Nontaxable payments . . . . . 238

for . . . . . . . . . . . . . . . . . . . . . . 187 retirement benefits . . . . . . . 92Depreciation; EntertainmentCredit reports:
Standardexpenses; Points; Real estateCosts not included in property

deduction . . . . . . . 40, 151-152taxes; Recovery of amountsbasis . . . . . . . . . . . . . . . . . . . 102
D previously deducted; Standard Stop-smokingFees for, not
Daily allowance (See Per diem) deduction; programs . . . . . . . . . . . . . . . 156deductible . . . . . . . . . . . . . . 169

Taxes) . . . . . . 24, 28, 36, 40, 44, Student loan interest deductionDamage to property (SeeCredits (See also
77, 95, 110, 118, 151, 160, 161, (See Student loans)Casualty losses)Adoption) . . . . . . . . 10, 217, 219
166, 188, 190 Theft loss . . . . . . . . . . . . . . . . . 212Disasters (See Disaster relief)Alternative minimum tax, credit
Alimony, deductible by Transportation expenses (SeeDamages . . . . . . . . . . . . . . . . . . . 209for prior year tax . . . . . . . . 269

payer . . . . . . . . . . . . . . 143, 145 Travel and transportationDamages from lawsuits . . . . . 98How to claim . . . . . . . . . . . . 269
Casualty losses (See Capital expenses)Medical expenses as part ofCapital gains, undistributed, losses) Tuition and fees (See Tuition)settlement . . . . . . . . . . . . . . 158credit for tax on . . . . . 70, 270 Changing claim after filing, need Unemployment compensationDating your return . . . . . . . . . . . 16Changing claim . . . . . . . . . . . . 20 to amend . . . . . . . . . . . . . . . . 20 mandatoryDay-care centers (See Child andChild and dependent care (See Charitable contributions (See contributions . . . . . . . . . . . . 160dependent careChild and dependent care also Charitable Union dues (See Labor unions)credit) . . . . . . . . . . . . . . . . 10, 231credit) contributions) . . . . . . . . . . . 171 Weight-loss programs . . . . . 154

Daycare centers (See Child care)Child tax (See Child tax credit) Clean-fuel vehicles . . . . . . . . 103 Work-related education . . . . 206
De minimis benefits . . . . . . . . . 51Decedent’s return . . . . . . . . . . 40 Decedent, in respect of . . . . . 41 Workers’ compensation
Deadlines (See Due dates)Earned income (See Earned Dental expenses (See Medical mandatory

Income Credit) Death (See Decedents) and dental expenses) contributions . . . . . . . . . . . . 160
Education (See Education Death benefits: Depreciation . . . . . . . . . . . . . . 102 Deeds:

credits) Accelerated . . . . . . . . . . . . 38, 94 Disaster relief contributions to Preparation costs for . . . . . . 166
Electric vehicles (See Electric Life insurance proceeds (See qualified Recording fees, basis to

cars) Life insurance) organizations . . . . . . . . . . . 171 include . . . . . . . . . . . . . . . . . 102
Empowerment zone and Public safety officers who died Educator expenses . . . . 10, 146 Deemed IRAs . . . . . . . . . . . . 1, 125

renewal community or were killed in line of duty, Estate . . . . . . . . . . . . . . . . . . . . 211 Deferred annuity contracts (See
employment credit . . . . . . . 217 tax exclusion . . . . . . . . . . . 2, 94 Estate tax . . . . . . . . . . . . . . . . . 163 Annuities)

Excess withholding of social Debt instruments (See Bonds or Fee-basis government Deferred compensation:
security and tier 1 railroad Notes) officials . . . . . . . . . . . . . . . . . 201 Limit . . . . . . . . . . . . . . . . . . . . . . . 53
retirement tax (See Excess Impairment-related workDebts (See also Bad Deferred compensation planswithholding credit) expenses . . . . . . . . . . 158, 201debts) . . . . . . . . . . . . . . . . . 20, 95 (See Retirement plans)

For the disabled . . . . . . . . . . . 237 Inheritance tax . . . . . . . . . . . . 163Canceled (See Cancellation of Delinquent taxes:For the elderly . . . . . . . . . . . . 237 debt) Interest (See Interest payments) Real estate transactions, tax
Paid by another . . . . . . . . . . . . 15Foreign tax (See Foreign tax Investment expenses . . . . . . 169 allocation . . . . . . . . . . . . . . . 161

credit) Payoff of debt included in sales IRA contributions (See
Delivery services . . . . . . . . . . 3, 12transaction . . . . . . . . . . . . . . 107 Individual retirementFuel from a nonconventional

Business-related travelPublic, gifts to reduce . . . . . . . 18 arrangements (IRAs))source . . . . . . . . . . . . . . . . . . 217
expense . . . . . . . . . . . . . . . . 187Refund offset Itemizing (See ItemizedHealth coverage tax (See

Demutualization of lifeagainst . . . . . . . . . . . . . . 11, 17 deductions)Health coverage tax credit)
insurance companies . . . . 108Local assessments . . . . . . . . 162Deceased taxpayers (SeeHealth insurance (See Health

Dental expenses (See MedicalLong-term care insuranceDecedents)insurance credit)
and dental expenses)contracts . . . . . . . . . . . . . . . 156Decedents (See also ExecutorsHope scholarship . . . . . . . . . . . 24

Dentures:Meal expenses (See Meal andand administrators; JointLifetime learning (See Lifetime
Deductibility as medicallodging expenses)returns) . . . . . . . . . . . . . . . 8, 37-41learning credit)

expense . . . . . . . . . . . . . . . . 156Medical expenses (See MedicalAccelerated deathMortgage interest (See
Dependent care:and dental expenses)benefits . . . . . . . . . . . . . . . . . . 38Mortgage interest credit)

Benefits . . . . . . . . . . . . . 227, 232Mortgage interest (SeeCapital loss of . . . . . . . . . . . . . 118Nonrefundable credits . . . . . 267
Forfeitures . . . . . . . . . . . . . . 232Mortgages)Deceased spouse . . . . . . . . . . . 8Other than those on Form

Center . . . . . . . . . . . . . . . . . . . . 231Moving expenses . . . . 138, 142Personal exemption . . . . . . 281040A, Form 1040 to be
Credit for . . . . . . . . . . . . . . . . . 227Not itemizing, use of FormDeductions in respect of . . . . 41used . . . . . . . . . . . . . . . . . . . . 11

Dependent’s education1040A . . . . . . . . . . . . . . . . . . . 10Dependent of survivor . . . . . . 40Refundable . . . . . . . . . . 267, 269
expenses, claiming:Pass-through entities . . . . . . 211Due dates . . . . . . . . . . . . . . . . . 13Retirement savings contribution
Education credit . . . . . . . . . . . 250Penalties, no deductionEffect on tax liability of(See Retirement savings

permitted . . . . . . . . . . . . . . . 169 Dependents (See also Adoption;survivors . . . . . . . . . . . . . . . . 40contribution credit)
Performing artists’ Child tax credit) . . . . . . 9, 10, 29Estate tax (See Estates)Cremation:

expenses . . . . . . . . . . . . . . . 201 Born and died withinFiling requirements . . . . . . . . . . 8Not deductible as medical Personal property year . . . . . . . . . . . . . . . . . 15, 36Final return (See Final return forexpense . . . . . . . . . . . . . . . . 156 taxes . . . . . . . . . . . . . . . . . . . 163 Child, defined . . . . . . . . . . . . . . 30decedent)
Criminal prosecutions: Prepaid insurance Deceased dependent’s medicalFuneral expenses (See

Travel expenses for federal premiums . . . . . . . . . . . . . . . 156 and dental expenses . . . . 156Funerals)
staff . . . . . . . . . . . . . . . . . . . . 186 Prescription medicines . . . . . 156 Disabled dependent careIncome in respect of . . . . . . . . 40

Cruises: Real estate-related items not expenses, deductionMedical and dental
Travel expenses when deductible . . . . . . . . . . . . . . 162 for . . . . . . . . . . . . . . . . . . . . . . 157expenses . . . . . . . . . . . . . . . 156

incidental business Rental expenses . . . . . . . 73, 76 Exemptions . . . . . . . . . . . . . . . . 28Moving expenses deduction for
activities . . . . . . . . . . . . . . . . 189 Repayments . . . . . . . . . . . . . . . 96 Child born alive . . . . . . . . . . 28survivors of decedent working

Custodial fees . . . . . . . . . . . . . . 211 Section 179 deductions: Child tax creditabroad . . . . . . . . . . . . . . . . . 141
Custodial parent: available . . . . . . . . . . . . . . 28Savings bonds . . . . . . . . . . . . . 63 Adjustment to basis

Spouse’s death . . . . . . . . . . . . 23 for . . . . . . . . . . . . . . . . . . . 102 Death during year . . . . 28, 40Child and dependent care
Standard deduction . . . . . . . . 151credit . . . . . . . . . . . . . . . . . . . 229 Car expenses . . . . . . . . . . . 195 Disabled . . . . . . . . . . . . . . . . . 30
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Housekeepers, maids, Useful lives and either straight Government-ordered demolition Sold stock . . . . . . . . . . . . . . . . . 68
servants . . . . . . . . . . . . . . . 28 line or accelerated method of or relocation of home that is Stockholder debts when

depreciation . . . . . . . . . . . . . 77 unsafe due to . . . . . . . . . . . 179Kidnapped child . . . . . . . . . . 28 canceled as . . . . . . . . . . . . . . 93
Grants or payments . . . . . . . . 97Stillborn child . . . . . . . . . . . . 28 Tax rate as of 2003 . . . . . . . . . . 1Destroyed records . . . . . . . . . 195
Replacement of lost orFiling requirements . . . . . . . . . . 8 Veterans’ insurance . . . . . . . . 71Diaper service . . . . . . . . . . . . . . 156

destroyed property . . . . . . 182Earned income, unearned Divorced taxpayers (See alsoDirect deposit of refunds . . . . 17
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Cars . . . . . . . . . . . . . . . . . 185, 195 receiving . . . . . . . . . . . . . . . . 68 Donations (See Charitabledeductibility of medical
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Returning excess . . . 44, 199Nutrition Program for theDefined . . . . . . . . . . . . . . . . . . . . 75 Dependent’s education
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Tuition (See Qualified tuition Credit card . . . . . . . . . . . . . 17, 47 employees fill out . . . . . . . . 43Tax on . . . . . . . . . . . . . . . . . . . . . 87
programs) Electronic Federal Tax Payment Overseas employment (SeeEarned income . . . . . . . . . . . . . 260

Work-related education, System (EFTPS) . . . . . 18, 47 Foreign employment)Child and dependent care deduction of Electronic funds Vehicles provided by . . . . . . . 52credit . . . . . . . . . . . . . . . . . . . 229 expenses . . . . . . . . . . . . . . . 207 withdrawal . . . . 17, 42, 47, 48 Withholding rules . . . . . . . . . . . 43Defined:
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to . . . . . . . . . . . . . . . . . 171, 172 Exclusion as adjustment todeath in line of duty . . . . 2, 94Investment income, limit
basis . . . . . . . . . . . . . . . . . 10350% limit on Emotional distresson . . . . . . . . . . . . . . . . . . . . . . . . 1
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of . . . . . . . . . . . . . . . . . . . . . 71 Rehabilitative program Mortgage interest Business-related
payments . . . . . . . . . . . . . . 55 statement . . . . . 81, 95, 168 expenses . . . . . . . . 197, 199Home sale, capital gains
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Travel expenses . . . . . . . . 199 Net capital gain, election to Parental information . . . . . 222 SSA–1042S:
include as investmentWork-related education Sample completed Social security benefits for
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Lump-sumBusiness-related Alternative minimum Social security

distributions . . . . . . . . . . . 85expenses . . . . . . . . . . . . . 199 tax . . . . . . . . . . . . . . . . . . . 269 benefits . . . . . . . . . . . 48, 89
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tax . . . . . . . . . . . . . . . . . . . 225 child’s interest andundistributed long-term 50, 51, 53
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credit . . . . . . . . . . . . . . . . . . 20 Charitable noncash Electric vehicle credit . . . . 269 Uncollected taxes . . . . . . . . 59
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worksheets . . . . . . . . . . . . 43requirement . . . . . . . . . . . 11Depreciation of rental requirements (Table
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request . . . . . . . . . . . . . . . . 44property . . . . . . . . . 107, 115 Installment agreementNondeductible . . . . . . . 126,
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W–9: Fund-raising events: Gifts: Group-term life insurance:
Accidental death$25 limit on business-relatedTIN of home seller and Charitable contributions,

benefits . . . . . . . . . . . . . . . . . . 52expenses . . . . . . . . . . . . . . . 192purchaser . . . . . . . . . . . . 169 amount deductible . . . . . . . 172
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Taxable cost, calculationexpenses . . . . . . . . . . 190, 192charitable deduction . . . . . 174 Expenses . . . . . . . . . . . . . 33, 213

of . . . . . . . . . . . . . . . . . . . . . . . 52Children, income from propertyCare providers’ Contributions to cover, not
Uncollected socialgiven to . . . . . . . . . . . . . . . . . 224payments . . . . . . . . . . . . . . . . 99 deductible as charitable

security/MedicareDisaster victims receiving cashCharitable deduction for donations . . . . . . . . . . . . . 174
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Proof of expenses (Table 29–2 expense . . . . . . . . . . . . . . . . 156Emergency foster care, G summary) . . . . . . . . . . . . . . . 197maintaining space in home Gains and losses (See also Recordkeepingfor . . . . . . . . . . . . . . . . . . . . . . . 99 Capital gains or losses; Capital requirements . . . . . . . . . . . . 195 HExpenses unreimbursed and losses) . . . . . . . . . . . . 10, 24, 117 Reporting of expenses . . . . . 197 H.R. 10 plans . . . . . . . . . . . . . . . . 83not deductible as charitable Casualty (See Casualty losses) Table 29–3 showing forms to Handicapped persons (Seecontributions . . . . . . . . . . . . 173 Claim for refund for loss . . . . 20 be used . . . . . . . . . . . . . . 200 Disabilities, persons with)Foster child: Collectibles . . . . . . . . . . . . . . . 119 Right to income in respect of Hardship distributions:Earned Income Credit . . . . . 257 Financial institution’s decedent . . . . . . . . . . . . . . . . 40 Retirement plans . . . . . . . . . . . 83Foster Grandparent bankruptcy causing Schedule A (Form 1040) for Hawaii:Program . . . . . . . . . . . . . . . . . . 55 deductible loss . . . . . . . . . . 179 deduction . . . . . . . . . . . . . . . 197 Standard mealFractional shares: Reporting of . . . . . . . . . . . . 183 To reduce the public allowance . . . . . . . . . . . . . . . 188Payment for . . . . . . . . . . . . . . . . 71 debt . . . . . . . . . . . . . . . . . . . . . 18Gambling (See Gambling Head of household:Fraternal societies: winnings and losses) Girl Scouts: Cost of keeping upCharitable contributions Hobby losses . . . . . . . . . . . . . . 99 Charitable contributions home . . . . . . . . . . . . . . . . . . . . 25to . . . . . . . . . . . . . . . . . . . . . . 171 to . . . . . . . . . . . . . . . . . 171, 172Ordinary gain and loss . . . . . 109 Worksheet . . . . . . . . . . . . . . . 26Dues, no charitable Ordinary loss . . . . . . . . . . . . . . 109 Glasses: Filing requirements (Tablededuction . . . . . . . . . . 172, 175 As medical expense . . . . . . . 156Bank deposit, loss due to 1–1) . . . . . . . . . . . . . . . . . . . . 24Fraud: bank’s insolvency or Gold and silver: How to file . . . . . . . . . . . . . . . . . 25

Losses due to . . . . . . . . . . . . . 179 bankruptcy . . . . . . 110, 180 As capital assets . . . . . . . . . . 109 Kidnapped child . . . . . . . . . . . . 25
Penalties . . . . . . . . . . . . . . 21, 44 Passive activity (See also Capital gains or losses from Qualifying person to file
Reporting anonymously to Passive sale or trade of . . . . . . . . . . 119 as . . . . . . . . . . . . . . . . . . . . . . . 26

IRS . . . . . . . . . . . . . . . . . . . . . . 3 activity) . . . . . . . . . . 25, 81, 117 IRA investments in . . . . . . . . 133 Summary (Table 2–1) . . . . 27
Freight: Related party sale or trade of Golden parachute payments: Qualifying surviving spouse with

Basis to include . . . . . . . . . . . 101 depreciable property . . . . 108 dependent child . . . . . . . . . . 27Tax on . . . . . . . . . . . . . . . . . . . . 218
Fringe benefits: Short-term . . . . . . . . . . . 109, 117 Health coverage taxGolf clubs (See Country clubs)

Accident and health Priority in deducting . . . . . 118 credit . . . . . . . . . . . 10, 267, 270Goodwill Industries (See
insurance . . . . . . . . . . . . . . . . 51 Sale or trade of property held Health insurance (See alsoCharitable contributions)

Accounting period . . . . . . . . . . 51 1 year or less . . . . . . . . . 111 Accident insurance) . . . . . . . . 51Government employees:
Adoption, employer Auto insurance policy covering,Theft (See Theft losses) Federal (See Federal

assistance . . . . . . . . . . . . . . . 51 not deductible as medicalTotal net gain . . . . . . . . . . . . . 118 employees)
Archer MSA expense . . . . . . . . . . . . . . . . 156State (See State or localGambling winnings and

contributions . . . . . . . . . . . . . 51 Elderly persons, credit . . . . . . . 1governments)losses . . . . . . . . . . . . . . . . 99, 212
De minimis benefits . . . . . . . . 51 Premiums:Graduate school (See alsoForm 1040 . . . . . . . . . . . . . . . . . 45
Education assistance . . . . . . . 52 Credit for workers displacedEducationalWithholding . . . . . . . . . . . . 45, 48
Employer-provided by foreign trade orassistance) . . . . . . . . . . . . . . . 147Garbage pickup:

vehicles . . . . . . . . . . . . . . . . . 52 receiving pension fromTuition deduction (See Tuition)Deductibility (Table PBGC . . . . . . . . . . . . . . . . 154Form W–2 . . . . . . . . . . . . . . . . . 51 Grants (See Scholarships and25–1) . . . . . . . . . . . . . . . . . . 162 Deductible as medicalGroup-term life insurance fellowships)Garnishment and expense . . . . . . . . . . . . . . 156premiums . . . . . . . . . . . . . . . . 52 Grants, disaster relief . . . . . . . 97attachment . . . . . . . . . . . . . . . . 15 Dependents . . . . . . . . . . . . . 33Holiday gifts . . . . . . . . . . . . . . . . 51 Gratuities (See Tip income)Gas royalties . . . . . . . . . . . . . . . . 96 Self-employed persons,Retirement planning
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Adjustments other than on FormAdjustment to basis for . . . . 102 expenses . . . . . . 1, 154, 159Taxable income . . . . . . . . . . . . 51
1040A, Form 1040 to be Reimbursement . . . . . . . . . . . 157Gems:Transportation . . . . . . . . . . . . . 53 used . . . . . . . . . . . . . . . . . . . . 11As capital assets . . . . . . . . . . 109 Health insurance credit . . . . . . . 3Withholding . . . . . . . . . . . . . . . . 44 Age, higher filing threshold afterIRA prohibited transactions Health Spa . . . . . . . . . . . . . . . . . 213Frozen deposits: 65 . . . . . . . . . . . . . . . . . . . . . . . . 8in . . . . . . . . . . . . . . . . . . . . . . 133 Hearing aids:Interest on . . . . . . . . . . . . . . . . . 99 Defined . . . . . . . . . . . . . . . . . . 7, 29

General business credit . . . . 217 As medical expense . . . . . . . 156IRA rollover period Filing requirements (Table
General Rule (See Annuities) Hedging transactions . . . . . . 109extension . . . . . . . . . . . . . . . 130 1–1) . . . . . . . . . . . . . . . . . . . 9
GI Bill: Help (See Tax help)Fuels: Dependency exemption, test

Support test forClean-fuel vehicles . . . . . . . . 103 High income taxpayers:for . . . . . . . . . . . . . . . . . . . . . . . 29
dependents . . . . . . . . . . . . . . 33 Estimated tax . . . . . . . . . . . . . . 46Full-time student: Dependent filing requirements

Gift taxes: (Table 1–2) . . . . . . . . . . . . . . . 8 High-low rate method toChild and dependent care
compute per diem . . . . . . . . 198credit . . . . . . . . . . . . . . . . . . . 229 Not deductible . . . . . . . . . . . . 163 Rental income . . . . . . . . . . . . . 73
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Higher education (See Colleges Homeowners’ associations: Taxable income less thanI
and universities) $50,000 . . . . . . . . . . . . . . . . . 10Charges . . . . . . . . . . . . . . . . . . 163 Icons, use of . . . . . . . . . . . . . . . . . 4

Tips (See Tip income)Hobbies . . . . . . . . . . . . . . . . . . . . 211 Deductibility (Table Identification number,
Underreported . . . . . . . . . . . . . 1925–1) . . . . . . . . . . . . . . . . 162Activity not for profit . . . . . . . . 98 qualifying person . . . . . . . . 229

Income aid payment . . . . . . . . 210Charitable contributionsLosses . . . . . . . . . . . . . . . . . . . . 99 Illegal income:
to . . . . . . . . . . . . . . . . . 172, 174 Income in respect of decedentHolding period: Reporting of . . . . . . . . . . . . . . . . 99

(IRD):Homeworkers:Determination of . . . . . . . . . . 111 Impairment (See Disabilities,
Archer MSA . . . . . . . . . . . . . . . . 41Deduction of expenses . . . . 197Holiday gifts . . . . . . . . . . . . . . . . 51 persons with)
Coverdell ESA . . . . . . . . . . . . . 41Hope credit:Holiday, deadline falling Impairment-related work
Fair market value . . . . . . . . . . . 40Claiming the credit . . . . . . . . 251on . . . . . . . . . . . . . . . . . . . . . . . . . 47 expenses . . . . . . . . . . . 209, 212
Giving right to income . . . . . . 40Comparison with lifetimeHolocaust victims Important changes:
How to report . . . . . . . . . . . . . . 40learning chart (Tablerestitution . . . . . . . . . . . . . . . 2, 99 Adoption of special needs
Inherited IRAs:37–1) . . . . . . . . . . . . . . . . . . 248 child . . . . . . . . . . . . . . . . . . . . . . 1Home (See also Casualty losses;

Roth . . . . . . . . . . . . . . . . . . . . . 41Eligible student . . . . . . . . 250-251 Capital gains rates . . . . . 1, 117Mortgages; Moving expenses;
Traditional . . . . . . . . . . . . . . . 41Figuring the credit . . . . . . . . . 251Refinancing; Vacation Child and dependent care

Other income . . . . . . . . . . . . . . 41homes) . . . . . . 75, 76, 138, 164, credit . . . . . . . . . . . . . . . . . . . . . 1Married filing separately . . . . 24
Transfer of right to . . . . . . . . . . 40168, 179 Child tax credit . . . . . . . . . . . . . . 1Tuition deduction and . . . . . . 148
Type of . . . . . . . . . . . . . . . . . . . . 41Dividends . . . . . . . . . . . . . . . . 1, 68Abandonment of . . . . . . . . . . 113 Hospitals:

Income taxes (See FederalEarned Income Credit . . . . . . . 1Acquisition debt (See also Charitable contributions to income tax; Foreign incomeExemption amount . . . . . . . . . . 1Mortgages) . . . . . . . . . . . . . 164 nonprofits . . . . . . . . . . 171, 172 taxes; State or local incomeHope credit . . . . . . . . . . . . . . . 248As capital asset . . . . . . . . . . . 109 50% limit on taxes)Lifetime learningBasis (See Sale of home) deduction . . . . . . . . . . . . . 176
Income-producingcredit . . . . . . . . . . . . . . . . 1, 248Business use of . . . . . . . . . . . 210 Meals and lodging provided for expenses . . . . . . . . . . . . . . . . 211Limit on itemizedpatients, deductibility . . . . 156Closing costs . . . . . . . . . . . . . 113
Income-producing property:deduction . . . . . . . . . . . . . . . . . 1Payments for services forCost of keeping up . . . . . . . . . 25 Deduction of interest on loanMarried filing joint standardspecific patient, notWorksheet . . . . . . . . . . . . . . . 26 for . . . . . . . . . . . . . . . . . . . . . . 170deduction . . . . . . . . . . . . . . . . . 1deductible as charitableDamage to (See Casualty Indefinite absence:Self-employed persons’ healthcontributions . . . . . . . . . . . . 174losses) Work-related educationinsurance . . . . . . . . . . . . . . . . . 1Services fees, deductibility ofForeclosure . . . . . . . . . . . . . . . 113 during . . . . . . . . . . . . . . . . . . 204Social security and Medicaremedical expense . . . . . . . . 156Improvements: taxes . . . . . . . . . . . . . . . . . . . . . 1 Independent contractors:Hotels:For medical care, Standard deduction . . . . . . . . . . 1 Homeworkers, deduction of

Club dues:deductibility . . . . . . . . . . . 156 Standard mileage rates . . . . 1, 2 expenses . . . . . . . . . . . . . . . 197
Not entertainmentLoans for . . . . . . . . . . . . . . . 166 Tax rate reduction . . . . . . . . . . . 1 Indians:expenses . . . . . . . . . . . . . 190Jointly owned . . . . . . . . . . . . . . 36 Tuition and fees Employment credit, recapture

Not considered dwellingMortgage payments as deduction . . . . . . . . . . . . 2, 146 of:
units . . . . . . . . . . . . . . . . . . . . . 75alimony . . . . . . . . . . . . . . . 143 Improvements: Filing requirements (Table

Household employees . . . . . . 233Separate residences in and Real estate, adjustments to 1–3) . . . . . . . . . . . . . . . . . . 11
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Lotteries and raffles (See also Earned Income Credit . . . . . . 24 MCC (Mortgage credit Transportation for medical
Gambling winnings and certificate) . . . . . . . . . . . . . . . 268 purposes . . . . . . . . . . 156, 157Gross income filing
losses) . . . . . . . . . . . . . . . . . . . . 99 requirements (Table Standard mileage rate for carMeal and lodging expenses:
No charitable deduction for 1–1) . . . . . . . . . . . . . . . . . . . . 24 use for medical50% deduction for

tickets . . . . . . . . . . . . . 172, 175 How to file . . . . . . . . . . . . . . . . . 24 reasons . . . . 1, 2, 154, 157business-related
ItemizedLump-sum distributions: meals . . . . . . . . 185, 188, 191 Work-related . . . . . . . . . . . . . . 232

deductions . . . . . . . . . . 24, 15210-year tax option . . . . . . . . . . 86 Work-related Medical devices:
One spouse has itemized soCapital gain treatment . . . . . . 86 education . . . . . . . . . . . . . 207 Deductibility of . . . . . . . . . . . . 156

other must as well . . . . . 151Cost calculation . . . . . . . . . . . . 86 Business-related entertainment Medical insurance (See Accident
Election of . . . . . . . . . . . . . . . . . 86 Joint state and local income including . . . . . . . . . . . 188, 191 insurance; Health insurance)
Form 4972 . . . . . . . . . . . . . . . . . 85 taxes filed, but separate Business-related travel expense Medical research organizations:
Net unrealized appreciation federal returns . . . . . . . . . . 160 including . . . . . . . . . . . 187, 188 Charitable contributions(NUA) . . . . . . . . . . . . . . . . . . . 86 Medical and dental Form 2106 or 2106–EZ, how to to . . . . . . . . . . . . . . . . . . . . . . 171Rollovers of . . . . . . . . . . . . . . . . 86 expenses . . . . . . . . . . . . . . . 154 fill out . . . . . . . . . . . . . 200, 201 Medical savings accountsTaxable and tax-free Rollovers . . . . . . . . . . . . . . . . . . 24 Lodging . . . . . . . . . . . . . . 187, 188 (MSAs) (See also Archerparts . . . . . . . . . . . . . . . . . . . . 86 Social security and railroad Proof of expenses . . . . . . . . . 195 MSAs) . . . . . . . . . 39, 41, 51, 100retirement benefits . . . . . . . 90Luxury travel: Table 29–2 Medicare+ChoiceState and local incomeTravel expenses when summary . . . . . . . . . . . . . 197 MSA . . . . . . . . . . . . 39, 41, 100taxes . . . . . . . . . . . . . . . . . . . 160incidental business

Recordkeeping Medical expenses paid foractivities . . . . . . . . . . . . . . . . 189 Tenants by the entireties,
requirements . . . . . . . 188, 195 decedent from . . . . . . . . 156Work-related education, allocation of real estate

Reporting of . . . . . . . . . . . . . . . 197 Medicare (See also Socialdeduction of taxes . . . . . . . . . . . . . . . . . . . 162
Table 29–3 showing forms to security/Medicareexpenses . . . . . . . . . . . . . . . 207 Tuition deduction and . . . . . . 148

be used . . . . . . . . . . . . . . 200 taxes) . . . . . . . . . . . . . . 11, 51, 54Married taxpayers (See also
Restaurant receipts . . . . . . . . 195 Medicare A, when deductible asJoint returns; Tenants by theM Standard meal medical expense . . . . . . . . 156entirety; Married filing

M&IE (Meals and incidental allowance . . . . . . . . . . 188, 198 Medicare B, when deductible asseparately) . . . . . . . 3, 10, 23, 24,
expenses) (See Incidental Amount of . . . . . . . . . . . . . . 188 medical expense . . . . . . . . 15668, 85
expenses; Meal and lodging Areas outside continentalAge 65 or older spouse: Medicare+Choice MSA (See
expenses) U.S. . . . . . . . . . . . . . . . . . . 188Standard deduction . . . . . 151 Medical savings accounts

Machinery (See also Prorating on partial days ofBlind spouse: (MSAs))
Tools) . . . . . . . . . . . . . . . . . . . . 193 travel . . . . . . . . . . . . . . . . . 198Standard deduction . . . . . 151 Medicare tax . . . . . . . . . . . . . . . 218
Rental for rental Taking turns paying for meals orChild and dependent care Medications:

property . . . . . . . . . . . . . . . . . 74 entertainment . . . . . . . . . . . 191credit . . . . . . . . . . . . . . . . . . . 231 Deductibility as medical
MACRS (Modified Accelerated Transportation workers . . . . 189Deceased spouse (See also expense . . . . . . . . . . . . . . . . 156

Cost Recovery System): Deduction limits . . . . . . . . . 192Surviving Membership fees (See specificRental property . . . . . . . . . 77, 78 spouse) . . . . . . . . . . . . 8, 9, 23 Medical and dental expenses: type of organization)Additions or Definition of spouse for Adjusted gross income and limit Mentally incompetent personsimprovements . . . . . . . . . 78 purposes of alimony . . . . . 143 of deduction . . . . . . . . . . . . 154 (See also Disabilities, personsAlternative Depreciation Dual-status alien spouse . . . . 24 Adopted child . . . . . . . . . . . . . 155 with; Elderly or disabled, creditSystem (ADS) . . . . . 78, 80 Educator expenses . . . . . . . . 146 Alimony payments made to for) . . . . . . . . . . . . . . . . . 10, 55, 88Alternative minimum Estimated tax . . . . . . . . . . . . . . 46 cover . . . . . . . . . . . . . . . . . . . 143 Signing of return bytax . . . . . . . . . . . . . . . . . . . . 81 Filing status . . . . . . . . . . . 8, 9, 23 Contributions to cover, not court-appointedCost basis Form 1040EZ, use of . . . . . . . 10 deductible as charitable representative . . . . . . . . . . . 16determination . . . . . . . . . . 78 Gross income filing donations . . . . . . . . . . . . . . . 174 Metals, precious (See Gold andExcluded property . . . . . . . . 78 requirements (Table Damages including . . . . . . . . 158 silver)General Depreciation System 1–1) . . . . . . . . . . . . . . . . . . . . 24 Decedent’s Mexico:(GDS) . . . . . . . . . . . . . 78, 79 IRAs . . . . . . . . . . . . . . . 2, 126, 127 expenses . . . . . . . . . . . 40, 156Optional MACRS tables Contributions to charitableSpouse covered by employer Deduction . . . . . . . . . . . . . . . . . 154(Table 10–2) . . . . . . . . . . 79 organizations in . . . . 171, 174plan . . . . . . . . 126, 127, 129
Checklist for deductiblePlaced-in-service date . . . . 78 Mileage rates (See StandardLiving apart . . . . . . . . . . . . 23, 25

expenses (TableRecovery periods for (Table mileage rates)Medical and dental 23–1) . . . . . . . . . . . . . . . . 15610–1) . . . . . . . . . . . . . . . . . 79 Military (See Armed forces)expenses . . . . . . . . . . . . . . . 154
Dependent’s expenses . . . . 155Special depreciation Deceased spouse’s Military personnel:
Determination of dateallowance . . . . . . . . . . . . . 78 expenses . . . . . . . . . . . . . 156 Earned Income Credit . . . . . 258paid . . . . . . . . . . . . . . . . . . . . 154MAGI (See Modified adjusted Nonresident alien Mineral royalties . . . . . . . . . . . . 96Form 1040, Schedule A, forgross income (MAGI)) spouse . . . . . . . . . . . . . . 15, 24 Ministers (See Clergy)reporting . . . . . . . . . . . . . . . . 158Mailing returns (See Tax returns) Performing artists . . . . . . . . . 201 MiscellaneousFuture expenses, settlementMaintenance of rental property Roth IRAs . . . . . . . . . . . . . . . . 135 deductions . . . . . . . . . . . . . . . 209including . . . . . . . . . . . . . . . . 158(See Rental income and Signatures when spouse unable

Federal employees buying backHealth coverage taxexpenses) to sign . . . . . . . . . . . . . . . . . . . 16
sick leave . . . . . . . . . . . . . . . . 56credit . . . . . . . . . . . . . . . . . . . 267Social security or railroadMandatory retirement

Outplacement agencyHealth insuranceretirement benefits,age . . . . . . . . . . . . . . . . . . . . . . . 238
fees . . . . . . . . . . . . . . . . . . . . . 51credit . . . . . . . . . . . . . . . . 3, 270taxability . . . . . . . . . . . . . . . . . 89Market discount bonds . . . . . 110

Missing children:Health insurance premiumsTransfer of home toMarried filing separately:
Photographs of, included in IRS(See Health insurance)spouse . . . . . . . . . . . . . . . . . 113Carryover of capital

publications . . . . . . . . . . . . . . . 3Included expenses:Transfers betweenloss . . . . . . . . . . . . . . . . . . . . 118
Mistakes (See Errors)Individuals covered . . . . . . 154spouses . . . . . . . . . . . 104, 108Community property
Modified Accelerated CostTravel expenses for Meals and lodging related tostates . . . . . . . . . . . . . . . . . . . 25

Recovery Systemspouse . . . . . . . . . . . . . . . . . 187 receiving medicalCredits, treatment of . . . . . . . . 24
(MACRS) . . . . . . . . . . . . . . 77, 78care . . . . . . . . . . . . . . . 157, 188Mass transit passes,Deductions:

Modified adjusted gross incomeMedical care, defined . . . . . . 154employer-provided . . . . . . . . 53Changing method from or to
(MAGI):Purpose of expenses . . . . . . 154Maternity clothes:itemized
Child tax credit limits . . . . . . . 244deductions . . . . . . . . . . . . 152 Not deductible as medical Reimbursements, treatment

Treatment of . . . . . . . . . . . . . 24 expense . . . . . . . . . . . . . . . . 156 of . . . . . . . . . . . . . . . . . . 57, 157 Education credits . . . . . . . . . . 250
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IRAs, computation for: Lender’s charges for Discounted . . . . . . . . . . . . 51, 65N
services . . . . . . . . . . . . . . . . 166Contributions, increase in Received for services . . . . . . . 51Name change . . . . . . . . . . . 15, 49

amount of . . . . . . . . . . . . 125 More than one borrower (not Nursery schools (See Child andNanny tax (See Domestic help)
Effect on deduction if covered spouse), reporting of interest dependent care credit)National Housing Act:

by employer retirement deduction . . . . . . . . . . . . . . . 169 Nursing care:Mortgage
plan (Table 18–1) . . . . . 129 Preparation costs for notes or Employment taxes for workerassistance . . . . . . . . . . 97, 164

Effect on deduction if not deeds of trust . . . . . . . . . . . 166 providing medical care,Native Americans (See Indians)covered by employer Prepayment: deductibility of . . . . . . . . . . 156Negligence penalties . . . . . . . . 21retirement plan (Table Allocation of For healthy baby, not deductible
Net investment income . . . . . 16818–2) . . . . . . . . . . . . . . . . 129 deduction . . . . . . . . . . . . . 164 as medical expense . . . . . 156
Net operating losses:Worksheet 18–1 . . . . . . . . 129 Penalty for, deduction Wages for, deductibility as

Casualty or theft losses . . . . 184Roth IRAs, computation of . . . . . . . . . . . . . . . . . . . . 164 medical expense . . . . . . . . 156
Decedent’s deduction . . . . . . . 40for . . . . . . . . . . . . . . . . . . . . . . 135 Points . . . . . . . . . . . . . . . . . . 166 Nursing homes:
Refund of carryback . . . . . . . . 20Phaseout (Table Reported on Form Insurance for care in (See

18–3) . . . . . . . . . . . . . . . . 136 New Jersey Nonoccupational1098 . . . . . . . . . . . . . . . . . 168 Long-term care insurance
Worksheet 18–2 . . . . . . . . 136 Disability BenefitProceeds used for business or contracts)

Fund . . . . . . . . . . . . . . . . . . . . . 161Money market investment, deduction Meals and lodging, deductible
certificates . . . . . . . . . . . . . . . . 61 New Jersey Unemploymentof . . . . . . . . . . . . . . . . . . . . . . 170 as medical expense . . . . . 157

Compensation Fund . . . . . 161Money market funds . . . . . . . . 70 Refinancing . . . . . . . . . . . . . . . 168 Nutrition Program for the
New job, trade, orMoney orders: Refund of interest: Elderly . . . . . . . . . . . . . . . . . . . . 97

business . . . . . . . . . . . . . . . . . 206Payment of tax . . . . . . . . . . . . . 17 Reported on Form Nutritional supplements:
Employment agencyPenalty if not honored . . . . . . 17 1098 . . . . . . . . . . . . . . . . . 168 Not deductible as medical

fees . . . . . . . . . . . . . . . . . . . . 210Mortgage credit certificate Treatment of . . . . . . . . . . . . 166 expense . . . . . . . . . . . . . . . . 156
Job search expenses . . . . . . 210(MCC) . . . . . . . . . . . . . . . . . . . . 268 Seller-financed . . . . . . . . . . . . 116
Travel expenses . . . . . . . . . . 210Mortgage insurance Mosques (See Churches,

New York Nonoccupationalpremiums . . . . . . . . . . . . . . . . 166 Otemples, etc.)
Disability BenefitBasis in property not to Obesity:Motels (See Hotels)
Fund . . . . . . . . . . . . . . . . . . . . . 161include . . . . . . . . . . . . . . . . . 102 Weight-loss program asMoth damage:

Nightclubs:Mortgage interest credit: treatment for, deductionNot casualty losses . . . . . . . . 179
Cover charges, 50% limit onCarryforward . . . . . . . . . . . . . . 268 for . . . . . . . . . . . . . . . . . . . . . . 154Moving expenses:

deduction . . . . . . . . . . . . . . . 191Form 8396 . . . . . . . . . . . . . . . . 164 Occupational taxes . . . . . . . . . 210Armed forces, spouses and
How to claim . . . . . . . . . . . . . . 268 Nobel Prize . . . . . . . . . . . . . . . . . 100 Deduction of:dependents . . . . . . . . . . . . . 141
Recapture . . . . . . . . . . . . . . . . 268 NOL (See Net operating losses) Taxes that are deductibleDeduction of . . . . 138, 141, 142Reduced deduction . . . . . . . . 268 (Table 25–1) . . . . . . . . . 162Nominees . . . . . . . . . . . . . . . 61, 65Time for . . . . . . . . . . . . . . . . 142

Mortgages: (See also Points) Office rent, deductibilityDividends that belong toDistance test . . . . . . . . . . . . . . 138Alimony, payments as . . . . . 143 of . . . . . . . . . . . . . . . . . . . . . . . . 211someone else . . . . . . . . 68, 71Double deduction not allowedAssistance Office, use of home as . . . . . 210Nonaccountable plans forfor same expenses . . . . . . 142payments . . . . . . . . . . . 97, 164 employee Officials:NondeductibleAssumption of . . . . . . . . . . . . . 101 reimbursements . . . . . 188, 199 Local government . . . . . . . . . 209expenses . . . . . . . . . . . . . . . 142Fees not included in Noncapital assets . . . . . . . . . . 109 State . . . . . . . . . . . . . . . . . . . . . 209Outside U.S., move to . . . . . 138basis . . . . . . . . . . . . . . . . . 102
Noncustodial parent . . . . . . . . . 34 OID (See Original issue discountQualifying moves within U.S.,Credit certificate (MCC) from

(OID))Nonemployeenon-military (Figurestate or local
compensation . . . . . . . . . . . . . 98 Oil, gas, and minerals:19–B) . . . . . . . . . . . . . . . . . . 140government . . . . . . . . . . . . . 164

Future production sold . . . . . . 96Nonrecourse debt . . . . . . . . . . . 93Reimbursements . . . . . . . . . . 142Discounted mortgage
Royalties from . . . . . . . . . . . . . 96Related to start of work . . . . 138 Nonrefundable credits . . . . . . 267loan . . . . . . . . . . . . . . . . . . . . . 93

Schedule C or C–EZ . . . . . 96Reporting of . . . . . . . . . . . . . . . 142 Nonresident aliens . . . . . . . . . . . 9Ending early, treatment of
Sale of property interest . . . . 96Retirees or survivors who move Due dates . . . . . . . . . . . . . . . . . 12points . . . . . . . . . . . . . . . . . . 166

Older taxpayers:to U.S. . . . . . . . . . . . . . . . . . . 141Federally subsidized mortgage, Estimated tax . . . . . . . . . . . . . . 46
Credit for the elderly . . . . . . . 237Standard mileage rates . . . . 1, 2recapture of tax paid on home Form 1040EZ, use of . . . . . . . 10

Time test . . . . . . . . . . . . . . . . . 139 Options . . . . . . . . . . . . . . . . . 53, 70purchased with . . . . . . . . . . 268 Spouse . . . . . . . . . . . . . . . . . . . . 15
Charitable contributions, dateFHA mortgage insurance When move begins . . . . . . . . 141 Joint returns not

of . . . . . . . . . . . . . . . . . . . . . . 176premiums and VA funding MSAs (See Medical savings available . . . . . . . . . . . . . . 24
fees, not deductible . . . . . 169 Ordinary dividends (Seeaccounts (MSAs)) Separated . . . . . . . . . . . . . . . 25

Insurance premiums (See Dividends)Additional tax on . . . . . . . . . . 218 Transfers between spouses
Mortgage insurance when one spouse is Ordinary gain . . . . . . . . . . . . . . 109Municipal bonds . . . . . . . . . . . . 66
premiums) nonresident alien . . . . . . 108 Ordinary gain and loss (SeeMuseums:

Interest: Standard deduction . . . . . . . . 151 Gains and losses)Charitable contributions
Definition . . . . . . . . . . . . . . . 164 Tuition deduction and . . . . . . 148 Organ donors:to . . . . . . . . . . . . . . . . . . . . . . 171
Form 1098 (interest Waiver of alien status . . . . . . . 54 Deductibility of medicalMusicians andstatement) . . . . . . . . 81, 168 Nontaxable payments: expense . . . . . . . . . . . . . . . . 156entertainers . . . . . . . . . . . . . . 210Refund of . . . . . . . . . . . . . . . . 95 Credit for the elderly or the Original issue discount (OID):Mutual funds:Interest credit (See Mortgage disabled . . . . . . . . . . . . . . . . 238 Adjusted basis and . . . . . . . . 105Adjusted basis ofinterest credit)

Nontaxable trades (See Tax-free Discounted debtshares . . . . . . . . . . . . . . . . . . 105Interest deduction:
exchanges) instruments . . . . . . . . . . . . . 109Allocated expenses . . . . . . . . 211Computation for amount

Form 1099–OID . . . . . . . . . . . 48Northern Mariana Islands:Capital gains . . . . . . . . . . . . . . . 70deductible (Figure
Income from . . . . . . . . . . . . . . . . 8 Origination fees (See Points)Dividends from . . . . . . . . . . . . . 7025–A) . . . . . . . . . . . . . . . . 164

Not-for-profit activities . . . . . . 98 Other taxes . . . . . . . . . . . . . . . . . 217Exempt-interestItemized deduction
dividends . . . . . . . . . . . . . . . . 71 Notary fees . . . . . . . . . . . . . . . . . . 99 Outplacement services:limit . . . . . . . . . . . . . . . . . . 164

Nonpublicly offered . . . . . . . . 211 Not deductible as Deduction of agencySale of home . . . . . . . . . . . 164
interest . . . . . . . . . . . . . . . . . 166 fees . . . . . . . . . . . . . . . . . . . . . 51Publicly offered . . . . . . . . . . . . 211Schedule A (Form 1040) to

Undistributed capital Notes: Over-the-counter drugs:deduct . . . . . . . . . . . . . . . 169
gains . . . . . . . . . . . . . . . . . . . 118 Not deductible as medicalLate payment charges, As obligations of

expense . . . . . . . . . . . . . . . . 156deduction of . . . . . . . . . . . . 164 Credit for tax on . . . . . . . . . 270 individuals . . . . . . . . . . . . . . 110
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Overpayment of tax (See also Payable to ’’United States Underpayment of estimated State insurer delinquency
Tax refunds) . . . . . . . . . . . 16, 37 Treasury’’ . . . . . . . . . . . . . . . . . 3 tax . . . . . . . . . . 42, 47, 49, 221 proceedings preventing

minimumWillful failure to file . . . . . . . . . 22Vouchers . . . . . . . . . . . . . . . . . . 47Overseas work (See Foreign
distributions . . . . . . . . . . . 88Withholding . . . . . . . . . . . . 44, 45employment) Payments . . . . . . . . . . . . . . . . . . 218

State and local governmentPensions (See also Annuities;Disaster relief . . . . . . . . . . . . . . 97Overtime pay . . . . . . . . . . . . . . . . 44
employees (See Section 457Railroad retirement benefits;Payroll deductions (See alsoOxygen equipment and oxygen:
deferred compensation plans)Rollovers) . . . . . . . . . . . 83, 86, 89Withholding) . . . . . . . . . . . . . . . 42Deductibility as medical

Unrecovered investment457 plans (See Section 457Charitable contributions via:expense . . . . . . . . . . . . . . . . 156
in . . . . . . . . . . . . . . . . . . . . . . 213deferred compensation plans)Recordkeeping

Withholding . . . . . 16, 45, 83, 86Clergy . . . . . . . . . . . . . . . . . . . . . 54requirements . . . . . . . . . 177
Pentagon attacks (See TerroristContributions:P Payroll taxes (See Social

attacks)Elective deferralPaper vs. electronic return (See security/Medicare taxes;
amounts . . . . . . . . . . . . . . 1, 2 Per diem:E-file) Withholding)

Retirement savings Allowance orPaperwork Reduction Act of Peace Corps allowances . . . . 55
contribution reimbursement . . . . 197, 198,1980 . . . . . . . . . . . . . . . . . . . . . . . 3 Pell grants:
credit . . . . . . . . . . . . . 24, 268 199Parental responsibility (See Tuition deduction, effect

Charitable organization service,Taxation of . . . . . . . . . . . . . . 53Children) on . . . . . . . . . . . . . . . . . . . . . . 148
for . . . . . . . . . . . . . . . . . . . . . . 174Cost computation . . . . . . . . . . 84Parking fees: Penalties: Federal rate . . . . . . . . . . . . . . . 198Decedent’s unrecoveredBusiness-related travel . . . . 194 Accuracy-related . . . . . . . . . . . 21 High-low rate method toinvestment in . . . . . . . . . . . . 16Commuting expense . . . . . . . 193 Alimony deduction, failure to compute . . . . . . . . . . . . . . . . 198Deemed IRAs . . . . . . . . . . 1, 125Employer-provided fringe provide social security Standard mealDefinition of . . . . . . . . . . . . . . . . 87benefit: number of recipient . . . . . . 145 allowance . . . . . . . . . . 185, 188Disability pensions . . . . . . . . . 55Exclusion from Backup withholding . . . . . . . . . 45 Performing artists . . . . . . . . . . 209Credit for . . . . . . . . . . . . . . . . 83income . . . . . . . . . . . . . . . . 53 Check not honored . . . . . . . . . 17 Business expenses . . . . . . . . 201Early distributions:Medical-related travel . . . . . . 157 Civil penalties . . . . . . . . . . . . . . 21 Work-related educationExceptions to tax on . . . . . . 87Sports arena, business-related Criminal . . . . . . . . . . . . . . . . . . . 22 expenses . . . . . . . . . . . . . . . 208Qualified retirement plans,entertainment subject to 50% Deductibility . . . . . . . . . . . . . . . 213 exceptions for . . . . . . . . . . 87 Permanent and totallimit . . . . . . . . . . . . . . . . . . . . 191 Deduction not permitted disability . . . . . . . . . . . . . . . . . 237Tax on . . . . . . . . . . . . . . . . . . . 87Parks and recreation facilities: for . . . . . . . . . . . . . . . . . . . . . . 169 Elderly persons, credit Personal exemption . . . . . . 28-36Charitable contributions Defenses . . . . . . . . . . . . . . . . . . 21 for . . . . . . . . . . . . . . . . . . . . . . . 83 Deceased taxpayer’s finalto . . . . . . . . . . . . . . . . . 171, 172 Estimated tax (See this Elective deferral return . . . . . . . . . . . . . . . . . . . 40Parochial school tuition: heading: Underpayment of limitation . . . . . . . . . . . . . . . . . 53 Joint return . . . . . . . . . . . . . . . . 28No charitable estimated tax) Employer plans: Limits . . . . . . . . . . . . . . . . . . . . . . 24deduction . . . . . . . . . . . . . . . 175 Failure to furnish tax shelter Benefits from previous Phaseout . . . . . . . . . . . 24, 28, 36
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expenses) Like property and money amount . . . . . . . . . . . . . . . 173Travel expenses . . . . . . . . . . 186
transferred . . . . . . . . . 104, 107Tip expense: Deductible expenses . . . . . . 187Tenants (See Rental income and

Like-kindBusiness meal or entertainment Examples of (Tableexpenses)
exchanges . . . . . . . . . 103, 107activity, 50% deduction 29–1) . . . . . . . . . . . . . . . . 187By the entirety . . . . . . . . . . . . . 60

Nontaxablelimit . . . . . . . . . . . . . . . . . . . . 191 Definition of . . . . . . . . . . . . . . . 185In common . . . . . . . . . . . . . . . . . 60
exchanges . . . . . . . . . 103, 107Business travel Employer-provided

Tenants by the entirety: Holding period, determinationexpense . . . . . . . . . . . 187, 188 vehicles . . . . . . . . . . . . . . . . . 52
Alimony, no deduction for taxes of . . . . . . . . . . . . . . . . . . . . 111 Estimates of . . . . . . . . . . . . . . 195Tip income . . . . . . . . . . . . . . . 58-59and insurance paid on home Partially nontaxable Expenses paid forAllocated tips . . . . . . . . . . 44, 59owned as . . . . . . . . . . . . . . . 143 exchange . . . . . . . . . . 104, 107 others . . . . . . . . . . . . . . . . . . 214Daily record of tips . . . . . . . . . 58Dividends, reporting of . . . . . . 68 Reporting of . . . . . . . . . . . . . . . 107 Federal crime investigators orElectronic tip record . . . . . . . . 58Real estate taxes, allocation prosecutors . . . . . . . . . . . . . 186Taxable exchange,Form 4070A for dailywhen filing defined . . . . . . . . . . . . . . . . . 103 Form 2106 or 2106–EZ, how torecords . . . . . . . . . . . . . . . . . . 58separately . . . . . . . . . . . . . . 162 fill out . . . . . . . . . . . . . . . . . . 200Trade-in of car . . . . . . . . . . . . . 195Noncash tips . . . . . . . . . . . 58, 59Tenants in common: Fringe benefits . . . . . . . . . . . . . 53Trading date of securitiesPenalty for failure toAlimony deduction for taxes and Getting from home to temporarytransaction . . . . . . . . . . . . . . . 111report . . . . . . . . . . . . . . . . . . . 58insurance paid on home workplace when multipleTraditional IRAs (See IndividualReporting on tax return . . . . . 59owned as . . . . . . . . . . . . . . . 143 regular workplaces . . . . . . 193retirement arrangementsReporting tips toDividends, reporting of . . . . . . 68 Going home on days off from(IRAs))employer . . . . . . . . . . . . . . . . 58

Terminal illness: temporaryTraffic violations:Failure to report to
assignment . . . . . . . . . . . . . 187Accelerated payment of life Fines not deductible . . . . . . . 195employer . . . . . . . . . . 11, 58

insurance proceeds (See Going to business meetingForm 4070 for . . . . . . . . . . . . 58 Transfer taxes:
Accelerated death benefits) away from regular

Service charges paid by Property basis to workplace . . . . . . . . . . . . . . 193Viatical settlements . . . . . . . . . 94 employer as wages . . . . . . . 58 include . . . . . . . . . . . . . . . . . 101 Going to family home . . . . . . 186Termite damage: Real estate transactionsSocial security and Medicare Indefinite assignment . . . . . . 186Not casualty losses . . . . . . . . 179 and . . . . . . . . . . . . . . . . . . . . 163tax: Job search expenses . . . . . . . 99Terrorist attacks: Employer reporting for Transit passes . . . . . . . . . . . . . . 53 Medical purposes,Casualty loss due to . . . . . . . 179 purposes of . . . . . . . . . . . . 58 Transportation expenses (See for . . . . . . . . . . . . . . . . . 156, 157Disability payments for injuries Filing requirements (Table Travel and transportation Mileage rates (See Standardfrom, tax exclusion . . . . . . . 88 1–3) . . . . . . . . . . . . . . . . . . 11 expenses) mileage rates)Disability pensions for federal Uncollected . . . . . . . . . . . . . . 11 Transportation workers: New employment . . . . . . . . . . 210employees . . . . . . . . . . . . . . . 56 Tip Rate Determination and Meal expenses . . . . . . . . . . . . 189 No main place of business or
Victims of, tax relief . . . . . . . . . . 2 Education Program . . . . . . . 59 Deduction limits . . . . . . . . . 192 work . . . . . . . . . . . . . . . . . . . . 186

Theft losses . . . . . . . 179-184, 212 Tip-splitting or tip-pooling Form 2106 or 2106–EZ, how Nonaccountable plans,
$100 Rule . . . . . . . . . . . . . . . . 183 arrangements . . . . . . . . . . . . 58 to complete . . . . . . . . . . . 200 definition of . . . . . . . . . . . . . 199

Uncollected taxes . . . . . . . . . . 59Adjusted basis in Travel and transportation Parking fees:
property . . . . . . 102, 103, 180 Withholding . . . . . . . . . . . . 44, 58 expenses: Business-related

Amount of loss . . . . . . . . . . . . 180 Employee contributing Advances . . . . . . . . . . . . 197, 199 travel . . . . . . . . . . . . . . . . . 194
to . . . . . . . . . . . . . . . . . . . . . 59Appraisals . . . . . . . . . . . 180, 181 Allocation of types of Commuting expense . . . . 193

Underwithholding . . . . 44, 59Cost of cleaning up or making costs . . . . . . . . . . . . . . 187, 196 Employer-provided fringe
repairs . . . . . . . . . . . . . . . . . . 180 Title insurance: Bona fide business benefit . . . . . . . . . . . . . . . . 53

purpose . . . . . . . . . . . . . . . . 187Costs of photographs and Property basis to Medical-related
appraisals . . . . . . . . . . . . . . 181 include . . . . . . . . . . . . . . . . . 101 Business associates . . . . . . . 187 travel . . . . . . . . . . . . . . . . . 157
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Probationary work Charitable deduction not Unemployment tax: Veterans’ insurance:
periods . . . . . . . . . . . . . . . . . 187 allowed for Dividends on . . . . . . . . . . . . . . . 71State employment

paying . . . . . . . . . . . . . 172, 175Proof of expenses . . . . . . . . . 195 taxes . . . . . . . . . . . . . . . . . . . 234 Veterans’ organizations:
Summary (Table Credit (See Education credits) Charitable contributionsUniform Settlement Statement

29–2) . . . . . . . . . . . . . . . . 197 to . . . . . . . . . . . . . . . . . 171, 172(Form HUD–1):Deduction for . . . . . . . . . 10, 148
Recordkeeping 30% limit . . . . . . . . . . . . . . . 176Points shown on . . . . . . . . . . 166Claiming for

requirements . . . . . . . 187, 195 Viatical settlements . . . . . 38, 94Uniforms . . . . . . . . . . . . . . . . . . . 210dependent . . . . . . . . . . . . 149
Rental property maintenance Charitable organization Victims of terrorism (SeeEducational assistance (See

and management, for . . . . . 74 requiring, deduction for cost Terrorist attacks)also Educational
Reporting of . . . . . . . . . . . . . . . 197 and upkeep of . . . . . . . . . . 173assistance) . . . . . . . . . . . . . 204 Virgin Islands:

Table 29–3 showing forms to Unions (See Labor unions) Income from . . . . . . . . . . . . . . . . 8Eligible educational institution,
be used . . . . . . . . . . . . . . 200 Assessments . . . . . . . . . . . . . 210defined . . . . . . . . . . . . . . . . . 148 VISTA volunteers . . . . . . . . . . . . 55

Resorts or cruise ships . . . . 189 Dues . . . . . . . . . . . . . . . . . . . . . 210Expenses that do not Vitamins:
School children, transporting qualify . . . . . . . . . . . . . . . . . . 149 United States (See headings Not deductible as medical

of . . . . . . . . . . . . . . . . . . . . . . 100 starting with “Federal” or “U.S.”) expense . . . . . . . . . . . . . . . . 156GI Bill, payments and
Summary of rules (Figure allowances under . . . . . . . . 33 United Way (See Charitable Volunteer firefighters:28–B) . . . . . . . . . . . . . . . . . . 193

contributions) Charitable contributionsQualified programs (SeeTax home, determination
to . . . . . . . . . . . . . . . . . . . . . . 171Qualified tuition programs) Universities (See Colleges andof . . . . . . . . . . . . . . . . . . . . . . 186

IRAs . . . . . . . . . . . . . . . . . . . . . . 128universities)Related expenses,Temporary assignment or
Volunteer work . . . . . . . . . 55, 231defined . . . . . . . . . . . . . . . . . 148 Unmarried persons (See Singlejob . . . . . . . . . . . . . . . . . . . . . 186

Deductibility of contributionstaxpayers)Tuition and fees deduction:Temporary work
(Table 27–2) . . . . . . . . . . . 173Unrecaptured Section 1250Refund of expenses . . . . . . . 148location . . . . . . . . . . . . . . . . . 193

Out-of-pocket expenses,gain . . . . . . . . . . . . . . . . . 109, 119Tuition programs, qualified (SeeTips . . . . . . . . . . . . . . . . . 187, 188
deductible when serving forUnstated interest . . . . . . 101, 107Qualified tuition programs)Transit pass . . . . . . . . . . . . . . . . 53
qualifiedUnused sick leave:Work-related
organization . . . . . . . 172, 173Cash payments for . . . . . . . . 157education . . . . . 204, 206, 207

Tax counseling (VolunteerU Use of home inTraveling salespersons: Income Tax AssistanceU.S. Citizen: business . . . . . . . . . . . . . . . . . 210Deduction of expenses . . . . 197 program) . . . . . . . . . . . . 12, 55Earned Income Credit . . . . . 255 Used clothing and householdTax home, determination Value of income lost by, not
U.S. obligations, goods:of . . . . . . . . . . . . . . . . . . . . . . 186 deductible . . . . . . . . . . . . . . 175

interest . . . . . . . . . . . . . . . 61, 62 Charitable deduction for fairTreasury Inspector General: Vouchers for payment of
market value . . . . . . . . . . . . 175U.S. possessions:Telephone number to report tax . . . . . . . . . . . . . . . . . . . . . . . . 47

Usurious interest . . . . . . . . . . . . 62anonymously fraud or Charitable contributions
misconduct of IRS to . . . . . . . . . . . . . . . . . . . . . . 171 Utilities:
employee . . . . . . . . . . . . . . . . . 3 WCharges for installing includedDeduction of income tax paid

Treasury notes . . . . . . . . . . . . . . 61 in property basis . . . . . . . . 101to . . . . . . . . . . . . . . . . . . . . . . 161 W-2 form (See Form W–2)
Emergency energy programs,Treaties: Income from . . . . . . . . . . . . . . . . 8 Wages and salaries (See also

charitable contributionsForeign charitable Form W–2;U.S. Postal Service (See Post
to . . . . . . . . . . . . . . . . . . . . . . 171organizations, contributions Withholding) . . . . . . . 14, 42, 48,office employees)

Energy conservationto . . . . . . . . . . . . . . . . . . . . . . 171 50-57, 53U.S. savings bonds:
subsidies . . . . . . . . . . . 98, 100 Accident and healthTrees and plants: Deceased taxpayer, reporting

Late payment charges, not insurance . . . . . . . . . . . . . . . . 51Cost of, when casualty or theft interest . . . . . . . . . . . . . . . . . . 38
deductible . . . . . . . . . . . . . . 169 Accrued leave payment . . . . . 51loss involved . . . . . . . 179, 180 Education, used for . . . . . . . . . 24

Rebates . . . . . . . . . . . . . . . . . . 100 Adoption, employerTrust beneficiaries: Interest on . . . . . . . . . . . . . . . . . 99
assistance . . . . . . . . . . . . . . . 51Dividends received by . . . . . . 68 Transfer between Advance commissions . . . . . . 50Losses of trust . . . . . . . . . . . . . 98 spouses . . . . . . . . . . . . . . . . 104 V Allowances andReceiving income from U.S. Treasury bills or notes: reimbursements . . . . . . 44, 50Vacation homes:trust . . . . . . . . . . . . . . . . . 98, 99 Trade of . . . . . . . . . . . . . . . . . . 108 Archer MSADetermining if used asRollover restrictions . . . . . . . . 86

Unclaimed contributions . . . . . . . . . . . . . 51home . . . . . . . . . . . . . . . . . . . . 75Trustees: reimbursement . . . . . . . . . . . 206 Awards and prizes . . . . . . . . . . 50Points . . . . . . . . . . . . . . . . . . . . 166Administrative fees . . . . . . . . 212 Underpayment penalties: Baby-sitting . . . . . . . . . . . . . . . . 50Rental expenses . . . . . . . 75, 76IRA . . . . . . . . . . . . . . . . . . . . . . . 212
IRS computation . . . . . . . . . . . 49 Back pay awards . . . . . . . . . . . 50Valuations (See Appraisals; FairIRAs:

Bonuses . . . . . . . . . . . . . . . . . . . 50Undistributed capital market valueFees . . . . . . . . . . . . . . . . . . . 127
Child care providers . . . . . . . . 50gains . . . . . . . . . . . . 70, 118, 270 (FMV) . . . . . . . 40, 101, 180, 181Notification of Children’s earnings . . . . . . . . . . 8Unearned income of child (See Value of time or services:recharacterization . . . . . 132 Clergy . . . . . . . . . . . . . . . . . . . . . 54Children, subheading: No charitable deductionTransfer from trustee to De minimis benefits . . . . . . . . 51Investment income of child for . . . . . . . . . . . . 172, 173, 175trustee . . . . . . . . . . 130, 137 Disability income . . . . . . . . . . . 55under age 14) Vandalism:Trusts (See also Trust Elective deferrals . . . . . . . . . . . 53Unemployment Casualty loss due to . . . . . . . 179beneficiaries) . . . . . . 68, 98, 218 Employee achievementcompensation . . . . . . . . . 10, 96 Vasectomy:Grantor trusts . . . . . . . . . . . . . . 98 award . . . . . . . . . . . . . . . . . . . 50Credit card insurance Deductibility as medicalIncome . . . . . . . . . . . . . . . . . . . . 98 Employee compensation . . . . 50paying . . . . . . . . . . . . . . . . . . . 98 expense . . . . . . . . . . . . . . . . 156Child beneficiary . . . . . . . . 224 Farmworkers . . . . . . . . . . . . . . . 42Mandatory contributions to state Vehicles (See Cars)Investment interest . . . . . . . . 168 Foreign employer . . . . . . . . . . . 54funds, deduction of . . . . . . 160Related party transactions with Veterans Affairs (VA): Fringe benefits . . . . . . . . . . . . . 51

Private fund, from . . . . . . . . . . 97fiduciaries . . . . . . . . . . . . . . 108 Funding fees, not deductible as Garnisheed . . . . . . . . . . . . . . . . 15
Repayment of benefits . . . . . . 97 interest . . . . . . . . . . . . 166, 169Tubal ligation: Government cost-of-living
Reporting on Forms 1040,Deductibility as medical Veterans’ benefits: allowances . . . . . . . . . . . . . . 51

1040A, or 1040EZ . . . . 96, 97expense . . . . . . . . . . . . . . . . 156 Educational assistance . . . . 100 Household workers . . . . . . . . . 42
Supplemental benefits . . . . . . 97Tuition (See also Hope Tuition deduction, effect Income . . . . . . . . . . . . . . . . . . . . 10
Voluntary benefit fundcredit) . . . . . . . . . . . . . . . 148, 250 on . . . . . . . . . . . . . . . . . . . . 148 Foreign . . . . . . . . . . . . . . . . . . 50

contributions . . . . . . . . . . . . 214Alimony payments made to Retroactive Long-term care
cover . . . . . . . . . . . . . . . . . . . 143 Withholding . . . . . . . . . . . . 45, 97 determination . . . . . . . . . . . . 56 coverage . . . . . . . . . . . . . . . . 51
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Military retirees . . . . . . . . . 42, 54 Changing amount Tips (See Tip income) Excess withholding
Military service . . . . . . . . . . . . . 54 withheld . . . . . . . . . . . . . . . . . 43 Unemployment credit . . . . . . . . . . . . . . . . . . . 270
Miscellaneous For 2004 . . . . . . . . . . . . . . . . 43 compensation . . . . . . . . 45, 97 Head of household status and

compensation . . . . . . . . . . . . 50 Checking amount cost of keeping upWork clothes . . . . . . . . . . . . . . . 210
Note for services . . . . . . . . . . . 51 of . . . . . . . . . . . . . . . . . . 43, 245 home . . . . . . . . . . . . . . . . . . . . 26Work-related education (See
Outplacement services . . . . . 51 Claim for refund . . . . . . . . . . . . . 9 Individual retirementalso Educational
Religious orders . . . . . . . . . . . . 54 Commodity credit loans . . . . . 45 arrangements (IRAs),assistance) . . . . . . . . . . . . . . . 204
Restricted property . . . . . . . . . 53 Credit for . . . . . . . . . . . . . . 42, 48 modified AGI computationBusiness deduction:

Dividends on restricted Cumulative wage (Worksheet 18–1) . . . . . . 129Expenses,
stock . . . . . . . . . . . . . . . . . . 53 method . . . . . . . . . . . . . . . . . . 43 Pensions or annuities, jointqualified . . . . . . . . . . 206-207

Retirement plan contributions by Definition . . . . . . . . . . . . . . . . . . 42 returns . . . . . . . . . . . . . . . . . . 85Qualified
employer . . . . . . . . . . . . . . . . 53 Determining amount to Qualified Dividends and Capitalexpenses . . . . . . . . . 206-207

Severance pay . . . . . . . . . . . . . 51 withhold . . . . . . . . . . . . . 42, 43 gains . . . . . . . . . . . . . . . . . . . 119Reimbursements . . . . . . . . 207
Sick pay . . . . . . . . . . . . . . . 51, 56 Disaster Assistance Act of 1988 Roth IRA modified adjustedTax benefit of . . . . . . . . . . . 204
Social security/Medicare taxes payments . . . . . . . . . . . . . . . . 45 gross income (MAGI),Deduction as business

paid by employer . . . . . . . . . 51 Dividend income . . . . . . . . . . . 68 computation (Worksheetexpense . . . . . . . . . . . 206, 207
Stock appreciation rights . . . . 51 Employers, rules for . . . . . . . . 43 18–2) . . . . . . . . . . . . . . . . . . 136Education required by employer
Stock options . . . . . . . . . . . . . . 53 Exemption from . . . . . . . . . . . . 44 Simplified Method computationor by law . . . . . . . . . . . . . . . 204
Supplemental . . . . . . . . . . . . . . 44 Federal income taxes, not of taxable annuity . . . . . . . . 84Education that qualifies for new
Volunteer work . . . . . . . . . . . . . 55 deductible . . . . . . . . . . . . . . 163 Social security or railroadtrade or business . . . . . . . . 206

Fiscal years . . . . . . . . . . . . . . . . 49 retirement benefits, to figureWaiters and waitresses: Education to maintain or
Form W–4: taxability . . . . . . . . . . . . . 89, 90Tips (See Tip income) improve skills . . . . . . . . . . . 204

Provided by employer . . . . 43 Student loan interestWar veterans’ organizations Education to meet minimum
Worksheets . . . . . . . . . . . . . . 43 deduction . . . . . . . . . . . . . . . 147(See Veterans’ organizations) requirements . . . . . . . . . . . . 205

Fringe benefits . . . . . . . . . . . . . 44 Support test for dependentsIndefinite absence fromWar zone (See Combat zone)
Gambling winnings . . . . . 45, 48 (Table 3–1) . . . . . . . . . . . . . . 33work . . . . . . . . . . . . . . . . . . . . 204Wash sales . . . . . . . . . . . . 106, 108
General rules . . . . . . . . . . . . . . 42 Withholding (FormMeal expenses . . . . . . . . . . . . 207Washington State Supplemental Highest rate, employer must W–4) . . . . . . . . . . . . . . . . . . . 43Qualifying education (FigureWorkmen’s Compensation withhold at if no W-4 . . . . . . 43 World Trade Center attacks29–A) . . . . . . . . . . . . . . . . . . 206Fund . . . . . . . . . . . . . . . . . . . . . 161 Incorrect form . . . . . . . . . . . . . . 48 (See Terrorist attacks)RecordkeepingWeb site of IRS . . . . . . . . . . 4, 285 IRA distributions . . . . . . . . . . . 133 requirements . . . . . . . . . . . . 208 Worthless securities . . . . . . . 106

Weight-loss programs: New job . . . . . . . . . . . . . . . . . . . 43 Teachers . . . . . . . . . . . . 205, 206 Wristwatch . . . . . . . . . . . . . . . . . 214As treatment for disease of Penalties . . . . . . . . . . . 42, 44, 45 Temporary absence from Write-offs (See Cancellation ofobesity, deduction Pensions and work . . . . . . . . . . . . . . . . . . . . 204 debt)for . . . . . . . . . . . . . . . . . . . . . . 154 annuities . . . . . 16, 45, 83, 86 Travel expenses for . . . . . . . 207
Welfare benefits . . . . . . . . . . . . . 97 Railroad retirement Unclaimed
Wheelchairs: Ybenefits . . . . . . . . . . . . . . 45, 90 reimbursement . . . . . . . . . . 206

As medical expense . . . . . . . 156 Repaying withheld tax . . . . . . 43 Yard-care workers (SeeWorkers’ compensation:
Rollovers . . . . . . . . . . . . . . . . . . 86Widow/widower (See Surviving Domestic help)Mandatory contributions to state
Salaries and wages . . . . . . . . 42spouse) Youth groups:funds, deduction of . . . . . . 160
Separate returns . . . . . . . . . . . 48Winter energy payments . . . . 98 Troop leader’s travelReturn to work . . . . . . . . . . . . . 56
Sick pay . . . . . . . . . . . . . . . . . . . 44 expenses . . . . . . . . . . . . . . . 174Withholding (See also Form Worksheets:
Social securityW–2; Backup Capital loss carryover . . . . . . 118

■benefits . . . . . . . . . . . . . . 45, 90withholding) . . . . . 14, 42-49, 45, Casualty and theft
State and local income taxes,48 losses . . . . . . . . . . . . . . . . . . 179

deduction for . . . . . . . . . . . . 160Agricultural Act of 1949
Supplemental wages . . . . . . . 44payments . . . . . . . . . . . . . . . . 45
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Where To File
Note. Use this table only if you are an individual taxpayer filing your own return.

AND use the zip code below according to the form you are filing and whether you
are enclosing payment

Form 1040 Form 1040A Form 1040EZ

THEN send your No payment Payment No payment Payment No payment Payment
IF you live in... return to... enclosed enclosed enclosed enclosed enclosed enclosed

Alabama, Florida, Georgia, Internal RevenueMississippi, North Carolina, Service Center 39901–0002 39901–0102 39901–0015 39901–0115 39901–0014 39901–0114Rhode Island, South Atlanta, GACarolina, West Virginia

Alaska, Arizona, California, Internal RevenueHawaii, Idaho, Montana, Service Center 93888–0002 93888–0102 93888–0015 93888–0115 93888–0014 93888–0114Nevada, Oregon, Utah, Fresno, CAWashington, Wyoming

Arkansas, Colorado, Internal RevenueKentucky, Louisiana, New Service Center 73301–0002 73301–0102 73301–0015 73301–0115 73301–0014 73301–0114Mexico, Oklahoma, Austin, TXTennessee, Texas

Connecticut, District of Internal Revenue
Columbia, Maryland, New Service Center 19255–0002 19255–0102 19255–0015 19255–0115 19255–0014 19255–0114
Jersey, Pennsylvania Philadelphia, PA

Delaware, Illinois, Indiana,
Iowa, Kansas, Michigan, Internal Revenue
Minnesota, Missouri, Service Center 64999–0002 64999–0102 64999–0015 64999–0115 64999–0014 64999–0114
Nebraska, North Dakota, Kansas City, MO
South Dakota, Wisconsin

Maine, Massachusetts, New Internal Revenue
Hampshire, New York, Service Center 05501–0002 05501–0102 05501–0015 05501–0115 05501–0014 05501–0114
Vermont Andover, MA

Internal Revenue
Ohio, Virginia Service Center 37501–0002 37501–0102 37501–0015 37501–0115 37501–0014 37501–0114

Memphis, TN

American Samoa Internal Revenue Service Center, Philadelphia, PA 19255–0215 USA

Puerto Rico (or exclude
income under Internal Internal Revenue Service Center, Philadelphia, PA 19255–0215 USA
Revenue Code section 933)

Guam — permanent resident Department of Revenue and Taxation, Government of Guam, P.O. Box 23607 GMF, GU 96921

Guam — nonpermanent Internal Revenue Service Center, Philadelphia, PA 19255–0215 USAresident

Virgin Islands — permanent V.I. Bureau of Internal Revenue, 9601 Estate Thomas, Charlotte Amalie, St. Thomas, VI 00802resident

Virgin Islands — Internal Revenue Service Center, Philadelphia, PA 19255–0215 USAnonpermanent resident

Any location and have an
APO, FPO, or foreign Internal Revenue Service Center, Philadelphia, PA 19255–0215 USA
address

Any location and file Form Internal Revenue Service Center, Philadelphia, PA 19255–0215 USA2555, 2555–EZ, or 4563

Any location and are a Internal Revenue Service Center, Philadelphia, PA 19255–0215 USAdual-status alien
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Order Blank
for Forms and
Publications

The most frequently ordered forms and publications are listed on the order blank below.
See pages 8 through 10 for the titles of the forms and publications. We will mail you two
copies of each form and one copy of each publication you order. To help reduce waste,
please order only the items you need to prepare your return.

For faster ways of getting the items you need, such as by Internet or
fax, see page 7.

Circle the forms and
publications you need. The
instructions for any form
you order will be included.

Central United States Central Area Distribution Center

Eastern United States or a foreign country Eastern Area Distribution Center

THEN mail to . . .IF you live in the . . .

Western United States Western Area Distribution Center

Where To Mail Your Order Blank for Free Forms and Publications

AT this address . . .

Cut here

Name

Postal mailing address

City

Order Blank
Fill in your name and
address.

How To Use the Order
Blank
Circle the items you need on the order blank
below. Use the blank space to order items
not listed. If you need more space, attach a
separate sheet of paper.

Print or type your name and address accu-
rately in the space provided below. An accu-
rate address will ensure delivery of your
order. Cut the order blank on the dotted line.
Enclose the order blank in your own enve-
lope and send it to the IRS address shown
below that applies to you. You should

The items in blue may be picked up at many IRS offices, post offices, and libraries. You may also
download all these items from the Internet at www.irs.gov or place an electronic order for them.

Do not send your tax return to any of the
addresses listed on this page. Instead, see the
back cover.

Rancho Cordova, CA 95743-0001

P.O. Box 8903 Bloomington, IL 61702-8903

P.O. Box 85074 Richmond, VA 23261-5074

1

Apt./Suite/Room

Foreign country

Daytime phone number

State ZIP code

International postal code

( )

receive your order within 10 days after we
receive your request.

� �

Schedule R
(1040)

858224411040

1040EZ

Schedule SE
(1040)

Pub. 590

8829

Pub. 521

Schedules A&B
(1040)

1040-ES
(2004)

3903

Pub. 1

1040A

Pub. 523

Pub. 910

Schedule C
(1040)

1040X

4562

Pub. 17 Pub. 525

Schedule D
(1040)

Schedule 1
(1040A)

2106

Pub. 929

Pub. 334 Pub. 527

4868

Schedule E
(1040)

Schedule 2
(1040A)

5329

Pub. 463 Pub. 529

Schedule 3
(1040A)

Schedule F
(1040)

Pub. 505

Schedule EIC
(1040A or 1040)

Pub. 596

8822
Schedule

C-EZ (1040)

2210

8283

8606

Pub. 501

Pub. 502 Pub. 550

Pub. 575

Pub. 554

Pub. 936

2106-EZ

Schedule H
(1040)

Pub. 926

1040-V

Schedule J
(1040) 8812

8863 Pub. 970Schedule D-1
(1040)

9465

Pub. 535

Pub. 972

8379

4506


