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Important Changes

for 1994

Filing requirements for dependents. The
amount of gross income certain dependents
can have during the year without having to file
a return has increased. See Filing Require-
ments for Dependents in Part 1 for more
information.

Standard deduction for dependents. The
maximum standard deduction for a dependent
with earned income (wages, tips, etc.) has in-
creased. See Standard Deduction for Depen-
dentsin Part 1for more information.

Important Reminders

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

Parent’s election to report child’s unearned
income. You may be able to elect to include
your child’s unearned income on your tax re-
turn. If you make this election, the child does
not have to file a return. See Parent’s Election
to Report Child’s Unearned Income, in Part 2.

Social security numbers for dependents.
You must list on your tax return the social se-
curity number of any dependent you claim who
is age 1 or older at the end of the year.

Introduction

Part 1 of this publication provides tax informa-
tion for individuals who can be claimed as a
dependent on another person’s tax return.
Part 2 explains how to report and figure the
tax on certain investment income of children



under age 14 (whether or not they can be
claimed as dependents).

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

Useful Items
You may want to see:

Publication

0O 501 Exemptions, Standard Deduction,
and Filing Information

0 505 Tax Withholding and Estimated
Tax

0 520 Scholarships and Fellowships

Form (and Instructions)

0 W-4 Employee’s Withholding
Allowance Certificate

0 6251 Alternative Minimum Tax —
Individuals

0O 8615 Tax for Children Under Age 14
Who Have Investment Income of More
Than $1,200

0 8814 Parents’ Election To Report
Child’s Interest and Dividends

Ordering publications and forms. To order
free publications and forms, call our toll-free
telephone number 1-800-TAX-FORM (1-
800-829-3676). If you have access to TDD
equipment, you can call 1-800-829-4059.
See your tax package for the hours of opera-
tion. You can also write to the IRS Forms Dis-
tribution Center nearest you. Check your in-
come tax package for the address.

Asking tax questions. You can call the IRS
with your tax question Monday through Friday
during regular business hours. Check your
telephone book or your tax package for the lo-
cal number or you can call toll-free 1-800—
829-1040 (1-800—-829-4059 for TDD users).

Part 1. Rules for
All Dependents

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

Filing Requirements
for Dependents

Words you may need to know (see
Glossary):
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Dependent
Earned income
Gross income
Unearned income

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

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

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

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

Earned Income Only

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

Marital Status Amount
Single
Under 65 and notblind ................. $3,800
Either 65 orolderorblind ............... $4,750
65orolderandblind ................... $5,700
Married*
Under 65 and notblind ................. $3,175
Either 65 orolderorblind ............... $3,925
65o0rolderandblind ................... $4,675

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

Unearned Income Only

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

Marital Status Amount
Single
Under65and notblind ................. $ 600
Either 65 orolderorblind ............... $1,550
65o0rolderandblind ................... $2,500
Married*
Under65and notblind ................. $ 600
Either 65 orolderorblind ............... $1,350
65orolderandblind ................... $2,100

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

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

Earned and

Unearned Income

A dependent who has both earned and
unearned income generally must file a return if
his or her gross (total) income is more than
$600. However, if the dependent is married
and his or her spouse itemizes deductions on
a separate return, the dependent must file a
return if his or her gross income is $5 or more.

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

Filing Requirement Worksheet for Dependents
Who Are 65 or Older and/or Blind

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

2. Minimum amount ......................

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

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

Marital Status Amount
Single $ 3,800
Married $ 3,175

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

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

Marital Status Amount
Single
Either 65 or older or blind $ 950
65 or older and blind $ 1,900

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

8. Enter the dependent’s gross (total)
income .........oooiiiiiii

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

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

Example 1. William is 16. His mother
claims an exemption for him on her income tax
return. He worked part time on weekends dur-
ing the school year and full time during the
summer. He earned $4,000 in wages. He did
not have any unearned income.
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He must file a tax return because he has
earned income only and his total income is
more than $3,800. If he were blind, he would
not have to file a return because his total in-
come is not more than $4,750.

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

She must file a tax return because she has
unearned income only and her total income of
$800 is more than $600. If she were blind, she
would not have to file a return because she
has unearned income only and her total in-
come is not more than $1,550.

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

He must file a tax return because his total
income of $2,900 ($400 interest plus $2,500
wages) consists of both earned and unearned
income and is more than $600.

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

Filing Requirement Worksheet for Dependents
Who Are 65 or Older and/or Blind

1. Enter dependent’s earned income ..... $2,500
2. Minimum amount ...................... $ 600
3. Compare the amounts on lines 1 and 2.
Enter the /arger of the two amounts .... $2,500
4. Enter the appropriate amount from the
following table .......................... $3,800
Marital Status Amount
Single $ 3,800
Married $ 3,175
5. Compare the amounts on lines 3 and 4.
Enter the smaller of the two amounts $2,500
6. Enter the amount from the following
table that applies to the dependent ..... $ 950
Marital Status Amount
Single
Either 65 or older or blind $ 950
65 or older and blind $ 1,900
Married
Either 65 or older or blind $ 750
65 or older and blind $ 1,500
7. Add the amounts on lines 5 and 6.
Enterthetotal .......................... $3,450
8. Enter the dependent’s gross (total)
INCOME ...t $2,900

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

Other Filing Requirements

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

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

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

2

~

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

3

~

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

4

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

Tax from a recapture of investment credit,
low-income housing credit, or recapture
tax on the disposition of a home pur-
chased with a federally subsidized
mortgage.

Alternative minimum tax,

=

6

~

A dependent must also file ataxreturn if
he or she:

1) Received any advance earned income
credit payments from his or her employers
in 1994,

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

2

~

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

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

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

Responsibility for
Child’s Return

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

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

Example. You made payments on your
child’s behalf that qualify as business and
charitable contribution tax deductions. All
these payments are made out of your child’'s
earnings. Only your child can take these tax
deductions.

Child’s responsibility. Generally, the child is
responsible for filing his or her own tax return
and for the payment of any tax, penalties, or in-
terest on that return.

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

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

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

Notify the IRS that a child is involved. If
you or the child receive a notice from the Inter-
nal Revenue Service concerning the child’s re-
turn or tax liability, you should immediately in-
form the IRS that the notice concerns a child.
The notice will show exactly who to contact.
The IRS will make every effort to resolve the
matter with the parent(s) or guardian(s) of the
child consistent with their authority.

Authority of parent or guardian. A par-
ent or guardian who signs a return on a child’s
behalf may deal with the IRS on all matters
connected with the return. A parent or guard-
ian who does not sign the child’s return may
only provide information concerning the child’s
return and pay the child’s tax. That parent or
guardian is not entitled to receive information
from the IRS or legally bind the child with re-
spect to a tax liability arising in connection with
that return.

However, that parent or guardian may re-
ceive notices and information concerning the
child’s return if he or she is designated as the
child’s representative by the child or the per-
son signing the return on the child’s behalf.
That representative may not, however, legally
bind the child to a tax liability unless authorized
to do so by the law of the state in which the
child lives.

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

Standard Deduction
for Dependents

Words you may need to know (see
Glossary):

Dependent

Earned income
Filing status

Gross income
Itemized deductions
Standard deduction
Unearned income



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

1) $600, or

2) The individual's earned income for the
year, but not more than the regular stan-
dard deduction amount (generally
$3,800).

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

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

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

Example 1. Michael is single, 15, and not
blind. His parents can claim him as a depen-
dent on their tax return. He has taxable interest
income of $650 and wages of $150. Michael
uses Table 1 to find his standard deduction.
He enters his earned income, $150, on line 1.
On line 3, he enters $600, the larger of his
earned income ($150) and $600. Because
Michael is single, he enters $3,800 on line 4.
On line 5a, he enters $600, the smaller of $600
and $3,800. $600 is his standard deduction.

Example 2. Judy, a full-time student, is
single, age 22, and not blind. Her parents can
claim her as a dependent on their tax return.
She has dividend income of $75 and wages of
$2,500. To find her standard deduction, she
enters her earned income, $2,500, on line 1 of
Table 1. On line 3, she enters $2,500, the
larger of her earned income ($2,500) and
$600. She enters $3,800 on line 4. On line 5a,
she enters $2,500 (the smaller of $2,500 and
$3,800) as her standard deduction.

Example 3. Amy, who is single, is claimed
as a dependent on her parents’ tax return. She
is 18 and blind. She has taxable interest in-
come of $1,000 and wages of $2,000. To find
her standard deduction, she enters her earned
income ($2,000) on line 1 of Table 1. She en-
ters $2,000 (the larger of $2,000 or $600) on
line 3, $3,800 on line 4, and $2,000 (the
smaller of $2,000 or $3,800) on line 5a. Be-
cause Amy is blind, she checked the box for
blindness at the top of Table 1 and enters $950
on line 5b. Her standard deduction, entered on
line 5¢, is $2,950 ($2,000 + $950).

Dependents for Whom
the Standard Deduction

Is Zero

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

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

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

Table 1. Standard Deduction Worksheet for Dependents

Use this worksheet ONLY if someone can claim you as a dependent.

worksheet.

You

Your spouse, if claiming
spouse’s exemption

Total number of boxes you checked O

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

65orolder 0O Blind O

65orolder 0O Blind O

1. Enter yourearned income (defined below). If none, go on to line 3.

2. Minimum amount

2. $600

amounts here.

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

4. Enter on line 4 the amount shown below
for your filing status.
) Single, enter $3,800

enter $6,350
) Head of household, enter $5,600

) Married filing separate return, enter $3,175
) Married filing jointly or Qualifying widow(er) with dependent child,

5. Standard deduction.

Enter the result here.

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

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

c. Add lines 5a and 5b. This is your standard deduction for 1994. 5c.

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

3) Anonresident or dual-status alien
dependent.

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

Note. If you are a nonresident alien who is
married to a U.S. citizen or resident at the end
of 1994, you can choose to be treated as a
U.S. resident for 1994. See Publication 519,
U.S. Tax Guide for Aliens.

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

Dependent’s
Own Exemption

Words you may need to know (see
Glossary):

Dependent
Exemption

A person who qualifies to be claimed as a de-
pendent on another taxpayer’s return cannot

claim his or her own exemption. It does not
matter whether the other taxpayer actually
claims the exemption.

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

Exemption
From Withholding

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

Gross income
Unearned income

If you have a job, your employer usually will
withhold federal income tax, social security
tax, and Medicare tax from your wages. But if
you claim exemption from withholding on
Form W-4, Employee’s Withholding Allow-
ance Certificate, your employer will not with-
hold federal income tax. The exemption from
withholding does not apply to social security or
Medicare taxes.
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You can claim exemption from withholding
for 1995 only if both of the following situations
apply.

1) For 1994 you had a right to a refund of all
income tax withheld because you had no
tax liability.

2) For 1995 you expect a refund of all in-
come tax withheld because you expect to
have no tax liability.

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

1) Someone will be able to claim you as a
dependent for 1995,

2) Your total income will be more than $600
(plus any cost-of-living increase; see
1995 Form W-4), and

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

Page 6

But if you are 65 or older or blind, or will
claim adjustments to income, itemized deduc-
tions, or tax credits on your 1995 tax return,
you may be able to claim exemption from with-
holding even if you are a dependent. See the
discussions in Chapter 1 of Publication 505
under Exemption From Withholding if you
need more information.

Example. Guy is 17 and a student. During
the summer he works part time at a grocery
store. He expects to earn about $1,000 in
1995. He also worked at the store last summer
and received a refund of all his withheld in-
come tax because he did not have a tax liabil-
ity. The only other income he expects in 1995
is $75 interest on a savings account. He ex-
pects to be claimed as a dependent on his par-
ents’ tax return.

Guy is not blind and will not claim adjust-
ments to income, itemized deductions, or tax

credits on his return. He cannot claim exemp-
tion from withholding when he fills out Form
W-4 for his employer because his parents will
be able to claim him as a dependent, his total
income will be more than $600 (plus any 1995
cost-of-living increase), and he will have
unearned income.

Claiming exemption. To claim an exemption
from withholding, you must use Form W-4. If
you meet all the conditions for line 7, write
“EXEMPT" in the space provided. Complete
the rest of the form and give it to your
employer.

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



Part 2. Tax on
Investment Income
of Child Under 14

Words you may need to know (see
Glossary):

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

Earned income

Filing status

Gross income
Investment income
Itemized deductions
Net investment income
Standard deduction
Tax year

Taxable income
Unearned income

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

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

2

~

If a child’s interest, dividends, and other
investment income total more than
$1,200, part of that income may be taxed
at the parent’s tax rate (see Child’s Return
Filed (Parent’s Election Not Made), |ater).

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

These rules do not apply if:

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

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

Which Parent’s
Return to Use

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

Child’s Parents Married

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

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

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

Child’s Parents Divorced

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

Custodial parent remarried. If the custodial
parent has remarried, the stepparent (rather
than the noncustodial parent) is treated as the
child’s other parent. Therefore, the earlier dis-
cussion under Child’s Parents Married applies.

Child’s Parents Never Married

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

Widows and Widowers

Widows and widowers must use the rules ex-
plained earlier under Child’s Parents Divorced.

Parent’s Election to
Report Child’s
Unearned Income

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

You can make this election for 1994 only if
all the following conditions are met.

1) Your child was under age 14 on January
1, 1995.

2) Your child is required to file a return for
1994 unless you make this election.

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

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

5) No estimated tax payments were made
for 1994 and no 1993 overpayment was
applied to 1994 under your child’s name
and social security number.

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

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

These conditions are also shown in Figure 4.

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

Tax effect of election. The federal income
tax on your child’s income may be more if you
make the Form 8814 election rather than file a
return for the child. The Form 8814, Step 1
base amount ($1,000 not taxed at your higher
rate) and the Step 2 nontaxable amount ($500)
are not increased for inflation, as are compara-
ble tax benefits on the child’s return. Also, by
making the Form 8814 election, you cannot
take certain deductions the child would be enti-
tled to on his or her return, as explained next.

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

1) Standard deduction of $600 ($1,550 if
your child was blind),

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

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

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

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

1) Deduction for contributions to an individ-
ual retirement arrangement (IRA),

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

3) Total itemized deductions,

4) Credit for child and dependent care
expenses,

5) Personal exemptions, and
6) Earned income credit.
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Figure 4. Can You Includs Your Chiid's Income On Your Tax
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Penalty for underpayment of estimated tax.
If you make this election for 1994 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 1995, you may need to increase
your federal income tax withholding or your es-
timated tax payments to avoid the penalty. Get
Publication 505 for more information.

Figuring Amount of
Child’s Income to Report

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

Alternative minimum tax. If your child re-
ceived any tax-exempt interest from private
activity bonds that is a tax preference item, in-
clude it as a tax preference item when figuring
your alternative minimum tax. For more infor-
mation, get the instructions for Form 6251, Al-
ternative Minimum Tax—Individuals.

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

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

2) You can use the Capital Gain Tax Work-
sheet to figure your tax because your tax-
able income (Form 1040, line 37) is more
than: $91,850 if married filing jointly or
qualifying widow(er); $55,100 if single;
$78,700 if head of household; or $45,925
if married filing separately.

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

Worksheet
(Keep for your records)

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

2. Enter amount from Form 8814, line 3

3. Divide the amount on line 1 by the
amounton line 2and enterresult ......

4. Base amount ..............oovviieannn. 1,000

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

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

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

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

Example. Fred is 6 years old. In 1994, he
received dividend income of $1,500, which in-
cluded a $300 capital gain distribution from a
mutual fund. He has no other income and is
not subject to backup withholding. No esti-
mated tax payments were made under his
name and social security number.

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

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

Worksheet
(Keep for your records)

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

line2a.......cooovviiiiiiiiiin, $ 300
2. Enter amount from Form 8814, line 3 $ 1,500
3. Divide the amount on line 1 by the

amounton line 2and enterresult ...... .20
4, Baseamount ...........coeeuiiiniinnn. 1,000
5. Subtract the amount on line 4 from the

amountonline2 ................o..e $ 500

6. Multiply the amount on line 5 by the
decimal on line 3. Enter the result here
and on Schedule D, line 14 (or on line
13, Form 1040, if you are not filing
Schedule D) ........coovviiiiiiiiinnn. $ 100

7. Subtract the amount on line 6 from the
amount on line 5. Enter the result here
and on Form 8814, line5 .............. $ 400

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

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

Figuring Additional Tax

Step 2 of Form 8814 is used to figure the tax
on the amount of your child’s interest and divi-
dends that you do not include in your income
($1,000 or less), minus $500. This tax is added
to the tax figured on your taxable income.

This additional tax is figured at the lowest
tax rate (15%) on the smaller of:

1) Your child’s gross income minus $500, or
2) $500 ($1,000 - $500).

The tax cannot be more than $75 (15% x
$500).

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

lllustrated Example
This example shows how to fill in Form 8814.

David and Linda Parks are married and will
file separate tax returns for 1994. Their only
child, Philip, is 8. For 1994, Philip received a
Form 1099-INT showing $3,200 taxable inter-
est income and a Form 1099-DIV showing
$300 ordinary dividends. His parents decide to
include that income on one of their returns so
that they will not have to file a return for Philip.

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

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

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

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

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

Linda enters $75 in the space provided
next to line 38 of her Form 1040. She figures
the tax on her $61,800 revised taxable income
to be $15,318, then adds $75, and enters the
$15,393 total on line 38.

Linda attaches Form 8814 to her Form
1040.

Child’s Return Filed
(Parent’s Election
Not Made)

Part of a child’s 1994 investment income may
be subject to tax at the parent’s tax rate if:

1) The child was under age 14 on January 1,
1995,

2) The child’s investment income was more
than $1,200, and

3) The child is required to file a tax return for
1994,

Figure 5illustrates this.

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

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

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

Step 2. Figure a tentative tax on the netin-
vestment income based on the parent’s
tax rate.

Step 3. Figure the child’s tax.

Parent’s Return Information

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

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

Example. Kimberly must use her mother’s
tax and taxable income to complete her Form
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8615 for calendar year 1994 (January 1 — De-
cember 31). Kimberly’s mother files her tax re-
turns on a fiscal year basis (July 1 — June 30).
Kimberly must use the information on her
mother’s return for the tax year ending June
30, 1994, to complete her 1994 Form 8615.

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

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

When you get the correct information, file
an amended return on Form 1040X, Amended
U.S. Individual Income Tax Return.

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

For calendar year taxpayers, you must file
Form 4868 with the Internal Revenue Service
Center for your area by April 17, 1995. If you
file for an extension, you must file the child’s
return by August 15, 1995.

An extension of time to file is not an exten-
sion of time to pay. You must make an accu-
rate estimate of the tax for 1994. If you find you
cannot pay the full amount due with Form
4868, you can still get the extension. You will
owe interest on the unpaid amount. See Form
4868 and its instructions.

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

How to request. A signed, written request
for the information must be sent to the Internal
Revenue Service Center where the parent’'s
return will be filed. The request must contain
all of the following:

1) A statement saying that the request is be-
ing submitted to comply with section 1(g)
of the Internal Revenue Code and that an
attempt has been made to get the infor-
mation from the parent.

2

~

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

Evidence that the child has more than
$1,200 of unearned income (for example,
a copy of the child’s prior year tax return
or copies of Forms 1099 for the current
year).

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

3

~

If the request is made by the child’s legal
representative, a copy of the Power of Attor-
ney, such as Form 2848, or proof of legal

guardianship must be included with the
request.

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

Step 1. Figuring
Net Investment Income

The first step in figuring a child’s tax using
Form 8615 is to figure the child’s net invest-
ment income. To do that, first figure the child’s
gross (total) investment income.

Investmentincome. Investmentincome gen-
erally includes all income other than salaries,
wages, and other amounts received as pay for
work actually done. It includes taxable interest,
dividends, capital gains, the taxable part of so-
cial security payments and pension payments,
and certain distributions from trusts.
Nontaxable income. For this purpose, in-
vestment income includes only amounts that
the child must include in total income. Nontax-
able investment income, such as tax-exempt
interest and the nontaxable part of social se-
curity and pension payments, is not included.
Capital loss. A child’s capital losses are
taken into account in figuring the child’s invest-
ment income. Capital losses are first applied
against capital gains. If the capital losses are
more than the capital gains, the difference is a
net capital loss. The net capital loss (up to
$3,000) is then subtracted from the child’s in-
terest, dividends, and other investment in-
come to figure the child’s investment income.
Sources of income. A child’s investment
income includes all income produced by prop-
erty belonging to the child, regardless of
whether the property was transferred to the
child or purchased by the child, and regardless
of when the property was transferred or pur-
chased or who transferred it. Investment in-
come includes amounts produced by assets
the child obtained with earned income (such
as interest on a savings account into which the
child deposited wages).
A child’s investment income includes in-
come produced by property given as a gift to
the child under the Uniform Gift to Minors Act.

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

Dividends—$600

Wages—$2,100

Taxable interest—$1,200

Tax-exempt interest—$100

Capital gains—$300

Capital losses—($200)

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



Parents’ Election To Report

Child’s Interest and Dividends
» Sea instructions helow and on back.
B Attach to parents’ Form 1040 or Form 1040NR.

L.inda Parks
A Chid's nama {fst, mial. and last)
Phitip Parks

C |f more than one Form 8814 is attached, check here . . . .

CMB Na, 15a5-1128

1994

Aftachment

Sequence No 40

[ Your soclal security numbar
i2A3 0034

B Child's soclal sacurity number

000 00 EL7¥

[

3 200

-~ 3814

Capartmaent of tha Treasury
witemnal Revenus Sarvice

Nameds) SNOWn on your rétum

Figure amount of child’s interest and dividend income to report on your return
1a Enter your child's taxable interest income. If this amount is different from the amounts shown
on the child’s Forms 1093-INT and 1099-0ID, see the instructions . . e e la

b Enter your child's tax-axempt interest
incema. DO NOT inciude this amount | | W//
on fine 1a 1b |

2a Enter your child's gross dividands, including any Alaska Permanent
Fund dividends. If ncne, enter -D- on line 2¢ and go to line 3, if your
child received any capital gain distributions or dividends as a
nominee, see the instructions . . . . . . . . . . . . ..=2a

b Enter your child's nontaxable distributions that are inciuded on line

2a. Thesa should be shown in bax 1d of Form 1088-DIvV, . , .L2B

300

200

™

¢ Subtract ling 2b from line 2a e e e e e e s e e
3 Add lines 1a and 2c. If the total is $1.000 or less, skip lines 4 and 5 and go 1o line &. if the
total is $5,000 or mors, do not fila this form. Your child must file his or her own return to report
theincome . . . . . . . . . . . . e .8

3,500

4 Baseamount . . . . . . . . . . . . 4. R . ) 1,0001 90

5 Subtract line 4 from line 3. ¥ you checked the box on lina C abova or if ling 2a includes any
capital gain distnbutions, sse the instructions. Also, include this amount in the total on Form
1040, ling 21, or Form 1040MR, ling 21. In the space next to iing 21, anter “Form 8814" and
show the amount. Goto hneEbelow _ . . . . . . . . . . . . .. . . . |5

Figure your tax on the first $1,000 of child's interest and dividend income

8 Amountnottaxed ., . . . . . . . . . . . . . . . ... ... .. 8

$00 | 30

T Subtract line 6 from kne 3. K the result i3 zerd or lass, enter -0-

8 Tax. Is the amount on line 7 iess than $5007?
NOQ. Enter $75 here and see the Nots balow.
YES. Multiply line 7 by 15% {.15). Enter the result hore and sea tha Note below.

Nute: If you checked the box on line C above, ses the instructions. Otherwise, include the
amount from line B in the tax your enter on Form 1040, hna 38, or Form 1040NR, lina 37,
Also, anter the amount from line 8 in the space provided next to line 38 on Form 1040, or
next to ling 37 on Form 1040NR.

General Instructions
Purposs of Form.—Usa this form if you

How To Make the Election.—Tc maka he
election, completa and attach Form 8814
to your tax return and file your return by

& Had no sstmated tax payments for
1994,
® Did not have any overpayment of tax

slect to report your child's incoma on youwr
retum. H you do, your child will not have to
file a return. You can make this glectian if
your child meets all of the following
conditiona:

» Waa under age 14 on January 1, 1995,
® |s requirad to fila a 1984 retum.

#® Had income only from interest and
dividends, including AjJaska Parmanant

shown on his or har 1993 retum appiiad to
the 1004 retum,
¢ Had no Federal incomes tax withheld
from his or her income {backup
withholding).

You must also qualily as sxplained on
page 2 of these instructiona.

Step 1 of the form 13 used 1o figure the
amount of your child's incoeme to report on

the dus date (ncluding extansions) A
separate Form 8814 must ba filed for each
child whose incoms you chocse to recon
Caution: The Feclaral incoma tax on your
child’s income may be less if you fle 2 tax
retum for the child instead of making s
slection. This ia becauss you cannal tane
ceriain deductions that your child woig be
antitied to on his or her own retum For

Fund dividends. your ratum. Step 2 is used to figure an ?’::&m?a ;agucﬂons You May Not

® Had grosa income for 1994 that was less additional tax that must be added to your

than §5,000. tax.

For Peperwork Reduction Act Notics, see back of form. Cat. No. 10730 Form G014 - w.
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Figure 5. Do You Have to Use Form 8615 to Figure Your Child's Tax?

Siurt Hore
No
Wae your child under age 14 on January 1, 10957 I
Yo
No

Is your child requirad to file a tax retum for 10047

Yas

Was the child's investment income more than $1.2007

Yoz

Ues Form 8815 1o figure your child's tax. Attach k%o
your child's retum. Y
Notez ¥ you {or your child's other * ohoose  report Do not use
child's income by fling Famuﬂ.m hnalnq.indb’?l‘:lh( Form 861510
mwiumn. Do not ues Form 8515, (Ses Parani’s Flaction o Bagart figure your
Chikfs Lnsamed Incoms.) child's tax.

* Sen Which Perent's Retum o Use

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

Net investment income. A child’s net invest-
ment income is generally his or her gross (to-
tal) investment income reduced by the sum of
the following three items:

1) Adjustments to income that are related to
the investment income (such as the pen-
alty on early withdrawal of savings), plus

2) $600, plus

3) The greater of $600 or the child’s itemized
deductions that are directly connected
(defined later) with the production of his or
her investment income.

Example 1. Eleanor, 8, has investment in-
come of $16,000 and an early withdrawal pen-
alty of $100. She has itemized deductions of
$1,100 that are directly connected with the
production of her investment income. Her net
investment income is $14,200. This is her total
investment income of $16,000, reduced by
$1,800. The $1,800 is the sum of the early
withdrawal penalty ($100), plus $600, plus the
directly connected itemized deductions
($1,100).
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Example 2. Roger, 12, has investment in-
come of $8,000, no adjustments to income,
and itemized deductions of $300 that are di-
rectly connected with his investment income.
His net investment income is $6,800. This is
his total investment income of $8,000, reduced
by $1,200 ($600 + $600).

His investment income is reduced by
$1,200 because he has no adjustments to in-
come and his directly connected itemized de-
ductions ($300) are not more than $600.

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

Net investment income cannot be more
than taxable income. A child’s net invest-
ment income cannot be more than his or her
taxable income. If the child’s taxable income is

less than the net investment income, the
child’s net investment income is the same
amount as the taxable income. See line 5 of
Form 8615.

Completing Step 1 of Form 8615. A child’s
net investment income is figured on lines 1
through 5 of Form 8615. See the filled-in ex-
ample for Carla Rose.

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

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

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

Alternate Worksheet for Line 1 of Form 8615

A. Enter the amount from the child’'s
Form 1040, line 22 or Form 1040NR,
INE23 . i

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

C. Add the amount on line A and the
amount on line B and enter the total.
Treat the amount on line B as positive
(thatis, greater than zero) ............

D. Enter the child's earned income plus
any deduction the child claims on line
28 of either Form 1040 or Form
1040NR. Generally, the child’s earned
income is the total of the amounts
reported on Form 1040, lines 7, 12,
and 18 (butifline 12 or 18 is a loss,
use zero), or Form 1040NR, lines 8,
13,and 19 (butifline 13 or 19is a
|0SS, US€ ZEr0) ...vveveeiieeeeen

E. Subtract the amounton line D from
the amount on line C. Enter the result
here and on Form 8615, linel ........

Line 2 (deductions). If the child does not
itemize deductions on Schedule A (Form 1040
or Form 1040NR), enter $1,200 on line 2.

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

1) $600, plus
2) The greater of:
a) $600, or

b) The part of the child’s total itemized de-
ductions on Schedule A (Form 1040),
line 29, or Schedule A (Form 1040NR),
line 18, that are directly connected with
the production of his or her investment
income.



Exampie-Step 1. A Form 8615 must ba at-
tached to Carla’s Form 1040A. Her total in-
come on Form 1040A, line 14, is $5,000.
This total inciudes wagas (samed income)
of $800 reported on ling 7. She has no item-
ized deductions. Carla's taxable income on
Form 1040A, iine 22, is $4,400. Becausa
Carle has aarmead income, the worksneet in
the instructions is used to figure the amount
on ling 1 of Form 8615,

in, are shown hera.

on ling 14 of her Form 1040A) is antared on

Oegatrepm v vy Tramtuny

Carla’'s fillad-in worksheet and Step 1 of
her Form 8615, with lings 1 through 5 fllled

Carla’s total income of $5,000 (as shown

line 1 of the worksheet. Her sarned incoma
of $600 (her wages as shown on line 7 of her
Farm 1040A) is enterad on line 2 of the
worksheet, Line 3 is the result of subtracting
$800 from $5,000.

The amount from line 3 of the warksheet is
entered on line 1 of Form B815. Carla did not
iternize deductions, 8o $1,200 is enterad on
ling 2. Ling 3 of Form 8615 is the result of
subtracting $1,200 from $4,400. Carla's tax-
abie income of $4,400 (as shown on line 22
of her Form 1040A) is entered on iine 4 of
Form 8615. The smaller of $3,200 or §4,400
is enterad on line 5. Thig is har net invest-
ment income,

- 3619 Tax for Children Under Age 14
Who Have Investment income of More Than $1,200

» See instructions beiow and on back,

Warkshest (keep for your records) S
1. Enter the amount from ths

child’s Form 1040, line 22:

Farm 10404, line 14; ar Form

1040NR, line 23, whichaver ap-

plies ...l 5_;_0.20
2. Entar the child's earned in-

come plus any deduction the

child claims on Form 1040, line

28, or Form 1040NR, line 28,

whichever applies.............. G_Oa
3. Subtract the amount on line 2

from the amount on line 1.

Enter the raault hare and on

Form 8615, lin@1............... _.L 400

ANachmant

e Oevgrie o * Attach ONLY to the child’s Form 1040, Form 10404, or Form 1040NA. Sequence Np 33
Chikd's name abown un retn | Ched's socal mecutity numbar
Carla C. Rose 32 o0 7895
A Parenl 1 rame st bl 100 sl Caution: See noiLcl CRy o0 BaCK CHATe SaBing | B Farent's socral sacunty nomber
eorye Rose 13 0B 5987

T Parart's humg siatuy ek obes

1 Swgle  #Mamed fiing jintly |
mﬂﬁguu child's net investment income

T Mamag Ming

_Huad af nouserold 1 Qualifyng widcwier)

]ua

1 Enter cruld's nvestment incame, such as [axadie nerest and Ayigenc FUQme. See natructhcns

1 this amount 15 §1.200 or tgss stop here; co not kie tig form . .
2 if the crilg BID NOT zamize deductions on Scheduis A (Farm 1040 ar Form 1040NRY. anter

$1.200. It thw chda ITEMIZED dedurtrons. see nstructians . o
3 Subtractung 2 from hne 1. If tha resuic & Zara or ‘ass. stop here; do nut compate the rest of
trus torm gut ATTACH it to the crilg's neturi . oL
Enter crra’s taxable -ncome fram Form 1040 ine 17 Form 1040A. 'ne 22, o Form 1040MA, [Ine 38
Enter ine smaller of ine 3 or tre & .

2 L an0!
| 3,300]

RS
'
v

b |
3 8.400
> 5T 332e0]

If the child’s directly-connected itemized de-
ductions are not more than $600, enter $1,200
online 2.

If the amount on line 2 equals or is more
than the amount on line 1, do not complete the
rest of the form. However, Form 8615 must still
be attached to the child’s tax return. Figure the
tax on the child’s taxable income in the normal
manner.

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

Line 5 (netinvestment income). Enter on
line 5 the smaller of the amount on line 3 or the
amount on line 4 of Form 8615. This is the
child’'s net investment income.

Step 2. Figuring
Tentative Tax
At Parent’s Tax Rate

The next step in completing Form 8615 is to
figure a tentative tax at the parent’s tax rate on
the child’s net investment income.

The tentative tax is the difference in the tax
on the parent’s taxable income figured with
and without the child’s net investment income.
Itis figured as follows.

1) Figure the tax on the total of the parent’s
taxable income plus the child’s net invest-
ment income at the parent’s tax rate.

2) Figure the tax on the parent's taxable in-
come without including the child’s net in-
vestment income.

3) Subtract the tax figured in (2) from the tax
figured in (1). The result is the tentative
tax.

Caution. When making these computa-
tions, do not take into account the child’s net
investment income in figuring any exclusion,
deduction, or credit on the parent’s return.

Trusts. Special rules may apply if the parent
transferred property to a trust at less than the
property’s fair market value. If the trust sold the
property in 1994 and the sale was within two
years of the transfer, the trust will have to pay
tax at the parent’s tax rate on at least part of
any gain. See the Form 8615, Line Instructions
for lines 6 and 10.

More than one child. Ifthe tax return informa-
tion of the child’'s parent is used on Forms
8615 for other children (including adopted chil-
dren and stepchildren), the net investment in-
come of all these children is used in figuring
the tentative tax. The tentative tax is then allo-
cated to each child according to the child’s
share of the total net investment income.

If the net investment income of the other
children is not available when the return is due,
either file the return using estimates or use an
extension of time to file. Using estimates and
extensions were discussed earlier under Par-
ent’s Return Information.

Allocation of tentative tax. The tentative
tax is allocated to each child by multiplying the
total tentative tax by a fraction. The numerator
(top number) of the fraction is the child’s netin-
vestment income. The denominator (bottom
number) is the total of the net investment in-
come of all the children. The result of each
multiplication is that child’s share of the tenta-
tive tax.

Example. The Oaks’ two children, Bill and
Patty, ages 11 and 12, have $2,000 and
$3,000 of net investment income. Tax on their
incomes must be figured at their parents’ rate.
On Form 8615, Bill's and Patty’s net invest-
ment incomes are combined and the total
($5,000) is added to their parents’ taxable in-
come shown on their joint tax return. The dif-
ference between (1) the tax figured on the total
of their parents’ taxable income plus the chil-
dren’s net investment income and (2) the ac-
tual tax on their parents’ return is $1,750. This
difference (the tentative tax) must be allocated
between Bill and Patty.

The amount allocated to Bill is $700.

$2,000
$5,000

$1,750 = $700

The amount allocated to Patty is $1,050.

$3,000
$5,000

x  $1,750 = $1,050
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$4,586,
through 13 filled in, is shown here.

$30,570 (trom line 37 ¢f Form 1040) is en-
tered on lina 6 of Form 8615.

Exampie=-Siep 2. Randy and his sister must
each file Form 8615, Their parents’ joint re-
turn information is used on the Forms 8615
of both childran. The net investment income
on line § of Randy's Form B615 is $2,280.
His sistar's net investmant income is
$1.520. Ranay's parents’ taxable income is
$30,570. Their tax, from tha Tax Table, is

Step 2 of Randy’s Form 8615, with lines 6

Randy's parants’ taxable incoma of

Randy's sister's nat investment income of
$1,520 {from lina 5 of her Form BB15) is en-
torad on line 7 of Aandy's Form B615, The
amounts on line 5 ($2,280), lina 6 ($30,570),
and fina 7 ($1,520) ara addad and the total
of $34,370 is entered on line 8,

The tax on $34,370 ia found in the Tax Ta-
ble using the parenta’ Joint filing status. Tha
tax, $5,158, is entarad on line 9. Randy's
parants' tax of 34,586 (from line 38 of Form
1040) is entered on ling 10 and is subtracted
from the amount on line 9. The difference,
$570, is anterad on kine 11.

EXE]  Figure tentative tax based on the tax raie of the parent listed on line A

Aandy's net investment income on ling 5 |
{$2.2080) is added to his sister's net invest-
ment incomea on line 7 {$1,520) and the to-
tai, §3,800, 8 entered on line 12a.

The amount on line 5 {$2,280) is divided by
the amount an line 12a ($3.800) and the re-
sult, .60, is enterad on ling 12b.

The amount on ling 11 (§570) is multiptied
by the amount on {ine 12b {.60) and tha re-
sult, 5342, is anterad on iine 13, This is
Randy's tentative tax based on his parents’
tax rate.

8 Agdines 5 5. and 7

hers

ries 123 ano 129
128 Agd nes Sand 7

13 Mulnply ime 11 by Ina 12b

& Enter parent’s taxable ncome from Form 1040, ine 37: Form 1040A. ine 22 Form 1D40EZ. hne I
3: or Form 1040MR. ine 36. If the parent transferreg oropety 10 .3 rust, see NELCHONS

7 Enter the total net nvastment ngome, if any, fram Forms 8515, ine 5, af ALl DTHER chilgren |
of the parent dentified above, Do not wolude the amount from ine S above .o

@ Tax on wa § based on the parent's fing status. See rnstn.lctrons ll' fforn Caputal Gam Tax
Waorkehest, anter armaunt from ing 4 af that workshaee! hare e

10 Erter parert's tax from Form 1040, ine 38: Form 10404, Iine 23; Farm 1040EZ. ne 9 or Fnrm |
1040MNR, e 37 1f ffam Capital Qain Tax Workshest, enter amount fro.m Ure 4 of that workgheat

1t Subtract e 17 fram ne & I Lne 7 s Dlank, anter on ne 'IJ the amount from ing 17, skln

12:. . .-.

b Dwxie Iine 5 by fing 12a. Enler the rlSuIt as a aeclmal irO\mON 10 WO places) .

& 0570
-1 F,5_30_|
Le i .5‘;5‘_1,!
L i
|1o u,sahl
111 570
512.b: )
LAt i I

Completing Step 2 of Form 8615. The tenta-
tive tax based on the parent’s tax rate is fig-
ured on lines 6 through 13 of Form 8615. See
the filled-in example for Randy.

Line 6 (parent’s taxable income). Enter
on line 6 the amount from the parent’s Form
1040, line 37; Form 1040A, line 22; Form
1040EZ, line 5; or Form 1040NR, line 36. If the
parent’s taxable income is less than zero,
enter zero on line 6.

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

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

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

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

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

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

Line 9 (tax on parent’s taxable income
plus children’s net investment income).
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How to figure the tax to enter on line 9 depends
on whether there is any net capital gain in-
cluded in the total on line 8.

Net capital gain is the excess of net long-
term capital gain over any net short-term capi-
tal loss. For 1994, this is the smaller of the gain
on line 17 or the gain on line 18 of Schedule D
(Form 1040), Capital Gains and Losses.

The maximum tax rate on net capital gains
is 28%.

No net capital gain on line 8. If net capital
gain is not included in the amounts on lines 5,
6, or 7, use the Tax Table or Tax Rate Sched-
ules to figure the tax to enter on line 9.

If the amount on line 8 is less than
$100,000, use the Tax Table to figure the tax
to enter on line 9. If the amount on line 8 is
$100,000 or more, use the Tax Rate
Schedules.

Net capital gain on line 8. If there is net
capital gain included in the amounts on lines 5,
6, or 7, the tax on line 9 may be less if the Capi-
tal Gain Tax Worksheet in the Form 1040 in-
structions can be used. The Capital Gain Tax
Worksheet can be used to figure the tax if:

The parent's The amount on
filing status AND Form 8615,
is: line 8, is over:
« Single «$55,100
« Married filing joint * $91,850
return or
Qualifying
widow(er) with
dependent child
» Married filing * $45,925
separate return
« Head of « $78,700
household

If the Capital Gain Tax Worksheet can-
not be used to figure the tax, use the Tax Ta-
ble or Tax Rate Schedules, whichever applies.

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

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

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

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



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

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

If net capital gain is included on line 6 of
Form 8615, the net capital gain from that line
included on line 8 is the smaller of the gain on
line 17 or line 18 of the Schedule D that the
parent s filing with his or her return.

Do not attach the parent’s Schedule D to
the child’s return. To complete a Capital Gain
Tax Worksheet for the child’s return, see Com-
pleting Capital Gain Tax Worksheet for line 9,
later.

If net capital gain is on line 7 of Form
8615, the net capital gain from that line in-
cluded on line 8 must be figured by using a
“Line 5 Worksheet,” as explained next. Since
the amount on line 7 is the total of the net in-
vestment income of the parent’s other children
who must file Form 8615, you will have to fill
out a Line 5 Worksheet for each of those chil-
dren who has a net capital gain on line 5 of his
or her own Form 8615.

Line 5 worksheets. The net capital gain
included on line 5 of a child’'s Form 8615 can
be figured using whichever of the following
worksheets applies.

If the amount on line 5 of the child’s Form
8615 is the same as the amount on line 3, and
the amount on line 2 is $1,200, figure the net
capital gain included on line 5 using the follow-
ing worksheet.

A. Enterthe child’'s net capital gain ........
B. Enter the amount from line 1 of the
childs Form 8615 ......................
C. Divide the amount on line A by the
amount on line B and enter the result
here ..o
D. Multiply $1,200 by the result on line C
and enter the answerhere ..............
E. Subtract the amounton line D from the
amount on line A. This is the net capital
gainincludedonline5 ..................

If the amount on line 5 of the child’s Form
8615 is the same as the amount on line 3, and
the amount on line 2 is more than $1,200, fig-
ure the net capital gain included on line 5 using
the following worksheet.

Enter the child’s net capital gain ........
B. Enter the amount of the child’s itemized
deductions that are directly connected
with the production of the child’s net
capitalgain ...
C. Subtract the amount on line B from the
amountonline A ...

D. Enter the amount from line 1 of the
childs Form 8615 ......................
E. Divide the amount on line A by the
amount on line D and enter the result
here ..o
F. Multiply $600 by the result on line E and
enterthe answerhere ..................
G. Subtract the amount on line F from the
amount on line C. This is the net capital
gainincludedonline5 ..................

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

Enter the child’s net capital gain ........
B. Ifthe child itemized deductions, enter
the amount of the child’s itemized
deductions that are directly connected
with the production of the child’s net
capital gain ..........coooiiiiii
C. Subtract the amount on line B from the
amountonline A ...
D. Ifthe child can claim his or her own
exemption, enter $2,450*. Otherwise,
1= 01 ) =Y o
E. Ifthe child itemized deductions, enter
the amount of the child’s itemized
deductions that are not directly
connected with the production of the
child’s net capital gain. Otherwise, enter
the amount of the child’s standard
deduction ...l

F. Addthe amountsonlinesDandE ......

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

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

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

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

* |f you enter more than $111,800 on line G, see
Deductions for Exemptions Worksheet—Line 36in
the Form 1040 instructions for the amount to enter
online D.

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

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

2) The smaller of the gain on line 17 or line
18 of Schedule D that the parent is filing
with his or her return, plus

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

Completing Capital Gain Tax Worksheet
for line 9. If the Capital Gain Tax Worksheet
can be used to figure the tax to enter on line 9
of Form 8615:

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

2

~

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

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

4

=

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

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

Worksheet.

~

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

Line 10 (parent’s tax). Enter on line 10
the amount from the parent’s Form 1040, line
38; Form 1040A, line 23; Form 1040EZ, line 9;
or Form 1040NR, line 37. If from the Capital
Gain Tax Worksheet, enter in the space to the
left of line 10 the amount from line 4 of that
Worksheet.

Lines 12a and 12b (allocation of tenta-
tive tax). If no amount is entered on line 7,
skip lines 12a and 12b and enter the amount
from line 11 on line 13.

If an amount is entered on line 7, add it to
the amount on line 5 and enter the total on line
12a. Divide the amount on line 5 by the
amount on line 12a and enter the result, as a
decimal, on line 12b.

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

$800 _
$2,400 - 38

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

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

Page 15



Example-Stap 3. Nancy must file Form
BE&15. Har taxable income on line 4 of har
Form BB15 ia $3,465. Har nat invastment in-
come on line 5 is $2,425. Her tentative tax
onling 13is $410,

Step 3 of Nancy's Form 8615, with lines 14
through 18 filled in, is shown hare,

She artars $1,040 on ling 14. This is found
by subtracting Nancy's net investmant in-
come (line 5) from the taxable income an
her return (lina 4). The tax on this amount
from the Tax Table is §156. She enters $158
cniing 15.

Nancy then adds the tentative tax from ling
13 ($410) to tha tax on ling 1£ ($156) and

enters tha total, $556, on line 16. On lina 17

she entars $521, the tax from the Tax Table

on her taxablg Incame (line 4). On line 18

sha enters $568, the larger of linas 16 and

::t This is the tax sha will show on her tax
urn,

4 Subtract e 5 frem ang 4

16  Add ires 13 and 15

17 Tax on line 4 Dased an me mm manq stams See

EZPEL Figure child's tax—if ines 4 and 5 above are the same. anter -0- on ne 15 and go tg ine 16,

4. L OHO.

16 Tax on Mg 14 hased on the chlld's fiing status. Sea nstructions, it frem C.‘apltal Gan Tax
YWornsheat, entar amount from lina 4 of that worksheet here

mstmchons i tram Canltal Gam Ta: l
17

|15 156
Sbb—l

Workshews!. check here | X i
18 Enter the larger of line 16 or line 17 heru and on Fnrm 1040, 1me 8. Fnrrn 1040A fine 23; ar Fan'n H !
1040NR. hne 37 B sura to check the boa fer ~Form 615" even i fine 17 13 more than e 16 ®_ | 18 Sob;

Step 3. Figuring
the Child’s Tax

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

1) The total of:

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

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

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

Completing Step 3 of Form 8615. The
child’s tax is figured on lines 14 through 18 of
Form 8615. See the filled-in example for
Nancy.

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

Line 15 (tax on excess of child’s taxable
income over child’s net investment in-
come). Generally, the Tax Table (use the sin-
gle column) or Tax Rate Schedule X must be
used to figure the tax to enter on line 15. How-
ever, if the amount on line 14 is more than
$55,100 and includes any net capital gain, the
tax may be less if the Capital Gain Tax Work-
sheetis used.

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

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

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

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

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

3) Complete the rest of the Capital Gain Tax
Worksheet, and

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

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

Line 17 (tax at child’s rate). Figure the
tax on the child’s taxable income on line 4. Use
the Tax Table for single status or Tax Rate
Schedule X, or the Capital Gain Tax Work-
sheet, whichever applies. Enter the amount on
line 17. If from the Capital Gain Tax Work-
sheet, check the box.

Line 18 (tax). Enter on line 18 the larger of
the amount on line 16 or the amount on line 17.
Also enter this amount on the child’s Form
1040, line 38; Form 1040A, line 23; or Form
1040NR, line 37. This is the child’s tax. Be sure

to check the “Form 8615 box on the appropri-
ate line of the tax return.

Alternative Minimum Tax

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

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

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

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

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



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

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

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

Because Sara has both earned and
unearned income and her gross income is
more than $600, she must file a tax return. Be-
cause she is under age 14 and has more than
$1,200 investment income, part of her income
may be subject to tax at her parents’ rate. A
completed Form 8615 must be attached to her
return.

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

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

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

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

John compares the amounts on lines 3 and
4 and enters the smaller amount, $1,300, on
line 5.

John enters $48,000 on line 6. This is the
taxable income from line 37 of John and
Laura’s joint Form 1040 return. Sara is an only
child, so line 7 is blank. He adds the amounts
on line 5 ($1,300), line 6 ($48,000), and line 7
and enters the $49,300 total on line 8.

Using the column for married filing jointly in
the Tax Table, John finds the tax on $49,300.

He enters the tax, $8,871, on line 9. He enters
$8,507 on line 10. This is the tax from line 38 of
John and Laura’s Form 1040. He enters $364
online 11 ($8,871 - $8,507).

John skips lines 12a and 12b and enters
$364 on line 13.

John subtracts the amount on line 5
($1,300) from the amount on line 4 ($2,500)
and enters the result, $1,200, on line 14. Using
the column for single filing status in the Tax Ta-
ble, John finds the tax on $1,200. He enters
this tax, $182, on line 15. He adds the amounts
on lines 13 ($364) and 15 ($182) and enters
the total, $546, on line 16.

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

John compares the amounts on lines 16
and 17 and enters the larger amount, $546, on
line 18 of Sara’s Form 8615. He also enters
that amount on line 23 of Sara’s Form 1040A
and checks the box on that line for “Form
8615.”

John also completes Schedule 1, Form
1040A (not shown here) for Sara.

Page 17
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Depantmant af the Traasury

Tax for Children Under Age 14

> See instructions below and on back.

Who Have Investment Income of More Than $1,200

[ OME Na 1545-0858

1994

Attacihment

Intarnal Ravenye Senice » Attach ONLY to the child’'s Form 1040, Form 1040A, or Form 1040NR. Sequence No. 33
Criig's narmne shown on return Child’s socisl security numbar
- Sara L. Brown 189 ‘00 4351
A Parent's mame (frst, imtal, and lasth. Caution: See HEMUCKCNS on Back befone comgieting. 8 Parent's sociai security number
Tonhn JT. Brown 459 ‘00-99b2—
€ Parent’s fing atatus (check ane:

O singla
m_gl_’igure chikd's net investment income

1 Enter child's investment income, such as taxable interest and dividend income. See instructions.
If this amount is §1.200 or less, atep here; do not file this form . 1 2,500
2 M the child DID NOT itemize deductions on Schedule A (Form 1040 or Form 1040NR), enter
%1,200. It the child ITEMIZED deductions, see instructions . |2 1,200
3 Subtract line 2 from ling 1. If the result is Zero or less, stop hers; do not cornp1ete 1he rest of
this form but ATTACH it to the child’s return | 3 1,300
4  Enter child’s taxable incoma from Form 1040, line 37; Form 104EIA ||ne 22 or Form 1040NR ||ne 36 4 a, S50o
5 Enter the smaller of line Jorline 4. . . .» |5 1,300
Figure tentative tax based on the tax rate of 1he paront Iusted on Ilm A
@ Enter parent's taxable income from Form 1040, line 37: Form 1040A, tine 22; Form 1040EZ, line
S: or Form 1040MR, line 36. f the parent transferred property to a trust, see instructions 8 48_: ovo
7 Enter the total net investment incoma, if any. from Forms 8615, line 5, of ALL OTHER children
af the parent identified above. Do not include the amount from line 5 above .. 7 .
8 Add lines 5, 8, and 7 8 | 49 3co,
g Tax on line 8 based on the paront's flhng status. See instructions. .f I‘rom Capltal Gém Tax -
Worksheet, enter amount from fine ¢ of that worksheet hero | . 9 2,87
10 Enter parent's tax from Form 1040, lina 38; Form 1040A. line 23; Form 1040EZ, line 9; or Forrn
1040NR, line 37. If from Capital Gain Tax Worksheet, enter amount from line 4 of thet worksheet
here » | o 10 ],507
171 Subtract line 10 from lina 9. If line 7 is bdank enter on ||ne 13 the amount from 1|ne 11 sklp
lines 12a and 12b S B & b4
12a AddlinesSand7 . . . . _ [a2al 1
b Divide line 5 by line 12a. Enter the result as a declmal {rcunﬂed 1o two places) . .. . J2b x_.
13 Muhiply live 11 by line 12b_._.__ KT 2by!
Figure child’s tax—If lines 4 and 5 abave are the same, enter -0- on line 15 and go o line 16. i
14  Subtract line 5 from line 4 . ) . el 130071 \
1§ Tax on line 14 bassd on the chllvd's ﬂlmg sta!us See instructions. If from Capital Gain Tax
Worksheet, enter amount from line 4 of that warksheet here » | L 15 189 |
16 Add hines 13 and 15 16 LHb!
17 Tax on iine 4 based on the ‘child's fi Img status, See Instructions. If from Capntal Gain Tax I
Worksheet, check here . A YuR L 377, _
18 Enter the larger of line 16 or line 1? here antl on Form 10-.0 !me 38 Form 1040A. linw 23; or Form |
1040NR, iine 37. Ba sure to check the box for “Form 8615” even if ine 17 1s more than hne 16 . | 18 _§'+b ;

[ Married filing Jointly [ ] Married filing separately [ Head of household

[ Qualitying widow(es}

General Instructions

income ang income (other than earned

file a return or Form 8615, For more

Purpose of Form.—For children under
age 14, mvestment income over $1,200
15 taxed at the parent's rate if the
parent’s rate 1s higher than the child’s
rate. If the chiid's investmant income s
more than $1,200, use this form to
figure the child's tax.

investmant Incoms.—As used on this
form, “irvastment incoma” nciudes all
taxable income other than earned
income as defined on page 2. It includes
ncome such as taxable interest,
dividends, capital gains, rents, royalties,
atc. It also ncludes pension and anruty

income) received as the beneficiary of a
trust.

Who Must Fite.—Generally, Form 8615
must be filed for any chid who was
under age 14 on January 1, 1395, had
more than $1.200 of nvestment ncome,
and is raquired to file a tax return. If
nether parent was alive on December
31, 19484, do not yse Form 8615.
Instead, figure the child's tax in the
normal manner.

Note: The parent may be abile to alect o
report the chia’s interest and dividends
on his or her return. if the parent makes
this alaction, the child wil not have 1o

datails, see the instructions for Form
1040 or Form 1040A, or get Form 8814,
Parants' Eiaction To Report Child's
interest and Dividends.

Additional information.—For more
detais, get Pub. 929, Tax Rules for
Children and Dependents.

incomplets information for Parent—H
the parant's taxable income or filing
status or the net investment Income of
tha parent’s other chidren is not known
by the due date of the chikd's raturn,
rgascnable estimates may be used.
Write “Estimated” on the appropnare
line{s} of Form 8615. For mare detaills.
see Pub. 929.

For Papsrwork Reduction Act Notice, see back of form.
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Form

Degartment of the Treasury—intermal Revanue Service

1 040A U.S. Individual Income Tax Return o 1994 IRS Lise Only—Du not write or stapls n this space,
Label OMB No. 1545.0088
(See page 18, r Your first name and mibial Lant namm ™y Your social security number
i Sara L. Brown 78300435
‘; % 2 jeant rotum, mpouse's frst rame and il Last name Spouse's social security number
Use the IRS E : .
isbal, L
mmm?. Home ﬂl'*.!ll (rumier and streety. If \,:uu havs 8 PO, boa, 108 page 17, Apt. mo, For Priva Act and
Pessoprimt | & sl Main Street Paperaort
E City. town or past office, state, anc ZIP code. H you have & formgn address, sea page 17. Reduction Act
\. Anyteown . A Z RS 34O .J Notice, see page 4.
Presidential Election Campalgn Fund (See pags 17.) (Yes[No! Note: Checking “Yes™ will
Do you want $3 to go to this fund? . V" not change yaur tax or
If a joint return, does your spouse want $3 to go 'to this fund? reduca your refund.
Check the 1 [ Single
box for 2 ] Married filing joint return {even if only one had income)
your filing 3 [ Mamied filing separata raturn. Enter spouse's social security number
status above and full name here. b
(See page 17) 4 [ Head of household (with gualifying person). {See page 18.) If the qualifying person is a child
Chack only one but not your dependent, enter this chlld's name here. ¥
box. 8 [ Qualifying widow{er) with dependent child (vear spouse died » 19 ). (See page 19
Figure 8a [ Yourseit. If your parent (or someona sise) can claim you as a depandent on his or bar tax No. of boxes
your raturn, do not check box 8a. But be sure to check the box on line 16b on page 2. ity
. b [] Spouse
exemptions . o dents: 15 Crack | @) ¥ age 1 or oicer, | (@) DApencents | No. o mams e
{See page 20) ) 1 under dapendsnt's social relationsip tp el i your 8c wha:
{1} Name [first, intial, and iaat namey age 1 sacLmty number You horma 1994 "
. - a jved Wit
If more than you —
Geperconts o didn't ive
o e 23 el
(see page 23
: - on §c not
d if your child didn't live with you but is claimed as your dependent sbave ____
under a pre-1985 agreement, checkhere . . . . . . . P [J prsbirirontlll P
# Total number of axamptions claimed. Wnes shove
T Wages, salaries, tips, etc. This should be shown in box 1 of your W-2
;I:gul:-r:otal formis). Attach Form(s) W-2. 7 1,500
income 8a Taxable intsrest income (ses page 25). If over $400, attach
Schedule 1. ~ ga_ 1,400
b Tax-sasmpt interest. DO NOT inchude on line 8a, 8b |
Atach Copynot 9 Dividends. [f over $400, attach Schedule 1. g 1,100
your Forms W-2 10a Total IRA 10b Taxable amount
ond 1009-R hars. distributions. 10a {see page 26). 10b
fyousantgea 118 Total pensions 11b Taxabie amount
V-2, 308 page 25. and annuities.  {1a (see page 27). 11b
E nat 12 Unempiloyment compensation (see page 30). 12
do ot attach, 13a Social security 13b Taxable amount
v, benefits. 13a {see page 31). 13b
14 Add lines 7 through 13b (far right column). This is your totalincome. 14 &, 000!
15a Your |RA deduction (ses page 34). 15a
Figure
your b Spouss's IRA deduction (see page 34). 15b
adjusted ¢ Add lines 15a and 15b. These are your total adjustments. 15¢
gross 18 Subtract line 15¢ from line 14. This is your adiusted gross income.
income i less than $25,296 and a child kived with you (less than $9,000 if a child
didn"t tive with you), see “Earned income credit™ on page 44. > 16 4 000

Cat. Mo 1132TA

1994 Form 1040A page 1
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1994 Form 1040A page 2

T
Figure 17__ Enter the amount from line 18. 17 _H,000 L
:?aur: dard 18a Cneck {D You werg 65 or older ] Blind } Entar number of
deduction it: [] Spouse was 55 or clder []Blind | boxes checked » 18a
. b [f your parent {or someone eise) can claim you as a dependent,
exemption check here . o o » 18b E/
amount, ¢ it you are maried ﬁlmg separately and your spouse files Form
and 1040 and itemizes deductions, see page 38 and check hers. » 18c [
.tamble 19 Enter the standard deduction shown below for your filing status. But
income if you checked any box on line 18a or b, go to page 38 to find your
standard deduction. if you checked box 18¢, enter -0-.
® Single—3$3,800 e Married filing jointly or Qualifying widow(er—$6.350
® Head of household—$5,600 e Maried filing separatety—$3,175 19 5,500
20 Subtract line 19 from line 17. If line 19 is more than line 17, enter -0-. 20 a2 500
21 Multiply $2,450 by the total number of exemptions claimed on line 8. 21
22 Subtract line 21 from line 20. if line 21 is more than line 20, enter -0-.
This is your taxable income. »22 A 500
Figure 23 Find the tax on the amount on line 23. Check if from:
your tax O Tax Table (pages 62-67) or_ #"Form 8615 (see page 40). 23 S46
credits ' 24a Credit for child and dependent care expenses.
’ Attach Schedule 2. 24a
and b Cradh for the eiderly or the disabled.
payments Attach Schedule 3. 24p .
if you want the ¢ _Add lines 24a and 24b. These are your total credits. 24¢ _
1AS to figure 25 Subtract line 24¢ from line 23. If line 24¢ is more than ling 23, enter 0-. 25 546
your ok e« 2B Advance earned income credit payments from Form W-2. 26
for ine 22 on 27 Add iines 25 and 26. This is your total tax. » 27 SWb
page 39. 28a Total Federal income tax withheld. If any tax
is from Form(s) 1099, check here. » ] 28a 135
b 1994 estimataed tax payments and amount
applied from 1983 retumn. 28b
¢ Earned income credit. If required, attach
Schedule EIC (see page 44). 28c
Nontaxable sarned incoma:
amount b | and type &
d Add lines 28a, 28b, and 28¢ (don't include nontaxable earnad income).
These are your total payments. » 25d 135
Figure 29 If iine 28d is more than line 27, subtract line 27 from line 28d.
our ____Tnis is the amount you overpaid. 29
L’u d 30 Amount of fine 23 you want refunded to you. 30
OF 31 “Amount of line 29 you want applied to your
amount 1996 eotimated tax. 31
you owe 32 If line 27 is more than fine 28d, subtract line 28d from line 27. This is
the amount you owae. For details on how to pay. including what to i
write on your payment, see page 52. 32 231N
33 Estimatad tax penalty {see page 52).
Also, include on line 32. 33
Slgn your mu'::ud m:‘.“m't"m*""" _un‘fi.’ni:‘i&'ma.mumﬁm umﬂmﬁﬁw.m‘
I'Otum than the taapayer) o based on all nfarrmation mnummmm vou
M -
o o a Lo Prns |345-95T Student
this retum for ’ Spouss’s Ignaturs. If M retum, BOTH must sign. Date Spouse's accupation
your reconds.
Paid Prearers Date Propane’'s 00l SIcunty "a
preparer’s »omre ’ Serengoyed [ r
use Firr™s nirme O yOurs El No.
o e T
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Glossary

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

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

Adjustments to income— Deductions that are
subtracted from gross income in figuring ad-
justed gross income. They include an IRA de-
duction, a penalty on early withdrawal of sav-
ings, and a deduction for alimony paid.
Adjustments to income can be taken even if
itemized deductions (defined later) are not
claimed.

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

Capital gain distribution— An allocated
amount paid to, or treated as paid to, a share-
holder by a mutual fund, regulated investment
company, or real estate investment trust from
its net realized long-term capital gains. This
amount is in addition to any ordinary dividend
paid to the shareholder. You will receive a
statement from the payer if this applies to you.
Dependent— A person, other than the tax-
payer or the taxpayer’s spouse, for whom an
exemption (defined later) can be claimed. You
can generally claim an exemption for a depen-
dent if the dependent:

1) Lives with oris related to you,

2) IsaU.S. citizen, U.S. resident, or a resi-

dent of Canada or Mexico,
3) Does not file a joint return,

4) Does not have $2,450 or more of gross
(total) income (does not apply to your

child if under 19 or a student under 24),
and

5) Is supported (generally more than 50%)
by you.

For more information, see Exemptions for De-
pendents in Publication 501.

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

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

Exemption— An amount ($2,450 for 1994) that
can be subtracted from income in figuring how
much income will be taxed. Exemptions gener-
ally are allowed for the taxpayer, the taxpay-
er's spouse, and qualifying dependents.

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

For more information, see Filing Status in
Publication 501.

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

Investment income- See Unearned income.

Itemized deductions— Deductions allowed on
Schedule A (Form 1040) for medical and den-
tal expenses, taxes, interest, contributions,

casualty and theft losses, and miscellaneous
deductions. They are subtracted from adjusted
gross income in figuring taxable income. Item-
ized deductions cannot be claimed if the stan-
dard deduction is chosen.

Net investment income- The total of all in-
vestment income (other than tax-exempt in-
come) reduced by the sum of the following: ad-
justments to income that are related to the
investment income, plus $600, plus the
greater of $600 or the amount of itemized de-
ductions directly connected with producing the
investment income.

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

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

Taxable income- Gross income minus ad-
justments to income, exemptions, and either
itemized deductions or the standard
deduction.

Unearned income- This is income other than
earned income. It is investment-type income
and includes interest, dividends, and capital
gains. Distributions of interest, dividends, capi-
tal gains, and other unearned income from a
trust are also unearned income to a benefici-
ary of the trust.
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How to Get IRS Forms and Publications

You can visit your local IRS
office or ardar tax forms
and publications from the
IRS Forms Distribution
Center listed for your state
at the address on this
page. Or, if you prefer, you
can photocopy tax forms
from reproducible copies
kept at participating public
libraries. In addition, many
of these kbraries have refe-
rence sets of IRS publica-
tions that you can read or
copy.

Detach at This Line

Order Blank

Wae will send you 2 copies
of aach form and 1 copy of
each publication or set of
instructions you circle,
Please cut the order blank
on the dotted line above
and be surs to print or
type your name and ad-
dress accurately on the
bottom portion. _
Enciose this order blank
in your own #nvelope and

addreas your envelopa to

the IRS address shown
above for your state.

To help reduce waste,

please order only lhe
forma, instructions, and pu-
blications you think you wil
need to prepare your re-
tum

Use the blank spaces to
order itema not lsted. I you
need more sPace, attach a
separate shaot of paper lis-
ting the additional forms
and publications you may
nead,

You should sither ra-
coive your order of notifice-
tion of tha siatus of your or-
der within 7-15 work days
afier we receive your re-
quast

Whaers To Mall Your Order Blank for Free Forms and Publications

I you iive kt: Uil to: Other locationa:
Alaska, Arizona, Caitfornia, Colonsdo, Hawal, Waeatom Aroa Forelgn Addresses—
\daha, Kanass, Montana, Nevada, New Diatribution Cerigr Taxpayers with maliing addressss
Mandco, Oklahoma, Oragan, Utsh, Rancho Cordova, CA in foraign countries should mail
Washington, Wyoming, Guam, Northam 95743-000% this order binnk to it Esstem
Marianas, American Samos N-mc.mr.ﬂ.o.w
Alsbama, Arkarsss, llinoks, Indiana, lows, Cenval Aren 25650, Fechmand. VA 22206-81074
Kantuciy, Loumsiana, Michioan, Minnesots, Distribution Carvier Gentar, Anncho Cordova, CA
Mizsouri, Nebrasks, North P.O. Box L g 95742-0001, whichever i closer
Dakota, Ohio, South Dakota, Tennessse. Sloomington, “-mmm“m
Teuas, Wesconsin E1702-8803 and publications lo: Eastern Aras
Comnecticut, Delewars, District of Columbia, ExstomArse Distribution Certtar, P.O. Box
Floriia, Gaorgia, Maine, Maryland Distribution Center 25808, Richmond, YA 23285-8107.
Massathusstts, New Hampahire, New P.D. Box 85074
Jorswy, Now York, North Carclina, Fichmond, VA Puerto Rico—Eamam Ares
Parinsylvania, Rhode Isiand, South Carolina, 20281-5074 w Cantar,
Richmond, VA 21288-8107.
Virgin dende—Y.1. Bursau of
Intamal Revenus, Lockhart
Gardans, No. 1-A
Chariotie Armile,
‘ St Thomas, 100802
1040 Scheduie F | 1040EZ 2441 4 M22h Pub. 508 Pub. 554
i . {1040) Ingtructions | Insbuctions
Inswuctions. | Scheduie A | instructions | 2903 & 1) Pub.508 | Pub. 578
for 10 & {10400 8 for 1M0EZ | inmiruciions | instructions
Schedules instructions
Schadules | Scheduie 1040-ES 4382 8 Puby. 1 Pub. 521 Pub. 500
AAB (1040) | SE{1040) {19994 instructions
Instrucions
Scheduls G | 1040A 1040X & 4088 A Pulb. 17 Mb. 523 Pub. 590
{104y Instructions | natructicns
Scheduie ructons | 2108 4 53294 Puls, 334 Pub. 525 Pub. 970
C-EZ {1040} {for 1040A & | Inawuctions | netnxtions
Schedules
Schaduls | Schedule 1 | 2108-EZ4 |8283 & Pub. 483 Pub. 827 Puby 917
(1040) (1040A) instrucons | matructions
Schoduis € [ivhedule2 | 21194 582 & Pulx 501 Pub. 529 Puly. 429
{1040 {1040A) Inatruchone | ineructions
Schedule Schachind | 22108 BB0S & Pub. 502 Pub, 550 Pulb. 538
EIC (1040A [ (1040A} & inatruceons | Irstructions
o 1040) ingtructions
Name
Number and strest
City or town State ZIP code
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