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All material in this The explanations and examples in this publication reflect This publication covers some subjects on which a
publication may be the interpretation by the Internal Revenue Service (IRS) court may have made a decision more favorable to tax-
reprinted freely. A of: payers than the interpretation by the IRS. Until these
citation to Your Federal differing interpretations are resolved by higher court deci-Income Tax (2011) • Tax laws enacted by Congress,

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

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

situation and is not intended to replace the law or change
its meaning.



What’s New
driven after June 30, 2011. See Roth IRAs. If you converted or Nonbusiness energy propertyThis section summarizes important Publication 521, Moving Expenses. rolled over an amount to a Roth credit. This credit is figured dif-tax changes that took effect in IRA in 2010 and did not elect to ferently for 2011 than it was for2011. Most of these changes are Standard deduction increased. report the taxable amount on your 2010. See chapter 36 for details.discussed in more detail through- The standard deduction for some 2010 return, you generally must re-out this publication. taxpayers who do not itemize their Health coverage tax credit.port half of it on your 2011 return

The IRS has created a page on deductions on Schedule A (Form This credit has been extended, andand the rest on your 2012 return.
IRS.gov for information about this 1040) is higher for 2011 than it was the amount has changed. SeeSee Publication 575 for details.
publication at www.irs.gov/pub17. for 2010. The amount depends on chapter 36 for details.
Information about any future devel- your filing status. See chapter 20. Designated Roth accounts. If

Foreign financial assets. If youopments affecting this publication you rolled over an amount from a
Exempt ion  amount . The had foreign financial assets in(such as legislation) will be posted 401(k) or 403(b) plan to a desig-
amount you can deduct for each 2011, you may have to file newon that page. nated Roth account in 2010 and did
exemption has increased. It was Form 8938 with your return. Checknot elect to report the taxable

Due date of return. File Form $3,650 for 2010. It is $3,700 for www.IRS.gov/form8938 for details.amount on your 2010 return, you
1040, 1040A, or 1040EZ by April 2011. See chapter 3. generally must report half of it on Schedule L. Schedule L is no17, 2012. The due date is April 17, your 2011 return and the rest onSelf-employed health insurance longer in use. You do not need it toinstead of April 15, because April your 2012 return. See Publicationdeduction. This deduction is no figure your 2011 standard deduc-15 is a Sunday and April 16 is the 575 for details.longer allowed on Schedule SE tion. Instead, see chapter 20 forEmancipation Day holiday in the

(Form 1040). However, you can information about your 2011 stan-District of Columbia. Alternative motor vehicle credit.
still take it on Form 1040, line 29. dard deduction.You cannot claim the alternative

Reporting capital gains and See chapter 21. motor vehicle credit for a vehicle Making work pay credit. Thelosses on new Form 8949. In you bought in 2011, unless the ve-Alternative minimum tax (AMT) making work pay credit has ex-most cases, you must report your hicle is a new fuel cell motor vehi-exemption amount increased. pired. You cannot claim it on yourcapital gains and losses on new cle. See chapter 36.The AMT exemption amount has 2011 return. Schedule M is noForm 8949. Then you report certain
increased to $48,450 ($74,450 if longer in use.totals from that form on Schedule D First-time homebuyer credit.
married filing jointly or a qualifying(Form 1040). See chapter 16. To claim the first-time homebuyer Mailing your return. If you arewidow(er); $37,225 if married filing credit for 2011, you (or your spouse filing a paper return, you may beStandard mileage rates. The separately). if married) must have been a mem- mailing it to a different address this2011 rate for business use of your ber of the uniformed services orHealth savings accounts (HSAs) year because the IRS has changedcar is 51 cents a mile for miles Foreign Service or an employee ofand Archer MSAs. For distribu- the filing location for several areas.driven before July 1, 2011, and 55 the intelligence community on qual-tions after 2010, the additional tax See Where To File near the end of1/2 cents a mile for miles driven after ified official extended duty outsideon distributions from HSAs and this publication for a list of IRS ad-June 30, 2011. See chapter 26. the United States for at least 90Archer MSAs not used for qualified dresses.The 2011 rate for use of your days during the period beginningmedical expenses has increased tocar to get medical care is 19 cents after December 31, 2008, and end-20%.a mile for miles driven before July ing before May 1, 2010. See chap-

Also beginning in 2011,1, 2011, and 23 1/2 cents a mile for ter 36.
amounts paid for medicine or amiles driven after June 30, 2011.
drug are qualified medical ex-See chapter 21. Repayment  o f  f i r s t - t ime
penses only if the medicine or drugThe 2011 rate for use of your homebuyer credit. If you have to
is a prescribed drug or is insulin.car to move is 19 cents a mile for repay the credit, you may be able to

miles driven before July 1, 2011, See the instructions for Form do so without attaching Form 5405.
and 23 1/2 cents a mile for miles 8889 or Form 8853 for details. See chapter 36.

■
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Reminders

Listed below are important remind- and use of email and websites de- Publication 54, Tax Guide for U.S. claim for refund or credit. See
signed to mimic legitimate busi- chapter 1.ers and other items that may help Citizens and Resident Aliens
ness emails and websites. Theyou file your 2011 tax return. Many Abroad.

Privacy Act and paperwork re-most common form is the act ofof these items are explained in
duction information. The IRSAutomatic 6-month extension tosending an email to a user falselymore detail later in this publication.
Restructuring and Reform Act offile tax return. You can useclaiming to be an established legiti-
1998, the Privacy Act of 1974, andEnter your social security num- Form 4868, Application for Auto-mate enterprise in an attempt to
the Paperwork Reduction Act ofber (SSN). Enter your SSN in the scam the user into surrendering matic Extension of Time To File
1980 require that when we ask youspace provided on your tax form. If private information that will be used U.S. Individual Income Tax Return,
for information we must first tell youyou filed a joint return for 2010 and for identity theft. to obtain an automatic 6-month ex-
what our legal right is to ask for theare filing a joint return for 2011 with tension of time to file your tax re-The IRS does not initiate con- information, why we are asking forthe same spouse, enter your turn. See chapter 1.tacts with taxpayers via emails. it, how it will be used, what couldnames and SSNs in the same order Also, the IRS does not request de- happen if we do not receive it, andInclude your phone number onas on your 2010 return. See chap- tailed personal information through whether your response is volun-your return. To promptly resolveter 1. email or ask taxpayers for the PIN tary, required to obtain a benefit, orany questions we have in process-numbers, passwords, or similar se- mandatory under the law. A com-Secure your tax records from ing your tax return, we would like tocret access information for their plete statement on this subject canidentity theft. Identity theft oc- be able to call you. Please entercredit card, bank, or other financial be found in your tax form instruc-curs when someone uses your per- your daytime telephone number onaccounts. tions.sonal information such as your your tax form next to your signa-

If you receive an unsolicitedname, SSN, or other identifying in- ture. Customer service for taxpayers.email claiming to be from the IRS,formation, without your permission, The IRS has expanded customerforward the message to: phish-to commit fraud or other crimes. An Payment of taxes. Make your service for taxpayers. You can seting@irs.gov. You may also reportidentity thief may use your SSN to check or money order payable to up a personal appointment at themisuse of the IRS name, logo,get a job or may file a tax return “United States Treasury.” You can most convenient Taxpayer Assis-forms or other IRS property to theusing your SSN to receive a refund. pay your taxes by credit or debit tance Center, on the most conve-Treasury Inspector General for Tax card, using the Electronic FederalTo reduce your risk: nient business day. See How ToAdmin is t ra t ion  to l l - f ree  a t
Tax Payment System (EFTPS), or, Get Tax Help in the back of this• Protect your SSN, 1-800-366-4484. You can forward
if you file electronically, by elec- publication.suspicious emails to the Federal• Ensure your employer is pro- tronic funds withdrawal. See chap-Trade Commission at: spam@uce. Preparer e-file mandate. A newtecting your SSN, and ter 1.gov or contact them at www.ftc. law requires some paid preparers• Be careful when choosing a gov/idtheft or 1-877-IDTHEFT Faster ways to file your return. to e-file returns they prepare and

(1-877-438-4338).tax preparer. file. Your preparer may make youThe IRS offers fast, accurate ways
Visit IRS.gov and enter “identity aware of this requirement and theto file your tax return informationIf your tax records are affected theft” in the search box to learn options available to you.without filing a paper tax return.by identity theft and you receive a more about identity theft and how You can use IRS e-file (electronicnotice from the IRS, respond right Treasury Inspector General forto reduce your risk. filing). See chapter 1.away to the name and phone num- Tax Administration. If you want

ber printed on the IRS notice or Taxpayer identification num- to confidentially report misconduct,Free electronic filing.  You may
letter. bers. You must provide the tax- waste, fraud, or abuse by an IRSbe able to file your 2011 taxes on-

payer identification number for e m p l o y e e ,  y o u  c a n  c a l lIf your tax records are not cur- line for free thanks to an electronic
each person for whom you claim 1-800-366-4484 (1-800-877-8339rently affected by identity theft but filing agreement. See chapter 1.
certain tax benefits. This applies for TTY/TDD users). You can re-you think you are at risk due to a
even if the person was born in main anonymous.Change of address. If youlost or stolen purse or wallet, ques-
2011. Generally, this number is the change your address, you shouldtionable credit card activity or credit

Photographs of missing chil-person’s social security numberreport, etc., contact the IRS Identity notify the IRS. See Change of Ad-
dren. The Internal Revenue(SSN). See chapter 1.Protection Specialized Unit at dress in chapter 1. Service is a proud partner with the

1-800-908-4490 or submit Form Foreign source income. If you National Center for Missing andRefund on a late filed return. If14039. are a U.S. citizen with income from Exploited Children. Photographs ofyou were due a refund but you didFor more information, see Pub- sources outside the United States missing children selected by thenot file a return, you generally mustlication 4535, Identity Theft Pre- (foreign income), you must report Center may appear in this publica-file your return within 3 years fromvention and Victim Assistance. all such income on your tax return tion on pages that would otherwisethe date the return was due (includ-
 Victims of identity theft who are unless it is exempt by U.S. law. be blank. You can help bring theseing extensions) to get that refund.experiencing economic harm or a This is true whether you reside in- children home by looking at the

See chapter 1.systemic problem, or are seeking side or outside the United States p h o t o g r a p h s  a n d  c a l l i n g
and whether or not you receive ahelp in resolving tax problems that 1 - 8 0 0 - T H E - L O S TFrivolous tax submissions.
Form W-2 or Form 1099 from the (1-800-843-5678) if you recognizehave not been resolved through The IRS has published a list of po-
foreign payer. This applies to a child.normal channels, may be eligible sitions that are identified as frivo-
earned income (such as wagesfor Taxpayer Advocate Service lous. The penalty for filing a
and tips) as well as unearned in-(TAS) assistance. You can reach frivolous tax return is $5,000. Also,
come (such as interest, dividends,TAS by calling the National Tax- the $5,000 penalty will apply to
capital gains, pensions, rents andpayer Advocate helpl ine at other specified frivolous submis-royalties).1-877-777-4778 or TTY/TDD sions. See chapter 1.

1-800-829-4059. If you reside outside the United
Filing erroneous claim for refundProtect yourself from suspi- States, you may be able to exclude
or credit. You may have to pay acious emails or phishing part or all of your foreign source

schemes. Phishing is the creation earned income. For details, see penalty if you file an erroneous ■
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Introduction
This publication covers the general kinds of expenses you may be able selling crafts, see the following subject line. You can also send us
rules for filing a federal income tax publications for more information.to deduct, and the various kinds of comments from www.irs.gov/form-
return. It supplements the informa- credits you may be able to take to spubs/, select “Comment on Tax• Publication 334, Tax Guide
tion contained in your tax form in- reduce your tax. Forms and Publications” under “In-for Small Business (For Indi-
structions. It explains the tax law to Throughout the publication are formation about.”viduals Who Use Schedule C
make sure you pay only the tax you examples showing how the tax law or C-EZ). Although we cannot respond in-owe and no more. applies in typical situations. Sam- dividually to each comment re-• Publication 535, Business Ex-ple forms and schedules show you

ceived, we do appreciate yourpenses.How this publication is ar- how to report certain items on your
feedback and will consider yourranged. This publication closely • Publication 587, Businessreturn. Also throughout the publica-
comments as we revise our taxfollows Form 1040, U.S. Individual Use of Your Home (Includingtion are flowcharts and tables that

Income Tax Return. It is divided products.Use by Daycare Providers).present tax information in aninto six parts which cover different
easy-to-understand manner.sections of Form 1040. Each part is

Many of the subjects discussed Help from the IRS. There are Ordering forms and publica-further divided into chapters which
in this publication are discussed in many ways you can get help from tions. Visit www.irs.gov/form-generally discuss one line of the

the IRS. These are explainedgreater detail in other IRS publica- spubs/ to download forms andform. Do not worry if you file Form
under How To Get Tax Help in thetions. References to those other1040A or Form 1040EZ. Anything publications, call 1-800-829-3676
back of this publication.publications are provided for yourincluded on a line of either of these to order forms and publications, or

information.forms is also included on Form write to the address below and re-
1040. Comments and suggestions. ceive a response within 10 daysIcons. Small graphic symbols,

The table of contents inside the We welcome your comments about after your request is received.or icons, are used to draw yourfront cover and the index in the this publication and your sugges-
attention to special information. Internal Revenue Serviceback of the publication are useful tions for future editions.
See Table 1 below for an explana- 1201 N. Mitsubishi Motorwaytools to help you find the informa- You can write to us at the fol-
tion of each icon used in this publi-tion you need. Bloomington, IL 61705-6613lowing address:
cation.

Internal Revenue Service
What is in this publication. The Individual Forms andWhat is not covered in this publi-publication begins with the rules for Publications Branch Tax questions. If you have a taxcation. Some material that youfiling a tax return. It explains: SE:W:CAR:MP:T:I question, check the informationmay find helpful is not included in

1111 Constitution Ave. NW,1. Who must file a return, available on IRS.gov or callthis publication but can be found in
IR-6526

your tax form instruction booklet. 1-800-829-1040. We cannot an-2. Which tax form to use, Washington, DC 20224
This includes lists of: swer tax questions sent to either of

3. When the return is due, the above addresses.• Where to report certain items
We respond to many letters by4. How to e-file your return, and shown on information docu-

telephone. Therefore, it would bements, and5. Other general information. helpful if you would include your IRS mission. Provide America’s
• Recorded tax information top- daytime phone number, includingIt will help you identify which filing taxpayers top quality service by

ics (TeleTax). the area code, in your correspond-status you qualify for, whether you helping them understand and meet
ence.can claim any dependents, and their tax responsibilities and by ap-

If you operate your own businesswhether the income you receive is Y o u  c a n  e m a i l  u s  a t plying the tax law with integrity and
or have other self-employment in-taxable. The publication goes on to taxforms@irs.gov. Please put fairness to all.

explain the standard deduction, the come, such as from babysitting or “Publications Comment” on the

Table 1. Legend of Icons

Icon Explanation

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

! this publication goes to print.

An Internet site or an email address.

An address you may need.

Items you should keep in your personal records.
RECORDS

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

An important phone number.

Helpful information you may need.TIP

■
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Part One.

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

Alternative payment methods. If you owe zone in support of the Armed Forces. See Indi-
additional tax, you may be able to pay electroni- viduals Serving in Combat Zone, later, under
cally. See How To Pay, later. When Do I Have To File.1.
Installment agreement. If you cannot pay the Adoption taxpayer identification number. If
full amount due with your return, you may ask to a child has been placed in your home for pur-
make monthly installment payments. See In- poses of legal adoption and you will not be ableFiling stallment Agreement, later, under Amount You to get a social security number for the child in
Owe. You may be able to apply online for a time to file your return, you may be able to get an
payment agreement if you owe federal tax, inter-Information adoption taxpayer identification number (ATIN).est, and penalties.

For more information, see Social Security Num-
ber, later.Automatic 6-month extension. You can get

an automatic 6-month extension to file your taxWhat’s New Taxpayer identification number for aliens.return if, no later than the date your return is due,
If you or your dependent is a nonresident oryou file Form 4868, Application for Automatic

Due date of return. File your 2011 income tax resident alien who does not have and is notExtension of Time To File U.S. Individual In-
return by April 17, 2012. The due date is April eligible to get a social security number, file Formcome Tax Return. See Automatic Extension,
17, instead of April 15, because April 15 is a W-7, Application for IRS Individual Taxpayerlater.
Sunday and April 16 is the Emancipation Day Identification Number, with the IRS. For more
holiday in the District of Columbia. Service in combat zone. You are allowed ex- information, see Social Security Number, later.

tra time to take care of your tax matters if you are
Who must file. Generally, the amount of in- a member of the Armed Forces who served in a Frivolous tax submissions. The IRS has
come you can receive before you must file a combat zone, or if you served in the combat published a list of positions that are identified asreturn has been increased. See Table 1-1,  Ta-

frivolous. The penalty for filing a frivolous taxble 1-2, and Table 1-3 for the specific amounts.
return is $5,000. Also, the $5,000 penalty will

Mailing your return. If you file a paper return,
you may be mailing it to a different address this Table 1-1. 2011 Filing Requirements for Most Taxpayersyear because the IRS has changed the filing
location for several areas. See Where Do I File,

THEN file a return if later in this chapter.
AND at the end of 2011 you your gross income 

IF your filing status is... were...* was at least...**

single under 65 $ 9,500

Reminders 65 or older $10,950

married filing jointly*** under 65 (both spouses) $19,000Alternative filing methods. Rather than filing
a return on paper, you may be able to file elec- 65 or older (one spouse) $20,150
tronically using IRS e-file. Create your own per-

65 or older (both spouses) $21,300sonal identification number (PIN) and file a
completely paperless tax return. For more infor- married filing separately any age $ 3,700
mation, see Does My Return Have To Be on

head of household under 65 $12,200Paper, later.

65 or older $13,650Change of address. If you change your ad-
dress, you should notify the IRS. See Change of under 65 $15,300qualifying widow(er) with
Address, later, under What Happens After I File. dependent child

65 or older $16,450
Enter your social security number. You
must enter your social security number (SSN) in * If you were born on January 1, 1947, you are considered to be age 65 at the end of 2011.
the spaces provided on your tax return. If you file ** Gross income means all income you received in the form of money, goods, property, and services that is not

exempt from tax, including any income from sources outside the United States or from the sale of your maina joint return, enter the SSNs in the same order
home (even if you can exclude part or all of it). Do not include any social security benefits unless (a) you areas the names.
married filing a separate return and you lived with your spouse at any time during 2011 or (b) one-half of your
social security benefits plus your other gross income and any tax-exempt interest is more than $25,000Direct deposit of refund. Instead of getting a
($32,000 if married filing jointly). If (a) or (b) applies, see the instructions for Form 1040 or 1040A or

paper check, you may be able to have your Publication 915 to figure the taxable part of social security benefits you must include in gross income. Gross
refund deposited directly into your account at a income includes gains, but not losses, reported on Form 8949. Gross income from a business means, for
bank or other financial institution. See Direct example, the amount on Schedule C, line 7, or Schedule F, line 9. But, in figuring gross income, do not

reduce your income by any losses, including any loss on Schedule C, line 7, or Schedule F, line 9.Deposit under Refunds, later. If you choose di-
*** If you did not live with your spouse at the end of 2011 (or on the date your spouse died) and your grossrect deposit of your refund, you may be able to

income was at least $3,700, you must file a return regardless of your age.split the refund among two or three accounts.

Page 4 Chapter 1 Filing Information



apply to other specified frivolous submissions. 3. Your age. Surviving Spouses, 
For more information, see Civil Penalties, later. Executors, Administrators, To find out whether you must file, see Table

1-1, Table 1-2, and Table 1-3. Even if no table and Legal Representatives
shows that you must file, you may need to file to

You must file a final return for a decedent (aget money back. (See Who Should File, later.)
person who died) if both of the following are true.Introduction

Gross income. This includes all income you • You are the surviving spouse, executor,This chapter discusses the following topics. receive in the form of money, goods, property, administrator, or legal representative.
and services that is not exempt from tax. It also• Whether you have to file a return.

• The decedent met the filing requirementsincludes income from sources outside the
• Which form to use. at the date of death.United States or from the sale of your main

home (even if you can exclude all or part of it).• How to file electronically.
For more information on rules for filing a dece-Include part of your social security benefits if:

• When, how, and where to file your return. dent’s final return, see Publication 559, Survi-
1. You were married, filing a separate return, vors, Executors, and Administrators.• What happens if you pay too little or too

and you lived with your spouse at any timemuch tax.
during 2011; or

• What records you should keep and how U.S. Citizens and Residents Living2. Half of your social security benefits pluslong you should keep them. Outside the United Statesyour other gross income and any
• How you can change a return you have tax-exempt interest is more than $25,000

If you are a U.S. citizen or resident living outsidealready filed. ($32,000 if married filing jointly).
the United States, you must file a return if you

If either (1) or (2) applies, see the instructions for meet the filing requirements. For information on
Form 1040 or 1040A, or Publication 915, Social special tax rules that may apply to you, see
Security and Equivalent Railroad Retirement Publication 54, Tax Guide for U.S. Citizens and
Benefits, to figure the social security benefits Resident Aliens Abroad. It is available onlineDo I Have To 
you must include in gross income. and at most U.S. embassies and consulates.

Common types of income are discussed in See How To Get Tax Help in the back of thisFile a Return?
Part Two of this publication. publication.

You must file a federal income tax return if you Community income. If you are married and
are a citizen or resident of the United States or a your permanent home is in a community prop-
resident of Puerto Rico and you meet the filing Residents of Puerto Ricoerty state, half of any income described by state
requirements for any of the following categories law as community income may be considered

Generally, if you are a U.S. citizen and a resi-that apply to you. yours. This affects your federal taxes, including
dent of Puerto Rico, you must file a U.S. incomewhether you must file if you do not file a joint

1. Individuals in general. (There are special tax return if you meet the filing requirements.return with your spouse. See Publication 555,
rules for surviving spouses, executors, ad- This is in addition to any legal requirement youCommunity Property, for more information.
ministrators, legal representatives, U.S. cit- may have to file an income tax return for Puerto

Nevada, Washington, and California do-izens and residents living outside the Rico.
mestic partners. A registered domestic part-United States, residents of Puerto Rico, If you are a resident of Puerto Rico for the
ner in Nevada, Washington, or California (or aand individuals with income from U.S. pos- entire year, gross income does not include in-
person in California who is married to a personsessions.) come from sources within Puerto Rico, except
of the same sex) generally must report half the for amounts received as an employee of the2. Dependents. combined community income of the individual United States or a U.S. agency. If you receive
and his or her domestic partner (or California3. Certain children under age 19 or full-time income from Puerto Rican sources that is not
same-sex spouse). See Publication 555.students. subject to U.S. tax, you must reduce your stan-

dard deduction. As a result, the amount of in-Self-employed individuals. If you are4. Self-employed persons.
come you must have before you are required toself-employed, your gross income includes the

5. Aliens. file a U.S. income tax return is lower than theamount on line 7 of Schedule C (Form 1040),
applicable amount in Table 1-1 or Table 1-2. ForProfit or Loss From Business; line 1d of Sched-The filing requirements for each category are

ule C-EZ (Form 1040), Net Profit From Busi- more information, see Publication 570, Taxexplained in this chapter.
ness; and line 9 of Schedule F (Form 1040), Guide for Individuals With Income From U.S.The filing requirements apply even if you do
Prof i t  or  Loss From Farming.  See Possessions.not owe tax.
Self-Employed Persons, later, for more informa-

Even if you do not have to file a return, tion about your filing requirements.
it may be to your advantage to do so. Individuals With Income From If you do not report all of yourSee Who Should File, later.

TIP

U.S. Possessionsself-employment income, your social
security benefits may be lower whenFile only one federal income tax return CAUTION

!
If you had income from Guam, the Common-you retire.for the year regardless of how many wealth of the Northern Mariana Islands, Ameri-

jobs you had, how many Forms W-2CAUTION
!

can Samoa, or the U.S. Virgin Islands, special
Filing status. Your filing status depends onyou received, or how many states you lived in rules may apply when determining whether you
whether you are single or married and on yourduring the year. Do not file more than one origi- must file a U.S. federal income tax return. In
family situation. Your filing status is determinednal return for the same year, even if you have addition, you may have to file a return with the
on the last day of your tax year, which is Decem-not gotten your refund or have not heard from individual island government. See Publication
ber 31 for most taxpayers. See chapter 2 for anthe IRS since you filed. 570 for more information.
explanation of each filing status.

Individuals—In General Age. If you are 65 or older at the end of the Dependents
year, you generally can have a higher amount of

If you are a U.S. citizen or resident, whether you If you are a dependent (one who meets thegross income than other taxpayers before you
must file a return depends on three factors: dependency tests in chapter 3), see Table 1-2 tomust file. See Table 1-1. You are considered 65

find whether you must file a return. You alsoon the day before your 65th birthday. For exam-
1. Your gross income, must file if your situation is described in Tableple, if your 65th birthday is on January 1, 2012,
2. Your filing status, and you are considered 65 for 2011. 1-3.
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• Are an independent contractor,
Table 1-2. 2011 Filing Requirements for Dependents

• Are a member of a partnership, or
See chapter 3 to find out if someone can claim you as a dependent. • Are in business for yourself in any other

way.If your parents (or someone else) can claim you as a dependent, and any of the situations
below apply to you, you must file a return. (See Table 1-3 for other situations when you must

Self-employment can include work in additionfile.)
to your regular full-time business activities, suchIn this table, earned income includes salaries, wages, tips, and professional fees. It also
as certain part-time work you do at home or inincludes taxable scholarship and fellowship grants. (See Scholarships and fellowships in
addition to your regular job. chapter 12.) Unearned income includes investment-type income such as taxable interest,

You must file a return if your gross income isordinary dividends, and capital gain distributions. It also includes unemployment compensation,
at least as much as the filing requirementtaxable social security benefits, pensions, annuities, cancellation of debt, and distributions of
amount for your filing status and age (shown inunearned income from a trust. Gross income is the total of your earned and unearned income.
Table 1-1). Also, you must file Form 1040 and
Schedule SE (Form 1040), Self-Employment

Single dependents—Were you either age 65 or older or blind? Tax, if:

� No. You must file a return if any of the following apply. 1. Your net earnings from self-employment• Your unearned income was more than $950. (excluding church employee income) were
• Your earned income was more than $5,800. $400 or more, or
• Your gross income was more than the larger of:

2. You had church employee income of• $950, or
$108.28 or more. (See Table 1-3.)• Your earned income (up to $5,500) plus $300.

Use Schedule SE (Form 1040) to figure your� Yes. You must file a return if any of the following apply.
self-employment tax. Self-employment tax is• Your unearned income was more than $2,400 ($3,850 if 65 or older and blind).
comparable to the social security and Medicare• Your earned income was more than $7,250 ($8,700 if 65 or older and blind).
tax withheld from an employee’s wages. For• Your gross income was more than the larger of:
more information about this tax, see Publication• $2,400 ($3,850 if 65 or older and blind), or
334, Tax Guide for Small Business.• Your earned income (up to $5,500) plus $1,750 ($3,200 if 65 or older and

blind). Employees of foreign governments or in-
ternational organizations. If you are a U.S.Married dependents—Were you either age 65 or older or blind?
citizen who works in the United States for an

� No. You must file a return if any of the following apply. international organization, a foreign govern-
• Your unearned income was more than $950. ment, or a wholly owned instrumentality of a
• Your earned income was more than $5,800. foreign government, and your employer is not
• Your gross income was at least $5 and your spouse files a separate return and required to withhold social security and Medi-

itemizes deductions. care taxes from your wages, you must include
• Your gross income was more than the larger of: your earnings from services performed in the

• $950, or United States when figuring your net earnings
from self-employment.• Your earned income (up to $5,500) plus $300.

Ministers. You must include income from� Yes. You must file a return if any of the following apply.
services you performed as a minister when fig-• Your unearned income was more than $2,100 ($3,250 if 65 or older and blind).
uring your net earnings from self-employment,• Your earned income was more than $6,950 ($8,100 if 65 or older and blind).
unless you have an exemption from• Your gross income was at least $5 and your spouse files a separate return and
self-employment tax. This also applies to Chris-itemizes deductions.
tian Science practitioners and members of a• Your gross income was more than the larger of:
religious order who have not taken a vow of• $2,100 ($3,250 if 65 or older and blind), or
poverty. For more information, see Publication• Your earned income (up to $5,500) plus $1,450 ($2,600 if 65 or older and
517, Social Security and Other Information forblind).
Members of the Clergy and Religious Workers.

Responsibility of parent. Generally, a child AliensCertain Children Under
is responsible for filing his or her own tax return

Age 19 or Full-Timeand for paying any tax on the return. But if a Your status as an alien—resident, nonresident,
dependent child who must file an income tax or dual-status—determines whether and howStudents
return cannot file it for any reason, such as age, you must file an income tax return.
then a parent, guardian, or other legally respon- The rules used to determine your alien statusIf a child’s only income is interest and dividends
sible person must file it for the child. If the child are discussed in Publication 519, U.S. Tax(including capital gain distributions and Alaska
cannot sign the return, the parent or guardian Guide for Aliens.Permanent Fund dividends), the child was under
must sign the child’s name followed by the age 19 at the end of 2011 or was a full-time

Resident alien. If you are a resident alien forwords “By (your signature), parent for minor student under age 24 at the end of 2011, and
the entire year, you must file a tax return follow-child.” certain other conditions are met, a parent can
ing the same rules that apply to U.S. citizens.

elect to include the child’s income on the par-Child’s earnings. Amounts a child earns by Use the forms discussed in this publication.
ent’s return. If this election is made, the childperforming services are his or her gross income.
does not have to file a return. See Parent’s Nonresident alien. If you are a nonresidentThis is true even if under local law the child’s
Election To Report Child’s Interest and Divi- alien, the rules and tax forms that apply to youparents have the right to the earnings and may
dends in chapter 30. are different from those that apply to U.S. citi-actually have received them. If the child does not

zens and resident aliens. See Publication 519 topay the tax due on this income, the parent is
find out if U.S. income tax laws apply to you andliable for the tax. Self-Employed Persons
which forms you should file.

You are self-employed if you: Dual-status taxpayer. If you are a resident
• Carry on a trade or business as a sole alien for part of the tax year and a nonresident

proprietor, alien for the rest of the year, you are a
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Table 1-3. Other Situations When You Must File a 2011 Return

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

1. You owe any special taxes, including any of the following.

• Social security or Medicare tax on tips you did not report to your employer. (See chapter 6.)
• Social security or Medicare tax on wages you received from an employer who did not withhold these taxes.
• Uncollected social security, Medicare, or railroad retirement tax on tips you reported to your employer. (See chapter 6.)
• Uncollected social security, Medicare, or railroad retirement tax on your group-term life insurance. This amount should be shown in

box 12 of your Form W-2.
• Alternative minimum tax. (See chapter 29.)
• Additional tax on a qualified plan, including an individual retirement arrangement (IRA). (See chapter 17.)
• Additional tax on an Archer MSA or health savings account. (See Publication 969, Health Savings Accounts and Other Tax-Favored

Health Plans.)
• Additional tax on a Coverdell ESA or qualified tuition program. (See Publication 970, Tax Benefits for Education.)
• Recapture of an investment credit or a low-income housing credit. (See the Instructions for Form 4255, Recapture of Investment

Credit, or Form 8611, Recapture of Low-Income Housing Credit.)
• Recapture tax on the disposition of a home purchased with a federally subsidized mortgage. (See chapter 15.)
• Recapture of the qualified electric vehicle credit. (See chapter 36.)
• Recapture of an education credit. (See chapter 34.)
• Recapture of the Indian employment credit. (See the Instructions for Form 8845, Indian Employment Credit.)
• Recapture of the new markets credit. (See Form 8874, New Markets Credit.)
• Recapture of alternative motor vehicle credit. (See Form 8910, Alternative Motor Vehicle Credit.)
• Recapture of first-time homebuyer credit. (See chapter 36.)
• Household employment taxes. (See Schedule H (Form 1040), Household Employment Taxes.)

2. You (or your spouse, if filing jointly) received distributions from an Archer MSA, Medicare Advantage MSA, or Health Savings Account.

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

4. You had wages of $108.28 or more from a church or qualified church-controlled organization that is exempt from employer social security and
Medicare taxes. (See Publication 334.)

dual-status taxpayer. Different rules apply for 6. You do not claim any adjustments to in-
each part of the year. For information on come, such as a deduction for IRA contri-Which Form dual-status taxpayers, see Publication 519. butions or student loan interest.

7. You do not claim any credits other than theShould I Use?
Who Should File earned income credit.

You must use one of three forms to file your 8. You do not owe any household employ-Even if you do not have to file, you should file a return: Form 1040EZ, Form 1040A, or Form ment taxes on wages you paid to a house-federal income tax return to get money back if 1040. (But also see Does My Return Have To Be hold employee.any of the following conditions apply. on Paper, later.)
9. If you earned tips, they are included in

1. You had federal income tax withheld or See the discussion under Form 1040 boxes 5 and 7 of your Form W-2.
made estimated tax payments. for when you must use that form.

10. You are not a debtor in a chapter 11 bank-
TIP

2. You qualify for the earned income credit. ruptcy case filed after October 16, 2005.
See chapter 35 for more information. 

You must meet all of these requirements to
3. You qualify for the additional child tax use Form 1040EZ. If you do not, you must use

credit. See chapter 33 for more informa- Form 1040EZ Form 1040A or Form 1040.
tion.

Form 1040EZ is the simplest form to use. Figuring tax. On Form 1040EZ, you can use4. You qualify for the health coverage tax
only the tax table to figure your tax. You cannotcredit. See chapter 36 for more informa-

You can use Form 1040EZ if all of the follow- use Form 1040EZ to report any other tax.tion.
ing apply.

5. You qualify for the refundable credit for Form 1040A1. Your filing status is single or married filingprior year minimum tax.
jointly. If you were a nonresident alien at

If you do not qualify to use Form 1040EZ, you6. You qualify for the first-time homebuyer any time in 2011, your filing status must be
may be able to use Form 1040A.credit. See chapter 36 for more informa- married filing jointly.

tion. You can use Form 1040A if all of the follow-
2. You (and your spouse if married filing a ing apply.7. You qualify for the American opportunity

joint return) were under age 65 and notcredit. See chapter 34 for more informa-
blind at the end of 2011. If you were born 1. Your income is only from wages, salaries,tion.
on January 1, 1947, you are considered to tips, interest, ordinary dividends (including

8. You qualify for the credit for federal tax on be age 65 at the end of 2011. Alaska Permanent Fund dividends), capital
fuels. See chapter 36 for more information. gain distributions, IRA distributions, pen-

3. You do not claim any dependents. sions and annuities, unemployment com-9. You qualify for the adoption credit. See
pensation, taxable social security and4. Your taxable income is less thanchapter 36 for more information.
railroad retirement benefits, and taxable$100,000.
scholarship and fellowship grants.

5. Your income is only from wages, salaries,
2. Your taxable income is less thantips, unemployment compensation, Alaska

$100,000.Permanent Fund dividends, taxable schol-
arship and fellowship grants, and taxable 3. Your adjustments to income are for only
interest of $1,500 or less. the following items.
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a. Educator expenses. 1. Your taxable income is $100,000 or more.

b. IRA deduction. Does My Return Have2. You itemize your deductions on Schedule
A.c. Student loan interest deduction. To Be on Paper?

d. Tuition and fees. 3. You had income that cannot be reported
You may be able to file a paperless return usingon Form 1040EZ or Form 1040A, including

4. You do not itemize your deductions. IRS e-file (electronic filing). If your 2011 ad-tax-exempt interest from private activity
justed gross income (AGI) is $57,000 or less,bonds issued after August 7, 1986.5. Your taxes are from only the following
you are eligible for Free File. If you do not qualifyitems. 4. You claim any adjustments to gross in- for Free File, then you should check out IRS.gov

come other than the adjustments listed for low-cost e-file options or Free File Fillablea. Tax Table.
earlier under Form 1040A. Forms.

b. Alternative minimum tax. (See chapter
29.) 5. Your Form W-2, box 12, shows uncol-

IRS e-filelected employee tax (social security andc. Recapture of an education credit. (See
Medicare tax) on tips (see chapter 6) orchapter 34.) 
group-term life insurance (see chapter 5). Table 1-4 lists the benefits

d. Form 8615, Tax for Certain Children of IRS e-file. IRS e-file
6. You received $20 or more in tips in any 1Who Have Investment Income of More uses automation to replace most of the manual

month and did not report all of them toThan $1,900. steps needed to process paper returns. As a
your employer. (See chapter 6.) result, the processing of e-file returns is fastere. Qualified Dividends and Capital Gain

and more accurate than the processing of paperTax Worksheet. 7. You were a bona fide resident of Puerto
returns. However, as with a paper return, youRico and exclude income from sources in
are responsible for making sure your return con-6. You claim only the following tax credits. Puerto Rico.
tains accurate information and is filed on time.

8. You claim any credits other than the cred-a. The credit for child and dependent care Using e-file does not affect your chances of an
its listed earlier under Form 1040A.expenses. (See chapter 31.) IRS examination of your return.

Free File Fillable Forms. If you do not needb. The credit for the elderly or the dis- 9. You owe the excise tax on insider stock
the help of a tax preparer, then Free File Fillableabled. (See chapter 32.) compensation from an expatriated corpo-
Forms may be for you. These forms:ration.c. The education credits. (See chapter

• Do not have an income requirement so34.) 10. Your Form W-2 shows an amount in box
everyone is eligible,12 with a code Z.d. The retirement savings contribution

• Are easy to use,credit. (See chapter 36.) 11. You had a qualified health savings account
funding distribution from your IRA. • Perform basic math calculations,e. The child tax credit. (See chapter 33.) 

12. You are an employee and your employer • Are available only at IRS.gov, andf. The earned income credit. (See chapter
did not withhold social security and Medi-35.) • Apply only to a federal tax return.care tax.

g. The additional child tax credit. (See
13. You have to file other forms with your re-chapter 33.) Electronic return signatures. To file your re-turn to report certain exclusions, taxes, or

turn electronically, you must sign the return elec-transactions.7. You did not have an alternative minimum tronically using a personal identification number
tax adjustment on stock you acquired from (PIN). If you are filing online, you must use a14. You are a debtor in a bankruptcy case filedthe exercise of an incentive stock option. Self-Select PIN. If you are filing electronicallyafter October 16, 2005.(See Publication 525, Taxable and Nontax- using a tax practitioner, you can use a
able Income.) 15. You must recapture the first-time Self-Select PIN or a Practitioner PIN.

homebuyer credit.You must meet all of the above requirements
to use Form 1040A. If you do not, you must use 16. You received a refund or credit of certain Self-Select PIN. The Self-Select PIN method
Form 1040. taxes or net disaster loss you claimed as

allows you to create your own PIN. If you are
part of your standard deduction.If you meet the above requirements, you can married filing jointly, you and your spouse will

use Form 1040A even if you received em-
ployer-provided dependent care benefits.

Table 1-4. Benefits of IRS e-file
If you receive a capital gain distribution
that includes unrecaptured section

• Free File allows qualified taxpayers to prepare and e-file their own tax returns for free.1250 gain, section 1202 gain, or col-CAUTION
!

lectibles (28%) gain, you cannot use Form • Free File is available in English and Spanish.
1040A. You must use Form 1040.

• Free File is available online 24 hours a day, 7 days a week.

• Get your refund faster by e-filing using Direct Deposit.Form 1040
• Sign electronically with a secure self-selected PIN number and file a completely paperless

If you cannot use Form 1040EZ or Form 1040A, return.
you must use Form 1040. You can use Form

• Receive an acknowledgement that your return was accepted.1040 to report all types of income, deductions,
and credits. • If you owe, you can e-file and authorize an electronic funds withdrawal or pay by credit card.

You can also file a return early and pay the amount you owe by the due date of your return.You may pay less tax by filing Form 1040
because you can take itemized deductions, • Save time by preparing and e-filing federal and state returns together.
some adjustments to income, and credits you

• IRS computers quickly and automatically check for errors or other missing information.cannot take on Form 1040A or Form 1040EZ.

• Help the environment, use less paper, and save taxpayer money—it costs less to process
an e-filed return than a paper return.You must use Form 1040 if any of the follow-

ing apply.
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each need to create a PIN and enter these PINs your refund will be issued faster than if you filed Using a Tax Professional
as your electronic signatures. on paper.

Many tax professionals electronically file tax re-A PIN is any combination of five digits you As with a paper return, you may not get all of
turns for their clients. You may personally enterchoose except five zeros. If you use a PIN, there your refund if you owe certain past-due
your PIN or complete Form 8879, IRS e-fileis nothing to sign and nothing to mail—not even amounts, such as federal tax, state tax, a stu-
Signature Authorization, to authorize the taxyour Forms W-2. dent loan, or child support. See Offset against
professional to enter your PIN on your return.debts under Refunds, later.To verify your identity, you will be prompted

to enter your adjusted gross income (AGI) from
Note. Tax professionals may charge a feeyour originally filed 2010 federal income tax re- Refund inquiries. You can go online to check

for IRS e-file. Fees can vary depending on theturn, if applicable. Do not use your AGI from an the status of your refund 72 hours after the IRS
professional and the specific services rendered.amended return (Form 1040X) or a math error acknowledges receipt of your e-filed return. See

correction made by the IRS. AGI is the amount Refund Information, later.
shown on your 2010 Form 1040, line 38; Form
1040A, line 22; or Form 1040EZ, line 4. If you do Amount you owe. To avoid late-payment
not have your 2010 income tax return, you can When Do I penalties and interest, pay your taxes in full by
quickly request a transcript by using our auto- April 17, 2012. See How To Pay, later, for infor-
mated self-service tool. Visit us at IRS.gov and Have To File?mation on how to pay the amount you owe.
click on “Order a Tax Return or Account Tran-
script” or call 1-800-908-9946 to get a free tran- April 17, 2012, is the due date for filing your
script of your return. (If you filed electronically 2011 income tax return if you use the calendarUsing Your Personal Computer
last year, you may use your prior year PIN to year. For a quick view of due dates for filing a
verify your identity instead of your prior year return with or without an extension of time to file

You can file your tax return in a fast,AGI. The prior year PIN is the five digit PIN you (discussed later), see Table 1-5.
easy, and convenient way using yourused to electronically sign your 2010 return.) If you use a fiscal year (a year ending on thepersonal computer. A computer withYou will also be prompted to enter your date of last day of any month except December, or aInternet access and tax preparation software arebirth. 52-53-week year), your income tax return is due

all you need. Best of all, you can e-file from the
by the 15th day of the 4th month after the close

You cannot use the Self-Select PIN comfort of your home 24 hours a day, 7 days a of your fiscal year.
method if you are a first-time filer under week.

When the due date for doing any act for taxage 16 at the end of 2011.CAUTION
!

IRS approved tax preparation software is purposes—filing a return, paying taxes, etc.—
available for online use on the Internet, for falls on a Saturday, Sunday, or legal holiday, theIf you cannot locate your prior year AGI download from the Internet, and in retail stores. due date is delayed until the next business day.or prior year PIN, use the Electronic

For information, visit www.irs.gov/efile.
Filing PIN Request. This can be found

TIP
Filing paper returns on time. Your paper re-at IRS.gov. Click on “Tools” and then on “Elec-
turn is filed on time if it is mailed in an envelopetronic Filing PIN Request.” Or you can call
that is properly addressed, has enough postage,Through Employers and Financial1-866-704-7388.
and is postmarked by the due date. If you sendInstitutions

Practitioner PIN. The Practitioner PIN your return by registered mail, the date of the
method allows you to authorize your tax practi- Some businesses offer free e-file to their em- registration is the postmark date. The registra-
tioner to enter or generate your PIN. The practi- ployees, members, or customers. Others offer it tion is evidence that the return was delivered. If
tioner can provide you with details. for a fee. Ask your employer or financial institu- you send a return by certified mail and have your

receipt postmarked by a postal employee, thetion if they offer IRS e-file as an employee,
Form 8453. You must send in a paper Form date on the receipt is the postmark date. Themember, or customer benefit.
8453 if you are attaching or filing Appendix A of postmarked certified mail receipt is evidence
Revenue Procedure 2009-20, Forms 1098-C, that the return was delivered.
2848 (for an electronic return signed by an Free Help With Your Return Private delivery services. If you use a pri-agent), 3115, 3468 (if attachments are re-

vate delivery service designated by the IRS toquired), 4136 (if certificate or statement re- Free help in preparing your return is available
send your return, the postmark date generally isquired), 5713, 8283 (if a statement is required nationwide from IRS-trained volunteers. The
the date the private delivery service records infor Section A or if Section B is completed), 8332 Volunteer Income Tax Assistance (VITA) pro-
its database or marks on the mailing label. The(or certain pages from a decree or agreement gram is designed to help low to moderate in-
private delivery service can tell you how to getthat went into effect after 1984 and before 2009), come taxpayers and the Tax Counseling for the
written proof of this date.8858, 8864 (if certification or statement re- Elderly (TCE) program is designed to assist tax-

The following are designated private deliveryquired), 8885, or 8849 (if you elect not to report payers age 60 or older with their tax returns.
services.your transactions electronically on Form 8849). Many VITA sites offer free electronic filing and

For more details, visit www.irs.gov/efile and all volunteers will let you know about the credits • DHL Express (DHL): Same Day Service.
click on “Individual Taxpayers.” and deductions you may be entitled to claim. To • Federal Express (FedEx): FedEx Priorityfind a site near you, call 1-800-906-9887. Or to

Overnight, FedEx Standard Overnight,Power of attorney. If an agent is signing your find the nearest AARP TaxAide site, visit
FedEx 2Day, FedEx International Priority,return for you, a power of attorney (POA) must AARP’s website at www.aarp.org/taxaide or call
and FedEx International First.be filed. Attach the POA to Form 8453 and file it 1-888-227-7669. For more information on these

using that form’s instructions. See Signatures, programs, go to IRS.gov and enter keyword • United Parcel Service (UPS): UPS Next
later, for more information on POAs. “VITA” in the upper right-hand corner. Day Air, UPS Next Day Air Saver, UPS

State returns. In most states, you can file an
electronic state return simultaneously with your Table 1-5.  When To File Your 2011 Return
federal return. For more information, check with

For U.S. citizens and residents who file returns on a calendar year.your local IRS office, state tax agency, tax pro-
fessional, or the IRS website at 

For Certain Taxpayerswww.irs.gov/efile.
For Most Taxpayers Outside the U.S.

Refunds. You can have a refund check mailed No extension requested April 17, 2012 June 15, 2012
to you, or you can have your refund deposited

Automatic extension October 15, 2012 October 15, 2012directly to your checking or savings account or
split among two or three accounts. With e-file,
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2nd Day Air, UPS 2nd Day Air A.M., UPS Example. If your return is due on April 17, 1. You are a U.S. citizen or resident, and
2012, you will have until October 15, 2012, toWorldwide Express Plus, and UPS World- 2. On the due date of your return:
file.wide Express.

a. You are living outside the United StatesIf you do not pay the tax due by the
and Puerto Rico, and your main placeregular due date (generally, April 15),Filing electronic returns on time. If you use
of business or post of duty is outsideyou will owe interest. You may also beIRS e-file, your return is considered filed on time CAUTION

!
the United States and Puerto Rico, orcharged penalties, discussed later.if the authorized electronic return transmitter

b. You are in military or naval service onHow to get the automatic extension. Youpostmarks the transmission by the due date. An
duty outside the United States and can get the automatic extension by:authorized electronic return transmitter is a par-
Puerto Rico.ticipant in the IRS e-file program that transmits

1. Using IRS e-file (electronic filing), orelectronic tax return information directly to the
However, if you pay the tax due after theIRS. 2. Filing a paper form.

regular due date (generally, April 15), interestThe electronic postmark is a record of when
will be charged from that date until the date thethe authorized electronic return transmitter re- E-file options. There are two ways you can
tax is paid.use e-file to get an extension of time to file.ceived the transmission of your electronically

If you served in a combat zone or qualifiedComplete Form 4868, Application for Automaticfiled return on its host system. The date and time
hazardous duty area, you may be eligible for aExtension of Time To File U.S. Individual In-in your time zone controls whether your elec- longer extension of time to file. See Individualscome Tax Return, to use as a worksheet. If youtronically filed return is timely. Serving in Combat Zone, later, for special rulesthink you may owe tax when you file your return,
that apply to you.use Part II of the form to estimate your balanceFiling late. If you do not file your return by the

due. If you e-file Form 4868 to the IRS, do not Married taxpayers. If you file a joint return,due date, you may have to pay a failure-to-file
also send a paper Form 4868. only one spouse has to qualify for this automaticpenalty and interest. For more information, see

extension. If you and your spouse file separatePenalties, later. Also see Interest under Amount E-file using your personal computer or a
returns, this automatic extension applies only toYou Owe. tax professional.  You can use a tax software
the spouse who qualifies.package with your personal computer or a taxIf you were due a refund but you did not file a

professional to file Form 4868 electronically.return, you generally must file within 3 years How to get the extension. To use this auto-You will need to provide certain information fromfrom the date the return was due (including ex- matic extension, you must attach a statement toyour tax return for 2010. If you wish to make atensions) to get that refund. your return explaining what situation qualifiedpayment by electronic funds withdrawal, see
you for the extension. (See the situations listedElectronic payment options, under How To Pay,Nonresident alien.  If you are a nonresident under (2), earlier.)later in this chapter.alien and earn wages subject to U.S. income tax
Extensions beyond 2 months. If you cannotwithholding, your 2011 U.S. income tax return E-file and pay by credit or debit card or by
file your return within the automatic 2-monthusing the Electronic Federal Tax Payment(Form 1040NR or Form 1040NR-EZ) is due by:
extension period, you may be able to get anSystem (EFTPS). You can get an extension• April 17, 2012, if you use a calendar year, additional 4-month extension, for a total of 6by paying part or all of your estimate of tax due

or months. File Form 4868 and check the box onby using a credit or debit card or by using
line 8.EFTPS. You can do this by phone or over the• The 15th day of the 4th month after the

Internet. You do not file Form 4868. See Elec-end of your fiscal year if you use a fiscal No further extension. An extension of more
tronic payment options, under How To Pay, lateryear. than 6 months will generally not be granted.
in this chapter.

However, if you are outside the United States
If you do not earn wages subject to U.S. in- and meet certain tests, you may be granted aFiling a paper Form 4868. You can get ancome tax withholding, your return is due by: longer extension. For more information, seeextension of time to file by filing a paper Form

When To File and Pay in Publication 54.• June 15, 2012, if you use a calendar year, 4868. Mail it to the address shown in the form
or instructions.

If you want to make a payment with the form,• The 15th day of the 6th month after the Individuals Serving in 
make your check or money order payable to theend of your fiscal year, if you use a fiscal Combat Zone“United States Treasury.” Write your SSN, day-year.
time phone number, and “2011 Form 4868” on The deadline for filing your tax return, payingSee Publication 519 for more filing information. your check or money order. any tax you may owe, and filing a claim for

refund is automatically extended if you serve in aFiling for a decedent. If you must file a final When to file. You must request the automatic combat zone. This applies to members of theincome tax return for a taxpayer who died during extension by the due date for your return. You Armed Forces, as well as merchant marinesthe year (a decedent), the return is due by the can file your return any time before the 6-month serving aboard vessels under the operational15th day of the 4th month after the end of the extension period ends. control of the Department of Defense, Reddecedent’s normal tax year. See Publication
Cross personnel, accredited correspondents,When you file your return. Enter any pay-559.
and civilians under the direction of the Armedment you made related to the extension of time
Forces in support of the Armed Forces.to file on Form 1040, line 68. If you file FormExtensions of Time To File 1040EZ or Form 1040A, include that payment in Combat zone. For purposes of the automatic

your total payments on Form 1040EZ, line 9, or extension, the term “combat zone” includes theYou may be able to get an extension of time to
Form 1040A, line 41. Also enter “Form 4868” following areas. file your return. Special rules apply for those who
and the amount paid in the space to the left ofwere:
line 9 or line 41. 1. The Persian Gulf area, effective January

• Outside the United States, or 17, 1991.

• Serving in a combat zone. 2. The qualified hazardous duty area of theIndividuals Outside the Federal Republic of Yugoslavia (Serbia/
United States Montenegro), Albania, the Adriatic Sea,Automatic Extension and the Ionian Sea north of the 39th paral-
You are allowed an automatic 2-month exten-

lel, effective March 24, 1999.If you cannot file your 2011 return by the due sion (until June 15, 2012, if you use the calendar
date, you may be able to get an automatic year) to file your 2011 return and pay any federal 3. Afghanistan, effective September 19,
6-month extension of time to file. income tax due if: 2001.
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See Publication 3, Armed Forces’ Tax If it is mailed, you should allow adequate time to actually or constructively receive them. Gener-
Guide, for information about other tax benefits receive it before contacting your employer. If ally, you deduct all expenses in the year you
available to military personnel serving in a com- you still do not get the form by February 15, the actually pay them. This is the method most indi-
bat zone. IRS can help you by requesting the form from vidual taxpayers use.

your employer. When you request IRS help, be Constructive receipt. Generally, you con-Extension period. The deadline for filing your
prepared to provide the following information. structively receive income when it is credited toreturn, paying any tax due, and filing a claim for

• Your name, address (including ZIP code), your account or set apart in any way that makesrefund is extended for at least 180 days after the
later of: and phone number. it available to you. You do not need to have

physical possession of it. For example, interest• Your SSN.1. The last day you are in a combat zone or credited to your bank account on December 31,
the last day the area qualifies as a combat • Your dates of employment. 2011, is taxable income to you in 2011 if you
zone, or could have withdrawn it in 2011 (even if the• Your employer’s name, address (including

amount is not entered in your passbook or with-2. The last day of any continuous qualified ZIP code), and phone number.
drawn until 2012).hospitalization for injury from service in the

combat zone. Garnisheed wages. If your employer usesForm 1099. If you received certain types of
your wages to pay your debts, or if your wagesIn addition to the 180 days, your deadline is income, you may receive a Form 1099. For
are attached or garnisheed, the full amount isalso extended by the number of days you had example, if you received taxable interest of $10
constructively received by you. You must in-left to take action with the IRS when you entered or more, the payer is required to provide or send
clude these wages in income for the year youthe combat zone. For example, you have 31/2 Form 1099 to you no later than January 31, 2012
would have received them.months (January 1 –  April 15) to file your tax (or by February 15, 2012, if furnished by a bro-

return. Any days left in this period when you ker). If it is mailed, you should allow adequate Debts paid for you. If another person
entered the combat zone (or the entire 31/2 time to receive it before contacting the payer. If cancels or pays your debts (but not as a gift or
months if you entered it before the beginning of you still do not get the form by February 15 (or by loan), you have constructively received the
the year) are added to the 180 days. See Exten- March 5, 2012, if furnished by a broker), call the amount and generally must include it in your
sion of Deadlines in Publication 3 for more infor- IRS for help. gross income for the year. See Canceled Debts
mation. in chapter 12 for more information.

The above rules on the extension for filing When Do I Report My Payment to third party. If a third party isyour return also apply when you are deployed
paid income from property you own, you haveoutside the United States (away from your per- Income and Expenses?
constructively received the income. It is themanent duty station) while participating in a des-
same as if you had actually received the incomeignated contingency operation. You must figure your taxable income on the
and paid it to the third party.basis of a tax year. A “tax year” is an annual

accounting period used for keeping records and Payment to an agent. Income an agent re-
reporting income and expenses. You must ac- ceives for you is income you constructively re-
count for your income and expenses in a wayHow Do I Prepare ceived in the year the agent receives it. If you
that clearly shows your taxable income. The way indicate in a contract that your income is to be
you do this is called an accounting method. ThisMy Return? paid to another person, you must include the
section explains which accounting periods and amount in your gross income when the other
methods you can use.This section explains how to get ready to fill in person receives it.

your tax return and when to report your income
Check received or available. A valid check

and expenses. It also explains how to complete
that was made available to you before the end ofAccounting Periodscertain sections of the form. You may find Table
the tax year is constructively received by you in

1-6 helpful when you prepare your return.
that year. A check that was “made available toMost individual tax returns cover a calendar
you” includes a check you have already re-year—the 12 months from January 1 throughTable 1-6. Six Steps for Preparing
ceived, but not cashed or deposited. It also in-December 31. If you do not use a calendar year,Your Return
cludes, for example, your last paycheck of theyour accounting period is a fiscal year. A regular
year that your employer made available for youfiscal year is a 12-month period that ends on the1 — Get your records together for income
to pick up at the office before the end of the year.last day of any month except December. Aand expenses.
It is constructively received by you in that year52-53-week fiscal year varies from 52 to 53

2 — Get the forms, schedules, and whether or not you pick it up before the end ofweeks and always ends on the same day of the
publications and/or software you need. the year or wait to receive it by mail after the endweek.

of the year.You choose your accounting period (tax3 — Fill in your return.
year) when you file your first income tax return. It No constructive receipt. There may be4 — Check your return to make sure it is cannot be longer than 12 months. facts to show that you did not constructivelycorrect.

receive income.
More information. For more information on5 — Sign and date your return.
accounting periods, including how to change Example. Alice Johnson, a teacher, agreed6 — Attach all required forms and your accounting period, see Publication 538, to her school board’s condition that, in her ab-schedules. Accounting Periods and Methods. sence, she would receive only the difference

between her regular salary and the salary of a
Substitute tax forms. You cannot use your substitute teacher hired by the school board.

Accounting Methodsown version of a tax form unless it meets the Therefore, Alice did not constructively receive
requirements explained in Publication 1167, the amount by which her salary was reduced toYour accounting method is the way you accountGeneral Rules and Specifications for Substitute pay the substitute teacher.for your income and expenses. Most taxpayersForms and Schedules.

use either the cash method or an accrual Accrual method. If you use an accrual
Form W-2. If you are an employee, you should method. You choose a method when you file method, you generally report income when you
receive Form W-2 from your employer. You will your first income tax return. If you want to earn it, rather than when you receive it. You
need the information from this form to prepare change your accounting method after that, you generally deduct your expenses when you incur
your return. See Form W-2 under Credit for generally must get IRS approval. them, rather than when you pay them.
Withholding and Estimated Tax in chapter 4.

Cash method. If you use this method, report Income paid in advance. An advance pay-Your employer is required to provide or send
all items of income in the year in which you ment of income is generally included in grossForm W-2 to you no later than January 31, 2012.
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income in the year you receive it. Your method proof of age, identity, or citizenship, contact your you may have to pay a penalty. See the discus-
of accounting does not matter as long as the SSA office. sion on Penalties, later, for more information.
income is available to you. An advance payment If your dependent does not have an SSN by

SSN on correspondence. If you write to themay include rent or interest you receive in ad- the time your return is due, you may want to ask
IRS about your tax account, be sure to includevance and pay for services you will perform for an extension of time to file, as explained
your SSN (and the name and SSN of yourlater. earlier under When Do I Have To File.
spouse, if you filed a joint return) in your corre-A limited deferral until the next tax year may If you do not provide a required SSN or if you
spondence. Because your SSN is used to iden-be allowed for certain advance payments. See provide an incorrect SSN, your tax may be in-
tify your account, this helps the IRS respond toPublication 538 for specific information. creased and any refund may be reduced.
your correspondence promptly.

Additional information. For more information
Adoption taxpayer identification numberon accounting methods, including how to
(ATIN). If you are in the process of adopting a Presidential Election change your accounting method, see Publica-
child who is a U.S. citizen or resident and cannottion 538. Campaign Fundget an SSN for the child until the adoption is
final, you can apply for an ATIN to use instead of This fund helps pay for Presidential electionSocial Security Number an SSN. campaigns. The fund reduces candidates’ de-

File Form W-7A, Application for Taxpayer pendence on large contributions from individu-You must enter your social security number Identification Number for Pending U.S. Adop- als and groups and places candidates on an(SSN) in the space provided on your return. If tions, with the IRS to get an ATIN if all of the equal financial footing in the general election. Ifyou are married, enter the SSNs for both you following are true. you want $3 to go to this fund, check the box. Ifand your spouse, whether you file jointly or sep-
you are filing a joint return, your spouse can also• You have a child living with you who wasarately.
have $3 go to the fund. If you check a box, yourplaced in your home for legal adoption.If you are filing a joint return, write the SSNs
tax or refund will not change.in the same order as the names. Use this same • You cannot get the child’s existing SSN

order in submitting other forms and documents even though you have made a reasonable
to the IRS. Computationsattempt to get it from the birth parents, the

Check that both the name and SSN on your placement agency, and other persons.
Form 1040, W-2, and 1099 agree with your The following information on entering numbers

• You cannot get an SSN for the child fromsocial security card. If they do not, certain de- on your tax return may be useful in making the
the SSA because, for example, the adop-ductions and credits on your Form 1040 may be return easier to complete.
tion is not final.reduced or disallowed and you may not receive

credit for your social security earnings. If your Rounding off dollars. You may round off• You are eligible to claim the child as a
Form W-2 shows an incorrect SSN or name, cents to whole dollars on your return and sched-dependent on your tax return.
notify your employer or the form-issuing agent ules. If you do round to whole dollars, you must

After the adoption is final, you must apply for anas soon as possible to make sure your earnings round all amounts. To round, drop amounts
SSN for the child. You cannot continue using theare credited to your social security record. If the under 50 cents and increase amounts from 50 to
ATIN.name or SSN on your social security card is 99 cents to the next dollar. For example, $1.39

incorrect, call the SSA at 1-800-772-1213. becomes $1 and $2.50 becomes $3.See Form W-7A for more information.
If you have to add two or more amounts to

Name change. If you changed your name be- figure the amount to enter on a line, includeNonresident alien spouse. If your spouse iscause of marriage, divorce, etc., be sure to re- cents when adding the amounts and round offa nonresident alien, your spouse must haveport the change to your local Social Security only the total.either an SSN or an ITIN if:Administration (SSA) office before filing your
return. This prevents delays in processing your • You file a joint return, Example. You receive two Forms W-2: one
return and issuing refunds. It also safeguards showing wages of $5,000.55 and one showing• You file a separate return and claim anyour future social security benefits. wages of $18,500.73. On Form 1040, line 7, youexemption for your spouse, or

would enter $23,501 ($5,000.55 + $18,500.73 =Dependent’s social security number. You • Your spouse is filing a separate return. $23,501.28), not $23,502 ($5,001 + $18,501).must provide the SSN of each dependent you
If your spouse is not eligible for an SSN, see theclaim, regardless of the dependent’s age. This

Equal amounts. If you are asked to enter thenext discussion.requirement applies to all dependents (not just
smaller or larger of two equal amounts, enter

your children) claimed on your tax return.
that amount.Individual taxpayer identification number

Exception. If your child was born and died (ITIN). The IRS will issue you an ITIN if you are
in 2011 and did not have an SSN, enter “DIED” Example. Line 1 is $500. Line 3 is $500.a nonresident or resident alien and you do not
in column (2) of line 6c (Form 1040 or 1040A) Line 5 asks you to enter the smaller of line 1 or 3.have and are not eligible to get an SSN. This
and attach a copy of the child’s birth certificate, Enter $500 on line 5.also applies to an alien spouse or dependent. To
death certificate, or hospital records. apply for an ITIN, file Form W-7 with the IRS. It

Negative amounts. If you need to enter ausually takes about 6 weeks to get an ITIN.No social security number. File Form SS-5, negative amount, put the amount in parenthesesEnter the ITIN on your tax return wherever anApplication for a Social Security Card, with your rather than using a minus sign. To combineSSN is requested.local SSA office to get an SSN for yourself or positive and negative amounts, add all the posi-
your dependent. It usually takes about 2 weeks If you are applying for an ITIN for your- tive amounts together and then subtract the
to get an SSN. If you or your dependent is not self, your spouse, or a dependent in negative amounts.
eligible for an SSN, see Individual taxpayer order to file your tax return, attach your

TIP

identification number (ITIN), later. completed tax return to your Form W-7. See the AttachmentsIf you are a U.S. citizen or resident alien, you Form W-7 instructions for how and where to file.
must show proof of age, identity, and citizenship Depending on the form you file and the itemsAn ITIN is for tax use only. It does notor alien status with your Form SS-5. If you are 12 reported on your return, you may have to com-entitle you or your dependent to socialor older and have never been assigned an SSN, plete additional schedules and forms and attachsecurity benefits or change the em-you must appear in person with this proof at an CAUTION

!
them to your return.ployment or immigration status of either of youSSA office.

under U.S. law. You may be able to file a paperlessForm SS-5 is available at any SSA office, on
return using IRS e-file. There’s nothingthe Internet at www.socialsecurity.gov, or by Penalty for not providing social security
to attach or mail, not even your Formscalling 1-800-772-1213. If you have any ques- number. If you do not include your SSN or the

TIP

W-2.tions about which documents you can use as SSN of your spouse or dependent as required,
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Form W-2. Form W-2 is a statement from your Many preparers are required to e-file the taxSignatures
returns they prepare. They sign these e-filedemployer of wages and other compensation
returns using their tax preparation software.paid to you and taxes withheld from your pay. You must sign and date your return. If you file a
However, you can choose to have your returnYou should have a Form W-2 from each em- joint return, both you and your spouse must sign
completed on paper if you prefer. In that case,ployer. Be sure to attach a copy of Form W-2 in the return, even if only one of you had income.
the paid preparer can sign the paper return man-the place indicated on the front page of your

If you file a joint return, both spouses ually or use a rubber stamp or mechanical de-return. Attach it to the front page of your return,
are generally liable for the tax, and the vice. The preparer is personally responsible fornot to any attachments. For more information,
entire tax liability may be assessed affixing his or her signature to the return.CAUTION

!
see Form W-2 in chapter 4. against either spouse. See chapter 2. If the preparer is self-employed (that is, not

If you received a Form 1099-R, Distributions employed by any person or business to prepare
If you e-file your return, you can use anFrom Pensions, Annuities, Retirement or the return), he or she should check the
electronic signature to sign your return.Profit-Sharing Plans, IRAs, Insurance Con- self-employed box in the Paid Preparer Use
See Does My Return Have To Be ontracts, etc., showing federal income tax with-

TIP
Only space on the return.

Paper, earlier.held, attach a copy of that form in the place The preparer must give you a copy of your
If you are due a refund, it cannot be issuedindicated on the front page of your return. return in addition to the copy filed with the IRS.

unless you have signed your return. If you prepare your own return, leave this
Enter your occupation in the space provided area blank. If another person prepares your re-Form 1040EZ. There are no additional sched- in the signature section. If you file a joint return, turn and does not charge you, that personules to file with Form 1040EZ. enter both your occupation and your spouse’s should not sign your return.

occupation. Entering your daytime phone num- If you have questions about whether a
ber may help speed the processing of your re- preparer must sign your return, contact any IRSForm 1040A. Attach any forms and schedules
turn. office.behind Form 1040A in order of the “Attachment

Sequence Number” shown in the upper right When someone can sign for you. You can
corner of the form or schedule. Then arrange all appoint an agent to sign your return if you are: Refunds
other statements or attachments in the same

1. Unable to sign the return because of dis-order as the forms and schedules they relate to When you complete your return, you will deter-
ease or injury,and attach them last. Do not attach items unless mine if you paid more income tax than you

required to do so. owed. If so, you can get a refund of the amount2. Absent from the United States for a contin-
you overpaid or, if you file Form 1040 or Formuous period of at least 60 days before the
1040A, you can choose to apply all or part of thedue date for filing your return, orForm 1040. Attach any forms and schedules overpayment to your next year’s (2012) esti-

behind Form 1040 in order of the “Attachment 3. Given permission to do so by the IRS of- mated tax. You cannot have your overpayment
Sequence Number” shown in the upper right fice in your area. applied to your 2012 estimated tax if you file
corner of the form or schedule. Then arrange all Form 1040EZ.
other statements or attachments in the same Power of attorney. A return signed by an

If you choose to have a 2011 overpay-order as the forms and schedules they relate to agent in any of these cases must have a power
ment applied to your 2012 estimatedof attorney (POA) attached that authorizes theand attach them last. Do not attach items unless
tax, you cannot change your mind andCAUTION

!
agent to sign for you. You can use a POA thatrequired to do so.

have any of it refunded to you after the due datestates that the agent is granted authority to sign
(without extensions) of your 2011 return.the return, or you can use Form 2848, Power ofThird Party Designee Follow the form instructions to complete theAttorney and Declaration of Representative.
entries to claim your refund and/or to apply yourPart I of Form 2848 must state that the agent isYou can authorize the IRS to discuss your return
overpayment to your 2012 estimated tax.granted authority to sign the return.with your preparer, a friend, family member, or

If your refund for 2011 is large, youany other person you choose. If you check the Unable to sign. If the taxpayer is mentally
may want to decrease the amount ofincompetent and cannot sign the return, it must“Yes” box in the Third party designee area of
income tax withheld from your pay inbe signed by a court-appointed representativeyour 2011 tax return and provide the information

TIP

2012. See chapter 4 for more information.who can act for the taxpayer.required, you are authorizing:
If the taxpayer is mentally competent but

Instead of getting a pa-1. The IRS to call the designee to answer any physically unable to sign the return or POA, a
Simple. Safe. Secure.

DIRECT DEPOSIT
per check, you may bequestions that arise during the processing valid “signature” is defined under state law. It

able to have your refund deposited directly intoof your return, and can be anything that clearly indicates the tax-
your checking or savings account, including anpayer’s intent to sign. For example, the tax-2. The designee to: individual retirement arrangement. Follow thepayer’s “X” with the signatures of two witnesses
form instructions to request direct deposit.might be considered a valid signature under aa. Give information that is missing from

If the direct deposit cannot be done, the IRSstate’s law.your return to the IRS,
will send a check instead.

Spouse unable to sign. If your spouse is una-b. Call the IRS for information about the
ble to sign for any reason, see Signing a joint TreasuryDirect®. You can request a depositprocessing of your return or the status
return in chapter 2. of your refund to a TreasuryDirect® online ac-of your refund or payments,

count to buy U.S. Treasury marketable securi-Child’s return. If a child has to file a tax returnc. Receive copies of notices or transcripts ties and savings bonds. For more information,
but cannot sign the return, the child’s parent,related to your return, upon request, go to www.treasurydirect.gov.
guardian, or another legally responsible personand
must sign the child’s name, followed by the Split refunds. If you choose direct deposit,d. Respond to certain IRS notices about words “By (your signature), parent for minor you may be able to split the refund and have itmath errors, offsets (see Refunds, child.” deposited among two or three accounts or buylater), and return preparation.

up to $5,000 in paper series I savings bonds.
Complete Form 8888, Allocation of Refund (In-Paid PreparerThe authorization will automatically end no
cluding Savings Bond Purchases), and attach itlater than the due date (without any extensions) Generally, anyone you pay to prepare, assist in to your return.for filing your 2012 tax return. This is April 15, preparing, or review your tax return must sign it

2013, for most people. and fill in the other blanks, including their Overpayment less than one dollar. If your
See your form instructions for more informa- Preparer Tax Identification Number (PTIN), in overpayment is less than one dollar, you will not

tion. the paid preparer’s area of your return. get a refund unless you ask for it in writing.
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Cashing your refund check. Cash your tax these forms are not attached, or if the form is and return. Although you do not have to use
incomplete when filed. Form 1040-V, doing so allows us to processrefund check soon after you receive it. Checks

your payment more accurately and efficiently.expire the last business day of the 12th month of A separate Form 8379 must be filed for each
Follow the instructions that come with the form.issue. tax year to be considered.

Do not mail cash with your return. If you payIf your check has expired, you can apply to An injured spouse claim is different cash at an IRS office, keep the receipt as part ofthe IRS to have it reissued. from an innocent spouse relief request. your records.
An injured spouse uses Form 8379 toCAUTION

!
Refund more or less than expected. If you Payment not honored. If your check,request the division of the tax overpayment at-
receive a check for a refund you are not entitled money order, or any other commercial instru-tributed to each spouse. An innocent spouse
to, or for an overpayment that should have been ment for payment is not honored by your bankuses Form 8857, Request for Innocent Spouse
credited to estimated tax, do not cash the check. (or other financial institution) and the IRS doesRelief, to request relief from joint liability for tax,

not receive the funds, you still owe the tax. InCall the IRS. interest, and penalties on a joint return for items
addition, you may be subject to a dishonoredof the other spouse (or former spouse) that wereIf you receive a check for more than the
payment penalty.incorrectly reported on the joint return. For infor-refund you claimed, do not cash the check until

mation on innocent spouses, see Relief fromyou receive a notice explaining the difference.
Electronic payment options. Electronic pay-joint responsibility under Filing a Joint Return inIf your refund check is for less than you
ment options are convenient, safe, and securechapter 2.claimed, it should be accompanied by a notice methods for paying individual income taxes.

explaining the difference. Cashing the check There’s no check to write, money order to buy,
does not stop you from claiming an additional Amount You Owe or voucher to mail. Payments can be made 24
amount of refund. hours a day, 7 days a week.

If you did not receive a notice and you have When you complete your return, you will deter-
Credit or debit card. For information onany questions about the amount of your refund, mine if you have paid the full amount of tax that

paying your taxes with a credit or debit card, goyou owe. If you owe additional tax, you shouldyou should wait 2 weeks. If you still have not
to www.irs.gov/e-pay.pay it with your return.received a notice, call the IRS.

Electronic funds withdrawal. You canIf the IRS figures your tax for you, you will
Offset against debts. If you are due a refund e-file and pay in a single step by authorizing anreceive a bill for any tax that is due. You should

electronic funds withdrawal from your checkingpay this bill within 30 days (or by the due date ofbut have not paid certain amounts you owe, all
or savings account. If you select this paymentyour return, if later). See Tax Figured by IRS inor part of your refund may be used to pay all or
option, you will need to have your account num-chapter 29.part of the past-due amount. This includes
ber, your financial institution’s routing transitpast-due federal income tax, other federal debts If you do not pay your tax when due,
number, and account type (checking or sav-(such as student loans), state income tax, child you may have to pay a failure-to-pay
ings). You can schedule the payment for anyand spousal support payments, and state unem- penalty. See Penalties, later. For moreCAUTION

!
future date up to and including the return dueployment compensation debt. You will be noti- information about your balance due, see Publi-
date.fied if the refund you claimed has been offset cation 594, The IRS Collection Process.

against your debts. Be sure to check with your financial
If the amount you owe for 2011 is large, institution to make sure that an elec-Joint return and injured spouse. When a you may want to increase the amount tronic funds withdrawal is allowed andCAUTION

!
joint return is filed and only one spouse owes a of income tax withheld from your pay or

TIP
to get the correct routing and account numbers.past-due amount, the other spouse can be con- make estimated tax payments for 2012. See

sidered an injured spouse. An injured spouse Electronic Federal Tax Payment Systemchapter 4 for more information.
should file Form 8379, Injured Spouse Alloca- (EFTPS). EFTPS is a free tax payment system
tion, if both of the following apply and the spouse that all individual and business taxpayers can
wants a refund of his or her share of the over- use. You can make payments online or byHow To Paypayment shown on the joint return. phone.

Here are just a few of the benefits of thisIf you have an amount due on your tax return,
1. You are not legally obligated to pay the easy-to-use system.you can pay by check, money order, credit or

past-due amount. debit card. If you filed electronically, you also • Convenient and flexible. You can use it to
may be able to make your payment electroni-2. You made and reported tax payments schedule payments in advance. For exam-
cally.(such as federal income tax withheld from ple, you can schedule estimated tax pay-

your wages or estimated tax payments), or ments (Form 1040-ES) or installmentYou do not have to pay if the amount
claimed a refundable tax credit (see the agreement payments weekly, monthly, oryou owe is less than $1.
credits listed under Who Should File, ear- quarterly.

TIP

lier).
• Fast and accurate. You can make a taxCheck or money order. If you pay by check or

payment in minutes. Because there aremoney order, make it out to the “United States
Note. If the injured spouse’s residence was verification steps along the way, you canTreasury.” Show your correct name, address,

in a community property state at any time during check and review your information beforeSSN, daytime phone number, and the tax year
the tax year, then the injured spouse must only sending it.and form number on the front of your check or
meet (1) above. money order. If you are filing a joint return, enter • Safe and secure. It offers the highestIf you have not filed your joint return and you the SSN shown first on your tax return. available levels of security. Every transac-know that your joint refund will be offset, file For example, if you file Form 1040 for 2011 tion receives an immediate confirmation.Form 8379 with your return. You should receive and you owe additional tax, show your name,
your refund within 14 weeks from the date the address, SSN, daytime phone number, and For more information or details on enrolling,
paper return is filed or within 11 weeks from the “2011 Form 1040” on the front of your check or visit www.irs.gov/e-pay or www.eftps.gov or call
date the return is filed electronically. money order. If you file an amended return EFTPS Customer Service at 1-800-316-6541

If you filed your joint return and your joint (Form 1040X) for 2010 and you owe tax, show (individual) or 1-800-555-4477 (business). TTY/
refund was offset, file Form 8379 by itself. When your name, address, SSN, daytime phone num- TDD he lp  i s  ava i l ab l e  by  ca l l i ng
filed after offset, it can take up to 8 weeks to ber, and “2010 Form 1040X” on the front of your 1-800-733-4829.

check or money order. receive your refund. Do not attach the previously
filed tax return, but do include copies of all Enclose your payment with your return, but Estimated tax payments. Do not include any
Forms W-2 and W-2G for both spouses and any do not attach it to the form. If you filed Form 1040 2012 estimated tax payment in the payment for
Forms 1099 that show income tax withheld. The or Form 1040A, complete Form 1040-V, Pay- your 2011 income tax return. See chapter 4 for
processing of Form 8379 may be delayed if ment Voucher, and enclose it with your payment information on how to pay estimated tax.
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 To apply online, go to IRS.gov and click on “IInterest
need to pay my tax bill.” What Happens After Interest is charged on tax you do not pay by the

due date of your return. Interest is charged even I File?Gift To Reduce Debt if you get an extension of time for filing.
Held by the PublicIf the IRS figures your tax for you, inter- After you send your return to the IRS, you may

est cannot start earlier than the 31st have some questions. This section discusses
You can make a contribution (gift) today after the IRS sends you a bill. For concerns you may have about recordkeeping,

TIP

reduce debt held by the public. If youinformation, see Tax Figured by IRS in chapter your refund, and what to do if you move.
wish to do so, make a separate check29.

payable to “Bureau of the Public Debt.”Interest on penalties. Interest is charged on What Records Should 
Send your check to:the failure-to-file penalty, the accuracy-related I Keep?penalty, and the fraud penalty from the due date

of the return (including extensions) to the date of
This part discusses why you should keep rec-payment. Interest on other penalties starts on Bureau of the Public Debt ords, what kinds of records you should keep,the date of notice and demand, but is not ATTN: Department G and how long you should keep them.charged on penalties paid within 21 calendar P.O. Box 2188 You probably already keep records in yourdays from the date of the notice (or within 10 Parkersburg, WV 26106-2188. daily routine. This includes keeping receipts forbusiness days if the notice is for $100,000 or
purchases and recording information in yourmore).
checkbook. Use this to determine if you need toOr, enclose your separate check in the
keep additional information in your records.Interest due to IRS error or delay. All or part envelope with your income tax return. Do not

of any interest you were charged can be forgiven add this gift to any tax you owe. You must keep records so that you can
if the interest is due to an unreasonable error or prepare a complete and accurate in-Go to www.publicdebt.treas.gov for informa-
delay by an officer or employee of the IRS in come tax return. The law does not re-tion on how to make this type of gift online. RECORDS

performing a ministerial or managerial act. quire any special form of records. However, youYou can deduct this gift as a charitable con-A ministerial act is a procedural or mechani- should keep all receipts, canceled checks ortribution on next year’s tax return if you itemizecal act that occurs during the processing of your other proof of payment, and any other records toyour deductions on Schedule A (Form 1040).case. A managerial act includes personnel support any deductions or credits you claim.
transfers and extended personnel training. A

If you file a claim for refund, you must be abledecision concerning the proper application of Name and Address to prove by your records that you have overpaidfederal tax law is not a ministerial or managerial
your tax.act. After you have completed your return, fill-in your

This part does not discuss the records youThe interest can be forgiven only if you are name and address in the appropriate area of the
should keep when operating a business. Fornot responsible in any important way for the Form 1040, Form 1040A, or Form 1040EZ.
information on business records, see Publica-error or delay and the IRS has notified you in

You must write your SSN in the spaces tion 583, Starting a Business and Keeping Rec-writing of the deficiency or payment. For more
provided on your tax return. ords.information, see Publication 556, Examination

CAUTION
!

of Returns, Appeal Rights, and Claims for Re-
fund. P.O. box. If your post office does not deliver Why Keep Records?

Interest and certain penalties may also be mail to your street address and you have a P.O.
There are many reasons to keep records. Insuspended for a limited period if you filed your box, print your P.O. box number on the line for
addition to tax purposes, you may need to keepreturn by the due date (including extensions) your present home address instead of your
records for warranty or insurance purposes orand the IRS does not provide you with a notice street address.
for getting a loan. Good records will help you:specifically stating your liability and the basis for

it before the close of the 36-month period begin- Foreign address. If your address is outside • Identify sources of income. You may re-
ning on the later of: the United States or its possessions or territo- ceive money or property from a variety of

ries, enter the city name on the appropriate line sources. Your records can identify the• The date the return is filed, or
of your return. Do not enter any other informa- sources of your income. You need this in-• The due date of the return without regard tion on that line, but also complete the line below formation to separate business from non-

to extensions. showing: business income and taxable from
nontaxable income.For more information, see Publication 556.

1. Foreign country name,
• Keep track of expenses. You may forget

2. Foreign province/county, andInstallment Agreement an expense unless you record it when it
occurs. You can use your records to iden-3. Foreign postal code.If you cannot pay the full amount due with your
tify expenses for which you can claim areturn, you can ask to make monthly installment Follow the country’s practice for entering the deduction. This will help you determine ifpayments for the full or a partial amount. How- postal code and the name of the country, prov- you can itemize deductions on your taxever, you will be charged interest and may be ince, or state. return.charged a late payment penalty on the tax not

paid by the date your return is due, even if your • Keep track of the basis of property. You
request to pay in installments is granted. If your need to keep records that show the basis
request is granted, you must also pay a fee. To of your property. This includes the originalWhere Do I File?limit the interest and penalty charges, pay as cost or other basis of the property and any
much of the tax as possible with your return. But improvements you made.

After you complete your return, you must send itbefore requesting an installment agreement, • Prepare tax returns. You need records toto the IRS. You can mail it or you may be able toyou should consider other less costly alterna-
prepare your tax return. Good recordsfile it electronically. See Does My Return Havetives, such as a bank loan. 
help you to file quickly and accurately.To Be on Paper, earlier.To ask for an installment agreement, you can

apply online or use Form 9465 or 9465-FS. • Support items reported on tax returns.
Mailing your return. Mail your return to theIn addition to paying by check or money You must keep records in case the IRS
address shown in your instructions. The filingorder, you can use a credit or debit card or has a question about an item on your re-
addresses are also shown near the end of thisEFTPS to make installment agreement pay- turn. If the IRS examines your tax return,
publication.ments. See How To Pay, earlier. you may be asked to explain the items
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reported. Good records will help you ex- For details on electronic storage system re- Home • Closing
plain any item and arrive at the correct tax quirements, see Rev. Proc. 97-22, which is on statements
with a minimum of effort. If you do not page 9 of Internal Revenue Bulletin 1997-13 at • Purchase andhave records, you may have to spend time www.irs.gov/pub/irs-irbs/irb97-13.pdf.

sales invoicesgetting statements and receipts from vari-
• Proof ofous sources. If you cannot produce the Copies of tax returns. You should keep cop-

paymentcorrect documents, you may have to pay ies of your tax returns as part of your tax rec-
additional tax and be subject to penalties. • Insuranceords. They can help you prepare future tax

recordsreturns, and you will need them if you file an
• Receipts foramended return. Copies of your returns andKinds of Records to Keep improvementother records can be helpful to your survivor or

coststhe executor or administrator of your estate.The IRS does not require you to keep your
If necessary, you can request a copy of arecords in a particular way. Keep them in a Investments • Brokeragereturn and all attachments (including Form W-2)manner that allows you and the IRS to deter-

statementsfrom the IRS by using Form 4506, Request formine your correct tax.
• Mutual fundCopy of Tax Return. There is a charge for a copyYou can use your checkbook to keep a re-

of a return. For information on the cost and statementscord of your income and expenses. In your
checkbook you should record amounts, sources where to file, see the Form 4506 instructions. • Form(s) 1099
of deposits, and types of expenses. You also If you just need information from your return, • Form(s) 2439
need to keep documents, such as receipts and you can order a transcript in one of the following • Receipts for
sales slips, that can help prove a deduction. ways. collectibles

You should keep your records in an orderly
• Visit IRS.gov and click on “Order a Taxfashion and in a safe place. Keep them by year

Return or Account Transcript.”and type of income or expense. One method is
Income. Your basic records prove theto keep all records related to a particular item in • Call 1-800-906-9946. amounts you report as income on your tax re-a designated envelope.
turn. Your income may include wages, divi-• Use Form 4506-T, Request for TranscriptIn this section you will find guidance about
dends, interest, and partnership or S corporationof Tax Return, or Form 4506T-EZ, Shortbasic records that everyone should keep. The
distributions. Your records also can prove thatForm Request for Individual Tax Returnsection also provides guidance about specific
certain amounts are not taxable, such asTranscript.records you should keep for certain items.
tax-exempt interest.

There is no fee for a transcript. For more infor-
Electronic records.  All requirements that ap- mation, see Form 4506-T. Note. If you receive a Form W-2, keep Copyply to hard copy books and records also apply to

C until you begin receiving social security bene-electronic storage systems that maintain tax
fits. This will help protect your benefits in caseBasic Recordsbooks and records. When you replace hard copy
there is a question about your work record orbooks and records, you must maintain the elec-
earnings in a particular year.Basic records are documents that everybodytronic storage systems for as long as they are

should keep. These are the records that provematerial to the administration of tax law.
Expenses. Your basic records prove the ex-your income and expenses. If you own a homeAn electronic storage system is any system penses for which you claim a deduction (oror investments, your basic records should con-for preparing or keeping your records either by credit) on your tax return. Your deductions maytain documents related to those items. Table 1-7electronic imaging or by transfer to an electronic include alimony, charitable contributions, mort-lists documents you should keep as basic rec-storage medium. The electronic storage system gage interest, and real estate taxes. You also

ords. Following Table 1-7 are examples of infor-must index, store, preserve, retrieve, and may have child care expenses for which you can
mation you can get from these records.reproduce the electronically stored books and claim a credit.

records in a legible, readable format. All elec-
tronic storage systems must provide a complete Table 1-7.  Proof of Income and Home. Your basic records should enable you
and accurate record of your data that is accessi- to determine the basis or adjusted basis of yourExpense
ble to the IRS. Electronic storage systems are home. You need this information to determine if
also subject to the same controls and retention you have a gain or loss when you sell your homeFOR items KEEP as basic
guidelines as those imposed on your original or to figure depreciation if you use part of yourconcerning your... records...hard copy books and records. home for business purposes or for rent. Your

The original hard copy books and records Income records should show the purchase price, settle-• Form(s) W-2
may be destroyed provided that the electronic ment or closing costs, and the cost of any im-• Form(s) 1099storage system has been tested to establish that provements. They also may show any casualty• Bankthe hard copy books and records are being re- losses deducted and insurance reimbursements

statementsproduced in compliance with IRS requirements for casualty losses. Your records also should
for an electronic storage system and procedures • Brokerage include a copy of Form 2119, Sale of Your
are established to ensure continued compliance statements Home, if you sold your previous home before
with all applicable rules and regulations. You still May 7, 1997, and postponed tax on the gain• Form(s) K-1
have the responsibility of retaining any other from that sale.

Expensesbooks and records that are required to be re- For detailed information on basis, including• Sales slips
tained. which settlement or closing costs are included in• Invoices

 The IRS may test your electronic storage the basis of your home, see chapter 13.• Receiptssystem, including the equipment used, indexing When you sell your home, your records• Canceledmethodology, software and retrieval capabili- should show the sales price and any selling
checks or otherties. This test is not considered an examination expenses, such as commissions. For informa-
proof ofand the results must be shared with you. If your tion on selling your home, see chapter 15.
paymentelectronic storage system meets the require-

ments mentioned earlier, you will be in compli- Investments. Your basic records should en-• Written
ance. If not, you may be subject to penalties for able you to determine your basis in an invest-communications
noncompliance, unless you continue to maintain ment and whether you have a gain or loss whenfrom qualified
your original hard copy books and records in a you sell it. Investments include stocks, bonds,charities
manner that allows you and the IRS to deter- and mutual funds. Your records should show the
mine your correct tax. purchase price, sales price, and commissions.
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They may also show any reinvested dividends, statement prepared by your bank or other finan- Generally, if you received property in a non-
stock splits and dividends, load charges, and cial institution. These statements are accepted taxable exchange, your basis in that property is
original issue discount (OID). as proof of payment if they show the items re- the same as the basis of the property you gave

flected in Table 1-8. up. You must keep the records on the old prop-For information on stocks, bonds, and mu-
erty, as well as the new property, until the periodtual funds, see chapters 8, 13, 14, and 16.
of limitations expires for the year in which youPay statements. You may have deductible
dispose of the new property in a taxable disposi-expenses withheld from your paycheck, such as
tion.union dues or medical insurance premiums. YouProof of Payment

should keep your year-end or final pay state-
One of your basic records is proof of payment. ments as proof of payment of these expenses. Keeping records for nontax purposes.
You should keep these records to support cer- When your records are no longer needed for tax
tain amounts shown on your tax return. Proof of purposes, do not discard them until you check toHow Long to Keeppayment alone is not proof that the item claimed see if they should be kept longer for other pur-
on your return is allowable. You also should Records poses. Your insurance company or creditors
keep other documents that will help prove that may require you to keep certain records longer

You must keep your records as long as they maythe item is allowable. than the IRS does.
be needed for the administration of any provi-Generally, you prove payment with a cash
sion of the Internal Revenue Code. Generally,receipt, financial account statement, credit card Refund Informationthis means you must keep records that supportstatement, canceled check, or substitute check.
items shown on your return until the period ofIf you make payments in cash, you should get a You can go online to check the status of yourlimitations for that return runs out.dated and signed receipt showing the amount

2011 refund 72 hours after IRS acknowledgesThe period of limitations is the period of timeand the reason for the payment.
receipt of your e-filed return, or 3 to 4 weeksin which you can amend your return to claim aIf you make payments by electronic funds after you mail a paper return. If you filed Formcredit or refund or the IRS can assess additionaltransfer, you may be able to prove payment with 5405, 8379, or 8839 with your return, allow 14tax. Table 1-9 contains the periods of limitationsan account statement. weeks (11 weeks if you filed electronically)that apply to income tax returns. Unless other-
before checking your refund status. Be sure towise stated, the years refer to the period begin-Table 1-8. Proof of Payment have a copy of your 2011 tax return availablening after the return was filed. Returns filed
because you will need to know the filing status,before the due date are treated as being filed onIF payment is by... THEN the the first SSN shown on the return, and the exactthe due date.

statement must whole-dollar amount of the refund. To check on
show the... your refund, do one of the following.Table 1-9. Period of Limitations

• Go to IRS.gov, and click on “Where’s MyCash • Amount
Refund.”IF you... THEN the• Payee’s name

period is... • Download the free IRS2GO app by visiting• Transaction
the iTunes app store or the Android Mar-date 1 Owe additional tax 3 years
ketplace. IRS2Go is a new way to provideand 

Check you with information and tools.• Check number (2), (3), and (4) do
• Call 1-800-829-4477 24 hours a day, 7not • Amount

days a week for automated refund infor-apply to you• Payee’s name
mation.• Date the check 2 Do not report 6 years

amount was income that 
posted to the you should and it is Interest on Refunds
account by the more 
financial If you are due a refund, you may get interest onthan 25% of the
institution it. The interest rates are adjusted quarterly.gross 

If the refund is made within 45 days after theincome shown onDebit or credit card • Amount due date of your return, no interest will be paid. Ifyour 
charged you file your return after the due date (includingreturn

• Payee’s name extensions), no interest will be paid if the refund
3 File a fraudulent No limit is made within 45 days after the date you filed. If• Transaction

return the refund is not made within this 45-day period,date
interest will be paid from the due date of the4 Do not file a return No limitElectronic funds return or from the date you filed, whichever is• Amount

transfer later. 5 File a claim for The later of 3transferred
Accepting a refund check does not changecredit or years or 2• Payee’s name

your right to claim an additional refund and inter-refund after you years after tax• Date the
est. File your claim within the period of time thatfiled was paid.transfer was
applies. See Amended Returns and Claims foryour returnposted to the
Refund, later. If you do not accept a refundaccount by the 6 File a claim for a 7 years check, no more interest will be paid on the over-

financial loss from payment included in the check.
institution worthless securities

Interest on erroneous refund. All or part ofPayroll deduction • Amount any interest you were charged on an erroneous
• Payee code refund generally will be forgiven. Any interestProperty. Keep records relating to property• Transaction charged for the period before demand for repay-until the period of limitations expires for the year

date ment was made will be forgiven unless:in which you dispose of the property in a taxable
disposition. You must keep these records to 1. You, or a person related to you, caused
figure your basis for computing gain or loss

the erroneous refund in any way, or
when you sell or otherwise dispose of the prop-Account statements. You may be able to

2. The refund is more than $50,000.erty.prove payment with a legible financial account
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For example, if you claimed a refund of $100 amount of taxable income and the amount you Generally, the IRS will delay action on the
protective claim until the contingency is re-on your return, but the IRS made an error and owe or your refund.
solved.sent you $1,000, you would not be charged If you owe tax, pay the full amount with Form

interest for the time you held the $900 differ- 1040X. The tax owed will not be subtracted from
Limit on amount of refund. If you file yourence. You must, however, repay the $900 when any amount you had credited to your estimated
claim within 3 years after the date you filed yourthe IRS asks. tax.
return, the credit or refund cannot be more than

If you cannot pay the full amount due with the part of the tax paid within the 3-year period
your return, you can ask to make monthly install-Change of Address (plus any extension of time for filing your return)
ment payments. See Installment Agreement, immediately before you filed the claim. This time

If you have moved, file your return using your earlier. period is suspended while you are financially
new address. If you overpaid tax, you can have all or part of disabled, discussed later.

If you move after you filed your return, you the overpayment refunded to you, or you can
Tax paid. Payments, including estimatedshould give the IRS clear and concise notifica- apply all or part of it to your estimated tax. If you

tax payments, made before the due date (with-tion of your change of address. The notification choose to get a refund, it will be sent separately
out regard to extensions) of the original returnmay be written, electronic, or oral. Send written from any refund shown on your original return.
are considered paid on the due date. For exam-notification to the Internal Revenue Service Filing Form 1040X. After you finish your ple, income tax withheld during the year is con-Center serving your old address. You can use Form 1040X, check it to be sure that it is com- sidered paid on the due date of the return, AprilForm 8822, Change of Address. If you are ex- plete. Do not forget to show the year of your 15 for most taxpayers.pecting a refund, also notify the post office serv- original return and explain all changes you

ing your old address. This will help in forwarding made. Be sure to attach any forms or schedules Example 1. You made estimated tax pay-your check to your new address (unless you needed to explain your changes. Mail your Form ments of $500 and got an automatic extension ofchose direct deposit of your refund). For more 1040X to the Internal Revenue Service Center time to October 15, 2008, to file your 2007 in-information, see Revenue Procedure 2010-16, serving the area where you now live (as shown come tax return. When you filed your return on2010-19 I.R.B. 664, available at www.irs.gov/irb/ in the instructions to the form). However, if you that date, you paid an additional $200 tax. On2010-19_IRB/ar07.html.
are filing Form 1040X in response to a notice October 17, 2011, you filed an amended return

Be sure to include your SSN (and the name you received from the IRS, mail it to the address and claimed a refund of $700. Because you filed
and SSN of your spouse, if you filed a joint shown on the notice. your claim within 3 years after you filed your
return) in any correspondence with the IRS. original return, you can get a refund of up toFile a separate form for each tax year in-

$700, the tax paid within the 3 years plus thevolved.
6-month extension period immediately before
you filed the claim.Time for filing a claim for refund. Generally,What If I Made you must file your claim for a credit or refund

Example 2. The situation is the same as inwithin 3 years after the date you filed your origi-
Example 1, except you filed your return on Octo-a Mistake? nal return or within 2 years after the date you
ber 30, 2008, 2 weeks after the extension periodpaid the tax, whichever is later. Returns filed
ended. You paid an additional $200 on that date.Errors may delay your refund or result in notices before the due date (without regard to exten-
On October 31, 2011, you filed an amendedbeing sent to you. If you discover an error, you sions) are considered filed on the due date
return and claimed a refund of $700. Althoughcan file an amended return or claim for refund. (even if the due date was a Saturday, Sunday, or
you filed your claim within 3 years from the datelegal holiday). These time periods are sus-
you filed your original return, the refund waspended while you are financially disabled, dis-Amended Returns and limited to $200, the tax paid within the 3 yearscussed later.
plus the 6-month extension period immediatelyClaims for Refund If the last day for claiming a credit or refund is
before you filed the claim. The estimated tax ofa Saturday, Sunday, or legal holiday, you canYou should correct your return if, after you have $500 paid before that period cannot be refundedfile the claim on the next business day.filed it, you find that: or credited.

If you do not file a claim within this period,
you may not be entitled to a credit or a refund.1. You did not report some income, If you file a claim more than 3 years after

you file your return, the credit or refund cannot2. You claimed deductions or credits you Protective claim for refund. Generally, a be more than the tax you paid within the 2 yearsshould not have claimed, protective claim is a formal claim or amended immediately before you file the claim.
return for credit or refund normally based on3. You did not claim deductions or credits you
current litigation or expected changes in tax lawcould have claimed, or Example. You filed your 2007 tax return on
or other legislation. You file a protective claim April 15, 2008. You paid taxes of $500. On4. You should have claimed a different filing when your right to a refund is contingent on November 5, 2009, after an examination of yourstatus. (Once you file a joint return, you future events and may not be determinable until 2007 return, you had to pay an additional tax ofcannot choose to file separate returns for after the statute of limitations expires. A valid $200. On May 12, 2011, you file a claim for athat year after the due date of the return. protective claim does not have to list a particular refund of $300. However, because you filed yourHowever, an executor may be able to dollar amount or demand an immediate refund. claim more than 3 years after you filed yourmake this change for a deceased spouse.) However, a valid protective claim must: return, your refund will be limited to the $200 you

paid during the 2 years immediately before youIf you need a copy of your return, see Copies of • Be in writing and signed,
filed your claim.tax returns under What Records Should I Keep, • Include your name, address, SSN or ITIN,earlier in this chapter.

and other contact information, Financially disabled. The time periods for
claiming a refund are suspended for the period• Identify and describe the contingencies af-Form 1040X. Use Form 1040X, Amended
in which you are financially disabled. For a jointfecting the claim,U.S. Individual Income Tax Return, to correct a
income tax return, only one spouse has to bereturn you have already filed. An amended tax • Clearly alert the IRS to the essential na- financially disabled for the time period to bereturn cannot be filed electronically under the ture of the claim, and suspended. You are financially disabled if youe-file system.
are unable to manage your financial affairs be-• Identify the specific year(s) for which a re-

Completing Form 1040X. On Form 1040X, cause of a medically determinable physical orfund is sought.
enter your income, deductions, and credits as mental impairment which can be expected to

Mail your protective claim for refund to the ad-you originally reported them on your return, the result in death or which has lasted or can be
dress listed in the instructions for Form 1040X,changes you are making, and the corrected expected to last for a continuous period of not
under Where To File.amounts. Then figure the tax on the corrected less than 12 months. However, you are not

Page 18 Chapter 1 Filing Information



treated as financially disabled during any period claim or does not act on your claim within 6 penalty is based on the tax not paid by the due
your spouse or any other person is authorized to months after you file it, you can then take your date (without regard to extensions).
act on your behalf in financial matters. claim to court. For information on the burden of Fraud. If your failure to file is due to fraud,

To claim that you are financially disabled, proof in a court proceeding, see Publication 556.
the penalty is 15% for each month or part of a

you must send in the following written state- The IRS provides a direct method to move month that your return is late, up to a maximum
ments with your claim for refund. your claim to court if: of 75%.

• You are filing a claim for a credit or refund1. A statement from your qualified physician Return over 60 days late. If you file your
based solely on contested income tax orthat includes: return more than 60 days after the due date or
on estate tax or gift tax issues considered extended due date, the minimum penalty is thea. The name and a description of your in your previously examined returns, and smaller of $135 or 100% of the unpaid tax.physical or mental impairment, • You want to take your case to court in- Exception. You will not have to pay theb. The physician’s medical opinion that the stead of appealing it within the IRS. penalty if you show that you failed to file on timeimpairment prevented you from manag-

because of reasonable cause and not becauseing your financial affairs, When you file your claim with the IRS, you get of willful neglect.
the direct method by requesting in writing thatc. The physician’s medical opinion that the
your claim be immediately rejected. A notice of Paying tax late. You will have to pay a fail-impairment was or can be expected to
claim disallowance will be sent to you. ure-to-pay penalty of 1/2 of 1% (.50%) of yourresult in death, or that its duration has

You have 2 years from the date of mailing of unpaid taxes for each month, or part of a month,lasted, or can be expected to last, at
the notice of claim disallowance to file a refund after the due date that the tax is not paid. Thisleast 12 months,
suit in the United States District Court having penalty does not apply during the automatic

d. The specific time period (to the best of jurisdiction or in the United States Court of Fed- 6-month extension of time to file period if you
the physician’s knowledge), and eral Claims. paid at least 90% of your actual tax liability on or

before the due date of your return and pay thee. The following certification signed by the
Interest on refund. If you receive a refund balance when you file the return.physician: “I hereby certify that, to the
because of your amended return, interest will be The monthly rate of the failure-to-pay penaltybest of my knowledge and belief, the
paid on it from the due date of your original is half the usual rate (.25% instead of .50%) if anabove representations are true, correct,
return or the date you filed your original return, installment agreement is in effect for that month.and complete.”
whichever is later, to the date you filed the You must have filed your return by the due date
amended return. However, if the refund is not2. A statement made by the person signing (including extensions) to qualify for this reduced
made within 45 days after you file the amendedthe claim for credit or refund that no per- penalty.
return, interest will be paid up to the date theson, including your spouse, was author- If a notice of intent to levy is issued, the rate
refund is paid.ized to act on your behalf in financial will increase to 1% at the start of the first month

matters during the period of disability (or beginning at least 10 days after the day that the
Reduced refund. Your refund may be re-the exact dates that a person was author- notice is issued. If a notice and demand for
duced by an additional tax liability that has beenized to act for you). immediate payment is issued, the rate will in-
assessed against you.

crease to 1% at the start of the first month
Also, your refund may be reduced by beginning after the day that the notice and de-Exceptions for special types of refunds. If amounts you owe for past-due child support, mand is issued.you file a claim for one of the items listed below, debts to another federal agency, or for state This penalty cannot be more than 25% ofthe dates and limits discussed earlier may not income tax. If your spouse owes these debts, your unpaid tax. You will not have to pay theapply. These items, and where to get more infor- see Offset against debts, under Refunds, ear- penalty if you can show that you had a goodmation, are as follows. lier, for the correct refund procedures to follow. reason for not paying your tax on time.

• Bad debt. (See Nonbusiness Bad Debts in
Effect on state tax liability. If your return ischapter 14.) Combined penalties. If both the failure-to-file
changed for any reason, it may affect your state penalty and the failure-to-pay penalty (dis-• Worthless security. (See Worthless securi- income tax liability. This includes changes made cussed earlier) apply in any month, the 5% (orties in chapter 14.) as a result of an examination of your return by 15%) failure-to-file penalty is reduced by the
the IRS. Contact your state tax agency for more• Foreign tax paid or accrued. (See Publica- failure-to-pay penalty. However, if you file your
information.tion 514, Foreign Tax Credit for Individu- return more than 60 days after the due date or

als.) extended due date, the minimum penalty is the
smaller of $135 or 100% of the unpaid tax.Penalties• Net operating loss carryback. (See Publi-

cation 536, Net Operating Losses (NOLs)
The law provides penalties for failure to file re- Accuracy-related penalty. You may have tofor Individuals, Estates, and Trusts.) 
turns or pay taxes as required. pay an accuracy-related penalty if you underpay

• Carryback of certain business tax credits. your tax because:
(See Form 3800, General Business

1. You show negligence or disregard of theCredit.) Civil Penalties
rules or regulations,

• Claim based on an agreement with the If you do not file your return and pay your tax by 2. You substantially understate your incomeIRS extending the period for assessment the due date, you may have to pay a penalty. tax,of tax. You may also have to pay a penalty if you
3. You claim tax benefits for a transactionsubstantially understate your tax, understate a

that lacks economic substance, orreportable transaction, file an erroneous claimProcessing claims for refund. Claims are
for refund or credit, file a frivolous tax submis-usually processed 8-12 weeks after they are 4. You fail to disclose a foreign financial as-
sion, or fail to supply your SSN or individualfiled. Your claim may be accepted as filed, disal- set.
taxpayer identification number. If you providelowed, or subject to examination. If a claim is

The penalty is equal to 20% of the underpay-fraudulent information on your return, you mayexamined, the procedures are the same as in
ment. The penalty is 40% of any portion of thehave to pay a civil fraud penalty.the examination of a tax return.
underpayment that is attributable to an undis-If your claim is disallowed, you will receive an

Filing late. If you do not file your return by the closed noneconomic substance transaction orexplanation of why it was disallowed.
due date (including extensions), you may have an undisclosed foreign financial asset transac-

Taking your claim to court. You can sue for a to pay a failure-to-file penalty. The penalty is tion. The penalty will not be figured on any part
refund in court, but you must first file a timely usually 5% for each month or part of a month of an underpayment on which the fraud penalty
claim with the IRS. If the IRS disallows your that a return is late, but not more than 25%. The (discussed later) is charged.

Chapter 1 Filing Information Page 19



Negligence or disregard. The term “negli- This does not apply to a transaction that lacks 2. Willful failure to file a return, supply infor-
gence” includes a failure to make a reasonable economic substance. mation, or pay any tax due,
attempt to comply with the tax law or to exercise

3. Fraud and false statements, orFiling erroneous claim for refund or credit.ordinary and reasonable care in preparing a
You may have to pay a penalty if you file anreturn. Negligence also includes failure to keep 4. Preparing and filing a fraudulent return.
erroneous claim for refund or credit. The penaltyadequate books and records. You will not have
is equal to 20% of the disallowed amount of theto pay a negligence penalty if you have a rea-
claim, unless you can show a reasonable basissonable basis for a position you took.
for the way you treated an item. However, anyThe term “disregard” includes any careless,
disallowed amount due to a transaction thatreckless, or intentional disregard.
lacks economic substance will not be treated as

Adequate disclosure. You can avoid the having a reasonable basis. The penalty will not
penalty for disregard of rules or regulations if be figured on any part of the disallowed amount 2.
you adequately disclose on your return a posi- of the claim that relates to the earned income
tion that has at least a reasonable basis. See credit or on which the accuracy-related or fraud
Disclosure statement, later. penalties are charged. Filing StatusThis exception will not apply to an item that is

Frivolous tax submission. You may have toattributable to a tax shelter. In addition, it will not
pay a penalty of $5,000 if you file a frivolous taxapply if you fail to keep adequate books and
return or other frivolous submissions. A frivolousrecords, or substantiate items properly. Introductiontax return is one that does not include enough

Substantial understatement of income tax. information to figure the correct tax or that con- This chapter helps you determine which filing
You understate your tax if the tax shown on your tains information clearly showing that the tax status to use. There are five filing statuses.
return is less than the correct tax. The under- you reported is substantially incorrect. For more

• Single.statement is substantial if it is more than the information on frivolous returns, frivolous sub-
larger of 10% of the correct tax or $5,000. How- missions, and a list of positions that are identi- • Married Filing Jointly.
ever, the amount of the understatement may be fied as frivolous, see Notice 2010-33, 2010-17

• Married Filing Separately.reduced to the extent the understatement is due I.R.B. 609, available at www.irs.gov/irb/
to: 2010-17_IRB/ar13.html. • Head of Household.

You will have to pay the penalty if you filed
1. Substantial authority, or • Qualifying Widow(er) With Dependentthis kind of return or submission based on a

Child.frivolous position or a desire to delay or interfere2. Adequate disclosure and a reasonable ba-
with the administration of federal tax laws. Thissis.
includes altering or striking out the preprinted If more than one filing status applies toIf an item on your return is attributable to a tax language above the space provided for your you, choose the one that will give youshelter, there is no reduction for an adequate signature. the lowest tax.

TIP
disclosure. However, there is a reduction for a This penalty is added to any other penalty
position with substantial authority, but only if you You must determine your filing status beforeprovided by law.
reasonably believed that your tax treatment was you can determine your filing requirements
more likely than not the proper treatment. Fraud. If there is any underpayment of tax on (chapter 1), standard deduction (chapter 20),

your return due to fraud, a penalty of 75% of the and correct tax (chapter 29). You also use yourSubstantial authority. Whether there is or
underpayment due to fraud will be added to your filing status in determining whether you are eligi-was substantial authority for the tax treatment of
tax. ble to claim certain deductions and credits.an item depends on the facts and circum-

stances. Some of the items that may be consid- Joint return. The fraud penalty on a joint
Useful Itemsered are court opinions, Treasury regulations, return does not apply to a spouse unless some
You may want to see:revenue rulings, revenue procedures, and no- part of the underpayment is due to the fraud of

tices and announcements issued by the IRS and that spouse.
Publicationpublished in the Internal Revenue Bulletin that

Failure to supply social security number. Ifinvolve the same or similar circumstances as
❏ 501 Exemptions, Standard Deduction,you do not include your SSN or the SSN ofyours. and Filing Informationanother person where required on a return,

Disclosure statement. To adequately dis- statement, or other document, you will be sub- ❏ 519 U.S. Tax Guide for Aliens
close the relevant facts about your tax treatment ject to a penalty of $50 for each failure. You will

❏ 555 Community Propertyof an item, use Form 8275, Disclosure State- also be subject to a penalty of $50 if you do not
ment. You must also have a reasonable basis give your SSN to another person when it is
for treating the item the way you did. required on a return, statement, or other docu-

In cases of substantial understatement only, ment.
items that meet the requirements of Revenue For example, if you have a bank account that Marital StatusProcedure 2011-13 (or later update) are consid- earns interest, you must give your SSN to the
ered adequately disclosed on your return with- bank. The number must be shown on the Form

In general, your filing status depends onout filing Form 8275. 1099-INT or other statement the bank sends
whether you are considered unmarried or mar-you. If you do not give the bank your SSN, youUse Form 8275-R, Regulation Disclosure ried. For federal tax purposes, a marriagewill be subject to the $50 penalty. (You also mayStatement, to disclose items or positions con- means only a legal union between a man and abe subject to “backup” withholding of incometrary to regulations. woman as husband and wife. The wordtax. See chapter 4.)
“spouse” means a person of the opposite sexTransaction lacking economic substance. You will not have to pay the penalty if you are
who is a husband or a wife.For more information on economic substance, able to show that the failure was due to reasona-

see section 7701(o). ble cause and not willful neglect.
Unmarried persons. You are considered un-

Foreign financial asset. For more informa-
married for the whole year if, on the last day of

tion on undisclosed foreign financial assets, see
your tax year, you are unmarried or legally sepa-Criminal Penaltiessection 6662(j).
rated from your spouse under a divorce or sepa-

Reasonable cause. You will not have to rate maintenance decree. State law governsYou may be subject to criminal prosecution
pay a penalty if you show a good reason (rea- whether you are married or legally separated(brought to trial) for actions such as:
sonable cause) for the way you treated an item. under a divorce or separate maintenance de-
You must also show that you acted in good faith. 1. Tax evasion, cree.
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Divorced persons. If you are divorced though you are not divorced or legally sepa- died during the year under Marital Status, ear-
rated. If you qualify to file as head of household lier, for more information.under a final decree by the last day of the year,
instead of as married filing separately, youryou are considered unmarried for the whole Divorced persons. If you are divorced under
standard deduction will be higher. Also, your taxyear. a final decree by the last day of the year, you are
may be lower, and you may be able to claim the

considered unmarried for the whole year andDivorce and remarriage. If you obtain a earned income credit. See Head of Household,
you cannot choose married filing jointly as yourdivorce in one year for the sole purpose of filing later.
filing status.tax returns as unmarried individuals, and at the

time of divorce you intended to and did remarry
each other in the next tax year, you and your Filing a Joint Return
spouse must file as married individuals. Single Both you and your spouse must include all ofAnnulled marriages. If you obtain a court

your income, exemptions, and deductions ondecree of annulment, which holds that no valid Your filing status is single if, on the last day of your joint return.marriage ever existed, you are considered un- the year, you are unmarried or legally separated
married even if you filed joint returns for earlier Accounting period. Both of you must use thefrom your spouse under a divorce or separate
years. You must file Form 1040X, Amended same accounting period, but you can use differ-maintenance decree, and you do not qualify for
U.S. Individual Income Tax Return, claiming sin- ent accounting methods. See Accounting Peri-another filing status. To determine your marital
gle or head of household status for all tax years ods and Accounting Methods in chapter 1.status on the last day of the year, see Marital
affected by the annulment that are not closed by Status, earlier. Joint responsibility. Both of you may be heldthe statute of limitations for filing a tax return.

responsible, jointly and individually, for the taxWidow(er). Your filing status may be single ifThe statute of limitations generally does not end
and any interest or penalty due on your jointyou were widowed before January 1, 2011, anduntil 3 years after your original return was filed.
return. One spouse may be held responsible fordid not remarry before the end of 2011. How-

Head of household or qualifying widow(er) all the tax due even if all the income was earnedever, you might be able to use another filing
with dependent child. If you are considered by the other spouse.status that will give you a lower tax. See Head of
unmarried, you may be able to file as a head of Household and Qualifying Widow(er) With De- Divorced taxpayer. You may be held jointly
household or as a qualifying widow(er) with a pendent Child, later, to see if you qualify.       and individually responsible for any tax, interest,
dependent child. See Head of Household and and penalties due on a joint return filed before
Qualifying Widow(er) With Dependent Child to How to file. You can file Form 1040EZ (if you your divorce. This responsibility may apply even
see if you qualify. have no dependents, are under 65 and not blind, if your divorce decree states that your former

and meet other requirements), Form 1040A, or spouse will be responsible for any amounts due
Married persons. If you are considered mar- Form 1040. If you file Form 1040A or Form on previously filed joint returns.
ried for the whole year, you and your spouse can 1040, show your filing status as single by check-

Relief from joint responsibility. In somefile a joint return, or you can file separate re- ing the box on line 1. Use the Single column of
cases, one spouse may be relieved of joint liabil-turns. the Tax Table or Section A of the Tax Computa-
ity for tax, interest, and penalties on a joint returntion Worksheet to figure your tax.Considered married. You are considered for items of the other spouse that were incor-

married for the whole year if on the last day of rectly reported on the joint return. You can ask
your tax year you and your spouse meet any one for relief no matter how small the liability.
of the following tests. There are three types of relief available.Married Filing Jointly
1. You are married and living together as 1. Innocent spouse relief.

husband and wife. You can choose married filing jointly as your
2. Separation of liability, which applies to jointfiling status if you are married and both you and2. You are living together in a common law filers who are divorced, widowed, legallyyour spouse agree to file a joint return. On a jointmarriage that is recognized in the state separated, or have not lived together forreturn, you report your combined income andwhere you now live or in the state where the 12 months ending on the date electiondeduct your combined allowable expenses. Youthe common law marriage began. of this relief is filed.can file a joint return even if one of you had no

income or deductions.3. You are married and living apart, but not 3. Equitable relief.
If you and your spouse decide to file a jointlegally separated under a decree of di-

 You must file Form 8857, Request for Inno-return, your tax may be lower than your com-vorce or separate maintenance.
cent Spouse Relief, to request any of thesebined tax for the other filing statuses. Also, your

4. You are separated under an interlocutory kinds of relief. Publication 971, Innocent Spousestandard deduction (if you do not itemize deduc-
(not final) decree of divorce. For purposes Relief, explains these kinds of relief and whotions) may be higher, and you may qualify for tax
of filing a joint return, you are not consid- may qualify for them.benefits that do not apply to other filing statuses.
ered divorced. Signing a joint return. For a return to beIf you and your spouse each have in-

considered a joint return, both husband and wifecome, you may want to figure your taxSpouse died during the year. If your
generally must sign the return.both on a joint return and on separatespouse died during the year, you are considered

TIP

returns (using the filing status of married filing Spouse died before signing. If yourmarried for the whole year for filing status pur-
separately). You can choose the method that spouse died before signing the return, the exec-poses.
gives the two of you the lower combined tax.    utor or administrator must sign the return forIf you did not remarry before the end of the

your spouse. If neither you nor anyone else hasHow to file. If you file as married filing jointly,tax year, you can file a joint return for yourself
yet been appointed as executor or administrator,you can use Form 1040 or Form 1040A. If youand your deceased spouse. For the next 2
you can sign the return for your spouse andhave no dependents, are both under 65 and notyears, you may be entitled to the special benefits
enter “Filing as surviving spouse” in the areablind, and meet other requirements, you can filedescribed later under Qualifying Widow(er) With
where you sign the return.Form 1040EZ. If you file Form 1040 or FormDependent Child.

1040A, show this filing status by checking theIf you remarried before the end of the tax Spouse away from home. If your spouse is
box on line 2. Use the Married filing jointly col-year, you can file a joint return with your new away from home, you should prepare the return,
umn of the Tax Table or Section B of the Taxspouse. Your deceased spouse’s filing status is sign it, and send it to your spouse to sign so that
Computation Worksheet to figure your tax.married filing separately for that year. it can be filed on time.

Married persons living apart. If you live Spouse died during the year. If your spouse Injury or disease prevents signing. If your
apart from your spouse and meet certain tests, died during the year, you are considered mar- spouse cannot sign because of disease or injury
you may be considered unmarried. If this applies ried for the whole year and can choose married and tells you to sign, you can sign your spouse’s
to you, you can file as head of household even filing jointly as your filing status. See Spouse name in the proper space on the return followed

Chapter 2 Filing Status Page 21



by the words “By (your name), Husband (or household filing status allows you to choose the 7. You cannot exclude any interest income
Wife).” Be sure to also sign in the space pro- standard deduction even if your spouse chooses from qualified U.S. savings bonds that you
vided for your signature. Attach a dated state- to itemize deductions. See Head of Household, used for higher education expenses.
ment, signed by you, to the return. The later, for more information.

8. If you lived with your spouse at any timestatement should include the form number of the
You will generally pay more combined during the tax year:return you are filing, the tax year, the reason
tax on separate returns than you would

your spouse cannot sign, and that your spouse a. You cannot claim the credit for the eld-on a joint return for the reasons listed
TIP

has agreed to your signing for him or her. erly or the disabled, andunder Special Rules, later. However, unless you
Signing as guardian of spouse. If you are are required to file separately, you should figure b. You will have to include in income more

the guardian of your spouse who is mentally your tax both ways (on a joint return and on (up to 85%) of any social security or
incompetent, you can sign the return for your separate returns). This way you can make sure equivalent railroad retirement benefits
spouse as guardian. you are using the filing status that results in the you received.

lowest combined tax. When figuring the com-Spouse in combat zone. If your spouse is
bined tax of husband and wife, you may want to 9. The following credits are reduced at in-unable to sign the return because he or she is
consider state taxes as well as federal taxes. come levels that are half those for a jointserving in a combat zone (such as the Persian

return:Gulf Area, Yugoslavia, or Afghanistan), and you
How to file. If you file a separate return, youdo not have a power of attorney or other state-
generally report only your own income, exemp- a. The child tax credit, andment, you can sign for your spouse. Attach a
tions, credits, and deductions on your individualsigned statement to your return that explains b. The retirement savings contributionsreturn. You can claim an exemption for yourthat your spouse is serving in a combat zone. credit.spouse if your spouse had no gross income andFor more information on special tax rules for
was not the dependent of another person. How-persons who are serving in a combat zone, or 10. Your capital loss deduction limit is $1,500ever, if your spouse had any gross income orwho are in missing status as a result of serving (instead of $3,000 if you filed a joint re-was the dependent of someone else, you cannotin a combat zone, see Publication 3, Armed turn).claim an exemption for him or her on your sepa-Forces’ Tax Guide.
rate return. 11. If your spouse itemizes deductions, you

Other reasons spouse cannot sign.  If  If you file as married filing separately, you cannot claim the standard deduction. If you
your spouse cannot sign the joint return for any can use Form 1040A or Form 1040. Select this can claim the standard deduction, your ba-
other reason, you can sign for your spouse only filing status by checking the box on line 3 of sic standard deduction is half the amount
if you are given a valid power of attorney (a legal either form. You also must enter your spouse’s allowed on a joint return.
document giving you permission to act for your full name in the space provided and must enter

12. Your first-time homebuyer credit is limitedspouse). Attach the power of attorney (or a copy your spouse’s SSN or ITIN in the space provided
to $4,000 (instead of $8,000 if you filed aof it) to your tax return. You can use Form 2848, unless your spouse does not have and is not
joint return). If the special rule for long-timePower of Attorney and Declaration of Represen- required to have an SSN or ITIN. Use the Mar-
residents of the same main home applies,tative. ried filing separately column of the Tax Table or
the credit is limited to $3,250 (instead of

Section C of the Tax Computation Worksheet to
$6,500 if you filed a joint return).Nonresident alien or dual-status alien. A figure your tax.

joint return generally cannot be filed if either
spouse is a nonresident alien at any time during Adjusted gross income (AGI) limits. If yourSpecial Rulesthe tax year. However, if one spouse was a AGI on a separate return is lower than it would
nonresident alien or dual-status alien who was have been on a joint return, you may be able toIf you choose married filing separately as your
married to a U.S. citizen or resident alien at the deduct a larger amount for certain deductionsfiling status, the following special rules apply.
end of the year, the spouses can choose to file a that are limited by AGI, such as medical ex-Because of these special rules, you will usually
joint return. If you do file a joint return, you and penses.pay more tax on a separate return than if you
your spouse are both treated as U.S. residents used another filing status that you qualify for.
for the entire tax year. For information on this Individual retirement arrangements (IRAs).
choice, see chapter 1 of Publication 519. You may not be able to deduct all or part of your

1. Your tax rate generally will be higher than contributions to a traditional IRA if you or your
it would be on a joint return. spouse were covered by an employee retire-

ment plan at work during the year. Your deduc-2. Your exemption amount for figuring the al-
tion is reduced or eliminated if your income isMarried Filing ternative minimum tax will be half that al-
more than a certain amount. This amount islowed to a joint return filer.
much lower for married individuals who file sep-Separately

3. You cannot take the credit for child and arately and lived together at any time during the
dependent care expenses in most cases, year. For more information, see How Much CanYou can choose married filing separately as
and the amount that you can exclude from You Deduct in chapter 17.your filing status if you are married. This filing
income under an employer’s dependentstatus may benefit you if you want to be respon-
care assistance program is limited tosible only for your own tax or if it results in less Rental activity losses. If you actively partici-
$2,500 (instead of $5,000 if you filed a jointtax than filing a joint return. pated in a passive rental real estate activity that
return). If you are legally separated or liv- produced a loss, you generally can deduct theIf you and your spouse do not agree to file a
ing apart from your spouse, you may be loss from your nonpassive income, up tojoint return, you may have to use this filing status
able to file a separate return and still take $25,000. This is called a special allowance.unless you qualify for head of household status,
the credit. For more information about However, married persons filing separate re-discussed later.
these expenses, the credit, and the exclu- turns who lived together at any time during theYou may be able to choose head of house-
sion, see chapter 31. year cannot claim this special allowance. Mar-hold filing status if you live apart from your

ried persons filing separate returns who livedspouse, meet certain tests, and are considered 4. You cannot take the earned income credit.
apart at all times during the year are each al-unmarried (explained later, under Head of

5. You cannot take the exclusion or credit for lowed a $12,500 maximum special allowanceHousehold). This can apply to you even if you
adoption expenses in most cases. for losses from passive real estate activities.are not divorced or legally separated. If you

See Limits on Rental Losses in chapter 9.qualify to file as head of household, instead of as 6. You cannot take the education credits (the
married filing separately, your tax may be lower, American opportunity credit and lifetime

Community property states. If you live in Ari-you may be able to claim the earned income learning credit), the deduction for student
zona, California, Idaho, Louisiana, Nevada,credit and certain other credits, and your stan- loan interest, or the tuition and fees deduc-
New Mexico, Texas, Washington, or Wisconsindard deduction will be higher. The head of tion.
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and file separately, your income may be consid- Considered Unmarried Keeping Up a Home
ered separate income or community income for
income tax purposes. See Publication 555. To qualify for head of household status, you To qualify for head of household status, you

must pay more than half of the cost of keepingmust be either unmarried or considered unmar-
up a home for the year. You can determineried on the last day of the year. You are consid-Joint Return After whether you paid more than half of the cost ofered unmarried on the last day of the tax year if

Separate Returns keeping up a home by using the following work-you meet all the following tests.
sheet .

You can change your filing status by filing an 1. You file a separate return (defined earlier
amended return using Form 1040X. under Joint Return After Separate Re- Cost of Keeping Up a Home 

If you or your spouse (or both of you) file a Keep for Your Recordsturns).
separate return, you generally can change to a

2. You paid more than half the cost of keep-joint return any time within 3 years from the due
ing up your home for the tax year.date of the separate return or returns. This does Amount

not include any extensions. A separate return You Total3. Your spouse did not live in your home dur-
includes a return filed by you or your spouse Paid Costing the last 6 months of the tax year. Yourclaiming married filing separately, single, or

spouse is considered to live in your home Property taxes $ $head of household filing status.
even if he or she is temporarily absent due Mortgage interest expense
to special circumstances. See Temporary Rent
absences, under Qualifying Person, later. Utility chargesSeparate Returns After

Repairs/maintenanceJoint Return 4. Your home was the main home of your
Property insurancechild, stepchild, or foster child for more

Once you file a joint return, you cannot choose Food consumedthan half the year. (See Home of qualifying
to file separate returns for that year after the due on the premisesperson, under Qualifying Person, later, for
date of the return. Other household expensesrules applying to a child’s birth, death, or

Totals $ $temporary absence during the year.)Exception. A personal representative for a
decedent can change from a joint return elected 5. You must be able to claim an exemption Minus total amount you ( )
by the surviving spouse to a separate return for for the child. However, you meet this test if paid
the decedent. The personal representative has you cannot claim the exemption only be-
1 year from the due date of the return (including cause the noncustodial parent can claim Amount others paid $
extensions) to make the change. See Publica- the child using the rules described in Chil-
tion 559, Survivors, Executors, and Administra- dren of divorced or separated parents or
tors, for more information on filing a return for a If the total amount you paid is more than the amountparents who live apart under Qualifying
decedent. others paid, you meet the requirement of paying moreChild in chapter 3, or in Support Test for than half the cost of keeping up the home.

Children of Divorced or Separated Parents
or Parents Who Live Apart under Qualify-
ing Relative in chapter 3. The general rules Costs you include. Include in the cost of up-Head of Household for claiming an exemption for a dependent keep expenses such as rent, mortgage interest,
are explained under Exemptions for De- real estate taxes, insurance on the home, re-You may be able to file as head of household if pendents in chapter 3. pairs, utilities, and food eaten in the home.you meet all the following requirements.

If you used payments you received under
If you were considered married for part Temporary Assistance for Needy Families1. You are unmarried or “considered unmar-
of the year and lived in a community (TANF) or other public assistance programs toried” on the last day of the year.
property state (listed earlier under Mar- pay part of the cost of keeping up your home,CAUTION

!
2. You paid more than half the cost of keep- ried Filing Separately), special rules may apply you cannot count them as money you paid.

ing up a home for the year. in determining your income and expenses. See However, you must include them in the total cost
Publication 555 for more information. of keeping up your home to figure if you paid3. A “qualifying person” lived with you in the

over half the cost.home for more than half the year (except Nonresident alien spouse. You are consid-
for temporary absences, such as school). ered unmarried for head of household purposes

Costs you do not include. Do not include inHowever, if the “qualifying person” is your if your spouse was a nonresident alien at any
the cost of upkeep expenses such as clothing,dependent parent, he or she does not time during the year and you do not choose to
education, medical treatment, vacations, life in-have to live with you. See Special rule for treat your nonresident spouse as a resident
surance, or transportation. Also, do not includeparent, later, under Qualifying Person. alien. However, your spouse is not a qualifying the rental value of a home you own or the value

person for head of household purposes. You of your services or those of a member of yourIf you qualify to file as head of house- must have another qualifying person and meet household.hold, your tax rate usually will be lower
the other tests to be eligible to file as a head of

than the rates for single or married fil-
TIP

household. ing separately. You will also receive a higher Qualifying Person
standard deduction than if you file as single or Earned income credit. Even if you are con-
married filing separately. sidered unmarried for head of household pur- See Table 2-1 to see who is a qualifying person.

Any person not described in Table 2-1 is notposes because you are married to a nonresidentKidnapped child. A child may qualify you to
a qualifying person.alien, you are still considered married for pur-file as head of household even if the child has

been kidnapped. For more information, see poses of the earned income credit (unless you
Example 1—child. Your unmarried sonPublication 501. meet the five tests listed earlier under Consid-

lived with you all year and was 18 years old atered Unmarried). You are not entitled to the
How to file. If you file as head of household, the end of the year. He did not provide morecredit unless you file a joint return with your
you can use either Form 1040A or Form 1040. than half of his own support and does not meetspouse and meet other qualifications. See chap-
Indicate your choice of this filing status by the tests to be a qualifying child of anyone else.ter 35 for more information.
checking the box on line 4 of either form. Use the As a result, he is your qualifying child (see Quali-

Choice to treat spouse as resident. YouHead of household column of the Tax Table or fying Child, in chapter 3) and, because he is
are considered married if you choose to treatSection D of the Tax Computation Worksheet to single, is a qualifying person for you to claim

figure your tax. your spouse as a resident alien. head of household filing status.
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Example 2—child who is not qualifying household purposes because she is not related Special rule for parent. If your qualifying
person. The facts are the same as in Example to you in one of the ways listed under Relatives person is your father or mother, you may be
1 except your son was 25 years old at the end of who do not have to live with you in chapter 3. eligible to file as head of household even if your
the year and his gross income was $5,000. Be- See Table 2-1. father or mother does not live with you. How-
cause he does not meet the age test (explained ever, you must be able to claim an exemption for
under Qualifying Child in chapter 3), your son is Example 4—girlfriend’s child. The facts your father or mother. Also, you must pay more
not your qualifying child. Because he does not are the same as in Example 3 except your girl- than half the cost of keeping up a home that was
meet the gross income test (explained later friend’s 10-year-old son also lived with you all the main home for the entire year for your father
under Qualifying Relative in chapter 3), he is not year. He is not your qualifying child and, be- or mother. You are keeping up a main home for
your qualifying relative. As a result, he is not cause he is your girlfriend’s qualifying child, he is your father or mother if you pay more than half
your qualifying person for head of household not your qualifying relative (see Not a Qualifying the cost of keeping your parent in a rest home or
purposes. Child Test, in chapter 3). As a result, he is not home for the elderly.

your qualifying person for head of household
Temporary absences. You and your quali-Example 3 — girlfriend. Your girlfriend purposes.

fying person are considered to live togetherlived with you all year. Even though she may be
even if one or both of you are temporarily absentHome of qualifying person. Generally, theyour qualifying relative if the gross income and
from your home due to special circumstancesqualifying person must live with you for moresupport tests (explained in chapter 3) are met,

than half of the year.she is not your qualifying person for head of such as illness, education, business, vacation,

Table 2-1. Who Is a Qualifying Person Qualifying You To File as Head of Household?1

Caution. See the text of this chapter for the other requirements you must meet to claim head of household filing status.

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

he or she is single a qualifying person, whether orqualifying child (such as a son,
not you can claim an exemptiondaughter, or grandchild who lived with
for the person.you more than half the year and meets

certain other tests)2
he or she is married and you can claim an a qualifying person.
exemption for him or her

he or she is married and you cannot claim not a qualifying person.3
an exemption for him or her

you can claim an exemption for him or her5 a qualifying person.6qualifying relative4 who is your father or
mother

you cannot claim an exemption for him or not a qualifying person.
her

he or she lived with you more than half the a qualifying person.qualifying relative4 other than your father
year, and he or she is related to you in oneor mother (such as a grandparent,
of the ways listed under Relatives who dobrother, or sister who meets certain
not have to live with you in chapter 3 andtests)
you can claim an exemption for him or her5

he or she did not live with you more than half not a qualifying person.
the year

he or she is not related to you in one of the not a qualifying person.
ways listed under Relatives who do not have
to live with you in chapter 3 and is your
qualifying relative only because he or she
lived with you all year as a member of your
household

you cannot claim an exemption for him or not a qualifying person.
her

1A person cannot qualify more than one taxpayer to use the head of household filing status for the year.
2The term “qualifying child” is defined in chapter 3. Note. If you are a noncustodial parent, the term “qualifying child” for head of household filing
status does not include a child who is your qualifying child for exemption purposes only because of the rules described under Children of divorced
or separated parents or parents who live apart under Qualifying Child in chapter 3. If you are the custodial parent and those rules apply, the child
generally is your qualifying child for head of household filing status even though the child is not a qualifying child for whom you can claim an
exemption.
3This person is a qualifying person if the only reason you cannot claim the exemption is that you can be claimed as a dependent on someone
else’s return.
4The term “qualifying relative” is defined in chapter 3.
5If you can claim an exemption for a person only because of a multiple support agreement, that person is not a qualifying person. See Multiple
Support Agreement in chapter 3.
6See Special rule for parent for an additional requirement.
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or military service. It must be reasonable to • This child lived in your home all year, ex- your dependents. A dependent is your
assume that the absent person will return to the cept for temporary absences. See Tempo- qualifying child or qualifying relative. If you
home after the temporary absence. You must rary absences, earlier, under Head of are entitled to claim an exemption for a
continue to keep up the home during the ab- Household. There are also exceptions, de- dependent, that dependent cannot claim a
sence. scribed later, for a child who was born or personal exemption on his or her own tax

died during the year, and for a kidnapped return.Death or birth. You may be eligible to file as
child.

head of household if the individual who qualifies • Social security number (SSN) requirement
you for this filing status is born or dies during the • You paid more than half the cost of keep- for dependents — You must list the SSN
year. You must have provided more than half of ing up a home for the year. See Keeping of any dependent for whom you claim an
the cost of keeping up a home that was the Up a Home, earlier, under Head of House- exemption.
individual’s main home for more than half the hold.
year or, if less, the period during which the Deduction. Exemptions reduce your taxable
individual lived.

As mentioned earlier, this filing status income. You can deduct $3,700 for each ex-
is available for only 2 years following emption you claim in 2011.Example. You are unmarried. Your mother,
the year your spouse died.CAUTION

!
for whom you can claim an exemption, lived in How to claim exemptions.  How you claim an
an apartment by herself. She died on Septem- exemption on your tax return depends on which

Example.  John Reed’s wife died in 2009.ber 2. The cost of the upkeep of her apartment form you file.
John has not remarried. During 2010 and 2011,for the year until her death was $6,000. You paid

If you file Form 1040EZ, the exemptionhe continued to keep up a home for himself and$4,000 and your brother paid $2,000. Your
amount is combined with the standard deductionhis child, who lives with him and for whom hebrother made no other payments toward your
amount and entered on line 5.can claim an exemption. For 2009 he was enti-mother’s support. Your mother had no income.

 If you file Form 1040A or Form 1040, followtled to file a joint return for himself and hisBecause you paid more than half the cost of
the instructions for the form. The total number ofdeceased wife. For 2010 and 2011, he can filekeeping up your mother’s apartment from Janu-
exemptions you can claim is the total in the boxas qualifying widower with a dependent child.ary 1 until her death, and you can claim an
on line 6d. Also complete line 26 (Form 1040A)After 2011 he can file as head of household if heexemption for her, you can file as a head of
or line 42 (Form 1040).qualifies.household.

Death or birth. You may be eligible to file as a Useful Items
qualifying widow(er) with dependent child if the You may want to see:
child who qualifies you for this filing status isQualifying Widow(er)
born or dies during the year. You must have Publication
provided more than half of the cost of keeping upWith Dependent Child

❏ 501 Exemptions, Standard Deduction,a home that was the child’s main home during
and Filing Informationthe entire part of the year he or she was alive.If your spouse died in 2011, you can use married

filing jointly as your filing status for 2011 if you Kidnapped child. A child may qualify you for Form (and Instructions)
otherwise qualify to use that status. The year of this filing status even if the child has been kid-
death is the last year for which you can file jointly ❏ 2120 Multiple Support Declarationnapped. See Publication 501.
with your deceased spouse. See Married Filing

❏ 8332 Release/Revocation of Release of
Jointly, earlier.

Claim to Exemption for Child by
You may be eligible to use qualifying

Custodial Parent
widow(er) with dependent child as your filing
status for 2 years following the year your spouse
died. For example, if your spouse died in 2010,
and you have not remarried, you may be able to 3.use this filing status for 2011 and 2012. ExemptionsThis filing status entitles you to use joint
return tax rates and the highest standard deduc-

There are two types of exemptions you may betion amount (if you do not itemize deductions). Personal able to take:This status does not entitle you to file a joint
return. • Personal exemptions for yourself and yourExemptions and spouse, and
How to file. If you file as qualifying widow(er)

• Exemptions for dependents (dependencywith dependent child, you can use either Form Dependents exemptions).1040A or Form 1040. Indicate your filing status
by checking the box on line 5 of either form. Use While each is worth the same amount ($3,700
the Married filing jointly column of the Tax Table for 2011), different rules apply to each type.
or Section B of the Tax Computation Worksheet What’s New
to figure your tax. Personal Exemptions

Exemption Amount. The amount you can de-Eligibility rules. You are eligible to file your
duct for each exemption has increased from You are generally allowed one exemption for2011 return as a qualifying widow(er) with de-
$3,650 for 2010 to $3,700 for 2011. yourself. If you are married, you may be allowedpendent child if you meet all of the following

one exemption for your spouse. These aretests.
called personal exemptions.

• You were entitled to file a joint return with
your spouse for the year your spouse Introduction
died. It does not matter whether you actu- Your Own Exemption
ally filed a joint return. This chapter discusses the following topics.

You can take one exemption for yourself unless• Your spouse died in 2009 or 2010 and you • Personal exemptions — You generally
you can be claimed as a dependent by another

did not remarry before the end of 2011. can take one for yourself and, if you are
taxpayer. If another taxpayer is entitled to claim

married, one for your spouse.• You have a child or stepchild for whom you as a dependent, you cannot take an exemp-
you can claim an exemption. This does • Exemptions for dependents — You gener- tion for yourself even if the other taxpayer does
not include a foster child. ally can take an exemption for each of not actually claim you as a dependent.
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Table 3-1. Overview of the Rules for Claiming an Exemption for a Dependent

Caution. This table is only an overview of the rules. For details, see the rest of this chapter.

• You cannot claim any dependents if you, or your spouse if filing jointly, could be claimed as a dependent by another taxpayer.

• You cannot claim a married person who files a joint return as a dependent unless that joint return is only a claim for refund
and there would be no tax liability for either spouse on separate returns. 

• You cannot claim a person as a dependent unless that person is a U.S. citizen, U.S. resident alien, U.S. national, or a
resident of Canada or Mexico.1

• You cannot claim a person as a dependent unless that person is your qualifying child or qualifying relative.

Tests To Be a Qualifying Child Tests To Be a Qualifying Relative

1. The child must be your son, daughter, stepchild, foster child, 1. The person cannot be your qualifying child or the
brother, sister, half brother, half sister, stepbrother, qualifying child of any other taxpayer.
stepsister, or a descendant of any of them.

2. The person either (a) must be related to you in one of
2. The child must be (a) under age 19 at the end of the year the ways listed under Relatives who do not have to

and younger than you (or your spouse, if filing jointly), (b) live with you, or (b) must live with you all year as a
under age 24 at the end of the year, a full-time student, and member of your household2 (and your relationship
younger than you (or your spouse, if filing jointly), or (c) any must not violate local law).
age if permanently and totally disabled. 

3. The person’s gross income for the year must be less
3. The child must have lived with you for more than half of the than $3,700.3

year.2

4. You must provide more than half of the person’s total
4. The child must not have provided more than half of his or her support for the year.4

own support for the year.

5. The child is not filing a joint return for the year (unless that
return is filed only as a claim for refund).

If the child meets the rules to be a qualifying child of more than
one person, only one person can actually treat the child as a
qualifying child. See the Special Rule for Qualifying Child of More
Than One Person to find out which person is the person entitled
to claim the child as a qualifying child.

1There is an exception for certain adopted children.
2There are exceptions for temporary absences, children who were born or died during the year, children of divorced or separated parents or

parents who live apart, and kidnapped children.
3There is an exception if the person is disabled and has income from a sheltered workshop.
4There are exceptions for multiple support agreements, children of divorced or separated parents or parents who live apart, and kidnapped

 children.

claim your spouse’s exemption under the rulesYour Spouse’s Exemption
just described in Separate return. Exemptions forYour spouse is never considered your depen- If you remarried during the year, you cannot

dent. take an exemption for your deceased spouse. DependentsIf you are a surviving spouse without grossJoint return. On a joint return you can claim
income and you remarry in the year your spouseone exemption for yourself and one for your You are allowed one exemption for each persondied, you can be claimed as an exemption onspouse. you can claim as a dependent. You can claim anboth the final separate return of your deceased

exemption for a dependent even if your depen-Separate return. If you file a separate return, spouse and the separate return of your new
dent files a return.you can claim an exemption for your spouse spouse for that year. If you file a joint return with

only if your spouse had no gross income, is not your new spouse, you can be claimed as an The term “dependent” means:
filing a return, and was not the dependent of exemption only on that return.

• A qualifying child, oranother taxpayer. This is true even if the other
Divorced or separated spouse. If you ob-

taxpayer does not actually claim your spouse as • A qualifying relative.tained a final decree of divorce or separate
a dependent. This is also true if your spouse is a

maintenance by the end of the year, you cannot
nonresident alien. The terms “qualifying child” and “qualifyingtake your former spouse’s exemption. This rule

relative” are defined later.applies even if you provided all of your formerDeath of spouse. If your spouse died during
spouse’s support.the year and you file a joint return for yourself You can claim an exemption for a qualifying

and your deceased spouse, you generally can child or qualifying relative only if these three
claim your spouse’s exemption under the rules tests are met.
just explained under Joint return. If you file a

1. Dependent taxpayer test.separate return for the year, you may be able to
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2. Joint return test. return to claim an earned income credit of $155 Relationship Test
and get a refund of that amount. They file the3. Citizen or resident test. To meet this test, a child must be:return to get the earned income credit, so they

These three tests are explained in detail are not filing it only as a claim for refund. The • Your son, daughter, stepchild, foster child,
later. exception to the joint return test does not apply, or a descendant (for example, your

All the requirements for claiming an exemp- so you cannot claim an exemption for either of grandchild) of any of them, or
tion for a dependent are summarized in Table them.

• Your brother, sister, half brother, half sis-3-1.
ter, stepbrother, stepsister, or a descen-

Dependent not allowed a personal dant (for example, your niece or nephew)Citizen or Resident Testexemption. If you can claim an ex- of any of them.
emption for your dependent, the de-CAUTION

!
You cannot claim a person as a dependent un-

pendent cannot claim his or her own personal less that person is a U.S. citizen, U.S. resident Adopted child. An adopted child is alwaysexemption on his or her own tax return. This is alien, U.S. national, or a resident of Canada or treated as your own child. The term “adoptedtrue even if you do not claim the dependent’s Mexico. However, there is an exception for cer- child” includes a child who was lawfully placedexemption on your return. tain adopted children, as explained next. with you for legal adoption.Housekeepers, maids, or servants. If these
people work for you, you cannot claim exemp- Exception for adopted child. If you are a Foster child. A foster child is an individual
tions for them. U.S. citizen or U.S. national who has legally who is placed with you by an authorized place-

adopted a child who is not a U.S. citizen, U.S. ment agency or by judgment, decree, or otherChild tax credit. You may be entitled to a child
resident alien, or U.S. national, this test is met if order of any court of competent jurisdiction.tax credit for each qualifying child who was
the child lived with you as a member of yourunder age 17 at the end of the year if you
household all year. This exception also applies if Age Testclaimed an exemption for that child. For more
the child was lawfully placed with you for legalinformation, see chapter 33.

To meet this test, a child must be:adoption.

• Under age 19 at the end of the year and
Child’s place of residence. Children usually younger than you (or your spouse, if filing
are citizens or residents of the country of their jointly),
parents.Dependent Taxpayer Test • A full-time student under age 24 at the endIf you were a U.S. citizen when your child

of the year and younger than you (or yourIf you could be claimed as a dependent by an- was born, the child may be a U.S. citizen and
spouse, if filing jointly), orother person, you cannot claim anyone else as a meet this test, even if the other parent was a

dependent. Even if you have a qualifying child or nonresident alien and the child was born in a • Permanently and totally disabled at any
qualifying relative, you cannot claim that person foreign country. time during the year, regardless of age.
as a dependent.

If you are filing a joint return and your spouse Foreign students’ place of residence. For- Example. Your son turned 19 on Decembercould be claimed as a dependent by someone eign students brought to this country under a 10. Unless he was permanently and totally dis-else, you and your spouse cannot claim any qualified international education exchange pro- abled or a full-time student, he does not meetdependents on your joint return. gram and placed in American homes for a tem- the age test because, at the end of the year, he
porary period generally are not U.S. residents was not under age 19.
and do not meet this test. You cannot claim anJoint Return Test exemption for them. However, if you provided a Child must be younger than you or spouse.
home for a foreign student, you may be able to To be your qualifying child, a child who is notYou generally cannot claim a married person as
take a charitable contribution deduction. See permanently and totally disabled must bea dependent if he or she files a joint return.
Expenses Paid for Student Living With You in younger than you. However, if you are marriedAn exception to the joint return test applies if
chapter 24. filing jointly, the child must be younger than youyour child and his or her spouse file a joint return

or your spouse but does not have to be youngeronly as a claim for refund and no tax liability
than both of you.U.S. national. A U.S. national is an individualwould exist for either spouse on separate re-

who, although not a U.S. citizen, owes his or herturns.
Example 1—child not younger than you orallegiance to the United States. U.S. nationals

spouse. Your 23-year-old brother, who is ainclude American Samoans and Northern Mari-Example 1. You supported your 18-year-old
full-time student and unmarried, lives with youana Islanders who chose to become U.S. na-daughter, and she lived with you all year while
and your spouse. He is not disabled. Both youtionals instead of U.S. citizens.her husband was in the Armed Forces. The
and your spouse are 21 years old, and you file acouple files a joint return. You cannot take an
joint return. Your brother is not your qualifyingexemption for your daughter. Qualifying Child child because he is not younger than you or your
spouse.Example 2. Your 18-year-old son and his There are five tests that must be met for a child

17-year-old wife had $800 of wages from to be your qualifying child. The five tests are:
Example 2 — child younger than yourpart-time jobs and no other income. Neither is

spouse but not younger than you. The facts1. Relationship,required to file a tax return. They do not have a
are the same as in Example 1 except that yourchild. Taxes were taken out of their pay so they 2. Age, spouse is 25 years old. Because your brother isfiled a joint return only to get a refund of the
younger than your spouse and you and your3. Residency,withheld taxes. The exception to the joint return
spouse are filing a joint return, your brother istest applies, so you are not disqualified from 4. Support, and your qualifying child, even though he is notclaiming an exemption for each of them just
younger than you.5. Joint return.because they file a joint return. You can claim

exemptions for each of them if all the other tests These tests are explained next. Full-time student. A full-time student is a stu-
to do so are met.

dent who is enrolled for the number of hours orIf a child meets the five tests to be the
courses the school considers to be full-time at-qualifying child of more than one per-Example 3. The facts are the same as in
tendance.son, a special rule applies to determineExample 2 except your son is 26 years old and CAUTION

!
which person can actually treat the child as ahad $2,000 of wages. No taxes were taken out Student defined. To qualify as a student,
qualifying child. See Special Rule for Qualifyingof his pay, and he and his wife are not required your child must be, during some part of each of
Child of More Than One Person, later.to file a tax return. However, they file a joint any 5 calendar months of the year:
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1. A full-time student at a school that has a the other tests to claim an exemption for a de- to say the noncustodial parent cannot
pendent must be met.regular teaching staff, course of study, and claim the child as a dependent, and the

a regularly enrolled student body at the noncustodial parent provides at leastStillborn child. You cannot claim an ex-
school, or $600 for the child’s support during theemption for a stillborn child.

year.2. A student taking a full-time, on-farm train-
Kidnapped child. You can treat your child asing course given by a school described in
meeting the residency test even if the child has(1), or by a state, county, or local govern- Custodial parent and noncustodial parent.
been kidnapped, but both of the following state-ment agency. The custodial parent is the parent with whom the
ments must be true. child lived for the greater number of nights dur-The 5 calendar months do not have to be con-

ing the year. The other parent is the noncus-1. The child is presumed by law enforcementsecutive.
todial parent.authorities to have been kidnapped by

School defined. A school can be an ele- If the parents divorced or separated duringsomeone who is not a member of your
mentary school, junior or senior high school, the year and the child lived with both parentsfamily or the child’s family.
college, university, or technical, trade, or before the separation, the custodial parent is the2. In the year the kidnapping occurred, themechanical school. However, an on-the-job one with whom the child lived for the greaterchild lived with you for more than half oftraining course, correspondence school, or number of nights during the rest of the year.the part of the year before the date of theschool offering courses only through the Internet

A child is treated as living with a parent for akidnapping.does not count as a school.
night if the child sleeps:

This treatment applies for all years until theVocational high school students. Stu- • At that parent’s home, whether or not thechild is returned. However, the last year thisdents who work on “co-op” jobs in private indus-
parent is present, ortreatment can apply is the earlier of:try as a part of a school’s regular course of

classroom and practical training are considered • In the company of the parent, when the1. The year there is a determination that thefull-time students. child does not sleep at a parent’s homechild is dead, or
(for example, the parent and child are on

Permanently and totally disabled. Your 2. The year the child would have reached vacation together).
child is permanently and totally disabled if both age 18.
of the following apply. Equal number of nights. If the child lived

with each parent for an equal number of nightsChildren of divorced or separated parents or• He or she cannot engage in any substan-
during the year, the custodial parent is the par-parents who live apart. In most cases, be-tial gainful activity because of a physical or

cause of the residency test, a child of divorced or ent with the higher adjusted gross income (AGI).mental condition.
separated parents is the qualifying child of the December 31. The night of December 31 is• A doctor determines the condition has custodial parent. However, the child will be

treated as part of the year in which it begins. Forlasted or can be expected to last continu- treated as the qualifying child of the noncus-
example, December 31, 2011, is treated as partously for at least a year or can lead to todial parent if all four of the following state-
of 2011.death. ments are true.

Emancipated child. If a child is emanci-
1. The parents: pated under state law, the child is treated as notResidency Test

living with either parent. See Examples 5 and 6.a. Are divorced or legally separated under
To meet this test, your child must have lived with a decree of divorce or separate mainte- Absences. If a child was not with either par-
you for more than half of the year. There are nance, ent on a particular night (because, for example,
exceptions for temporary absences, children the child was staying at a friend’s house), theb. Are separated under a written separa-who were born or died during the year, kid- child is treated as living with the parent withtion agreement, ornapped children, and children of divorced or whom the child normally would have lived for
separated parents. c. Lived apart at all times during the last 6 that night, except for the absence. But if it cannot

months of the year, whether or not they be determined with which parent the child nor-Temporary absences. Your child is consid- are or were married. mally would have lived or if the child would notered to have lived with you during periods of
have lived with either parent that night, the childtime when one of you, or both, are temporarily 2. The child received over half of his or her is treated as not living with either parent thatabsent due to special circumstances such as: support for the year from the parents. night.

• Illness, 3. The child is in the custody of one or both Parent works at night. If, due to a parent’s
parents for more than half of the year.• Education, nighttime work schedule, a child lives for a

greater number of days but not nights with the4. Either of the following statements is true.• Business,
parent who works at night, that parent is treated

• Vacation, or a. The custodial parent signs a written as the custodial parent. On a school day, the
declaration, discussed later, that he or child is treated as living at the primary residence• Military service.
she will not claim the child as a depen- registered with the school.
dent for the year, and the noncustodial

Death or birth of child. A child who was born parent attaches this written declaration Example 1—child lived with one parent
or died during the year is treated as having lived to his or her return. (If the decree or greater number of nights. You and your
with you all year if your home was the child’s agreement went into effect after 1984 child’s other parent are divorced. In 2011, your
home the entire time he or she was alive during and before 2009, see Post-1984 and child lived with you 210 nights and with the other
the year. The same is true if the child lived with pre-2009 divorce decree or separation parent 155 nights. You are the custodial parent.
you all year except for any required hospital stay agreement, later. If the decree or agree-
following birth. ment went into effect after 2008, see Example 2—child is away at camp. In

Post-2008 divorce decree or separation 2011, your daughter lives with each parent forChild born alive. You may be able to claim
agreement, later.) alternate weeks. In the summer, she spends 6an exemption for a child who was born alive

weeks at summer camp. During the time she isduring the year, even if the child lived only for a b. A pre-1985 decree of divorce or sepa-
at camp, she is treated as living with you for 3moment. State or local law must treat the child rate maintenance or written separation
weeks and with her other parent, youras having been born alive. There must be proof agreement that applies to 2011 states
ex-spouse, for 3 weeks because this is how longof a live birth shown by an official document, that the noncustodial parent can claim
she would have lived with each parent if she hadsuch as a birth certificate. The child must be the child as a dependent, the decree or

your qualifying child or qualifying relative, and all not attended summer camp.agreement was not changed after 1984
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Example 3—child lived same number of • The pages that include all of the informa- payments you receive for the support of a foster
tion identified in items (1) through (3) child from a state or county are considered sup-nights with each parent. Your son lived with
above. port provided by the state or county.you 180 nights during the year and lived the

If you are not in the trade or business ofsame number of nights with his other parent, • The signature page with the other parent’s
providing foster care and your unreimbursedyour ex-spouse. Your AGI is $40,000. Your signature and the date of the agreement.
out-of-pocket expenses in caring for a fosterex-spouse’s AGI is $25,000. You are treated as
child were mainly to benefit an organizationyour son’s custodial parent because you have Post-2008 divorce decree or separation
qualified to receive deductible charitable contri-the higher AGI. agreement. The noncustodial parent cannot
butions, the expenses are deductible as charita-attach pages from the decree or agreement in-
ble contributions but are not considered supportExample 4—child is at parent’s home but stead of Form 8332 if the decree or agreement
you provided. For more information about thewith other parent. Your son normally lives went into effect after 2008. The custodial parent
deduction for charitable contributions, see chap-with you during the week and with his other must sign either Form 8332 or a similar state-
ter 24. If your unreimbursed expenses are notparent, your ex-spouse, every other weekend. ment whose only purpose is to release the cus-
deductible as charitable contributions, they areYou become ill and are hospitalized. The other todial parent’s claim to an exemption for a child,
considered support you provided.parent lives in your home with your son for 10 and the noncustodial parent must attach a copy

If you are in the trade or business of provid-consecutive days while you are in the hospital. to his or her return. The form or statement must
ing foster care, your unreimbursed expensesYour son is treated as living with you during this release the custodial parent’s claim to the child
are not considered support provided by you.10-day period because he was living in your without any conditions. For example, the release

home. must not depend on the noncustodial parent
Example 1.  Lauren, a foster child, lived with

paying support.
Mr. and Mrs. Smith for the last 3 months of theExample 5—child emancipated in May.

The noncustodial parent must attach year. The Smiths cared for Lauren because theyWhen your son turned age 18 in May 2011, he
the required information even if it was wanted to adopt her (although she had not beenbecame emancipated under the law of the state
filed with a return in an earlier year. placed with them for adoption). They did notCAUTION

!
where he lives. As a result, he is not considered

care for her as a trade or business or to benefitin the custody of his parents for more than half of
Revocation of release of claim to an ex- the agency that placed her in their home. Thethe year. The special rule for children of divorced emption. The custodial parent can revoke a Smiths’ unreimbursed expenses are not deduct-

or separated parents does not apply. release of claim to exemption that he or she ible as charitable contributions but are consid-
previously released to the noncustodial parent ered support they provided for Lauren.Example 6—child emancipated in August. on Form 8332 or a similar statement. In order for

Your daughter lives with you from January 1, the revocation to be effective for 2011, the cus- Example 2. You provided $3,000 toward
2011, until May 31, 2011, and lives with her todial parent must have given (or made reason- your 10-year-old foster child’s support for the
other parent, your ex-spouse, from June 1, able efforts to give) written notice of the year. The state government provided $4,000,
2011, through the end of the year. She turns 18 revocation to the noncustodial parent in 2010 or which is considered support provided by the
and is emancipated under state law on August 1, earlier. The custodial parent can use Part III of state, not by the child. See Support provided by
2011. Because she is treated as not living with Form 8332 for this purpose and must attach a the state (welfare, food stamps, housing, etc.),
either parent beginning on August 1, she is copy of the revocation to his or her return for later. Your foster child did not provide more than
treated as living with you the greater number of each tax year he or she claims the child as a half of her own support for the year.
nights in 2011. You are the custodial parent. dependent as a result of the revocation.

Scholarships. A scholarship received by a
Written declaration.  The custodial parent Remarried parent. If you remarry, the sup- child who is a full-time student is not taken into

may use either Form 8332 or a similar statement port provided by your new spouse is treated as account in determining whether the child pro-
(containing the same information required by the provided by you. vided more than half of his or her own support.
form) to make the written declaration to release

Parents who never married. This specialthe exemption to the noncustodial parent. The
rule for divorced or separated parents also ap-noncustodial parent must attach a copy of the Joint Return Test (To Be aplies to parents who never married, and whoform or statement to his or her tax return. Qualifying Child)lived apart at all times during the last 6 months of

The exemption can be released for 1 year, the year.
for a number of specified years (for example, To meet this test, the child cannot file a joint
alternate years), or for all future years, as speci- return for the year.
fied in the declaration. Support Test (To Be a Qualifying Exception. An exception to the joint return

Post-1984 and pre-2009 divorce decree or test applies if your child and his or her spouseChild)
separation agreement. If the divorce decree file a joint return only as a claim for refund.

To meet this test, the child cannot have providedor separation agreement went into effect after
more than half of his or her own support for the Example 1. You supported your 18-year-old1984 and before 2009, the noncustodial parent
year. daughter, and she lived with you all year whilemay be able to attach certain pages from the

her husband was in the Armed Forces. Thedecree or agreement instead of Form 8332. The This test is different from the support test to
couple files a joint return. Because your daugh-decree or agreement must state all three of the be a qualifying relative, which is described later.
ter filed a joint return, she is not your qualifyingHowever, to see what is or is not support, seefollowing.
child.Support Test (To Be a Qualifying Relative),

1. The noncustodial parent can claim the later. If you are not sure whether a child provided
child as a dependent without regard to any Example 2. Your 18-year-old son and hismore than half of his or her own support, you
condition, such as payment of support. 17-year-old wife had $800 of wages frommay find Worksheet 3-1 helpful.

part-time jobs and no other income. Neither is2. The custodial parent will not claim the child
required to file a tax return. They do not have aExample. You provided $4,000 toward youras a dependent for the year.
child. Taxes were taken out of their pay so they16-year-old son’s support for the year. He has a

3. The years for which the noncustodial par- filed a joint return only to get a refund of thepart-time job and provided $6,000 to his own
ent, rather than the custodial parent, can withheld taxes. The exception to the joint returnsupport. He provided more than half of his own
claim the child as a dependent. test applies, so your son may be your qualifyingsupport for the year. He is not your qualifying

child if all the other tests are met.child.The noncustodial parent must attach all of
the following pages of the decree or agreement

Foster care payments and expenses. Pay- Example 3. The facts are the same as into his or her tax return.
ments you receive for the support of a foster Example 2 except your son is 26 years old and

• The cover page (write the other parent’s child from a child placement agency are consid- had $2,000 of wages. No taxes were taken out
social security number on this page). ered support provided by the agency. Similarly, of his pay, and he and his wife were not required
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to file a tax return. However, they file a joint • If no parent can claim the child as a quali- the year. This means you are your mother’s
qualifying child. If she can claim you as a depen-fying child, the child is treated as the quali-return to claim an earned income credit of $155
dent, then you cannot claim your daughter as afying child of the person who had theand get a refund of that amount. They file the
dependent because of the Dependent Taxpayerhighest AGI for the year.return to get the earned income credit, so they
Test explained earlier.are not filing it only as a claim for refund. The • If a parent can claim the child as a qualify-

exception to the joint return test does not apply, ing child but no parent does so claim the Example 6—child lived with both parentsso your son is not your qualifying child. child, the child is treated as the qualifying and grandparent. The facts are the same as
child of the person who had the highest in Example 1 except that you and your daugh-
AGI for the year, but only if that person’s ter’s father are married to each other, live withSpecial Rule for Qualifying Child of AGI is higher than the highest AGI of any your daughter and your mother, and have AGI ofMore Than One Person of the child’s parents who can claim the $20,000 on a joint return. If you and your hus-
child. If the child’s parents file a joint return band do not claim your daughter as a qualifying
with each other, this rule can be appliedIf your qualifying child is not a qualify- child, your mother can claim her instead. Even
by dividing the parents’ combined AGIing child of anyone else, this special though the AGI on your joint return, $20,000, is
equally between the parents. See Exam-rule does not apply to you and you do more than your mother’s AGI of $15,000, for this

TIP

ple 6.not need to read about it. This is also true if your purpose each parent’s AGI can be treated as
qualifying child is not a qualifying child of anyone $10,000, so your mother’s $15,000 AGI is

Subject to these tiebreaker rules, you and theelse except your spouse with whom you file a treated as higher than the highest AGI of any of
other person may be able to choose which ofjoint return. the child’s parents who can claim the child.
you claims the child as a qualifying child.

If a child is treated as the qualifying Example 7 — separated parents. You,
Example 1—child lived with parent andchild of the noncustodial parent under your husband, and your 10-year-old son lived

the rules for children of divorced or grandparent. You and your 3-year-old daugh-CAUTION
!

together until August 1, 2011, when your hus-
separated parents or parents who live apart de- ter Jane lived with your mother all year. You are band moved out of the household. In August and

25 years old, unmarried, and your AGI is $9,000.scribed earlier, see Applying this special rule to September, your son lived with you. For the rest
Your mother’s AGI is $15,000. Jane’s father diddivorced or separated parents or parents who of the year, your son lived with your husband,
not live with you or your daughter. The rulelive apart, later. the boy’s father. Your son is a qualifying child of
explained earlier for children of divorced or sep- both you and your husband because your sonSometimes, a child meets the relationship,
arated parents or parents who live apart does lived with each of you for more than half the yearage, residency, support, and joint return tests to
not apply. and because he met the relationship, age, sup-be a qualifying child of more than one person.

Jane is a qualifying child of both you and port, and joint return tests for both of you. At theAlthough the child is a qualifying child of each of
your mother because she meets the relation- end of the year, you and your husband still werethese persons, only one person can actually
ship, age, residency, support, and joint return not divorced, legally separated, or separatedtreat the child as a qualifying child to take all of
tests for both you and your mother. However, under a written separation agreement, so thethe following tax benefits (provided the person is
only one of you can claim her. Jane is not a rule for children of divorced or separated par-eligible for each benefit).
qualifying child of anyone else, including her ents or parents who live apart does not apply.
father. You agree to let your mother claim Jane.1. The exemption for the child. You and your husband will file separate re-
This means your mother can claim Jane as a turns. Your husband agrees to let you treat your2. The child tax credit. qualifying child for all of the six tax benefits listed son as a qualifying child. This means, if your
earlier, if she qualifies (and if you do not claim3. Head of household filing status. husband does not claim your son as a qualifying
Jane as a qualifying child for any of those tax child, you can claim your son as a qualifying4. The credit for child and dependent care benefits). child for the dependency exemption, child tax

expenses.
credit, and exclusion for dependent care bene-

Example 2—parent has higher AGI than5. The exclusion from income for dependent fits, if you qualify for each of those tax benefits.
grandparent. The facts are the same as in However, you cannot claim head of householdcare benefits.
Example 1 except your AGI is $18,000. Because filing status because you and your husband did

6. The earned income credit. your mother’s AGI is not higher than yours, she not live apart for the last 6 months of the year. As
cannot claim Jane. Only you can claim Jane. a result, your filing status is married filing sepa-The other person cannot take any of these

rately, so you cannot claim the earned incomebenefits based on this qualifying child. In other
Example 3 — two persons claim same credit or the credit for child and dependent carewords, you and the other person cannot agree to

child. The facts are the same as in Example 1 expenses.divide these benefits between you. The other
except that you and your mother both claim Janeperson cannot take any of these tax benefits
as a qualifying child. In this case, you as the Example 8 — separated parents claimunless he or she has a different qualifying child.
child’s parent will be the only one allowed to same child. The facts are the same as in
claim Jane as a qualifying child. The IRS will Example 7 except that you and your husbandTiebreaker rules. To determine which person
disallow your mother’s claim to the six tax bene- both claim your son as a qualifying child. In thiscan treat the child as a qualifying child to claim
fits listed earlier unless she has another qualify- case, only your husband will be allowed to treatthese six tax benefits, the following tie-breaker
ing child. your son as a qualifying child. This is because,

rules apply.
during 2011, the boy lived with him longer than

Example 4—qualifying children split be-• If only one of the persons is the child’s with you. If you claimed an exemption, the child
tween two persons. The facts are the same tax credit, or the exclusion for dependent careparent, the child is treated as the qualify-
as in Example 1 except you also have two other benefits for your son, the IRS will disallow youring child of the parent.
young children who are qualifying children of claim to all these tax benefits, unless you have• If the parents do not file a joint return to- both you and your mother. Only one of you can another qualifying child. In addition, because

gether but both parents claim the child as claim each child. However, if your mother’s AGI you and your husband did not live apart for the
a qualifying child, the IRS will treat the is higher than yours, you can allow your mother last 6 months of the year, your husband cannot
child as the qualifying child of the parent to claim one or more of the children. For exam- claim head of household filing status. As a re-
with whom the child lived for the longer ple, if you claim one child, your mother can claim sult, his filing status is married filing separately,
period of time during the year. If the child the other two. so he cannot claim the earned income credit or
lived with each parent for the same the credit for child and dependent care ex-
amount of time, the IRS will treat the child Example 5—taxpayer who is a qualifying penses.
as the qualifying child of the parent who child. The facts are the same as in Example 1
had the higher adjusted gross income except you are only 18 years old and did not Example 9 — unmarried parents. You,
(AGI) for the year. provide more than half of your own support for your 5-year-old son, and your son’s father lived
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together all year. You and your son’s father are and the child tax credit for him. Because of this, This treatment applies for all years until the
not married. Your son is a qualifying child of both you cannot claim an exemption or the child tax child is returned. However, the last year this
you and his father because he meets the rela- credit for your son. However, your son’s father treatment can apply is the earlier of:
tionship, age, residency, support, and joint re- cannot claim your son as a qualifying child for

1. The year there is a determination that theturn tests for both you and his father. Your AGI is head of household filing status, the credit for
child is dead, or$12,000 and your son’s father’s AGI is $14,000. child and dependent care expenses, the exclu-

Your son’s father agrees to let you claim the sion for dependent care benefits, or the earned 2. The year the child would have reached
child as a qualifying child. This means you can income credit. age 18.
claim him as a qualifying child for the depen- You and your mother did not have any child
dency exemption, child tax credit, head of care expenses or dependent care benefits, but
household filing status, credit for child and de- the boy is a qualifying child of both you and your

Not a Qualifying Child Testpendent care expenses, exclusion for depen- mother for head of household filing status and
dent care benefits, and the earned income the earned income credit because he meets the

A child is not your qualifying relative if the child iscredit, if you qualify for each of those tax benefits relationship, age, residency, support, and joint
your qualifying child or the qualifying child of any(and if your son’s father does not, in fact, claim return tests for both you and your mother. (Note:
other taxpayer.your son as a qualifying child for any of those tax The support test does not apply for the earned

benefits). income credit.) However, you agree to let your
Example 1. Your 22-year-old daughter, whomother claim your son. This means she can

is a full-time student, lives with you and meets allExample 10—unmarried parents claim claim him for head of household filing status and
the tests to be your qualifying child. She is notsame child. The facts are the same as in the earned income credit if she qualifies for each
your qualifying relative.Example 9 except that you and your son’s father and if you do not claim him as a qualifying child

both claim your son as a qualifying child. In this for the earned income credit. (You cannot claim
Example 2. Your 2-year-old son lives withcase, only your son’s father will be allowed to head of household filing status because your

your parents and meets all the tests to be theirtreat your son as a qualifying child. This is be- mother paid the entire cost of keeping up the
qualifying child. He is not your qualifying rela-cause his AGI, $14,000, is more than your AGI, home.)
tive.$12,000. If you claimed an exemption, the child

tax credit, head of household filing status, credit Example 2. The facts are the same as in
Example 3. Your son lives with you but isfor child and dependent care expenses, exclu- Example 1 except that your AGI is $25,000 and

not your qualifying child because he is 30 yearssion for dependent care benefits, or the earned your mother’s AGI is $21,000. Your mother can-
old and does not meet the age test. He may beincome credit for your son, the IRS will disallow not claim your son as a qualifying child for any
your qualifying relative if the gross income testyour claim to all these tax benefits, unless you purpose because her AGI is not higher than
and the support test are met.have another qualifying child. yours.

Example 4. Your 13-year-old grandsonExample 11—child did not live with a par- Example 3. The facts are the same as in
lived with his mother for 3 months, with his uncleent. You and your 7-year-old niece, your sis- Example 1 except that you and your mother both
for 4 months, and with you for 5 months duringter’s child, lived with your mother all year. You claim your son as a qualifying child for the
the year. He is not your qualifying child becauseare 25 years old, and your AGI is $9,300. Your earned income credit. Your mother also claims
he does not meet the residency test. He may bemother’s AGI is $15,000. Your niece’s parents him as a qualifying child for head of household
your qualifying relative if the gross income testfile jointly, have an AGI of less than $9,000, and filing status. You as the child’s parent will be the

do not live with you or their child. Your niece is a only one allowed to claim your son as a qualify- and the support test are met.
qualifying child of both you and your mother ing child for the earned income credit. The IRS
because she meets the relationship, age, resi- will disallow your mother’s claim to the earned Child of person not required to file a return.
dency, support, and joint return tests for both income credit and head of household filing sta- A child is not the qualifying child of any other
you and your mother. However, only your tus unless she has another qualifying child. taxpayer and so may qualify as your qualifying
mother can treat her as a qualifying child. This is relative if the child’s parent (or other person for
because your mother’s AGI, $15,000, is more whom the child is defined as a qualifying child) isQualifying Relative
than your AGI, $9,300. not required to file an income tax return and

either:There are four tests that must be met for a
Applying this special rule to divorced or sep- person to be your qualifying relative. The four • Does not file an income tax return, orarated parents or parents who live apart. If tests are:
a child is treated as the qualifying child of the • Files a return only to get a refund of in-
noncustodial parent under the rules described 1. Not a qualifying child test, come tax withheld or estimated tax paid.
earlier for children of divorced or separated par-

2. Member of household or relationship test,ents or parents who live apart, only the noncus-
Example 1—return not required. Youtodial parent can claim an exemption and the 3. Gross income test, and

support an unrelated friend and her 3-year-oldchild tax credit for the child. However, the custo-
4. Support test. child, who lived with you all year in your home.dial parent, if eligible, or other eligible person

Your friend has no gross income, is not requiredcan claim the child as a qualifying child for head
to file a 2011 tax return, and does not file a 2011of household filing status, the credit for child and Age. Unlike a qualifying child, a qualifying rel-
tax return. Both your friend and her child aredependent care expenses, the exclusion for de- ative can be any age. There is no age test for a
your qualifying relatives if the member of house-pendent care benefits, and the earned income qualifying relative.
hold or relationship test, gross income test, andcredit. If the child is the qualifying child of more

Kidnapped child. You can treat a child asthan one person for these benefits, then the support test are met.
your qualifying relative even if the child has beentiebreaker rules will determine which person can
kidnapped, but both of the following statements Example 2—return filed to claim refund.treat the child as a qualifying child.
must be true. The facts are the same as in Example 1 except

Example 1. You and your 5-year-old son your friend had wages of $1,500 during the year
1. The child is presumed by law enforcementlived all year with your mother, who paid the and had income tax withheld from her wages.

authorities to have been kidnapped byentire cost of keeping up the home. Your AGI is She files a return only to get a refund of the
someone who is not a member of your$10,000. Your mother’s AGI is $25,000. Your income tax withheld and does not claim the
family or the child’s family.son’s father did not live with you or your son. earned income credit or any other tax credits or

deductions. Both your friend and her child are Under the rules explained earlier for children 2. In the year the kidnapping occurred, the
your qualifying relatives if the member of house-of divorced or separated parents or parents who child met the tests to be your qualifying
hold or relationship test, gross income test, andlive apart, your son is treated as the qualifying relative for the part of the year before the
support test are met.child of his father, who can claim an exemption date of the kidnapping.
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Example 3 — earned income credit • Your father, mother, grandparent, or other Example. Your dependent mother died on
claimed. The facts are the same as in Exam- direct ancestor, but not foster parent. January 15. She met the tests to be your qualify-
ple 2 except your friend had wages of $8,000 ing relative. The other tests to claim an exemp-• Your stepfather or stepmother.
during the year and claimed the earned income tion for a dependent were also met. You can

• A son or daughter of your brother or sister.credit on her return. Your friend’s child is the claim an exemption for her on your return.
qualifying child of another taxpayer (your friend), • A son or daughter of your half brother or Local law violated. A person does not meetso you cannot claim your friend’s child as your half sister. this test if at any time during the year the rela-qualifying relative.

tionship between you and that person violates• A brother or sister of your father or
local law.mother.Child in Canada or Mexico. A child who lives

in Canada or Mexico may be your qualifying • Your son-in-law, daughter-in-law, fa- Example. Your girlfriend lived with you as arelative, and you may be able to claim the child ther-in-law, mother-in-law, brother-in-law, member of your household all year. However,as a dependent. If the child does not live with or sister-in-law. your relationship with her violated the laws of theyou, the child does not meet the residency test
state where you live, because she was marriedAny of these relationships that were establishedto be your qualifying child. If the persons the
to someone else. Therefore, she does not meetby marriage are not ended by death or divorce.child does live with are not U.S. citizens and
this test and you cannot claim her as a depen-have no U.S. gross income, those persons are
dent.Example. You and your wife began sup-not “taxpayers,” so the child is not the qualifying

porting your wife’s father, a widower, in 2005.child of any other taxpayer. If the child is not your Adopted child. An adopted child is alwaysYour wife died in 2010. In spite of your wife’squalifying child or the qualifying child of any treated as your own child. The term “adopteddeath, your father-in-law continues to meet thisother taxpayer, the child is your qualifying rela- child” includes a child who was lawfully placedtest, even if he does not live with you. You cantive if the gross income test and the support test with you for legal adoption.claim him as a dependent if all other tests areare met.
met, including the gross income test and support Cousin. Your cousin meets this test only if heYou cannot claim as a dependent a child who
test. or she lives with you all year as a member oflives in a foreign country other than Canada or

your household. A cousin is a descendant of aMexico, unless the child is a U.S. citizen, U.S. Foster child. A foster child is an individual
brother or sister of your father or mother.resident alien, or U.S. national. There is an ex- who is placed with you by an authorized place-

ception for certain adopted children who lived ment agency or by judgment, decree, or other
with you all year. See Citizen or Resident Test, order of any court of competent jurisdiction.

Gross Income Testearlier.
Joint return. If you file a joint return, the per-

To meet this test, a person’s gross income forExample. You provide all the support of son can be related to either you or your spouse.
the year must be less than $3,700.your children, ages 6, 8, and 12, who live in Also, the person does not need to be related to

Mexico with your mother and have no income. the spouse who provides support. Gross income defined. Gross income is all
You are single and live in the United States. For example, your spouse’s uncle who re- income in the form of money, property, and
Your mother is not a U.S. citizen and has no ceives more than half of his support from you services that is not exempt from tax.
U.S. income, so she is not a “taxpayer.” Your may be your qualifying relative, even though he In a manufacturing, merchandising, or min-
children are not your qualifying children because does not live with you. However, if you and your ing business, gross income is the total net sales
they do not meet the residency test. Also, they spouse file separate returns, your spouse’s un- minus the cost of goods sold, plus any miscella-
are not the qualifying children of any other tax- cle can be your qualifying relative only if he lives neous income from the business.
payer, so they are your qualifying relatives and with you all year as a member of your house- Gross receipts from rental property are gross
you can claim them as dependents if all the tests hold. income. Do not deduct taxes, repairs, etc., to
are met. You may also be able to claim your determine the gross income from rental prop-
mother as a dependent if all the tests are met, Temporary absences. A person is consid- erty.
including the gross income test and the support ered to live with you as a member of your house- Gross income includes a partner’s share of
test. hold during periods of time when one of you, or the gross (not a share of the net) partnership

both, are temporarily absent due to special cir- income.
cumstances such as: Gross income also includes all taxable un-Member of Household or employment compensation and certain scholar-• Illness,Relationship Test ship and fellowship grants. Scholarships

• Education, received by degree candidates that are used for
To meet this test, a person must either:

tuition, fees, supplies, books, and equipment• Business,
required for particular courses may not be in-1. Live with you all year as a member of your • Vacation, or cluded in gross income. For more informationhousehold, or
about scholarships, see chapter 12.• Military service.

2. Be related to you in one of the ways listed Tax-exempt income, such as certain social
under Relatives who do not have to live security benefits, is not included in gross in-If the person is placed in a nursing home for
with you. come.an indefinite period of time to receive constant

medical care, the absence may be consideredIf at any time during the year the person was
Disabled dependent working at shelteredtemporary.your spouse, that person cannot be your qualify-
workshop. For purposes of this test (the grossing relative. However, see Personal Exemp-
income test), the gross income of an individualDeath or birth. A person who died during thetions, earlier.
who is permanently and totally disabled at anyyear, but lived with you as a member of your
time during the year does not include income forhousehold until death, will meet this test. TheRelatives who do not have to live with you.
services the individual performs at a shelteredsame is true for a child who was born during theA person related to you in any of the following
workshop. The availability of medical care at theyear and lived with you as a member of yourways does not have to live with you all year as a
workshop must be the main reason for the indi-household for the rest of the year. The test ismember of your household to meet this test.
vidual’s presence there. Also, the income mustalso met if a child lived with you as a member of• Your child, stepchild, foster child, or a de- come solely from activities at the workshop thatyour household except for any required hospital

scendant of any of them (for example, are incident to this medical care.stay following birth.
your grandchild). (A legally adopted child A “sheltered workshop” is a school that:

If your dependent died during the year and
is considered your child.)

you otherwise qualified to claim an exemption • Provides special instruction or training de-
• Your brother, sister, half brother, half sis- for the dependent, you can still claim the exemp- signed to alleviate the disability of the indi-

ter, stepbrother, or stepsister. tion. vidual, and
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• Is operated by certain tax-exempt organi- each person’s support, you can take an exemp- total support provided for that person. Total sup-
zations, or by a state, a U.S. possession, tion for each of them, if they otherwise qualify, port includes amounts spent to provide food,
a political subdivision of a state or posses- even though you authorize the allotment only for lodging, clothing, education, medical and dental
sion, the United States, or the District of your mother. care, recreation, transportation, and similar ne-
Columbia. cessities.Tax-exempt military quarters allowances.

Generally, the amount of an item of supportThese allowances are treated the same way as
“Permanently and totally disabled” has the is the amount of the expense incurred in provid-dependency allotments in figuring support. The

same meaning here as under Qualifying Child, ing that item. For lodging, the amount of supportallotment of pay and the tax-exempt basic allow-
earlier. is the fair rental value of the lodging.ance for quarters are both considered as pro-

Expenses that are not directly related to anyvided by you for support.
one member of a household, such as the cost of

Support Test (To Be a Qualifying Tax-exempt income. In figuring a person’s food for the household, must be divided among
total support, include tax-exempt income, sav-Relative) the members of the household.
ings, and borrowed amounts used to support

To meet this test, you generally must provide that person. Tax-exempt income includes cer- Example 1. Grace Brown, mother of Mary
more than half of a person’s total support during tain social security benefits, welfare benefits, Miller, lives with Frank and Mary Miller and their
the calendar year. nontaxable life insurance proceeds, Armed two children. Grace gets social security benefits

However, if two or more persons provide Forces family allotments, nontaxable pensions, of $2,400, which she spends for clothing, trans-
support, but no one person provides more than and tax-exempt interest. portation, and recreation. Grace has no other
half of a person’s total support, see Multiple income. Frank and Mary’s total food expense for
Support Agreement, later. Example 1. You provide $4,000 toward the household is $5,200. They pay Grace’s

your mother’s support during the year. She has medical and drug expenses of $1,200. The fairHow to determine if support test is met. earned income of $600, nontaxable social se- rental value of the lodging provided for Grace isYou figure whether you have provided more curity benefits of $4,800, and tax-exempt inter- $1,800 a year, based on the cost of similarthan half of a person’s total support by compar- est of $200. She uses all these for her support. rooming facilities. Figure Grace’s total supporting the amount you contributed to that person’s You cannot claim an exemption for your mother as follows:support with the entire amount of support that because the $4,000 you provide is not more
person received from all sources. This includes than half of her total support of $9,600 ($4,000 +

Fair rental value of lodging . . . . . . $ 1,800support the person provided from his or her own $600 + $4,800 + $200).
funds. Clothing, transportation, and

You may find Worksheet 3-1 helpful in figur- recreation . . . . . . . . . . . . . . . . . . 2,400Example 2. Your brother’s daughter takes
ing whether you provided more than half of a out a student loan of $2,500 and uses it to pay Medical expenses . . . . . . . . . . . . 1,200person’s support. her college tuition. She is personally responsible

Share of food (1/5 of $5,200) . . . . . 1,040for the loan. You provide $2,000 toward her totalPerson’s own funds not used for support.
support. You cannot claim an exemption for herA person’s own funds are not support unless Total support . . . . . . . . . . . . . . . $6,440
because you provide less than half of her sup-they are actually spent for support.
port.

The support Frank and Mary provide, $4,040Example. Your mother received $2,400 in Social security benefits. If a husband and ($1,800 lodging + $1,200 medical expenses +social security benefits and $300 in interest. She wife each receive benefits that are paid by one $1,040 food), is more than half of Grace’spaid $2,000 for lodging and $400 for recreation. check made out to both of them, half of the total $6,440 total support.She put $300 in a savings account. paid is considered to be for the support of each
Even though your mother received a total of spouse, unless they can show otherwise. Example 2. Your parents live with you, your$2,700 ($2,400 + $300), she spent only $2,400 If a child receives social security benefits and spouse, and your two children in a house you($2,000 + $400) for her own support. If you uses them toward his or her own support, the own. The fair rental value of your parents’ sharespent more than $2,400 for her support and no benefits are considered as provided by the child. of the lodging is $2,000 a year ($1,000 each),other support was received, you have provided

which includes furnishings and utilities. Your fa-Support provided by the state (welfare,more than half of her support.
ther receives a nontaxable pension of $4,200,food stamps, housing, etc.). Benefits pro-

Child’s wages used for own support. You which he spends equally between your mothervided by the state to a needy person generally
cannot include in your contribution to your and himself for items of support such as cloth-are considered support provided by the state.
child’s support any support that is paid for by the ing, transportation, and recreation. Your totalHowever, payments based on the needs of the
child with the child’s own wages, even if you paid food expense for the household is $6,000. Yourrecipient will not be considered as used entirely
the wages. heat and utility bills amount to $1,200. Yourfor that person’s support if it is shown that part of

mother has hospital and medical expenses ofthe payments were not used for that purpose.Year support is provided. The year you pro-
$600, which you pay during the year. Figurevide the support is the year you pay for it, even if Foster care. Payments you receive for the your parents’ total support as follows:you do so with borrowed money that you repay support of a foster child from a child placement

in a later year. agency are considered support provided by the
Support provided Father MotherIf you use a fiscal year to report your income, agency. See Foster care payments and ex-

you must provide more than half of the depen- penses, earlier. Fair rental value of lodging $1,000 $1,000
dent’s support for the calendar year in which

Home for the aged. If you make a lump-sum Pension spent for theiryour fiscal year begins.
support . . . . . . . . . . . . . 2,100 2,100advance payment to a home for the aged to take

Armed Forces dependency allotments. The care of your relative for life and the payment is Share of food (1/6 ofpart of the allotment contributed by the govern- based on that person’s life expectancy, the $6,000) . . . . . . . . . . . . . 1,000 1,000
ment and the part taken out of your military pay amount of support you provide each year is the

Medical expenses forare both considered provided by you in figuring lump-sum payment divided by the relative’s life
mother . . . . . . . . . . . . . . 600whether you provide more than half of the sup- expectancy. The amount of support you provide

port. If your allotment is used to support persons also includes any other amounts you provided Parents’ total support . . . $4,100 $4,700
other than those you name, you can take the during the year.

You must apply the support test separatelyexemptions for them if they otherwise qualify.
to each parent. You provide $2,000 ($1,000

Example. You are in the Armed Forces. lodging + $1,000 food) of your father’s totalTotal Support
You authorize an allotment for your widowed support of $4,100 –  less than half. You provide
mother that she uses to support herself and her To figure if you provided more than half of a $2,600 to your mother ($1,000 lodging + $1,000
sister. If the allotment provides more than half of person’s support, you must first determine the food + $600 medical) –  more than half of her
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Worksheet 3-1. Worksheet for Determining Support Keep for Your Records

Funds Belonging to the Person You Supported
1. Enter the total funds belonging to the person you supported, including income received (taxable

and nontaxable) and amounts borrowed during the year, plus the amount in savings and other
accounts at the beginning of the year. Do not include funds provided by the state; include those
amounts on line 23 instead . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.

2. Enter the amount on line 1 that was used for the person’s support . . . . . . . . . . . . . . . . . . . . . . 2.
3. Enter the amount on line 1 that was used for other purposes . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Enter the total amount in the person’s savings and other accounts at the end of the year . . . . . . 4.
5. Add lines 2 through 4. (This amount should equal line 1.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

Expenses for Entire Household (where the person you supported lived)
6. Lodging (complete line 6a or 6b):

 a. Enter the total rent paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6a.
 b. Enter the fair rental value of the home. If the person you supported owned the home, 

also include this amount in line 21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6b.
7. Enter the total food expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.
8. Enter the total amount of utilities (heat, light, water, etc. not included in line 6a or 6b) . . . . . . . . . 8.
9. Enter the total amount of repairs (not included in line 6a or 6b) . . . . . . . . . . . . . . . . . . . . . . . . . 9.
10. Enter the total of other expenses. Do not include expenses of maintaining the home, such as

mortgage interest, real estate taxes, and insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.
11. Add lines 6a through 10. These are the total household expenses . . . . . . . . . . . . . . . . . . . . . . 11.
12. Enter total number of persons who lived in the household . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.

Expenses for the Person You Supported
13. Divide line 11 by line 12. This is the person’s share of the household expenses . . . . . . . . . . . . . 13.
14. Enter the person’s total clothing expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.
15. Enter the person’s total education expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.
16. Enter the person’s total medical and dental expenses not paid for or reimbursed by insurance . . 16.
17. Enter the person’s total travel and recreation expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.
18. Enter the total of the person’s other expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.
19. Add lines 13 through 18. This is the total cost of the person’s support for the year . . . . . . . . . . . 19.

Did the Person Provide More Than Half of His or Her Own Support?
20. Multiply line 19 by 50% (.50) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.
21. Enter the amount from line 2, plus the amount from line 6b if the person you supported owned 

the home. This is the amount the person provided for his or her own support . . . . . . . . . . . . . . . 21.
22. Is line 21 more than line 20?

 No. You meet the support test for this person to be your qualifying child. If this person also meets the other tests to be a
qualifying child, stop here; do not complete lines 23–26. Otherwise, go to line 23 and fill out the rest of the worksheet to
determine if this person is your qualifying relative. 

 Yes. You do not meet the support test for this person to be either your qualifying child or your qualifying relative. Stop
here.

Did You Provide More Than Half?
23. Enter the amount others provided for the person’s support. Include amounts provided by state,

local, and other welfare societies or agencies. Do not include any amounts included on line 1 . . . 23.
24. Add lines 21 and 23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.
25. Subtract line 24 from line 19. This is the amount you provided for the person’s support . . . . . . . . 25.
26. Is line 25 more than line 20?

 Yes. You meet the support test for this person to be your qualifying relative.

 No. You do not meet the support test for this person to be your qualifying relative. You cannot claim an exemption for
this person unless you can do so under a multiple support agreement, the support test for children of divorced or
separated parents, or the special rule for kidnapped children. See Multiple Support Agreement, Support Test for Children
of Divorced or Separated Parents or Parents Who Live Apart, or Kidnapped Child under Qualifying Relative.
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total support of $4,700. You meet the support Example 1. You buy a $200 power lawn 1. Federal, state, and local income taxes paid
test for your mother, but not your father. Heat mower for your 13-year-old child. The child is by persons from their own income. 
and utility costs are included in the fair rental given the duty of keeping the lawn trimmed.

2. Social security and Medicare taxes paid byvalue of the lodging, so these are not considered Because the lawn mower benefits all members
persons from their own income. separately. of the household, you cannot include the cost of

the lawn mower in the support of your child. 3. Life insurance premiums. 
Lodging. If you provide a person with lodging,

4. Funeral expenses. you are considered to provide support equal to Example 2. You buy a $150 television set
the fair rental value of the room, apartment, as a birthday present for your 12-year-old child. 5. Scholarships received by your child if your
house, or other shelter in which the person lives. The television set is placed in your child’s bed- child is a full-time student. 
Fair rental value includes a reasonable allow- room. You can include the cost of the television

6. Survivors’ and Dependents’ Educationalance for the use of furniture and appliances, and set in the support of your child.
Assistance payments used for the supportfor heat and other utilities that are provided.
of the child who receives them.Example 3. You pay $5,000 for a car andFair rental value defined. This is the

register it in your name. You and youramount you could reasonably expect to receive
17-year-old daughter use the car equally. Be-from a stranger for the same kind of lodging. It is
cause you own the car and do not give it to your Multiple Support Agreementused instead of actual expenses such as taxes,
daughter but merely let her use it, you cannotinterest, depreciation, paint, insurance, utilities,
include the cost of the car in your daughter’s Sometimes no one provides more than half ofcost of furniture and appliances, etc. In some
total support. However, you can include in your the support of a person. Instead, two or morecases, fair rental value may be equal to the rent
daughter’s support your out-of-pocket expenses persons, each of whom would be able to takepaid.
of operating the car for her benefit. the exemption but for the support test, togetherIf you provide the total lodging, the amount of

provide more than half of the person’s support.support you provide is the fair rental value of the Example 4. Your 17-year-old son, using When this happens, you can agree that anyroom the person uses, or a share of the fair personal funds, buys a car for $4,500. You pro- one of you who individually provides more thanrental value of the entire dwelling if the person vide all the rest of your son’s support –  $4,000. 10% of the person’s support, but only one, canhas use of your entire home. If you do not pro- Since the car is bought and owned by your son, claim an exemption for that person as a qualify-vide the total lodging, the total fair rental value the car’s fair market value ($4,500) must be ing relative. Each of the others must sign amust be divided depending on how much of the included in his support. Your son has provided statement agreeing not to claim the exemptiontotal lodging you provide. If you provide only a more than half of his own total support of $8,500 for that year. The person who claims the exemp-part and the person supplies the rest, the fair ($4,500 + $4,000), so he is not your qualifying tion must keep these signed statements for hisrental value must be divided between both of child. You did not provide more than half of his or her records. A multiple support declarationyou according to the amount each provides. total support, so he is not your qualifying rela- identifying each of the others who agreed not to
tive. You cannot claim an exemption for your claim the exemption must be attached to theExample. Your parents live rent free in a son. return of the person claiming the exemption.house you own. It has a fair rental value of

Form 2120, Multiple Support Declaration, can$5,400 a year furnished, which includes a fair Medical insurance premiums. Medical insur-
be used for this purpose.rental value of $3,600 for the house and $1,800 ance premiums you pay, including premiums for

for the furniture. This does not include heat and You can claim an exemption under a multiplesupplementary Medicare coverage, are in-
utilities. The house is completely furnished with support agreement for someone related to youcluded in the support you provide.
furniture belonging to your parents. You pay or for someone who lived with you all year as a

Medical insurance benefits. Medical in-$600 for their utility bills. Utilities are not usually member of your household.
surance benefits, including basic and supple-included in rent for houses in the area where
mentary Medicare benefits, are not part ofyour parents live. Therefore, you consider the Example 1. You, your sister, and your twosupport.total fair rental value of the lodging to be $6,000 brothers provide the entire support of your

($3,600 fair rental value of the unfurnished Tuition payments and allowances under the mother for the year. You provide 45%, your
house + $1,800 allowance for the furnishings GI Bill. Amounts veterans receive under the sister 35%, and your two brothers each provide
provided by your parents + $600 cost of utilities) GI Bill for tuition payments and allowances while 10%. Either you or your sister can claim an
of which you are considered to provide $4,200 they attend school are included in total support. exemption for your mother. The other must sign
($3,600 + $600). a statement agreeing not to take an exemption

Example. During the year, your son re- for your mother. The one who claims the exemp-Person living in his or her own home. The
ceives $2,200 from the government under the GI tion must attach Form 2120, or a similar declara-total fair rental value of a person’s home that he
Bill. He uses this amount for his education. You tion, to his or her return and must keep theor she owns is considered support contributed
provide the rest of his support –  $2,000. Be- statement signed by the other for his or herby that person.
cause GI benefits are included in total support, records. Because neither brother provides more

Living with someone rent free. If you live your son’s total support is $4,200 ($2,200 + than 10% of the support, neither can take the
with a person rent free in his or her home, you $2,000). You have not provided more than half exemption and neither has to sign a statement.
must reduce the amount you provide for support of his support.
of that person by the fair rental value of lodging Example 2. You and your brother each pro-Child care expenses. If you pay someone tohe or she provides you. vide 20% of your mother’s support for the year.provide child or dependent care, you can include

The remaining 60% of her support is providedthese payments in the amount you provided forProperty. Property provided as support is
equally by two persons who are not related tothe support of your child or disabled dependent,measured by its fair market value. Fair market
her. She does not live with them. Because moreeven if you claim a credit for the payments. Forvalue is the price that property would sell for on
than half of her support is provided by personsinformation on the credit, see chapter 31.the open market. It is the price that would be
who cannot claim an exemption for her, no oneagreed upon between a willing buyer and a
can take the exemption.Other support items. Other items may bewilling seller, with neither being required to act,

considered as support depending on the facts inand both having reasonable knowledge of the
Example 3. Your father lives with you andeach case.relevant facts.

receives 25% of his support from social security,
Capital expenses. Capital items, such as 40% from you, 24% from his brother (your un-

furniture, appliances, and cars, that are bought cle), and 11% from a friend. Either you or yourDo Not Include
for a person during the year can be included in uncle can take the exemption for your father ifin Total Support
total support under certain circumstances. the other signs a statement agreeing not to. The

one who takes the exemption must attach FormThe following examples show when a capital The following items are not included in total
item is or is not support. support. 2120, or a similar declaration, to his return and
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must keep for his records the signed statement If the parents divorced or separated during 3. The years for which the noncustodial par-
from the one agreeing not to take the exemption. ent, rather than the custodial parent, canthe year and the child lived with both parents

claim the child as a dependent.before the separation, the custodial parent is the
one with whom the child lived for the greater The noncustodial parent must attach all ofSupport Test for Children of number of nights during the rest of the year. the following pages of the decree or agreement

Divorced or Separated Parents or A child is treated as living with a parent for a to his or her tax return.
Parents Who Live Apart night if the child sleeps: • The cover page (write the other parent’s

• At that parent’s home, whether or not the social security number on this page).In most cases, a child of divorced or separated
parent is present, orparents will be a qualifying child of one of the • The pages that include all of the informa-

parents. See Children of divorced or separated • In the company of the parent, when the tion identified in items (1) through (3)
parents or parents who live apart under Qualify- child does not sleep at a parent’s home above.
ing Child, earlier. However, if the child does not (for example, the parent and child are on • The signature page with the other parent’smeet the requirements to be a qualifying child of vacation together). signature and the date of the agreement.either parent, the child may be a qualifying rela-
tive of one of the parents. In that case, the Equal number of nights. If the child lived Post-2008 divorce decree or separationfollowing rules must be used in applying the with each parent for an equal number of nights agreement. The noncustodial parent cannotsupport test. during the year, the custodial parent is the par- attach pages from the decree or agreement in-

A child will be treated as being the qualifying ent with the higher adjusted gross income. stead of Form 8332 if the decree or agreement
relative of his or her noncustodial parent if all went into effect after 2008. The custodial parentDecember 31. The night of December 31 isfour of the following statements are true. must sign either Form 8332 or a similar state-treated as part of the year in which it begins. For

ment whose only purpose is to release the cus-example, December 31, 2011, is treated as part1. The parents: todial parent’s claim to an exemption for a child,of 2011.
and the noncustodial parent must attach a copya. Are divorced or legally separated under Emancipated child. If a child is emanci- to his or her return. The form or statement musta decree of divorce or separate mainte- pated under state law, the child is treated as not release the custodial parent’s claim to the childnance,

living with either parent. without any conditions. For example, the release
b. Are separated under a written separa- must not depend on the noncustodial parentAbsences. If a child was not with either par-tion agreement, or paying support.ent on a particular night (because, for example,
c. Lived apart at all times during the last 6 the child was staying at a friend’s house), the The noncustodial parent must attach

months of the year, whether or not they child is treated as living with the parent with the required information even if it was
are or were married. filed with a return in an earlier year.whom the child normally would have lived for CAUTION

!
that night, except for the absence. But if it cannot

2. The child received over half of his or her Revocation of release of claim to an ex-be determined with which parent the child nor-
support for the year from the parents (and emption. The custodial parent can revoke amally would have lived or if the child would not
the rules on multiple support agreements, release of claim to an exemption that he or shehave lived with either parent that night, the child
explained earlier, do not apply). previously released to the noncustodial parentis treated as not living with either parent that

on Form 8332 or a similar statement. In order fornight.3. The child is in the custody of one or both
the revocation to be effective for 2011, the cus-parents for more than half of the year. Parent works at night. If, due to a parent’s todial parent must have given (or made reason-

nighttime work schedule, a child lives for a4. Either of the following statements is true. able efforts to give) written notice of the
greater number of days but not nights with the revocation to the noncustodial parent in 2010 or

a. The custodial parent signs a written parent who works at night, that parent is treated earlier. The custodial parent can use Part III of
declaration, discussed later, that he or as the custodial parent. On a school day, the Form 8332 for this purpose and must attach a
she will not claim the child as a depen- child is treated as living at the primary residence copy of the revocation to his or her return for
dent for the year, and the noncustodial registered with the school. each tax year he or she claims the child as a
parent attaches this written declaration dependent as a result of the revocation.
to his or her return. (If the decree or

Written declaration.  The custodial parentagreement went into effect after 1984 Remarried parent. If you remarry, the supportmay use either Form 8332 or a similar statementand before 2009, see Post-1984 and provided by your new spouse is treated as pro-(containing the same information required by thepre-2009 divorce decree or separation vided by you.form) to make the written declaration to releaseagreement, later. If the decree or agree-
the exemption to the noncustodial parent. Thement went into effect after 2008, see

Child support under pre-1985 agreement.noncustodial parent must attach a copy of thePost-2008 divorce decree or separation
All child support payments actually receivedform or statement to his or her tax return.agreement, later.)
from the noncustodial parent under a pre-1985The exemption can be released for 1 year,

b. A pre-1985 decree of divorce or sepa- agreement are considered used for the supportfor a number of specified years (for example,
rate maintenance or written separation of the child.alternate years), or for all future years, as speci-
agreement that applies to 2011 states fied in the declaration.
that the noncustodial parent can claim Example. Under a pre-1985 agreement, the

Post-1984 and pre-2009 divorce decree orthe child as a dependent, the decree or noncustodial parent provides $1,200 for the
agreement was not changed after 1984 separation agreement. If the divorce decree child’s support. This amount is considered sup-
to say the noncustodial parent cannot port provided by the noncustodial parent even ifor separation agreement went into effect after
claim the child as a dependent, and the the $1,200 was actually spent on things other1984 and before 2009, the noncustodial parent
noncustodial parent provides at least than support.may be able to attach certain pages from the
$600 for the child’s support during the decree or agreement instead of Form 8332. The Alimony. Payments to a spouse that are
year. decree or agreement must state all three of the includible in the spouse’s gross income as either

following. alimony, separate maintenance payments, or
similar payments from an estate or trust, are not1. The noncustodial parent can claim the
treated as a payment for the support of a depen-Custodial parent and noncustodial parent. child as a dependent without regard to any
dent.The custodial parent is the parent with whom the condition, such as payment of support.

child lived for the greater number of nights dur-
2. The custodial parent will not claim the childing the year. The other parent is the noncus- Parents who never married. This special rule

as a dependent for the year.todial parent. for divorced or separated parents also applies to
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parents who never married and lived apart at all paid for 2011. Also take credit for any ex-
times during the last 6 months of the year. cess social security or railroad retirement

tax withheld (discussed in chapter 36).4.Multiple support agreement. If the support of • Underpayment penalty. If you did not
the child is determined under a multiple support pay enough tax during the year, either
agreement, this special support test for divorced through withholding or by making esti-
or separated parents or parents who live apart Tax Withholding mated tax payments, you may have to pay
does not apply. a penalty. In most cases, the IRS can fig-

ure this penalty for you. See Underpay-and Estimated
ment Penalty for 2011 at the end of this
chapter. TaxSocial Security

Useful ItemsNumbers for
You may want to see:What’s New for 2012Dependents

Publication
Tax law changes for 2012. When you figureYou must show the social security number

❏ 505 Tax Withholding and Estimated Taxhow much income tax you want withheld from(SSN) of any dependent for whom you claim an
your pay and when you figure your estimatedexemption in column (2) of line 6c of your Form

Form (and Instructions)tax, consider tax law changes effective in 2012.1040 or Form 1040A.
For information on the status of expiring tax

❏ W-4 Employee’s Withholding AllowanceIf you do not show the dependent’s benefits for 2012, go to IRS.gov.
CertificateSSN when required or if you show an

incorrect SSN, the exemption may beCAUTION
!

❏ W-4P Withholding Certificate for Pension
disallowed. or Annuity Payments
No SSN. If a person for whom you expect to Reminders ❏ W-4S Request for Federal Income Taxclaim an exemption on your return does not

Withholding From Sick Payhave an SSN, either you or that person should
Estimated tax safe harbor for higher incomeapply for an SSN as soon as possible by filing ❏ W-4V Voluntary Withholding Request
taxpayers. If your 2011 adjusted gross in-Form SS-5, Application for a Social Security

❏ 1040-ES Estimated Tax for Individualscome was more than $150,000 ($75,000 if youCard, with the Social Security Administration
are married filing a separate return), you must

❏ 2210 Underpayment of Estimated Tax by(SSA). You can get Form SS-5 online at www.
deposit the smaller of 90% of your expected tax Individuals, Estates, and Trustssocialsecurity.gov or at your local SSA office.
for 2012 or 110% of the tax shown on your 2011

 It usually takes about 2 weeks to get an SSN ❏ 2210-F Underpayment of Estimated Taxreturn to avoid an estimated tax penalty.
once the SSA has all the information it needs. If by Farmers and Fishermen
you do not have a required SSN by the filing due
date, you can file Form 4868 for an extension of
time to file. Introduction

Born and died in 2011. If your child was
This chapter discusses how to pay your tax as Tax Withholding born and died in 2011, and you do not have an
you earn or receive income during the year. InSSN for the child, you may attach a copy of the
general, the federal income tax is a for 2012child’s birth certificate, death certificate, or hos-
pay-as-you-go tax. There are two ways to pay aspital records instead. The document must show
you go. This section discusses income tax withholdingthe child was born alive. If you do this, enter

on:“DIED” in column (2) of line 6c of your Form • Withholding. If you are an employee,
1040 or Form 1040A.       your employer probably withholds income • Salaries and wages,

tax from your pay. Tax also may be with- • Tips,Alien or adoptee with no SSN. If your depen- held from certain other income, such as
dent does not have and cannot get an SSN, you pensions, bonuses, commissions, and • Taxable fringe benefits,
must list the individual taxpayer identification gambling winnings. The amount withheld • Sick pay,number (ITIN) or adoption taxpayer identifica- is paid to the IRS in your name. 
tion number (ATIN) instead of an SSN. • Pensions and annuities,• Estimated tax. If you do not pay your tax

Taxpayer identification numbers for through withholding, or do not pay enough • Gambling winnings,
aliens. If your dependent is a resident or non- tax that way, you may have to pay esti- • Unemployment compensation, andresident alien who does not have and is not mated tax. People who are in business for
eligible to get an SSN, your dependent must themselves generally will have to pay their • Certain federal payments.
apply for an individual taxpayer identification tax this way. Also, you may have to pay

This section explains the rules for withholdingnumber (ITIN). For details on how to apply, see estimated tax if you receive income such
tax from each of these types of income.Form W-7, Application for IRS Individual Tax- as dividends, interest, capital gains, rent,

payer Identification Number. and royalties. Estimated tax is used to pay This section also covers backup withholding
not only income tax, but self-employment on interest, dividends, and other payments.Taxpayer identification numbers for
tax and alternative minimum tax as well. adoptees. If you have a child who was placed

with you by an authorized placement agency, Salaries and WagesThis chapter explains these methods. In addi-you may be able to claim an exemption for the
tion, it also explains the following.child. However, if you cannot get an SSN or an Income tax is withheld from the pay of most

ITIN for the child, you must get an adoption employees. Your pay includes your regular pay,• Credit for withholding and estimated
taxpayer identification number (ATIN) for the bonuses, commissions, and vacation al-tax. When you file your 2011 income tax
child from the IRS. See Form W-7A, Application lowances. It also includes reimbursements andreturn, take credit for all the income tax
for Taxpayer Identification Number for Pending other expense allowances paid under a nonac-withheld from your salary, wages, pen-
U.S. Adoptions, for details. countable plan. See Supplemental Wages,sions, etc., and for the estimated tax you
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later, for more information about reimburse- • Whether you want an additional amount are personal or financial changes in your life or
ments and allowances paid under a nonac- withheld. changes in the law that might change your tax
countable plan. liability.• Whether you are claiming an exemption

If your income is low enough that you will not
from withholding. See Exemption From Note. You cannot give your employer a pay-have to pay income tax for the year, you may be
Withholding, later.

ment to cover withholding on salaries andexempt from withholding. This is explained
wages for past pay periods or a payment forunder Exemption From Withholding, later.
estimated tax.You can ask your employer to withhold in- Note. You must specify a filing status and a

come tax from noncash wages and other wages number of withholding allowances on Form W-4.
not subject to withholding. If your employer does You cannot specify only a dollar amount of with-
not agree to withhold tax, or if not enough is Completing Form W-4 andholding.
withheld, you may have to pay estimated tax, as Worksheets
discussed later under Estimated Tax for 2012.

Form W-4 has worksheets to help you figureNew JobMilitary retirees. Military retirement pay is how many withholding allowances you can
treated in the same manner as regular pay for claim. The worksheets are for your own records.When you start a new job, you must fill out Form
income tax withholding purposes, even though it Do not give them to your employer.W-4 and give it to your employer. Your employer
is treated as a pension or annuity for other tax should have copies of the form. If you need to Multiple jobs. If you have income from morepurposes. change the information later, you must fill out a than one job at the same time, complete only

new form. one set of Form W-4 worksheets. Then split yourHousehold workers. If you are a household
If you work only part of the year (for example, allowances between the Forms W-4 for eachworker, you can ask your employer to withhold

you start working after the beginning of the job. You cannot claim the same allowances withincome tax from your pay. A household worker is
year), too much tax may be withheld. You may more than one employer at the same time. Youan employee who performs household work in a
be able to avoid overwithholding if your em- can claim all your allowances with one employerprivate home, local college club, or local frater-
ployer agrees to use the part-year method. See and none with the other(s), or divide them anynity or sorority chapter.
Part-Year Method in chapter 1 of Publication other way.Tax is withheld only if you want it withheld
505 for more information.and your employer agrees to withhold it. If you

Married individuals. If both you and yourdo not have enough income tax withheld, you Employee also receiving pension income.
spouse are employed and expect to file a jointmay have to pay estimated tax, as discussed If you receive pension or annuity income and
return, figure your withholding allowances usinglater under Estimated Tax for 2012. begin a new job, you will need to file Form W-4
your combined income, adjustments, deduc-

with your new employer. However, you can
tions, exemptions, and credits. Use only one setFarmworkers. Generally, income tax is with- choose to split your withholding allowances be-
of worksheets. You can divide your total al-held from your cash wages for work on a farm tween your pension and job in any manner.
lowances any way, but you cannot claim anunless your employer both:
allowance that your spouse also claims.

• Pays you cash wages of less than $150 If you and your spouse expect to file sepa-Changing Your Withholdingduring the year, and rate returns, figure your allowances using sepa-
rate worksheets based on your own individual• Has expenditures for agricultural labor to- During the year changes may occur to your
income, adjustments, deductions, exemptions,taling less than $2,500 during the year. marital status, exemptions, adjustments, deduc-
and credits.tions, or credits you expect to claim on your tax

return. When this happens, you may need to Alternative method of figuring withholdingDifferential wage payments.  When employ-
give your employer a new Form W-4 to change allowances. You do not have to use the Formees are on leave from employment for military
your withholding status or number of al- W-4 worksheets if you use a more accurateduty, some employers make up the difference
lowances. method of figuring the number of withholdingbetween the military pay and civilian pay. Pay-

If the changes reduce the number of al- allowances. For more information, see Alterna-ments made after December 31, 2008, to an
lowances you are claiming or changes your mar- tive method of figuring withholding allowancesemployee who is on active duty for a period of
ital status from married to single, you must give under Completing Form W-4 and Worksheets inmore than 30 days, will be subject to income tax
your employer a new Form W-4 within 10 days. Publication 505, chapter 1.withholding, but not subject to social security or

Generally, you can submit a new Form W-4Medicare taxes. The wages and withholding will
whenever you wish to change the number of Personal Allowances Worksheet. Use thebe reported on Form W-2, Wage and Tax State-
your withholding allowances for any other rea- Personal Allowances Worksheet on page 1 ofment.
son. Form W-4 to figure your withholding allowances

based on exemptions and any special al-
Changing your withholding for 2013. If lowances that apply.Determining Amount of Tax events in 2012 will decrease the number of your
withholding allowances for 2013, you must giveWithheld Using Form W-4 Deductions and Adjustments Worksheet.
your employer a new Form W-4 by December 1, Use the Deduction and Adjustments Worksheet

The amount of income tax your employer with- 2012. If the event occurs in December 2012, on page 2 of Form W-4 if you plan to itemize
holds from your regular pay depends on two submit a new Form W-4 within 10 days. your deductions, claim certain credits, or claim
things. adjustments to the income on your 2012 tax

return and you want to reduce your withholding.• The amount you earn in each payroll pe-
Checking Your Withholding Also, complete this worksheet when you haveriod.

changes to these items to see if you need to
After you have given your employer a Form W-4,• The information you give your employer change your withholding.
you can check to see whether the amount of taxon Form W-4. The Deductions and Adjustments Worksheet
withheld from your pay is too little or too much. If is on page 2 of Form W-4. Chapter 1 of Publica-
too much or too little tax is being withheld, youForm W-4 includes four types of information tion 505 explains this worksheet.
should give your employer a new Form W-4 tothat your employer will use to figure your with-
change your withholding. You should try to have Two-Earners/Multiple Jobs Worksheet.holding.
your withholding match your actual tax liability. If You may need to complete the Two-Earners/• Whether to withhold at the single rate or at
not enough tax is withheld, you will owe tax at Multiple Jobs Worksheet on page 2 of Form W-4

the lower married rate.
the end of the year and may have to pay interest if you have more than one job, a working

• How many withholding allowances you and a penalty. If too much tax is withheld, you spouse, or are also receiving a pension. Also, on
claim (each allowance reduces the will lose the use of that money until you get your line 8 of this worksheet you can add any addi-
amount withheld). refund. Always check your withholding if there tional withholding necessary to cover any

Page 38 Chapter 4 Tax Withholding and Estimated Tax



amount you expect to owe other than income Claiming exemption from withholding. ToRules Your Employer Must Follow
claim exemption, you must give your employer atax, such as self-employment tax.

It may be helpful for you to know some of the Form W-4. Do not complete lines 5 and 6. Enter
withholding rules your employer must follow. “Exempt” on line 7.
These rules can affect how to fill out your Form If you claim exemption, but later your situa-Getting the Right Amount of Tax
W-4 and how to handle problems that may arise. tion changes so that you will have to pay incomeWithheld

tax after all, you must file a new Form W-4 within
New Form W-4. When you start a new job, 10 days after the change. If you claim exemptionIn most situations, the tax withheld from your
your employer should give you a Form W-4 to fill in 2012, but you expect to owe income tax forpay will be close to the tax you figure on your
out. Beginning with your first payday, your em- 2013, you must file a new Form W-4 by Decem-return if you follow these two rules.
ployer will use the information you give on the ber 1, 2012.

• You accurately complete all the Form W-4 form to figure your withholding. Your claim of exempt status may be re-
If you later fill out a new Form W-4, yourworksheets that apply to you. viewed by the IRS.

employer can put it into effect as soon as possi-• You give your employer a new Form W-4 An exemption is good for only 1 year.ble. The deadline for putting it into effect is the
You must give your employer a new Form W-4when changes occur. start of the first payroll period ending 30 or more
by February 15 each year to continue your ex-days after you turn it in.
emption.But because the worksheets and withholding

methods do not account for all possible situa- No Form W-4. If you do not give your em-
tions, you may not be getting the right amount ployer a completed Form W-4, your employer

Supplemental Wageswithheld. This is most likely to happen in the must withhold at the highest rate, as if you were
single and claimed no withholding allowances.following situations. Supplemental wages include bonuses, commis-

sions, overtime pay, vacation allowances, cer-• You are married and both you and your Repaying withheld tax. If you find you are
tain sick pay, and expense allowances underspouse work. having too much tax withheld because you did
certain plans. The payer can figure withholdingnot claim all the withholding allowances you are• You have more than one job at a time. on supplemental wages using the same methodentitled to, you should give your employer a new
used for your regular wages. However, if these• You have nonwage income, such as inter- Form W-4. Your employer cannot repay any of
payments are identified separately from yourest, dividends, alimony, unemployment the tax previously withheld. Instead, claim the
regular wages, your employer or other payer ofcompensation, or self-employment in- full amount withheld when you file your tax re-
supplemental wages can withhold income taxcome. turn.
from these wages at a flat rate.However, if your employer has withheld• You will owe additional amounts with your

more than the correct amount of tax for the Form Expense allowances. Reimbursements orreturn, such as self-employment tax. W-4 you have in effect, you do not have to fill out other expense allowances paid by your em-
a new Form W-4 to have your withholding low-• Your withholding is based on obsolete ployer under a nonaccountable plan are treated
ered to the correct amount. Your employer canForm W-4 information for a substantial as supplemental wages.
repay the amount that was withheld incorrectly.part of the year. Reimbursements or other expense al-
If you are not repaid, your Form W-2 will reflect lowances paid under an accountable plan that• Your earnings are more than the amount the full amount actually withheld, which you are more than your proven expenses are treatedshown under Check your withholding in would claim when you file your tax return. as paid under a nonaccountable plan if you dothe instructions at the top of page 1 of

not return the excess payments within a reason-Form W-4.
able period of time.Exemption From Withholding• You work only part of the year. For more information about accountable and
nonaccountable expense allowance plans, seeIf you claim exemption from withholding, your• You change the number of your withhold-
Reimbursements in chapter 26.employer will not withhold federal income taxing allowances during the year.

from your wages. The exemption applies only to
income tax, not to social security or Medicare

Cumulative wage method. If you change the Penaltiestax.
number of your withholding allowances during You can claim exemption from withholding You may have to pay a penalty of $500 if both ofthe year, too much or too little tax may have for 2012 only if both of the following situations the following apply.been withheld for the period before you made apply.

• You make statements or claim withholdingthe change. You may be able to compensate for • For 2011 you had a right to a refund of all allowances on your Form W-4 that reducethis if your employer agrees to use the cumula- federal income tax withheld because you the amount of tax withheld.tive wage withholding method for the rest of the had no tax liability.
year. You must ask your employer in writing to • You have no reasonable basis for those• For 2012 you expect a refund of all federaluse this method. statements or allowances at the time you

income tax withheld because you expect prepare your Form W-4.To be eligible, you must have been paid for to have no tax liability.
the same kind of payroll period (weekly, bi-

There is also a criminal penalty for willfullyweekly, etc.) since the beginning of the year.
supplying false or fraudulent information on yourStudents. If you are a student, you are not
Form W-4 or for willfully failing to supply informa-automatically exempt. See chapter 1 to find out if
tion that would increase the amount withheld.you must file a return. If you work only part timePublication 505
The penalty upon conviction can be either a fineor only during the summer, you may qualify for
of up to $1,000 or imprisonment for up to 1 year,exemption from withholding.To make sure you are getting the right amount of
or both.tax withheld, get Publication 505. It will help you

Age 65 or older or blind. If you are 65 or older These penalties will apply if you deliberatelycompare the total tax to be withheld during the
or blind, use Worksheet 1-3 or 1-4 in chapter 1 of and knowingly falsify your Form W-4 in an at-

year with the tax you can expect to figure on
Publication 505, to help you decide if you qualify tempt to reduce or eliminate the proper withhold-

your return. It also will help you determine how for exemption from withholding. Do not use ei- ing of taxes. A simple error or an honest mistake
much, if any, additional withholding is needed ther worksheet if you will itemize deductions, will not result in one of these penalties. For
each payday to avoid owing tax when you file claim exemptions for dependents, or claim tax example, a person who has tried to figure the
your return. If you do not have enough tax with- credits on your 2012 return. Instead, see Itemiz- number of withholding allowances correctly, but
held, you may have to pay estimated tax, as ing deductions or claiming exemptions or credits claims seven when the proper number is six, will
explained under Estimated Tax for 2012, later. in chapter 1 of Publication 505. not be charged a W-4 penalty.
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withheld. An agent who does not pay regularTips Gambling Winnings
wages to you may choose to withhold income
tax at a flat rate.The tips you receive while working on your job Income tax is withheld at a flat 28% rate from

However, if you receive sick pay from a thirdare considered part of your pay. You must in- certain kinds of gambling winnings.
party who is not acting as an agent of yourclude your tips on your tax return on the same Gambling winnings of more than $5,000 from
employer, income tax will be withheld only if youline as your regular pay. However, tax is not the following sources are subject to income tax
choose to have it withheld. See Form W-4S,withheld directly from tip income, as it is from withholding.
below.your regular pay. Nevertheless, your employer

• Any sweepstakes; wagering pool, includ-will take into account the tips you report when If you receive payments under a plan in
ing payments made to winners of pokerfiguring how much to withhold from your regular which your employer does not participate (such
tournaments; or lottery.pay. as an accident or health plan where you paid all

See chapter 6 for information on reporting the premiums), the payments are not sick pay • Any other wager, if the proceeds are at
your tips to your employer. For more information and usually are not taxable. least 300 times the amount of the bet.
on the withholding rules for tip income, see Pub-

It does not matter whether your winnings arelication 531, Reporting Tip Income. Union agreements. If you receive sick pay paid in cash, in property, or as an annuity. Win-
under a collective bargaining agreement be- nings not paid in cash are taken into account atHow employer figures amount to withhold. tween your union and your employer, the agree- their fair market value.The tips you report to your employer are counted ment may determine the amount of income tax

as part of your income for the month you report Exception. Gambling winnings from bingo,withholding. See your union representative or
them. Your employer can figure your withholding keno, and slot machines generally are not sub-your employer for more information.
in either of two ways. ject to income tax withholding. However, you

may need to provide the payer with a social• By withholding at the regular rate on the Form W-4S. If you choose to have income tax
security number to avoid withholding. Seesum of your pay plus your reported tips. withheld from sick pay paid by a third party, such
Backup withholding on gambling winnings inas an insurance company, you must fill out Form• By withholding at the regular rate on your chapter 1 of Publication 505. If you receive gam-W-4S. Its instructions contain a worksheet youpay plus a percentage of your reported bling winnings not subject to withholding, youcan use to figure the amount you want withheld.tips. may need to pay estimated tax. See EstimatedThey also explain restrictions that may apply.
Tax for 2012, later.Give the completed form to the payer of your

Not enough pay to cover taxes. If your regu- If you do not pay enough tax, either throughsick pay. The payer must withhold according to
lar pay is not enough for your employer to with- withholding or estimated tax, or a combination ofyour directions on the form.
hold all the tax (including income tax and social both, you may have to pay a penalty. See Un-
security and Medicare taxes (or the equivalent derpayment Penalty for 2011 at the end of thisEstimated tax. If you do not request withhold-
railroad retirement tax)) due on your pay plus chapter.ing on Form W-4S, or if you do not have enough
your tips, you can give your employer money to tax withheld, you may have to make estimated
cover the shortage. See Giving your employer Form W-2G. If a payer withholds income taxtax payments. If you do not pay enough tax,
money for taxes in chapter 6. from your gambling winnings, you should re-either through estimated tax or withholding, or a

ceive a Form W-2G, Certain Gambling Win-combination of both, you may have to pay aAllocated tips. Your employer should not nings, showing the amount you won and thepenalty. See Underpayment Penalty for 2011 atwithhold income tax, Medicare tax, social secur- amount withheld. Report the tax withheld on linethe end of this chapter.ity tax, or railroad retirement tax on any allocated 62 of Form 1040.
tips. Withholding is based only on your pay plus
your reported tips. Your employer should refund Pensions and Annuities Unemploymentto you any incorrectly withheld tax. See Allo-
cated Tips in chapter 6 for more information. Income tax usually will be withheld from your Compensation

pension or annuity distributions unless you
choose not to have it withheld. This rule applies You can choose to have income tax withheldTaxable Fringe Benefits
to distributions from: from unemployment compensation. To make

this choice, fill out Form W-4V (or a similar formThe value of certain noncash fringe benefits you • A traditional individual retirement arrange-
provided by the payer) and give it to the payer.receive from your employer is considered part of ment (IRA);

All unemployment compensation is taxable.your pay. Your employer generally must with-
• A life insurance company under an en- So, if you do not have income tax withheld, youhold income tax on these benefits from your

dowment, annuity, or life insurance con- may have to pay estimated tax. See Estimatedregular pay.
tract; Tax for 2012, later.For information on fringe benefits, see Fringe

Benefits under Employee Compensation in • A pension, annuity, or profit-sharing plan; If you do not pay enough tax, either through
chapter 5. withholding or estimated tax, or a combination of• A stock bonus plan; andAlthough the value of your personal use of an both, you may have to pay a penalty. For infor-
employer-provided car, truck, or other highway • Any other plan that defers the time you mation, see Underpayment Penalty for 2011 at
motor vehicle is taxable, your employer can receive compensation. the end of this chapter.
choose not to withhold income tax on that
amount. Your employer must notify you if this The amount withheld depends on whether Federal Paymentschoice is made. you receive payments spread out over more

For more information on withholding on tax- than 1 year (periodic payments), within 1 year You can choose to have income tax withheld
able fringe benefits, see chapter 1 of Publication (nonperiodic payments), or as an eligible rollo- from certain federal payments you receive.
505. ver distribution (ERD). Income tax withholding These payments are:

from an ERD is mandatory.
1. Social security benefits,Sick Pay

More information. For more information on
2. Tier 1 railroad retirement benefits,taxation of annuities and distributions (includingSick pay is a payment to you to replace your

ERDs) from qualified retirement plans, seeregular wages while you are temporarily absent 3. Commodity credit corporation loans you
chapter 10. For information on IRAs, see chap-from work due to sickness or personal injury. To choose to include in your gross income,
ter 17. For more information on withholding onqualify as sick pay, it must be paid under a plan and
pensions and annuities, including a discussionto which your employer is a party.
of Form W-4P, see Pensions and Annuities in 4. Payments under the Agricultural Act ofIf you receive sick pay from your employer or
chapter 1 of Publication 505. 1949 (7 U.S.C. 1421 et. seq.), asan agent of your employer, income tax must be
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amended, or title II of the Disaster Assis- a. 90% of the tax to be shown on your
2012 tax return, ortance Act of 1988, that are treated as in- Estimated Tax for 2012

surance proceeds and that you receive b. 100% of the tax shown on your 2011
because: tax return (but see Special rules forEstimated tax is the method used to pay tax on

farmers, fishermen, and higher incomeincome that is not subject to withholding. Thisa. Your crops were destroyed or damaged
taxpayers below). Your 2011 tax returnincludes income from self-employment, interest,by drought, flood, or any other natural
must cover all 12 months.dividends, alimony, rent, gains from the sale ofdisaster, or

assets, prizes, and awards. You also may have
b. You were unable to plant crops be- to pay estimated tax if the amount of income tax If the result from using the general rulecause of a natural disaster described in being withheld from your salary, pension, or above suggests that you will not have(a), and other income is not enough. enough withholding, complete theCAUTION

!
Estimated tax is used to pay both income tax 2012 Estimated Tax Worksheet in the instruc-5. Any other payment under Federal law as

and self-employment tax, as well as other taxes tions to Form 1040-ES for a more accurate cal-determined by the Secretary.
and amounts reported on your tax return. If you culation.

To make this choice, fill out Form W-4V (or a do not pay enough tax, either through withhold-
Special rules for farmers, fishermen, andsimilar form provided by the payer) and give it to ing or estimated tax, or a combination of both,

higher income taxpayers. If at leastthe payer. you may have to pay a penalty. If you do not pay
two-thirds of your gross income for 2011 or 2012enough by the due date of each payment periodIf you do not choose to have income tax
is from farming or fishing, substitute 662/3% for(see When To Pay Estimated Tax, later), youwithheld, you may have to pay estimated tax.
90% in (2a) under the General rule, earlier. Ifmay be charged a penalty even if you are due aSee Estimated Tax for 2012, later.
your AGI for 2011 was more than $150,000refund when you file your tax return. For infor-If you do not pay enough tax, either through
($75,000 if your filing status for 2012 is marriedmation on when the penalty applies, see Un-withholding or estimated tax, or a combination of
filing a separate return), substitute 110% forderpayment Penalty for 2011 at the end of thisboth, you may have to pay a penalty. For infor-
100% in (2b) under General rule, earlier. Seechapter.mation, see Underpayment Penalty for 2011 at
Figure 4-A later, and Publication 505, chapter 2the end of this chapter.
for more information.Who Does Not Have To

More information. For more information Aliens. Resident and nonresident aliens alsoPay Estimated Taxabout the tax treatment of social security and may have to pay estimated tax. Resident aliens
railroad retirement benefits, see chapter 11. Get should follow the rules in this chapter unlessIf you receive salaries or wages, you can avoidPublication 225, Farmer’s Tax Guide, for infor- noted otherwise. Nonresident aliens should gethaving to pay estimated tax by asking your em-mation about the tax treatment of commodity Form 1040-ES (NR), U.S. Estimated Tax forployer to take more tax out of your earnings. Tocredit corporation loans or crop disaster pay- Nonresident Alien Individuals.do this, give a new Form W-4 to your employer.ments. You are an alien if you are not a citizen orSee chapter 1 of Publication 505.

national of the United States. You are a resident
alien if you either have a green card or meet theBackup Withholding Estimated tax not required. You do not have
substantial presence test. For more informationto pay estimated tax for 2012 if you meet all

Banks or other businesses that pay you certain about the substantial presence test, see Publi-three of the following conditions.
kinds of income must file an information return cation 519, U.S. Tax Guide for Aliens.

• You had no tax liability for 2011.(Form 1099) with the IRS. The information re-
Married taxpayers. If you qualify to make jointturn shows how much you were paid during the • You were a U.S. citizen or resident alien
estimated tax payments, apply the rules dis-year. It also includes your name and taxpayer for the whole year.
cussed here to your joint estimated income.identification number (TIN). TINs are explained

• Your 2011 tax year covered a 12-month You and your spouse can make joint esti-in chapter 1 under Social Security Number.
period. mated tax payments even if you are not livingThese payments generally are not subject to

together.withholding. However, “backup” withholding is
You had no tax liability for 2011 if your total tax However, you and your spouse cannot makerequired in certain situations. Backup withhold-

was zero or you did not have to file an income joint estimated tax payments if:ing can apply to most kinds of payments that are
tax return. For the definition of “total tax,” seereported on Form 1099. • You are legally separated under a decreeTotal tax for 2011—line 14b in Publication 505,The payer must withhold at a flat 28% rate in of divorce or separate maintenance,chapter 2.the following situations. • You and your spouse have different tax

• You do not give the payer your TIN in the years, orWho Must Pay Estimatedrequired manner. • Either spouse is a nonresident alien (un-Tax• The IRS notifies the payer that the TIN less that spouse elected to be treated as a
you gave is incorrect. resident alien for tax purposes (see chap-If you owe additional tax for 2011, you may have

ter 1 of Publication 519)).to pay estimated tax for 2012.• You are required, but fail, to certify that
you are not subject to backup withholding. You can use the following general rule as a

If you do not qualify to make joint estimated
guide during the year to see if you will have• The IRS notifies the payer to start with- tax payments, apply these rules to your sepa-
enough withholding, or if you should increaseholding on interest or dividends because rate estimated income. Making joint or separate
your withholding or make estimated tax pay-you have underreported interest or divi- estimated tax payments will not affect your
ments.dends on your income tax return. The IRS choice of filing a joint tax return or separate

will do this only after it has mailed you four returns for 2012.
General rule. In most cases, you must paynotices over at least a 210-day period.

2011 separate returns and 2012 joint re-estimated tax for 2012 if both of the following
turn. If you plan to file a joint return with yourapply.See Backup Withholding in chapter 1 of Publi-
spouse for 2012, but you filed separate returnscation 505 for more information.

1. You expect to owe at least $1,000 in tax for 2011, your 2011 tax is the total of the tax
for 2012, after subtracting your withholding shown on your separate returns. You filed aPenalties. There are civil and criminal penal- and refundable credits. separate return if you filed as single, head ofties for giving false information to avoid backup

household, or married filing separately.2. You expect your withholding plus your re-withholding. The civil penalty is $500. The crimi-
fundable credits to be less than the smallernal penalty, upon conviction, is a fine of up to 2011 joint return and 2012 separate re-
of:$1,000 or imprisonment of up to 1 year, or both. turns. If you plan to file a separate return for
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Figure 4-A. Do You Have To Pay Estimated Tax?

Will you owe $1,000 or more
for 2012 after subtracting
income tax withholding and
refundable credits* from your
total tax? (Do not subtract
any estimated tax payments.)

You MUST make estimated
tax payment(s) by the
required due date(s).

Start Here

No

�
Yes

Yes

Will your income tax
withholding and refundable
credits* be at least 100%** of
the tax shown on your 2011
tax return?

�

No
�

Will your income tax
withholding and refundable
credits* be at least 90%
(662⁄3 % for farmers and
fishermen) of the tax shown on
your 2012 tax return? Note. Your 2011 return must

have covered a 12-month
period.

You are NOT required to pay
estimated tax.

See When To Pay
Estimated Tax.

No

Yes

*Use the refundable credits shown on the 2012 Estimated Tax Worksheet, line 13b.

�

�

�

**110% if less than two-thirds of your gross income for 2011 and 2012 is from farming or fishing and your
2011 adjusted gross income was more than $150,000 ($75,000 if your filing status for 2012 is married filing a separate return).

2012 but you filed a joint return for 2011, your For more complete information and exam-Joe’s percentage of total ($6,156
ples of how to figure your estimated tax for 2012,2011 tax is your share of the tax on the joint ÷ $6,999) . . . . . . . . . . . . . 87.96%
see chapter 2 of Publication 505.return. You file a separate return if you file as Joe’s share of tax on joint return 

($6,429 × 87.96%) . . . . . . . $ 5,655single, head of household, or married filing sep-
arately. When To Pay Estimated

To figure your share of the tax on the joint TaxHow To Figure 
return, first figure the tax both you and your

Estimated Taxspouse would have paid had you filed separate For estimated tax purposes, the tax year is di-
returns for 2011 using the same filing status as vided into four payment periods. Each period

To figure your estimated tax, you must figurefor 2012. Then multiply the tax on the joint return has a specific payment due date. If you do not
your expected adjusted gross income (AGI), tax-by the following fraction. pay enough tax by the due date of each payment
able income, taxes, deductions, and credits for

period, you may be charged a penalty even if
the year.

you are due a refund when you file your income
When figuring your 2012 estimated tax, it

tax return. The payment periods and due datesThe tax you would have paid had may be helpful to use your income, deductions,
you filed a separate return for estimated tax payments are shown next.

and credits for 2011 as a starting point. Use your
2011 federal tax return as a guide. You can useThe total tax you and your spouse For the period:  Due date:

would have paid had you filed Form 1040-ES to figure your estimated tax.
separate returns Nonresident aliens use Form 1040-ES (NR) to Jan. 1 –  March 31 . . . . April 15*

figure estimated tax (see chapter 8 of Publica- April 1 –  May 31 . . . . . June 15
tion 519 for more information). June 1 –  August 31 . . . Sept. 15Example. Joe and Heather filed a joint re- You must make adjustments both for Sept. 1–  Dec. 31 . . . . . Jan. 15, nextturn for 2011 showing taxable income of changes in your own situation and for recent year*, **$48,500 and a tax of $6,429. Of the $48,500 changes in the tax law. For 2012, there are

taxable income, $40,100 was Joe’s and the rest several changes in the law. For a discussion of
*See Saturday, Sunday, holiday rule below. was Heather’s. For 2012, they plan to file mar- these changes, visit IRS.gov. **See January payment later.ried filing separately. Joe figures his share of the Form 1040-ES includes a worksheet to help

tax on the 2011 joint return as follows. you figure your estimated tax. Keep the work-
sheet for your records. Saturday, Sunday, holiday rule. If the dueTax on $40,100 based on a

date for an estimated tax payment falls on aseparate return . . . . . . . . . $6,156
Saturday, Sunday, or legal holiday, the paymentTax on $8,400 based on a
will be on time if you make it on the next day thatseparate return . . . . . . . . .  843

Total . . . . . . . . . . . . . . . . . . $ 6,999 is not a Saturday, Sunday, or legal holiday.
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In 2012, April 15 is Sunday and April 16 is a you may be charged a penalty even if you are credited to your estimated tax rather than re-
holiday in the District of Columbia; therefore, the due a refund when you file your tax return. funded. Take the amount you have credited into
payment is due Tuesday, April 17th. In 2012, account when figuring your estimated tax pay-If the earlier discussion of No income subject
September 15 is a Saturday. The September 15 ments.to estimated tax during first period or the later
payment is due by Monday, September 17, discussion of Change in estimated tax applies to You cannot have any of the amount you
2012. you, you may benefit from reading Annualized credited to your estimated tax refunded to you

Income Installment Method in chapter 2 of Publi- until you file your tax return for the followingJanuary payment. If you file your 2012 Form cation 505 for information on how to avoid a year. You also cannot use that overpayment in1040 or Form 1040A by January 31, 2013, and penalty. any other way.pay the rest of the tax you owe, you do not need
to make the payment due on January 15, 2013. Underpayment penalty. Under the regular in-

stallment method, if your estimated tax payment Pay by Check or Money OrderFiscal year taxpayers. If your tax year does
for any period is less than one-fourth of yournot start on January 1, see the Form 1040-ES Using the Estimated Tax 
estimated tax, you may be charged a penalty forinstructions for your payment due dates. Payment Voucher
underpayment of estimated tax for that period
when you file your tax return. Under the annual- Each payment of estimated tax by check or
ized income installment method, your estimated money order must be accompanied by a pay-When To Start
tax payments vary with your income, but the ment voucher from Form 1040-ES. If you made
amount required must be paid each period. SeeYou do not have to make estimated tax pay- estimated tax payments last year and did not
chapter 4 of Publication 505 for more informa-ments until you have income on which you will use a paid preparer to file your return, you
tion.owe income tax. If you have income subject to should receive a copy of the 2012 Form

estimated tax during the first payment period, 1040-ES in the mail. It will contain payment
Change in estimated tax. After you make anyou must make your first payment by the due vouchers preprinted with your name, address,
estimated tax payment, changes in your income,date for the first payment period. You can pay all and social security number. Using the preprinted
adjustments, deductions, credits, or exemptionsyour estimated tax at that time, or you can pay it vouchers will speed processing, reduce the
may make it necessary for you to refigure yourin installments. If you choose to pay in install- chance of error, and help save processing costs.
estimated tax. Pay the unpaid balance of yourments, make your first payment by the due date Use the window envelopes that came with
amended estimated tax by the next paymentfor the first payment period. Make your remain- your Form 1040-ES package. If you use your
due date after the change or in installments bying installment payments by the due dates for own envelopes, make sure you mail your pay-
that date and the due dates for the remainingthe later periods. ment vouchers to the address shown in the
payment periods.

Form 1040-ES instructions for the place whereNo income subject to estimated tax during
you live.first period. If you do not have income subject

to estimated tax until a later payment period, you Do not use the address shown in theEstimated Tax Payments
must make your first payment by the due date Form 1040 or Form 1040A instruc-Not Requiredfor that period. You can pay your entire esti- tions.CAUTION

!
mated tax by the due date for that period or you You do not have to pay estimated tax if your

If you did not pay estimated tax last year, youcan pay it in installments by the due date for that withholding in each payment period is at least as
can order Form 1040-ES from the IRS (seeperiod and the due dates for the remaining peri- much as:
inside back cover of this publication) orods. The following chart shows when to make

• One-fourth of your required annual pay- download it from IRS.gov. Follow the instruc-installment payments.
ment, or tions in the package to make sure you use the

If you first have vouchers correctly.• Your required annualized income install-income on which Make a Make later
ment for that period.you must pay payment installments

Joint estimated tax payments. If you file aestimated tax: by:* by:*
You also do not have to pay estimated tax if you joint return and are making joint estimated tax

Before April 1 April 15 June 15 will pay enough through withholding to keep the payments, enter the names and social security
Sept. 15 amount you owe with your return under $1,000. numbers on the payment voucher in the sameJan. 15 next year

order as they will appear on the joint return.
April 1 – May 31 June 15 Sept. 15 How To Pay Estimated TaxJan. 15 next year Change of address. You must notify the IRS

if you are making estimated tax payments andJune 1 – Aug. 31 Sept. 15 Jan. 15 next year There are five ways to pay estimated tax.
you changed your address during the year.

After Aug. 31 Jan. 15 (None) • Credit an overpayment on your 2011 re-
Send a clear and concise written statement tonext year turn to your 2012 estimated tax.
the Internal Revenue Service Center where you

• Send in your payment (check or money filed your last return and provide all of the follow-*See January payment and Saturday, Sunday,
order) with a payment voucher from Form ing.holiday rule, earlier.
1040-ES. • Your full name (and spouse’s full name).

How much to pay to avoid a penalty. To • Pay electronically using the Electronic • Your signature (and spouse’s signature).determine how much you should pay by each Federal Tax Payment System (EFTPS).
payment due date, see How To Figure Each • Your old address (and spouse’s old ad-• Pay by electronic funds withdrawal if youPayment, next. dress if different).

are filing Form 1040 or Form 1040A elec-
• Your new address.tronically.How To Figure 
• Your social security number (and spouse’s• Pay by credit or debit card using aEach Payment social security number).pay-by-phone system or the Internet.

You should pay enough estimated tax by the You can use Form 8822, Change of Address, for
due date of each payment period to avoid a this purpose.Credit an Overpayment
penalty for that period. You can figure your re-

If you show an overpayment of tax after complet-quired payment for each period by using either Pay Electronically
ing your Form 1040 or Form 1040A for 2011,the regular installment method or the annualized

If you want to make estimated payments byyou can apply part or all of it to your estimatedincome installment method. These methods are
using EFTPS, by electronic funds withdrawal, ortax for 2012. On line 75 of Form 1040, or line 44described in chapter 2 of Publication 505. If you
by credit or debit card, go to www.irs.gov/e-pay.of Form 1040A, enter the amount you wantdo not pay enough during each payment period,
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Form W-2 shows your total pay and other Form 1099-R. Attach Form 1099-R to your
return if box 4 shows federal income tax with-compensation and the income tax, social secur-Credit for Withholding held. Include the amount withheld in the total onity tax, and Medicare tax that was withheld dur-
line 62 of Form 1040 or line 36 of Form 1040A.ing the year. Include the federal income taxand Estimated Tax You cannot use Form 1040EZ if you receivedwithheld (as shown in box 2 of Form W-2) on:
payments reported on Form 1099-R.

• Line 62 if you file Form 1040,for 2011
Backup withholding. If you were subject to• Line 36 if you file Form 1040A, or
backup withholding on income you received dur-When you file your 2011 income tax return, take

• Line 7 if you file Form 1040EZ. ing 2011, include the amount withheld, ascredit for all the income tax and excess social
shown in box 4 of your Form 1099, in the total onsecurity or railroad retirement tax withheld from In addition, Form W-2 is used to report any
line 62 of Form 1040, line 36 of Form 1040A, oryour salary, wages, pensions, etc. Also take taxable sick pay you received and any income line 7 of Form 1040EZ.credit for the estimated tax you paid for 2011. tax withheld from your sick pay.

These credits are subtracted from your total tax.
Because these credits are refundable, you Form W-2G Form Not Correctshould file a return and claim these credits, even
if you do not owe tax. If you had gambling winnings in 2011, the payer If you receive a form with incorrect information

may have withheld income tax. If tax was with- on it, you should ask the payer for a corrected
held, the payer will give you a Form W-2G show-Two or more employers. If you had two or form. Call the telephone number or write to the
ing the amount you won and the amount of tax address given for the payer on the form. Themore employers in 2011 and were paid wages of
withheld. corrected Form W-2G or Form 1099 you receivemore than $106,800, too much social security or

will have an “X” in the “CORRECTED” box at theReport the amounts you won on line 21 oftier 1 railroad retirement tax may have been
top of the form. A special form, Form W-2c,Form 1040. Take credit for the tax withheld onwithheld from your pay. You may be able to
Corrected Wage and Tax Statement, is used toclaim the excess as a credit against your income line 62 of Form 1040. If you had gambling win-
correct a Form W-2.tax when you file your return. See Credit for nings, you must use Form 1040; you cannot use

In certain situations, you will receive twoExcess Social Security Tax or Railroad Retire- Form 1040A or Form 1040EZ.
forms in place of the original incorrect form. Thisment Tax Withheld in chapter 36.
will happen when your taxpayer identification
number is wrong or missing, your name andThe 1099 SeriesWithholding address are wrong, or you received the wrong
type of form (for example, a Form 1099-DIVMost forms in the 1099 series are not filed with

If you had income tax withheld during 2011, you instead of a Form 1099-INT). One new form youyour return. These forms should be furnished toshould be sent a statement by January 31, 2012, receive will be the same incorrect form or haveyou by January 31, 2012 (or, for Forms 1099-B,showing your income and the tax withheld. De- the same incorrect information, but all money1099-S, and certain Forms 1099-MISC, by Feb-pending on the source of your income, you amounts will be zero. This form will have an “X”ruary 15, 2012). Unless instructed to file any ofshould receive: in the “CORRECTED” box at the top of the form.these forms with your return, keep them for your
The second new form should have all the correct• Form W-2, Wage and Tax Statement, records. There are several different forms in this
information, prepared as though it is the originalseries, including:• Form W-2G, Certain Gambling Winnings, (the “CORRECTED” box will not be checked).

or • Form 1099-B, Proceeds From Broker and
Barter Exchange Transactions;• A form in the 1099 series.

Form Received After Filing• Form 1099-C, Cancellation of Debt;

Forms W-2 and W-2G. Always file Form W-2 If you file your return and you later receive a• Form 1099-DIV, Dividends and Distribu-
with your income tax return. File Form W-2G form for income that you did not include on yourtions;
with your return only if it shows any federal return, you should report the income and take

• Form 1099-G, Certain Government Pay-income tax withheld from your winnings. credit for any income tax withheld by filing Form
ments; 1040X, Amended U.S. Individual Income TaxYou should get at least two copies of each

Return.• Form 1099-INT, Interest Income;form you receive. Attach one copy to the front of
your federal income tax return. Keep one copy • Form 1099-K, Merchant Card and Third
for your records. You also should receive copies Party Network Payments; Separate Returnsto file with your state and local returns.

• Form 1099-MISC, Miscellaneous Income;
If you are married but file a separate return, you

• Form 1099-OID, Original Issue Discount; can take credit only for the tax withheld from
Form W-2 your own income. Do not include any amount• Form 1099-Q, Payments From Qualified

withheld from your spouse’s income. However,Your employer is required to provide or send Education Programs;
different rules may apply if you live in a commu-Form W-2 to you no later than January 31, 2012. • Form 1099-R, Distributions From Pen- nity property state.

You should receive a separate Form W-2 from
Community property states are listed insions, Annuities, Retirement or

each employer you worked for. chapter 2. For more information on these rules,Profit-Sharing Plans, IRAs, Insurance
If you stopped working before the end of and some exceptions, see Publication 555,Contracts, etc.;

2011, your employer could have given you your Community Property.• Form 1099-S, Proceeds From Real EstateForm W-2 at any time after you stopped working.
Transactions;However, your employer must provide or send it

to you by January 31, 2012. Fiscal Years• Form SSA-1099, Social Security Benefit
Statement; andIf you ask for the form, your employer must

If you file your tax return on the basis of a fiscal
send it to you within 30 days after receiving your • Form RRB-1099, Payments by the Rail- year (a 12-month period ending on the last day
written request or within 30 days after your final road Retirement Board. of any month except December), you must fol-
wage payment, whichever is later. low special rules to determine your credit for

If you received the types of income reportedIf you have not received your Form W-2 by federal income tax withholding. For a discussion
on some forms in the 1099 series, you may notJanuary 31, you should ask your employer for it. of how to take credit for withholding on a fiscal
be able to use Form 1040A or Form 1040EZ.If you do not receive it by February 15, call the year return, see Fiscal Years (FY) in chapter 3 of

IRS. See the instructions to these forms for details. Publication 505.
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If you cannot agree, you must divide the pay- • The total of your withholding and esti-Estimated Tax
ments in proportion to each spouse’s individual mated tax payments was at least as much
tax as shown on your separate returns for 2011. as your 2010 tax (or 110% of your 2010Take credit for all your estimated tax payments

tax if your AGI was more than $150,000,for 2011 on line 63 of Form 1040 or line 37 of
$75,000 if your 2011 filing status is mar-Form 1040A. Include any overpayment from
ried filing separately) and you paid all re-Divorced Taxpayers2010 that you had credited to your 2011 esti-
quired estimated tax payments on time.mated tax. You must use Form 1040 or Form

If you made joint estimated tax payments for
1040A if you paid estimated tax. You cannot use • The tax balance due on your 2011 return2011, and you were divorced during the year,
Form 1040EZ. is no more than 10% of your total 2011either you or your former spouse can claim all of

tax, and you paid all required estimatedName changed. If you changed your name, the joint payments, or you each can claim part of
tax payments on time.and you made estimated tax payments using them. If you cannot agree on how to divide the

your old name, attach a brief statement to the payments, you must divide them in proportion to • Your total 2011 tax minus your withholding
front of your tax return indicating: each spouse’s individual tax as shown on your and refundable credits is less than $1,000.

separate returns for 2011.• When you made the payments, • You did not have a tax liability for 2010If you claim any of the joint payments on your
and your 2010 tax year was 12 months.• The amount of each payment, tax return, enter your former spouse’s social

security number (SSN) in the space provided on • You did not have any withholding taxes• The IRS address to which you sent the
the front of Form 1040 or Form 1040A. If you and your current year tax less any house-payments,
divorced and remarried in 2011, enter your pres- hold employment taxes is less than

• Your name when you made the payments, ent spouse’s SSN in that space and write your $1,000.
and former spouse’s SSN, followed by “DIV,” to the

See Publication 505, chapter 4, for a definition ofleft of Form 1040, line 63, or Form 1040A, line• Your social security number. “total tax” for 2010 and 2011.37.
The statement should cover payments you

Farmers and fishermen Special rules apply ifmade jointly with your spouse as well as any you
you are a farmer or fisherman. See Farmers andmade separately.
Fishermen in chapter 4 of Publication 505 forUnderpayment Penalty more information.Separate Returns
IRS can figure the penalty for you. If youfor 2011

If you and your spouse made separate esti- think you owe the penalty but you do not want to
mated tax payments for 2011 and you file sepa- figure it yourself when you file your tax return,If you did not pay enough tax, either through
rate returns, you can take credit only for your you may not have to. Generally, the IRS willwithholding or by making timely estimated tax
own payments. figure the penalty for you and send you a bill.payments, you will have an underpayment of

If you made joint estimated tax payments, However, if you think you are able to lower orestimated tax and you may have to pay a pen-
you must decide how to divide the payments eliminate your penalty, you must complete Formalty.
between your returns. One of you can claim all 2210 or Form 2210-F and attach it to your return.Generally, you will not have to pay a penalty
of the estimated tax paid and the other none, or See chapter 4 of Publication 505.for 2011 if any of the following apply.
you can divide it in any other way you agree on.
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Part Two.

The eight chapters in this part discuss many kinds of income. They explainIncome
which income is and is not taxed. See Part Three for information on gains and
losses you report on Form 8949 and Schedule D (Form 1040) and for informa-
tion on selling your home.

Allowances and reimbursements. If you re-
ceive travel, transportation, or other businessEmployee
expense allowances or reimbursements from5. your employer, see Publication 463. If you areCompensation
reimbursed for moving expenses, see Publica-
tion 521, Moving Expenses.This section discusses various types of em-

ployee compensation including fringe benefits, Back pay awards. Include in income amountsWages, Salaries, retirement plan contributions, stock options, and you are awarded in a settlement or judgment for
restricted property. back pay. These include payments made to youand Other for damages, unpaid life insurance premiums,
Form W-2. If you are an employee, you should and unpaid health insurance premiums. They
receive Form W-2 from your employer showing should be reported to you by your employer on
the pay you received for your services. IncludeEarnings Form W-2.
your pay on line 7 of Form 1040 or Form 1040A,
or on line 1 of Form 1040EZ, even if you do not Bonuses and awards. Bonuses or awards
receive a Form W-2. you receive for outstanding work are included in

If you performed services, other than as anReminder your income and should be shown on your Form
independent contractor, and your employer did W-2. These include prizes such as vacation trips
not withhold social security and Medicare taxes for meeting sales goals. If the prize or award youForeign income. If you are a U.S. citizen or
from your pay, you must file Form 8919, Uncol- receive is goods or services, you must includeresident alien, you must report income from
lected Social Security and Medicare Tax on the fair market value of the goods or services insources outside the United States (foreign in-
Wages, with your Form 1040. These wages your income. However, if your employer merelycome) on your tax return unless it is exempt by
must be included on line 7 of Form 1040. See promises to pay you a bonus or award at someU.S. law. This is true whether you reside inside
Form 8919 for more information. future time, it is not taxable until you receive it oror outside the United States and whether or not

it is made available to you.you receive a Form W-2, Wage and Tax State-
Childcare providers. If you provide childcare,ment, or Form 1099 from the foreign payer. This Employee achievement award. If you re-either in the child’s home or in your home orapplies to earned income (such as wages and ceive tangible personal property (other thanother place of business, the pay you receivetips) as well as unearned income (such as inter- cash, a gift certificate, or an equivalent item) asmust be included in your income. If you are notest, dividends, capital gains, pensions, rents, an award for length of service or safety achieve-an employee, you are probably self-employedand royalties). ment, you generally can exclude its value fromand must include payments for your services on

If you reside outside the United States, you your income. However, the amount you can ex-Schedule C (Form 1040), Profit or Loss From
may be able to exclude part or all of your foreign clude is limited to your employer’s cost andBusiness, or Schedule C-EZ (Form 1040), Net
source earned income. For details, see Publica- cannot be more than $1,600 ($400 for awardsProfit From Business. You generally are not an
tion 54, Tax Guide for U.S. Citizens and Resi- that are not qualified plan awards) for all suchemployee unless you are subject to the will and
dent Aliens Abroad. awards you receive during the year. Your em-control of the person who employs you as to

ployer can tell you whether your award is awhat you are to do and how you are to do it.
qualified plan award. Your employer must make

Babysitting. If you babysit for relatives or the award as part of a meaningful presentation,
neighborhood children, whether on a regular under conditions and circumstances that do notIntroduction basis or only periodically, the rules for childcare create a significant likelihood of it being dis-
providers apply to you.This chapter discusses compensation received guised pay.

for services as an employee, such as wages, However, the exclusion does not apply to the
salaries, and fringe benefits. The following top- following awards.Miscellaneous
ics are included. • A length-of-service award if you received itCompensation

• Bonuses and awards. for less than 5 years of service or if you
received another length-of-service awardThis section discusses different types of em-• Special rules for certain employees.
during the year or the previous 4 years.ployee compensation.

• Sickness and injury benefits. • A safety achievement award if you are aAdvance commissions and other earnings.
manager, administrator, clerical employee,The chapter explains what income is included If you receive advance commissions or other
or other professional employee or if morein the employee’s gross income and what is not amounts for services to be performed in the
than 10% of eligible employees previouslyincluded. future and you are a cash-method taxpayer, you
received safety achievement awards dur-must include these amounts in your income in
ing the year.the year you receive them.Useful Items

If you repay unearned commissions or other
You may want to see: amounts in the same year you receive them, Example. Ben Green received three em-

reduce the amount included in your income by ployee achievement awards during the year: a
Publication the repayment. If you repay them in a later tax nonqualified plan award of a watch valued at

year, you can deduct the repayment as an item- $250, and two qualified plan awards of a stereo❏ 463 Travel, Entertainment, Gift, and Car
ized deduction on your Schedule A (Form 1040), valued at $1,000 and a set of golf clubs valued atExpenses
or you may be able to take a credit for that year. $500. Assuming that the requirements for quali-

❏ 525 Taxable and Nontaxable Income
See Repayments in chapter 12. fied plan awards are otherwise satisfied, each
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award by itself would be excluded from income. for accrued annual leave when you retire or fair market value for them or they are specifically
However, because the $1,750 total value of the resign, this amount will be included as wages on excluded by law. Abstaining from the perform-
awards is more than $1,600, Ben must include your Form W-2. ance of services (for example, under a covenant
$150 ($1,750 –  $1,600) in his income. If you resign from one agency and are reem- not to compete) is treated as the performance of

ployed by another agency, you may have to services for purposes of these rules.
Differential wage payments. This is any pay- repay part of your lump-sum annual leave pay-
ment made to you by an employer for any period Accounting period. You must use the samement to the second agency. You can reduce
during which you are, for a period of more than accounting period your employer uses to reportgross wages by the amount you repaid in the
30 days, an active duty member of the uni- your taxable noncash fringe benefits. Your em-same tax year in which you received it. Attach to
formed services and represents all or a portion ployer has the option to report taxable noncashyour tax return a copy of the receipt or statement
of the wages you would have received from the fringe benefits by using either of the followinggiven to you by the agency you repaid to explain
employer during that period. These payments rules.the difference between the wages on the return
are treated as wages and are subject to income and the wages on your Forms W-2. • The general rule: benefits are reported fortax withholding, but not FICA or FUTA taxes.

a full calendar year (January 1–DecemberOutplacement services. If you choose toThe payments are reported as wages on Form
31).accept a reduced amount of severance pay soW-2.

that you can receive outplacement services • The special accounting period rule: bene-Government cost-of-living allowances. (such as training in résumé writing and interview fits provided during the last 2 months ofCost-of-living allowances generally are included techniques), you must include the unreduced the calendar year (or any shorter period)in your income. However, cost-of-living al- amount of the severance pay in income. are treated as paid during the followinglowances are not included in your income if you However, you can deduct the value of these calendar year. For example, each yearwere a federal civilian employee or a federal outplacement services (up to the difference be- your employer reports the value of bene-court employee who was stationed in Alaska, tween the severance pay included in income fits provided during the last 2 months ofHawaii, or outside the United States. Beginning and the amount actually received) as a miscella- the prior year and the first 10 months ofJanuary 1, 2010, these federal employees are n e o u s  d e d u c t i o n  ( s u b j e c t  t o  t h e the current year.being transitioned from a nontaxable 2%-of-adjusted-gross-income (AGI) limit) on
cost-of-living adjustment to a taxable local- Schedule A (Form 1040).
ity-based comparability payment. Your employer does not have to use the same

Allowances and differentials that increase accounting period for each fringe benefit, butSick pay. Pay you receive from your employer
your basic pay as an incentive for taking a less must use the same period for all employees whowhile you are sick or injured is part of your salary
desirable post of duty are part of your compen- receive a particular benefit.or wages. In addition, you must include in your
sation and must be included in income. For income sick pay benefits received from any of You must use the same accounting periodexample, your compensation includes Foreign the following payers. that you use to report the benefit to claim anPost, Foreign Service, and Overseas Tropical

employee business deduction (for use of a car,• A welfare fund.differentials. For more information, see Publica-
for example).tion 516, U.S. Government Civilian Employees • A state sickness or disability fund.

Stationed Abroad.
Form W-2. Your employer reports your tax-• An association of employers or employ-

Nonqualified deferred compensation plans. able fringe benefits in box 1 (Wages, tips, otherees.
Your employer will report to you the total amount compensation) of Form W-2. The total value of

• An insurance company, if your employerof deferrals for the year under a nonqualified your fringe benefits also may be noted in box 14.
paid for the plan.deferred compensation plan. This amount is The value of your fringe benefits may be added

shown on Form W-2, box 12, using code Y. This to your other compensation on one Form W-2, orHowever, if you paid the premiums on an acci-
amount is not included in your income. you may receive a separate Form W-2 showingdent or health insurance policy, the benefits you

However, if at any time during the tax year, just the value of your fringe benefits in box 1 withreceive under the policy are not taxable. For
the plan fails to meet certain requirements, or is a notation in box 14.more information, see Publication 525.
not operated under those requirements, all
amounts deferred under the plan for the tax year Social security and Medicare taxes paid by
and all preceding tax years are included in your Accident or Health Planemployer. If you and your employer have an
income for the current year. This amount is in- agreement that your employer pays your social

In most cases, the value of accident or healthcluded in your wages shown on Form W-2, box security and Medicare taxes without deducting
plan coverage provided to you by your employer1. It is also shown on Form W-2, box 12, using them from your gross wages, you must report
is not included in your income. Benefits youcode Z. the amount of tax paid for you as taxable wages
receive from the plan may be taxable, as ex-on your tax return. The payment also is treatedNote received for services. If your employer plained later under Sickness and Injury Benefits.as wages for figuring your social security andgives you a secured note as payment for your For information on the items covered in thisMedicare taxes and your social security andservices, you must include the fair market value section, other than Long-term care coverage,Medicare benefits. However, these payments(usually the discount value) of the note in your see Publication 969, Health Savings Accountsare not treated as social security and Medicareincome for the year you receive it. When you and Other Tax-Favored Health Plans.wages if you are a household worker or a farmlater receive payments on the note, a propor-

worker.tionate part of each payment is the recovery of Long-term care coverage. Contributions by
the fair market value that you previously in- your employer to provide coverage for long-termStock appreciation rights. Do not include acluded in your income. Do not include that part care services generally are not included in yourstock appreciation right granted by your em-again in your income. Include the rest of the income. However, contributions made through aployer in income until you exercise (use) thepayment in your income in the year of payment. flexible spending or similar arrangement (suchright. When you use the right, you are entitled toIf your employer gives you a nonnegotiable as a cafeteria plan) must be included in youra cash payment equal to the fair market value ofunsecured note as payment for your services, income. This amount will be reported as wagesthe corporation’s stock on the date of use minuspayments on the note that are credited toward in box 1 of your Form W-2.the fair market value on the date the right wasthe principal amount of the note are compensa- Contributions you make to the plan are dis-granted. You include the cash payment in yourtion income when you receive them. cussed in Publication 502, Medical and Dentalincome in the year you use the right.

Expenses.Severance pay. You must include in income
amounts you receive as severance pay and any Archer MSA contributions.  Contributions byFringe Benefitspayment for the cancellation of your employ-

your employer to your Archer MSA generally are
ment contract.

Fringe benefits received in connection with the not included in your income. Their total will be
Accrued leave payment. If you are a fed- performance of your services are included in reported in box 12 of Form W-2 with code R. You

eral employee and receive a lump-sum payment your income as compensation unless you pay must report this amount on Form 8853, Archer
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MSAs and Long-Term Care Insurance Con- health FSA or HRA (discussed earlier) or a qual- of coverage reduced by any amount you pay
tracts. File the form with your return. toward the purchase of the insurance.ified HSA funding distribution, you must be an

eligible individual for HSA purposes for the pe- For exceptions, see Entire cost excluded,
riod beginning with the month in which the quali- and Entire cost taxed, later.Health flexible spending arrangement
fied distribution was made and ending on the(health FSA). If your employer provides a If your employer provided more than $50,000
last day of the 12th month following that month.health FSA that qualifies as an accident or of coverage, the amount included in your in-

health plan, the amount of your salary reduction, If you fail to be an eligible individual during this come is reported as part of your wages in box 1
and reimbursements of your medical care ex- period, other than because of death or disability, of your Form W-2. Also, it is shown separately in
penses, in most cases, are not included in your you must include the distribution in your income box 12 with code C.
income. for the tax year in which you become ineligible.

Qualified HSA distribution. A health FSA This income is also subject to an additional 10% Group-term life insurance. This insurance is
can make a qualified HSA distribution. This dis- tax. term life insurance protection (insurance for a
tribution is a direct transfer to your HSA trustee

fixed period of time) that:by your employer. In most cases, the distribution
is not included in your income and is not deducti- • Provides a general death benefit,Adoption Assistance
ble. See Publication 969 for the requirements for • Is provided to a group of employees,You may be able to exclude from your incomethese qualified HSA distributions.

amounts paid or expenses incurred by your em- • Is provided under a policy carried by the
employer, andployer for qualified adoption expenses in con-Health reimbursement arrangement (HRA).

nection with your adoption of an eligible child.If your employer provides an HRA that qualifies • Provides an amount of insurance to each
See the Instructions for Form 8839 for moreas an accident or health plan, coverage and employee based on a formula that pre-
information.reimbursements of your medical care expenses vents individual selection.

generally are not included in your income.  Adoption benefits are reported by your em-
Permanent benefits. If your group-term lifeployer in box 12 of Form W-2 with code T. TheyQualified HSA distribution. An HRA can

insurance policy includes permanent benefits,make a qualified HSA distribution. This distribu- also are included as social security and Medi-
such as a paid-up or cash surrender value, yoution is a direct transfer to your HSA trustee by care wages in boxes 3 and 5. However, they are
must include in your income, as wages, the costyour employer. In most cases, the distribution is not included as wages in box 1. To determine
of the permanent benefits minus the amount younot included in your income and is not deducti- the taxable and nontaxable amounts, you must
pay for them. Your employer should be able toble. See Publication 969 for the requirements for complete Part III of Form 8839, Qualified Adop-
tell you the amount to include in your income.these qualified HSA distributions.

tion Expenses. File the form with your return.
Accidental death benefits. Insurance that

provides accidental or other death benefits butHealth savings accounts (HSA). If you are
an eligible individual, you and any other person, does not provide general death benefits (travelDe Minimis (Minimal) Benefits
including your employer or a family member, insurance, for example) is not group-term life

If your employer provides you with a product orcan make contributions to your HSA. Contribu- insurance.
service and the cost of it is so small that it wouldtions, other than employer contributions, are de-
be unreasonable for the employer to account forductible on your return whether or not you

Former employer. If your former employeritemize deductions. Contributions made by your it, the value is not included in your income. In
provided more than $50,000 of group-term lifeemployer are not included in your income. Distri- most cases, the value of benefits such as dis-
insurance coverage during the year, the amountbutions from your HSA that are used to pay counts at company cafeterias, cab fares home
included in your income is reported as wages inqualified medical expenses are not included in when working overtime, and company picnics
box 1 of Form W-2. Also, it is shown separatelyyour income. Distributions not used for qualified are not included in your income. in box 12 with code C. Box 12 also will show themedical expenses are included in your income.
amount of uncollected social security and Medi-See Publication 969 for the requirements of an

HSA. care taxes on the excess coverage, with codesHoliday gifts. If your employer gives you a
M and N. You must pay these taxes with yourContributions by a partnership to a bona fide turkey, ham, or other item of nominal value at
income tax return. Include them on line 60, Formpartner’s HSA are not contributions by an em- Christmas or other holidays, do not include the
1040, and enter “UT” and the amount of theployer. The contributions are treated as a distri- value of the gift in your income. However, if your

bution of money and are not included in the taxes on the dotted line next to line 60. For moreemployer gives you cash, a gift certificate, or a
partner’s gross income. Contributions by a part- information, see the Instructions for Form 1040.similar item that you can easily exchange for
nership to a partner’s HSA for services rendered

cash, you include the value of that gift as extraare treated as guaranteed payments that are
Two or more employers. Your exclusion forsalary or wages regardless of the amount in-includible in the partner’s gross income. In both
employer-provided group-term life insurancevolved.situations, the partner can deduct the contribu-
coverage cannot exceed the cost of $50,000 oftion made to the partner’s HSA.
coverage, whether the insurance is provided byContributions by an S corporation to a 2%
a single employer or multiple employers. If twoEducational Assistanceshareholder-employee’s HSA for services ren-
or more employers provide insurance coveragedered are treated as guaranteed payments and You can exclude from your income up to $5,250 that totals more than $50,000, the amounts re-are includible in the shareholder-employee’s of qualified employer-provided educational as- ported as wages on your Forms W-2 will not begross income. The shareholder-employee can

sistance. For more information, see Publication correct. You must figure how much to include indeduct the contribution made to the share-
970, Tax Benefits for Education. your income. Reduce the amount you figure byholder-employee’s HSA.

any amount reported with code C in box 12 of
Qualified HSA funding distribution. You your Forms W-2, add the result to the wages

can make a one-time distribution from your indi- Group-Term Life Insurance reported in box 1, and report the total on your
vidual retirement account (IRA) to an HSA and return.
you generally will not include any of the distribu- In most cases, the cost of up to $50,000 of
tion in your income. See Publication 590 for the group-term life insurance coverage provided to
requirements for these qualified HSA funding Figuring the taxable cost. Use the followingyou by your employer (or former employer) is not
distributions. worksheet to figure the amount to include in yourincluded in your income. However, you must

income.include in income the cost of employer-providedFailure to maintain eligibility. If your HSA
insurance that is more than the cost of $50,000received qualified HSA distributions from a
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• You are a key employee and your em-
Worksheet 5-1. Figuring the Worksheet 5-1. Figuring the ployer’s plan discriminates in favor of key
Cost of Group-Term Life Cost of Group-Term Life employees.
Insurance To Include in Insurance to Include in
Income Income—Illustrated Retirement Planning ServicesKeep for Your Records Keep for Your Records

If your employer has a qualified retirement plan,
qualified retirement planning services provided1. Enter the total amount of your 1. Enter the total amount of your
to you (and your spouse) by your employer areinsurance coverage from your insurance coverage from your
not included in your income. Qualified servicesemployer(s) . . . . . . . . . . . 1. employer(s) . . . . . . . . . . . 1. 80,000
include retirement planning advice, information2. Limit on exclusion for 2. Limit on exclusion for
about your employer’s retirement plan, and in-employer-provided employer-provided
formation about how the plan may fit into yourgroup-term life insurance group-term life insurance

coverage . . . . . . . . . . . . . 2. 50,000 coverage . . . . . . . . . . . . . 2. 50,000 overall individual retirement income plan. You
cannot exclude the value of any tax preparation,3. Subtract line 2 from line 1 . . 3. 3. Subtract line 2 from line 1 . . 3. 30,000
accounting, legal, or brokerage services pro-4. Divide line 3 by $1,000. 4. Divide line 3 by $1,000.
vided by your employer.Figure to the nearest tenth 4. Figure to the nearest tenth 4. 30.0

5. Go to Table 5-1. Using your 5. Go to Table 5-1. Using your
age on the last day of the tax age on the last day of the tax
year, find your age group in year, find your age group in Transportation
the left column, and enter the the left column, and enter the
cost from the column on the cost from the column on the If your employer provides you with a qualified
right for your age group . . . 5. right for your age group . . . 5. .23 transportation fringe benefit, it can be excluded

6. Multiply line 4 by line 5 . . . . 6. 6. Multiply line 4 by line 5 . . . . 6. 6.90 from your income, up to certain limits. A qualified
transportation fringe benefit is:7. Enter the number of full 7. Enter the number of full

months of coverage at this months of coverage at this • Transportation in a commuter highway ve-cost. . . . . . . . . . . . . . . . . 7. cost. . . . . . . . . . . . . . . . . 7. 12
hicle (such as a van) between your home8. Multiply line 6 by line 7 . . . . 8. 8. Multiply line 6 by line 7 . . . . 8. 82.80
and work place,9. Enter the premiums 9. Enter the premiums

you paid per month 9. you paid per month 9. 4.15 • A transit pass,
10. Enter the number of 10. Enter the number of • Qualified parking, ormonths you paid months you paid

the premiums . . . . 10. the premiums . . . . 10. 12 • Qualified bicycle commuting reimburse-
11. Multiply line 9 by line 10. . . . 11. 11. Multiply line 9 by line 10. . . . 11. 49.80 ment.
12. Subtract line 11 from line 8. 12. Subtract line 11 from line 8.

Cash reimbursement by your employer for theseInclude this amount in your Include this amount in your
expenses under a bona fide reimbursement ar-income as wages . . . . . . . 12. income as wages . . . . . . . 12. 33.00
rangement also is excludable. However, cash
reimbursement for a transit pass is excludable
only if a voucher or similar item that can beTable 5-1. Cost of $1,000 of Entire cost excluded. You are not taxed on
exchanged only for a transit pass is not readilyGroup-Term Life Insurance for One the cost of group-term life insurance if any of the
available for direct distribution to you.Month following circumstances apply.

Exclusion limit. The exclusion for commuter1. You are permanently and totally disabledAge Cost
vehicle transportation and transit pass fringeand have ended your employment.Under 25 . . . . . . . . . . . . . . . . . . $ .05
benefits cannot be more than $230 a month.25 through 29 . . . . . . . . . . . . . . . .06

2. Your employer is the beneficiary of the pol- The exclusion for the qualified parking fringe30 through 34 . . . . . . . . . . . . . . . .08
icy for the entire period the insurance is in benefit cannot be more than $230 a month.35 through 39 . . . . . . . . . . . . . . . .09
force during the tax year. The exclusion for qualified bicycle commut-40 through 44 . . . . . . . . . . . . . . . .10

ing in a calendar year is $20 multiplied by the45 through 49 . . . . . . . . . . . . . . . .15 3. A charitable organization (defined in chap-
50 through 54 . . . . . . . . . . . . . . . .23 number of qualified bicycle commuting monthster 24) to which contributions are deducti-
55 through 59 . . . . . . . . . . . . . . . .43 that year.ble is the only beneficiary of the policy for
60 through 64 . . . . . . . . . . . . . . . .66 If the benefits have a value that is more thanthe entire period the insurance is in force
65 through 69 . . . . . . . . . . . . . . . 1.27 these limits, the excess must be included in yourduring the tax year. (You are not entitled to
70 and older . . . . . . . . . . . . . . . . 2.06 income. You are not entitled to these exclusionsa deduction for a charitable contribution for

if the reimbursements are made under a com-naming a charitable organization as the
pensation reduction agreement.beneficiary of your policy.)Example. You are 51 years old and work for

employers A and B. Both employers provide 4. The plan existed on January 1, 1984, and Commuter highway vehicle. This is a high-group-term life insurance coverage for you for
way vehicle that seats at least six adults (notthe entire year. Your coverage is $35,000 with a. You retired before January 2, 1984, and including the driver). At least 80% of the vehi-employer A and $45,000 with employer B. You were covered by the plan when you re- cle’s mileage must reasonably be expected topay premiums of $4.15 a month under the em- tired, or be:ployer B group plan. You figure the amount to

b. You reached age 55 before January 2,include in your income as shown in Worksheet • For transporting employees between their
1984, and were employed by the em-5-1. Figuring the Cost of Group-Term Life Insur- homes and work place, and
ployer or its predecessor in 1983.ance to Include in Income—Illustrated , later. • On trips during which employees occupy

at least half of the vehicle’s adult seating
Entire cost taxed. You are taxed on the entire capacity (not including the driver).
cost of group-term life insurance if either of the
following circumstances apply. Transit pass. This is any pass, token, fare-

• The insurance is provided by your em- card, voucher, or similar item entitling a person
ployer through a qualified employees’ to ride mass transit (whether public or private)
trust, such as a pension trust or a qualified free or at a reduced rate or to ride in a commuter
annuity plan. highway vehicle operated by a person in the
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business of transporting persons for compensa- 4. Savings incentive match plans for employ- stock option, you will not have any income until
tion. you sell or exchange your stock. Your employerees (SIMPLE plans).

can tell you which kind of option you hold. For
5. Tax-sheltered annuity plans (403(b) plans).Qualified parking. This is parking provided to more information, see Publication 525.

an employee at or near the employer’s place of 6. Section 501(c)(18)(D) plans.
business. It also includes parking provided on or Restricted Property7. Section 457 plans.near a location from which the employee com-
mutes to work by mass transit, in a commuter In most cases, if you receive property for yourQualified automatic contribution arrange-highway vehicle, or by carpool. It does not in- services, you must include its fair market valuements. Under a qualified automatic contribu-clude parking at or near the employee’s home. in your income in the year you receive the prop-tion arrangement, your employer can treat you

erty. However, if you receive stock or other prop-as having elected to have a part of your compen-Qualified bicycle commuting. This is reim-
erty that has certain restrictions that affect itssation contributed to a section 401(k) plan. Youbursement based on the number of qualified
value, you do not include the value of the prop-are to receive written notice of your rights andbicycle commuting months for the year. A quali-
erty in your income until it has substantiallyobligations under the qualified automatic contri-fied bicycle commuting month is any month you
vested. (You can choose to include the value ofbution arrangement. The notice must explainuse the bicycle regularly for a substantial portion
the property in your income in the year it isof the travel between your home and place of • Your rights to elect not to have elective transferred to you.) For more information, seeemployment and you do not receive any of the contributions made, or to have contribu- Restricted Property in Publication 525. other qualified transportation fringe benefits. tions made at a different percentage, and

The reimbursement can be for expenses you Dividends received on restricted stock.
• How contributions made will be invested inincurred during the year for the purchase of a Dividends you receive on restricted stock are

the absence of any investment decision bybicycle and bicycle improvements, repair, and treated as compensation and not as dividend
you.storage. income. Your employer should include these

payments on your Form W-2.
You must be given a reasonable period ofRetirement Plan Stock you chose to include in income.time after receipt of the notice and before the

Dividends you receive on restricted stock youfirst elective contribution is made to make anContributions
chose to include in your income in the yearelection with respect to the contributions.
transferred are treated the same as any otherYour employer’s contributions to a qualified re-

Overall limit on deferrals. For 2011, in dividends. Report them on your return as divi-tirement plan for you are not included in income
most cases, you should not have deferred more dends. For a discussion of dividends, see chap-at the time contributed. (Your employer can tell
than a total of $16,500 of contributions to the ter 8.you whether your retirement plan is qualified.)
plans listed in (1) through (3) and (5) above. The   For information on how to treat dividendsHowever, the cost of life insurance coverage
limit for SIMPLE plans is $11,500. The limit for reported on both your Form W-2 and Formincluded in the plan may have to be included.
section 501(c)(18)(D) plans is the lesser of 1099-DIV, see Dividends received on restrictedSee Group-Term Life Insurance, earlier, under
$7,000 or 25% of your compensation. The limit stock in Publication 525.Fringe Benefits.
for section 457 plans is the lesser of your includi-If your employer pays into a nonqualified
ble compensation or $16,500. Amounts de-plan for you, you generally must include the
ferred under specific plan limits are part of thecontributions in your income as wages for the
overall limit on deferrals.tax year in which the contributions are made. Special Rules for

However, if your interest in the plan is not trans- Designated Roth contributions. Employ-
ferable or is subject to a substantial risk of forfei- ers with section 401(k) and section 403(b) plans Certain Employees
ture (you have a good chance of losing it) at the can create qualified Roth contribution programs
time of the contribution, you do not have to so that you may elect to have part or all of your This section deals with special rules for people
include the value of your interest in your income elective deferrals to the plan designated as af- in certain types of employment: members of the
until it is transferable or is no longer subject to a ter-tax Roth contributions. Designated Roth clergy, members of religious orders, people
substantial risk of forfeiture. contributions are treated as elective deferrals, working for foreign employers, military person-

except that they are included in income. nel, and volunteers.For information on distributions from
retirement plans, see Publication 575, Excess deferrals. Your employer or plan
Pension and Annuity Income (or Publi- administrator should apply the proper annual Clergy

TIP

cation 721, Tax Guide to U.S. Civil Service Re- limit when figuring your plan contributions. How-
If you are a member of the clergy, you musttirement Benefits, if you are a federal employee ever, you are responsible for monitoring the total
include in your income offerings and fees youor retiree). you defer to ensure that the deferrals are not
receive for marriages, baptisms, funerals,more than the overall limit.Elective deferrals. If you are covered by cer-
masses, etc., in addition to your salary. If theIf you set aside more than the limit, the ex-tain kinds of retirement plans, you can choose to
offering is made to the religious institution, it iscess generally must be included in your incomehave part of your compensation contributed by
not taxable to you.for that year, unless you have an excess deferralyour employer to a retirement fund, rather than

   If you are a member of a religious organiza-of a designated Roth contribution. See Publica-have it paid to you. The amount you set aside
tion and you give your outside earnings to thetion 525 for a discussion of the tax treatment of(called an elective deferral) is treated as an
organization, you still must include the earningsexcess deferrals.employer contribution to a qualified plan. An
in your income. However, you may be entitled toelective deferral, other than a designated Roth Catch-up contributions. You may be al- a charitable contribution deduction for thecontribution (discussed later), is not included in lowed catch-up contributions (additional elective amount paid to the organization. See chapterwages subject to income tax at the time contrib- deferral) if you are age 50 or older by the end of 24.uted. However, it is included in wages subject to your tax year.

social security and Medicare taxes. Pension. A pension or retirement pay for a
Elective deferrals include elective contribu- member of the clergy usually is treated as anyStock Optionstions to the following retirement plans. other pension or annuity. It must be reported on

lines 16a and 16b of Form 1040 or on lines 12a
If you receive a nonstatutory option to buy or sell1. Cash or deferred arrangements (section and 12b of Form 1040A.
stock or other property as payment for your401(k) plans).
services, you usually will have income when you Housing.  Special rules for housing apply to

2. The Thrift Savings Plan for federal employ-
receive the option, when you exercise the option members of the clergy. Under these rules, you

ees.
(use it to buy or sell the stock or other property), do not include in your income the rental value of

3. Salary reduction simplified employee pen- or when you sell or otherwise dispose of the a home (including utilities) or a designated hous-
sion plans (SARSEP). option. However, if your option is a statutory ing allowance provided to you as part of your
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pay. However, the exclusion cannot be more private tax-exempt school. Mark became an em- information on the tax treatment of military al-
than the reasonable pay for your service. If you lowances and benefits, see Publication 3,ployee of the school, and, at his request, the
pay for the utilities, you can exclude any allow- Armed Forces’ Tax Guide.school made the salary payments directly to the
ance designated for utility cost, up to your actual order.

Differential wage payments. Any paymentscost. The home or allowance must be provided Because Mark is an employee of the school,
made to you by an employer during the time youas compensation for your services as an or- he is performing services for the school rather
are performing service in the uniformed servicesdained, licensed, or commissioned minister. than as an agent of the order. The wages Mark
are treated as compensation. These wages areHowever, you must include the rental value of earns working for the school are included in his
subject to income tax withholding and are re-the home or the housing allowance as earnings income.
ported on a Form W-2. See the discussion underfrom self-employment on Schedule SE (Form
Miscellaneous Compensation, earlier.1040) if you are subject to the self-employment Foreign Employertax. For more information, see Publication 517,
Military retirement pay. If your retirementSocial Security and Other Information for Mem-

Special rules apply if you work for a foreign pay is based on age or length of service, it isbers of the Clergy and Religious Workers.
employer. taxable and must be included in your income as

a pension on lines 16a and 16b of Form 1040 orMembers of Religious U.S. citizen. If you are a U.S. citizen who on lines 12a and 12b of Form 1040A. Do not
works in the United States for a foreign govern- include in your income the amount of any reduc-Orders
ment, an international organization, a foreign tion in retirement or retainer pay to provide a

If you are a member of a religious order who has survivor annuity for your spouse or childrenembassy, or any foreign employer, you must
taken a vow of poverty, how you treat earnings under the Retired Serviceman’s Family Protec-include your salary in your income.
that you renounce and turn over to the order tion Plan or the Survivor Benefit Plan.

Social security and Medicare taxes. Youdepends on whether your services are per- For more detailed discussion of survivor an-are exempt from social security and Medicareformed for the order. nuities, see chapter 10.employee taxes if you are employed in the
United States by an international organization or Disability. If you are retired on disability,Services performed for the order. If you are
a foreign government. However, you must pay see Military and Government Disability Pen-performing the services as an agent of the order

sions under Sickness and Injury Benefits, later.self-employment tax on your earnings from serv-in the exercise of duties required by the order,
ices performed in the United States, evendo not include in your income the amounts

Veterans’ benefits. Do not include in your in-though you are not self-employed. This rule alsoturned over to the order.
come any veterans’ benefits paid under any law,applies if you are an employee of a qualifyingIf your order directs you to perform services
regulation, or administrative practice adminis-wholly owned instrumentality of a foreign gov-for another agency of the supervising church or
tered by the Department of Veterans Affairsernment.an associated institution, you are considered to
(VA). The following amounts paid to veterans orbe performing the services as an agent of the
their families are not taxable.Employees of international organizations ororder. Any wages you earn as an agent of an

foreign governments. Your compensationorder that you turn over to the order are not • Education, training, and subsistence al-
for official services to an international organiza-included in your income. lowances.
tion is exempt from federal income tax if you are

• Disability compensation and pension pay-not a citizen of the United States or you are aExample. You are a member of a church
ments for disabilities paid either to veter-citizen of the Philippines (whether or not you areorder and have taken a vow of poverty. You
ans or their families.renounce any claims to your earnings and turn a citizen of the United States).

over to the order any salaries or wages you • Grants for homes designed for wheelchairYour compensation for official services to a
earn. You are a registered nurse, so your order living.foreign government is exempt from federal in-
assigns you to work in a hospital that is an come tax if all of the following are true. • Grants for motor vehicles for veterans whoassociated institution of the church. However,

lost their sight or the use of their limbs.• You are not a citizen of the United Statesyou remain under the general direction and con-
or you are a citizen of the Philippinestrol of the order. You are considered to be an • Veterans’ insurance proceeds and divi-
(whether or not you are a citizen of theagent of the order and any wages you earn at dends paid either to veterans or their ben-
United States).the hospital that you turn over to your order are eficiaries, including the proceeds of a

not included in your income. veteran’s endowment policy paid before• Your work is like the work done by em-
death.ployees of the United States in foreign

Services performed outside the order. If countries. • Interest on insurance dividends you leaveyou are directed to work outside the order, your
on deposit with the VA.• The foreign government gives an equalservices are not an exercise of duties required

exemption to employees of the Unitedby the order unless they meet both of the follow- • Benefits under a dependent-care assis-
States in its country.ing requirements. tance program.

• They are the kind of services that are ordi- • The death gratuity paid to a survivor of aWaiver of alien status. If you are an alien
narily the duties of members of the order. member of the Armed Forces who diedwho works for a foreign government or interna-

after September 10, 2001.tional organization and you file a waiver under• They are part of the duties that you must
section 247(b) of the Immigration and National-exercise for, or on behalf of, the religious • Payments made under the compensated
ity Act to keep your immigrant status, differentorder as its agent. work therapy program.
rules may apply. See Foreign Employer in Publi-

If you are an employee of a third party, the • Any bonus payment by a state or politicalcation 525.
services you perform for the third party will not subdivision because of service in a com-
be considered directed or required of you by the bat zone.Employment abroad. For information on theorder. Amounts you receive for these services

tax treatment of income earned abroad, seeare included in your income, even if you have
Publication 54.taken a vow of poverty. Volunteers

Example. Mark Brown is a member of a Military The tax treatment of amounts you receive as a
religious order and has taken a vow of poverty. volunteer worker for the Peace Corps or similar

 Payments you receive as a member of a militaryHe renounces all claims to his earnings and agency is covered in the following discussions.
service generally are taxed as wages except forturns over his earnings to the order.
retirement pay, which is taxed as a pension.Mark is a schoolteacher. He was instructed Peace Corps. Living allowances you receive
Allowances generally are not taxed. For moreby the superiors of the order to get a job with a as a Peace Corps volunteer or volunteer leader
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for housing, utilities, household supplies, food, In most cases, you must report as income Accrued leave payment. If you retire on disa-
and clothing are exempt from tax. any amount you receive for personal injury or bility, any lump-sum payment you receive for

sickness through an accident or health plan that accrued annual leave is a salary payment. TheTaxable allowances. The following al-
is paid for by your employer. If both you and your payment is not a disability payment. Include it in

lowances must be included in your income and
employer pay for the plan, only the amount you your income in the tax year you receive it.

reported as wages.
receive that is due to your employer’s payments

• Allowances paid to your spouse and minor is reported as income. However, certain pay-
children while you are a volunteer leader ments may not be taxable to you. Your employer Military and Government
training in the United States. should be able to give you specific details about Disability Pensions

your pension plan and tell you the amount you• Living allowances designated by the Di-
Certain military and government disability pen-paid for your disability pension. In addition torector of the Peace Corps as basic com-
sions are not taxable.disability pensions and annuities, you may bepensation. These are allowances for

receiving other payments for sickness and in-personal items such as domestic help, Service-connected disability. You may bejury.laundry and clothing maintenance, enter- able to exclude from income amounts you re-
tainment and recreation, transportation, Do not report as income any amounts ceive as a pension, annuity, or similar allowance
and other miscellaneous expenses. paid to reimburse you for medical ex- for personal injury or sickness resulting from

penses you incurred after the plan was active service in one of the following govern-
TIP

• Leave allowances.
established. ment services.

• Readjustment allowances or termination Cost paid by you. If you pay the entire cost of • The armed forces of any country.payments. These are considered received a health or accident insurance plan, do not in-
by you when credited to your account. • The National Oceanic and Atmosphericclude any amounts you receive from the plan for

Administration.personal injury or sickness as income on your
tax return. If your plan reimbursed you for medi-Example. Gary Carpenter, a Peace Corps • The Public Health Service.
cal expenses you deducted in an earlier year,volunteer, gets $175 a month as a readjustment • The Foreign Service.you may have to include some, or all, of theallowance during his period of service, to be paid
reimbursement in your income. See Reimburse-to him in a lump sum at the end of his tour of

Conditions for exclusion. Do not includement in a later year in chapter 21.duty. Although the allowance is not available to
the disability payments in your income if any ofhim until the end of his service, Gary must in- Cafeteria plans. In most cases, if you are cov- the following conditions apply.clude it in his income on a monthly basis as it is ered by an accident or health insurance plan

credited to his account. 1. You were entitled to receive a disabilitythrough a cafeteria plan, and the amount of the
payment before September 25, 1975.insurance premiums was not included in yourVolunteers in Service to America (VISTA). If

income, you are not considered to have paid theyou are a VISTA volunteer, you must include 2. You were a member of a listed govern-
premiums and you must include any benefitsmeal and lodging allowances paid to you in your ment service or its reserve component, or
you receive in your income. If the amount of theincome as wages. were under a binding written commitment
premiums was included in your income, you are to become a member, on September 24,National Senior Services Corps programs. considered to have paid the premiums, and any 1975.Do not include in your income amounts you benefits you receive are not taxable.

receive for supportive services or reimburse- 3. You receive the disability payments for a
ments for out-of-pocket expenses from the fol- combat-related injury. This is a personalDisability Pensionslowing programs. injury or sickness that

• Retired Senior Volunteer Program If you retired on disability, you must include in a. Results directly from armed conflict,
(RSVP). income any disability pension you receive under

b. Takes place while you are engaged ina plan that is paid for by your employer. You• Foster Grandparent Program. extra-hazardous service,must report your taxable disability payments as
• Senior Companion Program. wages on line 7 of Form 1040 or Form 1040A, c. Takes place under conditions simulat-

until you reach minimum retirement age. Mini- ing war, including training exercises
mum retirement age generally is the age at such as maneuvers, orService Corps of Retired Executives
which you can first receive a pension or annuity(SCORE). If you receive amounts for support- d. Is caused by an instrumentality of war.if you are not disabled.ive services or reimbursements for

out-of-pocket expenses from SCORE, do not You may be entitled to a tax credit if 4. You would be entitled to receive disability
include these amounts in income. you were permanently and totally dis- compensation from the Department of Vet-

abled when you retired. For informa-
TIP

erans Affairs (VA) if you filed an applica-Volunteer tax counseling. Do not include in
tion on this credit and the definition of permanent tion for it. Your exclusion under thisyour income any reimbursements you receive
and total disability, see chapter 32. condition is equal to the amount you wouldfor transportation, meals, and other expenses

Beginning on the day after you reach mini- be entitled to receive from the VA.you have in training for, or actually providing,
mum retirement age, payments you receive arevolunteer federal income tax counseling for the
taxable as a pension or annuity. Report the Pension based on years of service. If youelderly (TCE).
payments on lines 16a and 16b of Form 1040 or receive a disability pension based on years ofYou can deduct as a charitable contribution
on lines 12a and 12b of Form 1040A. The rules service, in most cases you must include it in youryour unreimbursed out-of-pocket expenses in
for reporting pensions are explained in How To income. However, if the pension qualifies for thetaking part in the volunteer income tax assis-
Report in chapter 10. exclusion for a service-connected disability (dis-tance (VITA) program. See chapter 24.

For information on disability payments from a cussed earlier), do not include in income the part
governmental program provided as a substitute of your pension that you would have received if
for unemployment compensation, see chapter the pension had been based on a percentage of
12. disability. You must include the rest of your pen-Sickness and Injury

sion in your income.Retirement and profit-sharing plans. If you
receive payments from a retirement or Retroactive VA determination. If you retireBenefits
profit-sharing plan that does not provide for disa- from the armed services based on years of serv-

This section discusses sickness and injury ben- bility retirement, do not treat the payments as a ice and are later given a retroactive serv-
efits including disability pensions, long-term disability pension. The payments must be re- ice-connected disability rating by the VA, your
care insurance contracts, workers’ compensa- ported as a pension or annuity. For more infor- retirement pay for the retroactive period is ex-
tion, and other benefits. mation on pensions, see chapter 10. cluded from income up to the amount of VA
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disability benefits you would have been entitled • Provide that refunds, other than refunds Return to work.   If you return to work after
qualifying for workers’ compensation, salaryto receive. You can claim a refund of any tax on the death of the insured or complete
payments you receive for performing light dutiespaid on the excludable amount (subject to the surrender or cancellation of the contract,
are taxable as wages.statute of limitations) by filing an amended re- and dividends under the contract may be

turn on Form 1040X for each previous year used only to reduce future premiums or
during the retroactive period. You must include increase future benefits, and Other Sickness and Injury
with each Form 1040X a copy of the official VA • In most cases, not pay or reimburse ex- BenefitsDetermination letter granting the retroactive penses incurred for services or items that
benefit. The letter must show the amount with- would be reimbursed under Medicare, ex- In addition to disability pensions and annuities,held and the effective date of the benefit. cept where Medicare is a secondary payer you may receive other payments for sickness or

If you receive a lump-sum disability sever- or the contract makes per diem or other injury.
ance payment and are later awarded VA disabil- periodic payments without regard to ex-

Railroad sick pay.    Payments you receive asity benefits, exclude 100% of the severance penses. sick pay under the Railroad Unemployment In-benefit from your income. However, you must
surance Act are taxable and you must includeinclude in your income any lump-sum readjust-
them in your income. However, do not includeQualified long-term care services. Qualifiedment or other nondisability severance payment
them in your income if they are for an on-the-joblong-term care services are:you received on release from active duty, even if
injury.you are later given a retroactive disability rating • Necessary diagnostic, preventive, thera- If you received income because of a disabil-by the VA. peutic, curing, treating, mitigating, and re- ity, see Disability Pensions, earlier.

habilitative services, and maintenance andSpecial statute of limitations. In most
Federal Employees’ Compensation Actpersonal care services, andcases, under the statute of limitations a claim for
(FECA). Payments received under this Act forcredit or refund must be filed within 3 years from • Required by a chronically ill individual and personal injury or sickness, including paymentsthe time a return was filed. However, if you provided pursuant to a plan of care as to beneficiaries in case of death, are not taxable.receive a retroactive service-connected disabil- prescribed by a licensed health care prac- However, you are taxed on amounts you receiveity rating determination, the statute of limitations titioner. under this Act as continuation of pay for up to 45is extended by a 1-year period beginning on the
days while a claim is being decided. Report thisdate of the determination. This 1-year extended
income on line 7 of Form 1040 or Form 1040A orChronically ill individual. A chronically ill in-period applies to claims for credit or refund filed
on line 1 of Form 1040-EZ. Also, pay for sickdividual is one who has been certified by aafter June 17, 2008, and does not apply to any
leave while a claim is being processed is taxablelicensed health care practitioner within the previ-tax year that began more than 5 years before the
and must be included in your income as wages.ous 12 months as one of the following.date of the determination.

If part of the payments you receive• An individual who, for at least 90 days, is
under FECA reduces your social se-Example. You retired in 2005 and receive a unable to perform at least two activities of
curity or equivalent railroad retirementpension based on your years of service. On CAUTION

!
daily living without substantial assistance

benefits received, that part is considered socialAugust 3, 2011, you receive a determination of due to loss of functional capacity. Activi-
security (or equivalent railroad retirement) bene-service-connected disability retroactive to 2005. ties of daily living are eating, toileting,
fits and may be taxable. For a discussion of theGenerally, you could claim a refund for the taxes transferring, bathing, dressing, and conti-
taxability of these benefits, see Social securitypaid on your pension for 2008, 2009, and 2010. nence.
and equivalent railroad retirement benefitsHowever, under the special limitation period,

• An individual who requires substantial su- under Other Income, in Publication 525.you can also file a claim for 2007 as long as you
pervision to be protected from threats tofile the claim by August 3, 2012. You cannot file   You can deduct the amount you spend to
health and safety due to severe cognitivea claim for 2005 and 2006 because those tax buy back sick leave for an earlier year to be
impairment.years began more than 5 years before the deter- eligible for nontaxable FECA benefits for that

mination. period. It is a miscellaneous deduction subject to
the 2%-of-AGI limit on Schedule A (Form 1040).Limit on exclusion. You generally can ex-
If you buy back sick leave in the same year youTerrorist attack or military action. Do not clude from gross income up to $300 a day for
used it, the amount reduces your taxable sickinclude in your income disability payments you 2011. See Limit on exclusion, under Long-Term
leave pay. Do not deduct it separately.receive for injuries resulting directly from a ter- Care Insurance Contracts, under Sickness and

rorist or military action. Injury Benefits in Publication 525 for more infor- Other compensation. Many other amounts
mation. you receive as compensation for sickness or

injury are not taxable. These include the follow-Long-Term Care
ing amounts.Workers’ CompensationInsurance Contracts

• Compensatory damages you receive for
Amounts you receive as workers’ compensation physical injury or physical sickness,Long-term care insurance contracts in most
for an occupational sickness or injury are fully whether paid in a lump sum or in periodiccases are treated as accident and health insur-
exempt from tax if they are paid under a workers’ payments.ance contracts. Amounts you receive from them
compensation act or a statute in the nature of a(other than policyholder dividends or premium • Benefits you receive under an accident orworkers’ compensation act. The exemption alsorefunds) in most cases are excludable from in- health insurance policy on which eitherapplies to your survivors. The exemption, how-come as amounts received for personal injury or you paid the premiums or your employerever, does not apply to retirement plan benefitssickness. To claim an exclusion for payments paid the premiums but you had to includeyou receive based on your age, length of serv-made on a per diem or other periodic basis them in your income.ice, or prior contributions to the plan, even if youunder a long-term care insurance contract, you
retired because of an occupational sickness or • Disability benefits you receive for loss ofmust file Form 8853 with your return.
injury. income or earning capacity as a result ofA long-term care insurance contract is an

injuries under a no-fault car insurance pol-insurance contract that only provides coverage If part of your workers’ compensation
icy.reduces your social security orfor qualified long-term care services. The con-

equivalent railroad retirement benefitstract must: • Compensation you receive for permanentCAUTION
!

received, that part is considered social security loss or loss of use of a part or function of• Be guaranteed renewable, (or equivalent railroad retirement) benefits and your body, or for your permanent disfig-
• Not provide for a cash surrender value or may be taxable. For more information, see Pub- urement. This compensation must be

other money that can be paid, assigned, lication 915, Social Security and Equivalent Rail- based only on the injury and not on the
pledged, or borrowed, road Retirement Benefits. period of your absence from work. These
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benefits are not taxable even if your em- Service charges. Do not write in your tip diary
ployer pays for the accident and health the amount of any service charge that your em-Keeping a Daily Tipplan that provides these benefits. ployer adds to a customer’s bill and then pays to

you and treats as wages. This is part of yourRecord wages, not a tip. See examples below.Reimbursement for medical care. A reim-
bursement for medical care is generally not tax- Example 1. Good Food Restaurant adds anWhy keep a daily tip record. You must keepable. However, it may reduce your medical

18% charge to the bill for parties of 6 or morea daily tip record so you can:expense deduction. For more information, see
customers. Jane’s bill for food and beverages

chapter 21. • Report your tips accurately to your em- for her party of 8 includes an amount on the tip
ployer, line equal to 18% of the charges for food and

beverages, and the total includes this amount.• Report your tips accurately on your tax
Because Jane did not have an unrestricted rightreturn, and
to determine the amount on the “tip line,” the

• Prove your tip income if your return is ever 18% charge is considered a service charge. Do
questioned. not include the 18% charge in your tip diary.6. Service charges that are paid to you are consid-

ered wages, not tips.How to keep a daily tip record. There are two
ways to keep a daily tip record. You can either:

Example 2. Good Food Restaurant also in-Tip Income • Write information about your tips in a tip cludes sample calculations of tip amounts at the
diary, or bottom of its bills for food and beverages pro-

vided to customers. David’s bill includes a blank• Keep copies of documents that show yourIntroduction “tip line,” with sample tip calculations of 15%,tips, such as restaurant bills and credit or
18%, and 20% of his charges for food and bev-debit card charge slips.This chapter is for employees who receive tips.
erages at the bottom of the bill beneath theAll tips you receive are income and are sub- You should keep your daily tip record with your signature line. Because David is free to enterject to federal income tax. You must include in

tax or other personal records. You must keep any amount on the “tip line” or leave it blank, anygross income all tips you receive directly,
your records for as long as they are important for amount he includes is considered a tip. Be surecharged tips paid to you by your employer, and

to include this amount in your tip diary.administration of the federal tax law. For infor-your share of any tips you receive under a
mation on how long to keep records, see Howtip-splitting or tip-pooling arrangement.
long to keep records in chapter 1.The value of noncash tips, such as tickets,

passes, or other items of value, is also income   If you keep a tip diary, you can use Form
and subject to tax. Reporting Tips to Your4070A, Employee’s Daily Record of Tips. To get

Reporting your tip income correctly is not Form 4070A, ask the Internal Revenue Service
difficult. You must do three things. Employer(IRS) or your employer for Publication 1244.

Also, Publication 1244 is available online at1. Keep a daily tip record.
www.irs.gov/pub/irs-pdf/p1244.pdf. Publication Why report tips to your employer. You must

2. Report tips to your employer. 1244 includes a 1-year supply of Form 4070A. report tips to your employer so that:
Each day, write in the information asked for on3. Report all your tips on your income tax • Your employer can withhold federal in-the form.return. come tax and social security and Medicare

In addition to the information asked for on taxes or railroad retirement tax,
Form 4070A, you also need to keep a record of

This chapter will explain these three things and • Your employer can report the correctthe date and value of any noncash tips you get,show you what to do on your tax return if you amount of your earnings to the Social Se-such as tickets, passes, or other items of value.have not done the first two. This chapter will also curity Administration or Railroad Retire-Although you do not report these tips to yourshow you how to treat allocated tips. ment Board (which affects your benefitsemployer, you must report them on your taxFor information on special tip programs and when you retire or if you become disabled,return.agreements, see Publication 531. or your family’s benefits if you die), and
If you do not use Form 4070A, start your

• You can avoid the penalty for not reportingrecords by writing your name, your employer’sUseful Items tips to your employer (explained later).name, and the name of the business (if it isYou may want to see:
different from your employer’s name). Then,
each workday, write the date and the following What tips to report. Report to your employerPublication
information. only cash, check, and debit and credit card tips

❏ 531 Reporting Tip Income you receive.• Cash tips you get directly from customers
❏ 1244 Employee’s Daily Record of Tips If your total tips for any 1 month from any oneor from other employees.

and Report to Employer job are less than $20, do not report the tips for
• Tips from credit and debit card charge that month to that employer.

customers that your employer pays you.Form (and Instructions) If you participate in a tip-splitting or
tip-pooling arrangement, report only the tips you• The value of any noncash tips you get,❏ 4137 Social Security and Medicare Tax
receive and retain. Do not report to your em-such as tickets, passes, or other items ofon Unreported Tip Income
ployer any portion of the tips you receive thatvalue.

❏ 4070 Employee’s Report of Tips to you pass on to other employees. However, you
• The amount of tips you paid out to otherEmployer must report tips you receive from other employ-

employees through tip pools or tip split- ees.
ting, or other arrangements, and the Do not report the value of any noncash tips,
names of the employees to whom you such as tickets or passes, to your employer. You
paid the tips. do not pay social security and Medicare taxes or

railroad retirement tax on these tips.
Electronic tip record. You can use an elec-

tronic system provided by your employer to re- How to report.   If your employer does not
cord your daily tips. If you do, you must receive give you any other way to report tips, you can
and keep a paper copy of this record. use Form 4070. Fill in the information asked for
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1. All taxes on your regular pay. Reporting social security and Medicareon the form, sign and date the form, and give it to
taxes on tips not reported to your employer.your employer. To get a 1-year supply of the 2. Social security and Medicare taxes or rail- If you received $20 or more in cash and chargeform, ask the IRS or your employer for Publica- road retirement tax on your reported tips. tips in a month from any one job and did nottion 1244.

3. Federal, state, and local income taxes on report all of those tips to your employer, youIf you do not use Form 4070, give your em-
must report the social security and Medicareyour reported tips.ployer a statement with the following informa-
taxes on the unreported tips as additional tax ontion. Any taxes that remain unpaid can be col- your return. To report these taxes, you must file

lected by your employer from your next• Your name, address, and social security a return even if you would not otherwise have to
paycheck. If withholding taxes remain uncol- file. You must use Form 1040. (You cannot filenumber.
lected at the end of the year, you may be subject Form 1040EZ or Form 1040A.)• Your employer’s name, address, and busi- to a penalty for underpayment of estimated Use Form 4137 to figure these taxes. Enter
taxes. See Publication 505, Tax Withholdingness name (if it is different from your em- the tax on your return as instructed, and attach
and Estimated Tax, for more information.ployer’s name). the completed Form 4137 to your return.

Uncollected taxes.  You must report• The month (or the dates of any shorter If you are subject to the Railroad Re-
on your tax return any social securityperiod) in which you received tips. tirement Tax Act, you cannot use Form
and Medicare taxes or railroad retire-CAUTION

!
4137 to pay railroad retirement tax onCAUTION

!
• The total tips required to be reported for ment tax that remained uncollected at the end of unreported tips. To get railroad retirement credit,that period. 2011. These uncollected taxes will be shown on you must report tips to your employer.

your 2011 Form W-2. See Reporting uncollectedYou must sign and date the statement. Be sure
social security and Medicare taxes on tips re-to keep a copy with your tax or other personal Reporting uncollected social security andported to your employer under Reporting Tipsrecords. Medicare taxes on tips reported to your em-on Your Tax Return, later. ployer. You may have uncollected taxes ifYour employer may require you to report your your regular pay was not enough for your em-

tips more than once a month. However, the ployer to withhold all the taxes you owe and you
statement cannot cover a period of more than 1 did not give your employer enough money to pay
calendar month. the rest of the taxes. For more information, seeReporting Tips on Your

Giving your employer money for taxes, underElectronic tip statement. Your employer
Reporting Tips to Your Employer, earlier.Tax Returncan have you furnish your tip statements elec-

If your employer could not collect all thetronically.
social security and Medicare taxes or railroad

How to report tips.   Report your tips withWhen to report. Give your report for each retirement tax you owe on tips reported for 2011,
your wages on Form 1040, line 7; Form 1040A,month to your employer by the 10th of the next the uncollected taxes will be shown in box 12 of
line 7; or Form 1040EZ, line 1. your Form W-2 (codes A and B). You mustmonth. If the 10th falls on a Saturday, Sunday,

report these amounts as additional tax on youror legal holiday, give your employer the report by
What tips to report. You must report all tips return.the next day that is not a Saturday, Sunday, or
you received in 2011 on your tax return, includ- To report these uncollected taxes, you mustlegal holiday.
ing both cash tips and noncash tips. Any tips you file a return even if you would not otherwise have
reported to your employer for 2011 are included to file. Include the taxes in your total tax amountExample 1. You must report your tips re-
in the wages shown in box 1 of your Form W-2. on Form 1040, line 60, and write “UT” and theceived in October 2012 by November 13, 2012.
Add to the amount in box 1 only the tips you did total of the uncollected taxes in the space next toNovember 10 is a Saturday, and the 13th is the
not report to your employer. line 60. (You cannot file Form 1040EZ or Formnext day that is not a Saturday, Sunday, or legal

1040A.)If you received $20 or more in cash andholiday.
charge tips in a month and did not
report all of those tips to your em-Example 2. You must report your tips re- CAUTION

!
ployer, see Reporting social security and Medi-ceived in September 2012 by October 10, 2012. Allocated Tipscare taxes on tips not reported to your employer,

Final report. If your employment ends dur- later.
ing the month, you can report your tips when If your employer allocated tips to you, they are

If you did not keep a daily tip record asyour employment ends. shown separately in box 8 of your Form W-2.
required and an amount is shown in They are not included in box 1 with your wages

Penalty for not reporting tips. If you do not box 8 of your Form W-2, see Allocated and reported tips. If box 8 is blank, this discus-CAUTION
!

report tips to your employer as required, you Tips, later. sion does not apply to you.
may be subject to a penalty equal to 50% of the If you kept a daily tip record and reported tips
social security and Medicare taxes or railroad What are allocated tips. These are tips thatto your employer as required under the rules
retirement tax you owe on the unreported tips. your employer assigned to you in addition to theexplained earlier, add the following tips to the
(For information about these taxes, see Report- tips you reported to your employer for the year.amount in box 1 of your Form W-2.
ing social security and Medicare taxes on tips Your employer will have done this only if:• Cash and charge tips you received thatnot reported to your employer under Reporting • You worked in an establishment (restau-totaled less than $20 for any month.Tips on Your Tax Return, later.) The penalty rant, cocktail lounge, or similar business)
amount is in addition to the taxes you owe. • The value of noncash tips, such as tickets, that must allocate tips to employees,

passes, or other items of value.You can avoid this penalty if you can show
• The tips you reported to your employerreasonable cause for not reporting the tips to

were less than your share of 8% of foodyour employer. To do so, attach a statement to Example. Ben Smith began working at the and drink sales, andyour return explaining why you did not report Blue Ocean Restaurant (his only employer in
them. • You did not participate in your employer’s2011) on June 30 and received $10,000 in

Attributed Tip Income Program (ATIP).wages during the year. Ben kept a daily tipGiving your employer money for taxes.
record showing that his tips for June were $18Your regular pay may not be enough for your No income, social security, or Medicare taxes
and his tips for the rest of the year totaledemployer to withhold all the taxes you owe on are withheld on allocated tips.
$7,000. He was not required to report his Juneyour regular pay plus your reported tips. If this
tips to his employer, but he reported all of thehappens, you can give your employer money How were your allocated tips figured. The
rest of his tips to his employer as required.until the close of the calendar year to pay the tips allocated to you are your share of an amount

Ben’s Form W-2 from Blue Ocean Restau-rest of the taxes. figured by subtracting the reported tips of all
rant shows $17,000 ($10,000 wages plusIf you do not give your employer enough employees from 8% (or an approved lower rate)
$7,000 reported tips) in box 1. He adds the $18money, your employer will apply your regular of food and drink sales (other than carryout
unreported tips to that amount and reportspay and any money you give in the following sales and sales with a service charge of 10% or
$17,018 as wages on his tax return.order. more). Your share of that amount was figured
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using either a method provided by an em- is taxable income. Exceptions to this rule are SSN for joint account. If the funds in a joint
ployer-employee agreement or a method pro- account belong to one person, list that person’sdiscussed later in this chapter.
vided by IRS regulations based on employees’ name first on the account and give that person’sYou may be able to deduct expenses you
sales or hours worked. For information about the SSN to the payer. (For information on who ownshave in earning this income on Schedule A
exact allocation method used, ask your em- the funds in a joint account, see Joint accounts,(Form 1040) if you itemize your deductions. See
ployer. later.) If the joint account contains combinedchapter 28.

funds, give the SSN of the person whose nameMust you report your allocated tips on your
is listed first on the account. This is because onlytax return. You must report all tips you re- Useful Items one name and SSN can be shown on Formceived in 2011 on your tax return, including both You may want to see: 1099.cash tips and noncash tips. Any tips you re-

ported to your employer for 2011 are included in These rules apply both to joint ownership byPublicationthe wages shown in box 1 of your Form W-2. a married couple and to joint ownership by other
Add to the amount in box 1 only the tips you did ❏ 537 Installment Sales individuals. For example, if you open a joint
not report to your employer. This should include savings account with your child using funds be-

❏ 550 Investment Income and Expensesany allocated tips shown in box 8 on your longing to the child, list the child’s name first on
Form(s) W-2, unless you have adequate records ❏ 1212 Guide to Original Issue Discount the account and give the child’s SSN.
to show that you received less tips in the year (OID) Instruments

Custodian account for your child. If yourthan the allocated figures.
child is the actual owner of an account that isSee What tips to report under Reporting Tips Form (and Instructions)

on Your Tax Return, and Keeping a Daily Tip recorded in your name as custodian for the child,
Record, earlier. ❏ Schedule B (Form 1040A or 1040) give the child’s SSN to the payer. For example,

Interest and Ordinary Dividends you must give your child’s SSN to the payer of
How to report allocated tips. Report the interest on an account owned by your child,

❏ 8815 Exclusion of Interest From Seriesamount in box 1 and the allocated tips in box 8 of even though the interest is paid to you as custo-your Form(s) W-2 as wages on Form 1040, line EE and I U.S. Savings Bonds
dian.7; Form 1040NR, line 8; or Form 1040NR-EZ, Issued After 1989

line 3. (You cannot file Form 1040A or Form Penalty for failure to supply SSN. If you
❏ 8818 Optional Form To Record1040EZ when you have allocated tips.) do not give your SSN to the payer of interest,Redemption of Series EE and IBecause social security and Medicare taxes you may have to pay a penalty. See Failure toU.S. Savings Bonds Issued Afterwere not withheld from the allocated tips, you supply social security number under Penalties in1989must report those taxes as additional tax on your chapter 1. Backup withholding also may apply.

return. Complete Form 4137, and include the
allocated tips on line 1 of the form. See Report- Backup withholding. Your interest income is
ing social security and Medicare taxes on tips generally not subject to regular withholding.
not reported to your employer under Reporting However, it may be subject to backup withhold-Tips on Your Tax Return, earlier. General Information ing to ensure that income tax is collected on the

income. Under backup withholding, the payer of
A few items of general interest are covered here. interest must withhold, as income tax, 28% of

the amount you are paid.Recordkeeping. You should keep a
list showing sources and interest Backup withholding may also be required if
amounts received during the year. the IRS has determined that you underreportedRECORDS

Also, keep the forms you receive showing your your interest or dividend income. For more infor-7.
interest income (Forms 1099-INT, for example) mation, see Backup Withholding in chapter 4.
as an important part of your records.

Reporting backup withholding. If backup
Tax on investment income of certain chil- withholding is deducted from your interest in-Interest Income dren. Part of a child’s 2011 investment income come, the payer must give you a Form 1099-INT
may be taxed at the parent’s tax rate. If so, Form for the year indicating the amount withheld. The
8615, Tax for Certain Children Who Have In- Form 1099-INT will show any backup withhold-
vestment Income of More Than $1,900, must be ing as “Federal income tax withheld.”Reminder completed and attached to the child’s tax return.
If not, Form 8615 is not required and the child’s Joint accounts. If two or more persons holdForeign-source income. If you are a U.S. citi- income is taxed at his or her own tax rate. property (such as a savings account or bond) aszen with interest income from sources outside Some parents can choose to include the joint tenants, tenants by the entirety, or tenantsthe United States (foreign income), you must child’s interest and dividends on the parent’s in common, each person’s share of any interestreport that income on your tax return unless it is return. If you can, use Form 8814, Parents’ Elec- from the property is determined by local law.exempt by U.S. law. This is true whether you tion To Report Child’s Interest and Dividends,

reside inside or outside the United States and for this purpose. Income from property given to a child.whether or not you receive a Form 1099 from the
For more information about the tax on invest- Property you give as a parent to your child underforeign payer.

ment income of children and the parents’ elec- the Model Gifts of Securities to Minors Act, the
tion, see chapter 30. Uniform Gifts to Minors Act, or any similar law

becomes the child’s property.
Beneficiary of an estate or trust. Interest Income from the property is taxable to theIntroduction you receive as a beneficiary of an estate or trust child, except that any part used to satisfy a legal
is generally taxable income. You should receive obligation to support the child is taxable to theThis chapter discusses the following topics.
a Schedule K-1 (Form 1041), Beneficiary’s parent or guardian having that legal obligation.• Different types of interest income. Share of Income, Deductions, Credits, etc., from

Savings account with parent as trustee.the fiduciary. Your copy of Schedule K-1 and its• What interest is taxable and what interest Interest income from a savings account openedinstructions will tell you where to report the in-is nontaxable. for a minor child, but placed in the name andcome on your Form 1040.
subject to the order of the parents as trustees, is• When to report interest income.
taxable to the child if, under the law of the stateSocial security number (SSN). You must• How to report interest income on your tax
in which the child resides, both of the followinggive your name and SSN to any person requiredreturn.
are true.by federal tax law to make a return, statement,

or other document that relates to you. This in-In general, any interest you receive or that is • The savings account legally belongs to the
cludes payers of interest.credited to your account and can be withdrawn child.
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• The parents are not legally permitted to Individual retirement arrangements (IRAs). net investment income. See Interest Expenses
use any of the funds to support the child. Interest on a Roth IRA generally is not taxable. in chapter 3 of Publication 550.

Interest on a traditional IRA is tax deferred. You
Example. You deposited $5,000 with agenerally do not include it in your income untilForm 1099-INT. Interest income is generally

bank and borrowed $5,000 from the bank toyou make withdrawals from the IRA. See chap-
reported to you on Form 1099-INT, or a similar

make up the $10,000 minimum deposit requiredter 17.
statement, by banks, savings and loans, and

to buy a 6-month certificate of deposit. The cer-
other payers of interest. This form shows you the

tificate earned $575 at maturity in 2011, but you
interest you received during the year. Keep this

received only $265, which represented the $575
form for your records. You do not have to attach

you earned minus $310 interest charged on yourTaxable Interestit to your tax return.
$5,000 loan. The bank gives you a Form

Report on your tax return the total interest
1099-INT for 2011 showing the $575 interestTaxable interest includes interest you receiveincome you receive for the tax year.
you earned. The bank also gives you a state-from bank accounts, loans you make to others,

Interest not reported on Form 1099-INT. ment showing that you paid $310 interest forand other sources. The following are some
Even if you do not receive Form 1099-INT, you 2011. You must include the $575 in your in-sources of taxable interest.
must still report all of your taxable interest in- come. If you itemize your deductions on Sched-

Dividends that are actually interest. Certaincome. For example, you may receive distributive ule A (Form 1040), you can deduct $310, subject
distributions commonly called dividends are ac-shares of interest from partnerships or S corpo- to the net investment income limit.
tually interest. You must report as interestrations. This interest is reported to you on

Gift for opening account. If you receive non-so-called “dividends” on deposits or on shareSchedule K-1 (Form 1065) or Schedule K-1
cash gifts or services for making deposits or foraccounts in:(Form 1120S).
opening an account in a savings institution, you

• Cooperative banks,Nominees. Generally, if someone receives may have to report the value as interest.
interest as a nominee for you, that person will For deposits of less than $5,000, gifts or• Credit unions,
give you a Form 1099-INT showing the interest services valued at more than $10 must be re-

• Domestic building and loan associations,received on your behalf. ported as interest. For deposits of $5,000 or
If you receive a Form 1099-INT that includes more, gifts or services valued at more than $20• Domestic savings and loan associations,

amounts belonging to another person, see the must be reported as interest. The value is deter-
• Federal savings and loan associations,discussion on nominee distributions under How mined by the cost to the financial institution.

andTo Report Interest Income in chapter 1 of Publi-
cation 550, or Schedule B (Form 1040A or 1040) Example. You open a savings account at• Mutual savings banks.
instructions. your local bank and deposit $800. The account

earns $20 interest. You also receive a $15 cal-Incorrect amount. If you receive a Form The “dividends” will be shown as interest income culator. If no other interest is credited to your1099-INT that shows an incorrect amount (or on Form 1099-INT. account during the year, the Form 1099-INT youother incorrect information), you should ask the
receive will show $35 interest for the year. Youissuer for a corrected form. The new Form Money market funds. Money market funds must report $35 interest income on your tax1099-INT you receive will be marked “Cor- pay dividends and are offered by nonbank finan- return.rected.” cial institutions, such as mutual funds and stock
Interest on insurance dividends. Interest onbrokerage houses. Generally, amounts you re-Form 1099-OID. Reportable interest income
insurance dividends left on deposit with an in-ceive from money market funds should be re-also may be shown on Form 1099-OID, Original
surance company that can be withdrawn annu-ported as dividends, not as interest.Issue Discount. For more information about
ally is taxable to you in the year it is credited toamounts shown on this form, see Original Issue Certificates of deposit and other deferred your account. However, if you can withdraw itDiscount (OID), later in this chapter. interest accounts. If you open any of these only on the anniversary date of the policy (or

accounts, interest may be paid at fixed intervals other specified date), the interest is taxable inExempt-interest dividends. Exempt-interest of 1 year or less during the term of the account. the year that date occurs.dividends you receive from a mutual fund or You generally must include this interest in your
other regulated investment company are not in- income when you actually receive it or are enti- Prepaid insurance premiums. Any increase
cluded in your taxable income. (However, see tled to receive it without paying a substantial in the value of prepaid insurance premiums,
Information-reporting requirement, next.) Ex- penalty. The same is true for accounts that ma- advance premiums, or premium deposit funds is
empt-interest dividends should be shown in box ture in 1 year or less and pay interest in a single interest if it is applied to the payment of premi-
8 of Form 1099-INT. You do not reduce your payment at maturity. If interest is deferred for ums due on insurance policies or made avail-
basis for distributions that are exempt-interest more than 1 year, see Original Issue Discount able for you to withdraw.
dividends. (OID), later.

U.S. obligations. Interest on U.S. obligations,Information-reporting requirement. Al- Interest subject to penalty for early with- such as U.S. Treasury bills, notes, and bonds,though exempt-interest dividends are not tax- drawal. If you withdraw funds from a deferred issued by any agency or instrumentality of theable, you must show them on your tax return if interest account before maturity, you may have United States is taxable for federal income taxyou have to file. This is an information-reporting to pay a penalty. You must report the total purposes.requirement and does not change the ex- amount of interest paid or credited to your ac-
empt-interest dividends into taxable income. count during the year, without subtracting the Interest on tax refunds. Interest you receive

penalty. See Penalty on early withdrawal of sav- on tax refunds is taxable income.
Note. Exempt-interest dividends paid from ings in chapter 1 of Publication 550 for more

specified private activity bonds may be subject Interest on condemnation award. If the con-information on how to report the interest and
to the alternative minimum tax. See Alternative demning authority pays you interest to compen-deduct the penalty.
Minimum Tax in chapter 29 for more informa- sate you for a delay in payment of an award, the

Money borrowed to invest in certificate oftion. Chapter 1 of Publication 550 contains a interest is taxable.
deposit. The interest you pay on money bor-discussion on private activity bonds under State
rowed from a bank or savings institution to meet Installment sale payments. If a contract foror Local Government Obligations.
the minimum deposit required for a certificate of the sale or exchange of property provides for

Interest on VA dividends. Interest on insur- deposit from the institution and the interest you deferred payments, it also usually provides for
ance dividends left on deposit with the Depart- earn on the certificate are two separate items. interest payable with the deferred payments.
ment of Veterans Affairs (VA) is not taxable. This You must report the total interest you earn on That interest is taxable when you receive it. If
includes interest paid on dividends on converted the certificate in your income. If you itemize little or no interest is provided for in a deferred
United States Government Life Insurance and deductions, you can deduct the interest you pay payment contract, part of each payment may be
on National Service Life Insurance policies. as investment interest, up to the amount of your treated as interest. See Unstated Interest and
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Original Issue Discount in Publication 537, In- Owners of paper series E and EE bonds canU.S. Savings Bonds
stallment Sales. convert them to electronic bonds. These con-

verted bonds do not retain the denominationThis section provides tax information on U.S.
Interest on annuity contract. Accumulated listed on the paper certificate but are posted atsavings bonds. It explains how to report the
interest on an annuity contract you sell before its their purchase price (with accrued interest).interest income on these bonds and how to treat
maturity date is taxable. transfers of these bonds. Series I bonds. Series I bonds were first

offered in 1998. These are inflation-indexedFor other information on U.S. savingsUsurious interest. Usurious interest is inter-
bonds issued at their face amount with a matur-bonds, write to:est charged at an illegal rate. This is taxable as
ity period of 30 years. The face value plus allinterest unless state law automatically changes
accrued interest is payable to you at maturity.For series EE and I:it to a payment on the principal.

Bureau of the Public Debt Reporting options for cash method tax-
Interest income on frozen deposits. Ex- Division of Customer Assistance payers. If you use the cash method of report-
clude from your gross income interest on frozen P.O. Box 7012 ing income, you can report the interest on series
deposits. A deposit is frozen if, at the end of the Parkersburg, WV 26106-7012

EE, series E, and series I bonds in either of the
year, you cannot withdraw any part of the de-

following ways.For series HH/H:posit because:
Bureau of the Public Debt 1. Method 1. Postpone reporting the interest• The financial institution is bankrupt or in- Division of Customer Assistance until the earlier of the year you cash orsolvent, or P.O. Box 2186 dispose of the bonds or the year they ma-
Parkersburg, WV 26106-2186• The state where the institution is located ture. (However, see Savings bonds traded,

has placed limits on withdrawals because later.) Or, on the Internet, visit:other financial institutions in the state are Note. Series EE bonds issued in 1981 ma-www.treasurydirect.gov/indiv/prod-bankrupt or insolvent. tured in 2011. If you have used method 1,ucts/products.htm.
you generally must report the interest on

The amount of interest you must exclude is Accrual method taxpayers. If you use an ac- these bonds on your 2011 return. The last
the interest that was credited on the frozen de- crual method of accounting, you must report series E bonds were issued in 1980 and
posits minus the sum of: interest on U.S. savings bonds each year as it matured in 2010. If you used method 1,

accrues. You cannot postpone reporting interest you generally should have reported the in-• The net amount you withdrew from these
until you receive it or until the bonds mature.deposits during the year, and terest on these bonds on your 2010 return.
Accrual methods of accounting are explained in

• The amount you could have withdrawn as 2. Method 2. Choose to report the increasechapter 1 under Accounting Methods.
of the end of the year (not reduced by any in redemption value as interest each year.

Cash method taxpayers. If you use the cashpenalty for premature withdrawals of a
You must use the same method for all series EE,method of accounting, as most individual tax-time deposit).
series E, and series I bonds you own. If you dopayers do, you generally report the interest on

If you receive a Form 1099-INT for interest in- not choose method 2 by reporting the increaseU.S. savings bonds when you receive it. The
come on deposits that were frozen at the end of in redemption value as interest each year, youcash method of accounting is explained in chap-
2011, see Frozen deposits under How To Re- must use method 1.ter 1 under Accounting Methods. But see Re-
port Interest Income in chapter 1 of Publication porting options for cash method taxpayers, later. If you plan to cash your bonds in the550, for information about reporting this interest

same year you will pay for higher edu-Series HH bonds.  These bonds were issuedincome exclusion on your tax return.
cation expenses, you may want to use

TIP
at face value. Interest is paid twice a year by

The interest you exclude is treated as credited method 1 because you may be able to excludedirect deposit to your bank account. If you are a
to your account in the following year. You must the interest from your income. To learn how, seecash method taxpayer, you must report interest
include it in income in the year you can withdraw Education Savings Bond Program, later.on these bonds as income in the year you re-
it. ceive it. Change from method 1. If you want to

Series HH bonds were first offered in 1980 change your method of reporting the interestExample. $100 of interest was credited on and last offered in August 2004. Before 1980, from method 1 to method 2, you can do soyour frozen deposit during the year. You with- series H bonds were issued. Series H bonds are without permission from the IRS. In the year ofdrew $80 but could not withdraw any more as of treated the same as series HH bonds. If you are change you must report all interest accrued tothe end of the year. You must include $80 in a cash method taxpayer, you must report the date and not previously reported for all youryour income and exclude $20 from your income interest when you receive it.
bonds.for the year. You must include the $20 in your Series H bonds have a maturity period of 30

income for the year you can withdraw it. Once you choose to report the interest eachyears. Series HH bonds mature in 20 years. The
year, you must continue to do so for all serieslast series H bonds matured in 2009.

Bonds traded flat. If you buy a bond at a EE, series E, and series I bonds you own and for
discount when interest has been defaulted or Series EE and series I bonds. Interest on any you get later, unless you request permission
when the interest has accrued but has not been these bonds is payable when you redeem the to change, as explained next.
paid, the transaction is described as trading a bonds. The difference between the purchase

Change from method 2. To change frombond flat. The defaulted or unpaid interest is not price and the redemption value is taxable inter-
method 2 to method 1, you must request permis-income and is not taxable as interest if paid later. est.
sion from the IRS. Permission for the change isWhen you receive a payment of that interest, it is

Series EE bonds. Series EE bonds were automatically granted if you send the IRS aa return of capital that reduces the remaining
first offered in January 1980 and have a maturity statement that meets all the following require-cost basis of your bond. Interest that accrues
period of 30 years. ments. after the date of purchase, however, is taxable

Before July 1980, series E bonds were is-interest income for the year it is received or 1. You have typed or printed the following
sued. The original 10-year maturity period ofaccrued. See Bonds Sold Between Interest number at the top: “131”.
series E bonds has been extended to 40 yearsDates, later, for more information.

2. It includes your name and social securityfor bonds issued before December 1965 and 30
Below-market loans. In general, a be- number under “131”.years for bonds issued after November 1965.
low-market loan is a loan on which no interest is Paper series EE and series E bonds are issued 3. It includes the year of change (both thecharged or on which interest is charged at a rate at a discount. The face value is payable to you at beginning and ending dates).below the applicable federal rate. See Be- maturity. Electronic series EE bonds are issued
low-Market Loans in chapter 1 of Publication 4. It identifies the savings bonds for whichat their face value. The face value plus accrued
550 for more information. interest is payable to you at maturity. you are requesting this change.
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year of reissue your share of all the interest
Table 7-1. Who Pays the Tax on U.S. Savings Bond Interest earned on the bonds that you have not previ-

ously reported. The former co-owner does not
have to include in gross income at the time ofIF ... THEN the interest must be reported by ...
reissue his or her share of the interest earned

you buy a bond in your name and the name of you. that was not reported before the transfer. This
another person as co-owners, using only your interest, however, as well as all interest earned
own funds after the reissue, is income to the former

co-owner.you buy a bond in the name of another person, the person for whom you bought the bond.
This income-reporting rule also applies whenwho is the sole owner of the bond

the bonds are reissued in the name of your
you and another person buy a bond as both you and the other co-owner, in proportion former co-owner and a new co-owner. But the
co-owners, each contributing part of the to the amount each paid for the bond. new co-owner will report only his or her share of
purchase price the interest earned after the transfer.

If bonds that you and a co-owner boughtyou and your spouse, who live in a community you and your spouse. If you file separate
jointly are reissued to each of you separately inproperty state, buy a bond that is community returns, both you and your spouse generally
the same proportion as your contribution to theproperty report one-half of the interest.
purchase price, neither you nor your co-owner
has to report at that time the interest earned
before the bonds were reissued.5. It includes your agreement to: bond is generally taxable to the co-owner who

bought the bond.
a. Report all interest on any bonds ac- Example 1. You and your spouse each

One co-owner’s funds used.  If you usedquired during or after the year of spent an equal amount to buy a $1,000 series
your funds to buy the bond, you must pay the taxchange when the interest is realized EE savings bond. The bond was issued to you
on the interest. This is true even if you let theupon disposition, redemption, or final and your spouse as co-owners. You both post-
other co-owner redeem the bond and keep allmaturity, whichever is earliest, and pone reporting interest on the bond. You later
the proceeds. Under these circumstances, the have the bond reissued as two $500 bonds, oneb. Report all interest on the bonds ac- co-owner who redeemed the bond will receive a in your name and one in your spouse’s name. Atquired before the year of change when Form 1099-INT at the time of redemption and that time neither you nor your spouse has tothe interest is realized upon disposition, must provide you with another Form 1099-INT report the interest earned to the date of reissue.redemption, or final maturity, whichever showing the amount of interest from the bond

is earliest, with the exception of the in- taxable to you. The co-owner who redeemed the Example 2. You bought a $1,000 series EE
terest reported in prior tax years. bond is a “nominee.” See Nominee distributions savings bond entirely with your own funds. The

under How To Report Interest Income in chapter bond was issued to you and your spouse asYou must attach this statement to your tax 1 of Publication 550 for more information about co-owners. You both postpone reporting interestreturn for the year of change, which you must file how a person who is a nominee reports interest on the bond. You later have the bond reissuedby the due date (including extensions). income belonging to another person. as two $500 bonds, one in your name and one in
You can have an automatic extension of 6

your spouse’s name. You must report half theBoth co-owners’ funds used. If you andmonths from the due date of your return for the
interest earned to the date of reissue.the other co-owner each contribute part of theyear of change (excluding extensions) to file the

bond’s purchase price, the interest is generallystatement with an amended return. On the state- Transfer to a trust. If you own series E, series
taxable to each of you, in proportion to thement, type or print “Filed pursuant to section EE, or series I bonds and transfer them to a
amount each of you paid.301.9100-2(b).” To get this extension, you must trust, giving up all rights of ownership, you must

have filed your original return for the year of the include in your income for that year the interestCommunity property. If you and your
change by the due date (including extensions). earned to the date of transfer if you have notspouse live in a community property state and

already reported it. However, if you are consid-hold bonds as community property, one-half ofBy the date you file the original state-
ered the owner of the trust and if the increase inthe interest is considered received by each ofment with your return, you must also
value both before and after the transfer contin-send a signed copy to the address be- you. If you file separate returns, each of you
ues to be taxable to you, you can continue tolow. generally must report one-half of the bond inter-
defer reporting the interest earned each year.Internal Revenue Service est. For more information about community
You must include the total interest in your in-Attention: CC:IT&A (Automatic Rulings property, see Publication 555, Community Prop-
come in the year you cash or dispose of theBranch) erty.
bonds or the year the bonds finally mature,P.O. Box 7604

Table 7-1. These rules are also shown in whichever is earlier.Benjamin Franklin Station
Table 7-1. The same rules apply to previously unre-Washington, DC 20044

ported interest on series EE or series E bonds if
Ownership transferred. If you bought series the transfer to a trust consisted of series HH or

If you use a private delivery service, send the E, series EE, or series I bonds entirely with your series H bonds you acquired in a trade for the
signed copy to the address below. own funds and had them reissued in your series EE or series E bonds. See Savings bonds

co-owner’s name or beneficiary’s name alone, traded, later.Internal Revenue Service
you must include in your gross income for theAttention: CC:IT&A (Automatic Decedents. The manner of reporting interestyear of reissue all interest that you earned onRulings Branch) income on series E, series EE, or series I bonds,these bonds and have not previously reported.Room 5336 after the death of the owner, depends on theBut, if the bonds were reissued in your name1111 Constitution Avenue, NW accounting and income-reporting methods pre-alone, you do not have to report the interestWashington, DC 20224 viously used by the decedent. This is explainedaccrued at that time.

Instead of filing this statement, you can re- in chapter 1 of Publication 550.This same rule applies when bonds (other
quest permission to change from method 2 to than bonds held as community property) are

Savings bonds traded. If you postponed re-method 1 by filing Form 3115, Application for transferred between spouses or incident to di-
porting the interest on your series EE or series EChange in Accounting Method. In that case, vorce.
bonds, you did not recognize taxable incomefollow the form instructions for an automatic

Purchased jointly. If you and a co-owner when you traded the bonds for series HH orchange. No user fee is required.
each contributed funds to buy series E, series series H bonds, unless you received cash in the
EE, or series I bonds jointly and later have theCo-owners. If a U.S. savings bond is issued in trade. (You cannot trade series I bonds for se-
bonds reissued in the co-owner’s name alone,the names of co-owners, such as you and your ries HH bonds. After August 31, 2004, you can-
you must include in your gross income for thechild or you and your spouse, interest on the not trade any other series of bonds for series HH
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bonds.) Any cash you received is income up to plan. The interest shown on your Form Eligible educational institutions. These
the amount of the interest earned on the bonds institutions include most public, private, and1099-INT will not be reduced by the inter-
traded. When your series HH or series H bonds nonprofit universities, colleges, and vocationalest portion of the amount taxable as a
mature, or if you dispose of them before matur- schools that are accredited and eligible to par-distribution from the plan and not taxable
ity, you report as interest the difference between ticipate in student aid programs run by the U.S.as interest. (This amount is generally
their redemption value and your cost. Your cost Department of Education.shown on Form 1099-R, Distributions
is the sum of the amount you paid for the traded From Pensions, Annuities, Retirement or Reduction for certain benefits. You mustseries EE or series E bonds plus any amount Profit-Sharing Plans, IRAs, Insurance reduce your qualified higher educational ex-you had to pay at the time of the trade. Contracts, etc., for the year of distribution.) penses by all of the following tax-free benefits.

Example.  In May 2004, you traded series For more information on including the correct 1. Tax-free part of scholarships and fellow-
EE bonds (on which you postponed reporting amount of interest on your return, see How To ships (see Scholarships and fellowships in
the interest) for $2,500 in series HH bonds and Report Interest Income, later. Publication 550 chapter 12).
$223 in cash. You reported the $223 as taxable includes examples showing how to report these 2. Expenses used to figure the tax-free por-income in 2004, the year of the trade. At the time amounts. tion of distributions from a Coverdell ESA.of the trade, the series EE bonds had accrued

Interest on U.S. savings bonds is ex-interest of $523 and a redemption value of 3. Expenses used to figure the tax-free por-
empt from state and local taxes. The$2,723. You hold the series HH bonds until ma- tion of distributions from a qualified tuition
Form 1099-INT you receive will indi-turity, when you receive $2,500. You must report

TIP
program.

cate the amount that is for U.S. savings bond$300 as interest income in the year of maturity.
4. Any tax-free payments (other than gifts orinterest in box 3.This is the difference between their redemption

inheritances) received for educational ex-value, $2,500, and your cost, $2,200 (the
penses, such asamount you paid for the series EE bonds). (It is Education Savings also the difference between the accrued interest
a. Veterans’ educational assistance bene-of $523 on the series EE bonds and the $223 Bond Program

fits,cash received on the trade.)
You may be able to exclude from income all or b. Qualified tuition reductions, orChoice to report interest in year of trade.
part of the interest you receive on the redemp-You could have chosen to treat all of the previ- c. Employer-provided educational assis-tion of qualified U.S. savings bonds during theously unreported accrued interest on the series tance.year if you pay qualified higher educational ex-EE or series E bonds traded for series HH bonds
penses during the same year. This exclusion isas income in the year of the trade. If you made 5. Any expense used in figuring the American
known as the Education Savings Bond Program.this choice, it is treated as a change from Opportunity and lifetime learning credits.

You do not qualify for this exclusion if yourmethod 1. See Change from method 1 under
filing status is married filing separately.Series EE and series I bonds, earlier. Amount excludable. If the total proceeds

(interest and principal) from the qualified U.S.Form 8815. Use Form 8815 to figure your
Form 1099-INT for U.S. savings bonds inter- savings bonds you redeem during the year areexclusion. Attach the form to your Form 1040 or
est. When you cash a bond, the bank or other not more than your adjusted qualified higherForm 1040A.
payer that redeems it must give you a Form educational expenses for the year, you may be

Qualified U.S. savings bonds. A qualified1099-INT if the interest part of the payment you able to exclude all of the interest. If the proceeds
U.S. savings bond is a series EE bond issuedreceive is $10 or more. Box 3 of your Form are more than the expenses, you may be able to
after 1989 or a series I bond. The bond must be1099-INT should show the interest as the differ- exclude only part of the interest.
issued either in your name (sole owner) or inence between the amount you received and the To determine the excludable amount, multi-
your and your spouse’s names (co-owners).amount paid for the bond. However, your Form ply the interest part of the proceeds by a fraction.
You must be at least 24 years old before the1099-INT may show more interest than you The numerator of the fraction is the qualified
bond’s issue date. For example, a bond boughthave to include on your income tax return. For higher educational expenses you paid during
by a parent and issued in the name of his or herexample, this may happen if any of the following the year. The denominator of the fraction is the
child under age 24 does not qualify for the exclu-are true. total proceeds you received during the year.
sion by the parent or child.• You chose to report the increase in the

Example. In February 2011, Mark andThe issue date of a bond may be earlierredemption value of the bond each year.
Joan, a married couple, cashed a qualified se-than the date the bond is purchasedThe interest shown on your Form
ries EE U.S. savings bond they bought in Aprilbecause the issue date assigned to a1099-INT will not be reduced by amounts CAUTION

!
1997. They received proceeds of $8,124 repre-bond is the first day of the month in which it ispreviously included in income.
senting principal of $5,000 and interest ofpurchased.• You received the bond from a decedent. $3,124. In 2011, they paid $4,000 of their daugh-

The interest shown on your Form ter’s college tuition. They are not claiming anBeneficiary. You can designate any individual1099-INT will not be reduced by any inter- education credit for that amount, and their
(including a child) as a beneficiary of the bond.est reported by the decedent before death, daughter does not have any tax-free educational

or on the decedent’s final return, or by the Verification by IRS. If you claim the exclu- assistance. They can exclude $1,538 ($3,124 ×
estate on the estate’s income tax return. sion, the IRS will check it by using bond redemp- ($4,000 ÷ $8,124)) of interest in 2011. They

tion information from the Department of the must pay tax on the remaining $1,586 ($3,124 −• Ownership of the bond was transferred.
$1,538) interest.Treasury.The interest shown on your Form

1099-INT will not be reduced by interest Modified adjusted gross income limit.Qualified expenses. Qualified higher edu-
that accrued before the transfer. The interest exclusion is limited if your modifiedcational expenses are tuition and fees required

adjusted gross income (modified AGI) is:for you, your spouse, or your dependent (for• You were named as a co-owner, and the
other co-owner contributed funds to buy whom you claim an exemption) to attend an • $71,100 to $86,100 for taxpayers filing sin-
the bond. The interest shown on your eligible educational institution. gle or head of household, and
Form 1099-INT will not be reduced by the Qualified expenses include any contribution

• $106,650 to $136,650 for married taxpay-amount you received as nominee for the you make to a qualified tuition program or to a
ers filing jointly or for a qualifyingother co-owner. (See Co-owners, earlier in Coverdell education savings account.
widow(er) with dependent child.this chapter, for more information about Qualified expenses do not include expenses

the reporting requirements.) for room and board or for courses involving You do not qualify for the interest exclusion if
sports, games, or hobbies that are not part of a your modified AGI is equal to or more than the• You received the bond in a taxable distri-
degree or certificate granting program.bution from a retirement or profit-sharing upper limit for your filing status.
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Modified AGI, for purposes of this exclusion, ranging up to 10 years. Maturity periods for State or Local
is adjusted gross income (Form 1040A, line 21 Treasury bonds are longer than 10 years. Both

Government Obligationsor Form 1040, line 37) figured before the interest generally are issued in denominations of $100 to
exclusion, and modified by adding back any: $1 million and generally pay interest every 6

Interest on a bond used to finance government
months. Generally, you report this interest for1. Foreign earned income exclusion, operations generally is not taxable if the bond is
the year paid. For more information, see U.S. issued by a state, the District of Columbia, a2. Foreign housing exclusion and deduction, Treasury Bills, Notes, and Bonds in chapter 1 of possession of the United States, or any of their

3. Exclusion of income for bona fide residents Publication 550. political subdivisions.
of American Samoa, Bonds issued after 1982 (including tribal ec-For other information on Treasury

onomic development bonds issued after Febru-4. Exclusion for income from Puerto Rico, notes or bonds, write to:
ary 17, 2009) by an Indian tribal government are

5. Exclusion for adoption benefits received treated as issued by a state. Interest on theseBureau of The Public Debtunder an employer’s adoption assistance bonds is generally tax exempt if the bonds are
P.O. Box 7015program, part of an issue of which substantially all pro-
Parkersburg, WV 26106-7015 ceeds are to be used in the exercise of any6. Deduction for tuition and fees,

essential government function.Or, on the Internet, visit: www.
7. Deduction for student loan interest, and For information on federally guaranteedtreasurydirect.gov/write.htm.

bonds, mortgage revenue bonds, arbitrage8. Deduction for domestic production activi-
bonds, private activity bonds, qualified tax creditties.
bonds, and Build America bonds, see State or

For information on series EE, series I, andUse the worksheet in the instructions for line Local Government Obligations in chapter 1 of
9, Form 8815, to figure your modified AGI. If you series HH savings bonds, see U.S. Savings Publication 550.
claim any of the exclusion or deduction items Bonds, earlier.

Information reporting requirement. If youlisted above (except items 6 and 7), add the
Treasury inflation-protected securities must file a tax return, you are required to showamount of the exclusion or deduction (except

(TIPS). These securities pay interest twice a any tax-exempt interest you received on yourany deduction for student loan interest or do-
return. This is an information-reporting require-year at a fixed rate, based on a principal amountmestic production activities) to the amount on
ment only. It does not change tax-exempt inter-adjusted to take into account inflation and defla-line 5 of the worksheet, and enter the total on
est to taxable interest.Form 8815, line 9, as your modified AGI. tion. For the tax treatment of these securities,

If you have investment interest expense in- see Inflation-Indexed Debt Instruments under
curred to earn royalties and other investment Original Issue Discount (OID), in Publication Original Issue Discount
income, see Education Savings Bond Program 550. (OID)in chapter 1 of Publication 550.

Recordkeeping. If you claim the inter- Original issue discount (OID) is a form of inter-Bonds Sold Between
est exclusion, you must keep a written est. You generally include OID in your income asInterest Datesrecord of the qualified U.S. savings it accrues over the term of the debt instrument,RECORDS

bonds you redeem. Your record must include whether or not you receive any payments from
If you sell a bond between interest paymentthe serial number, issue date, face value, and the issuer.
dates, part of the sales price represents interesttotal redemption proceeds (principal and inter- A debt instrument generally has OID when

est) of each bond. You can use Form 8818 to accrued to the date of sale. You must report that the instrument is issued for a price that is less
record this information. You should also keep part of the sales price as interest income for the than its stated redemption price at maturity. OID
bills, receipts, canceled checks, or other docu- is the difference between the stated redemptionyear of sale.
mentation that shows you paid qualified higher price at maturity and the issue price.If you buy a bond between interest paymenteducational expenses during the year. All debt instruments that pay no interest

dates, part of the purchase price represents before maturity are presumed to be issued at a
interest accrued before the date of purchase. discount. Zero coupon bonds are one exampleU.S. Treasury Bills, When that interest is paid to you, treat it as a of these instruments.
return of your capital investment, rather than The OID accrual rules generally do not applyNotes, and Bonds
interest income, by reducing your basis in the to short-term obligations (those with a fixed ma-

Treasury bills, notes, and bonds are direct debts turity date of 1 year or less from date of issue).bond. See Accrued interest on bonds under
(obligations) of the U.S. Government. See Discount on Short-Term Obligations inHow To Report Interest Income in chapter 1 of

chapter 1 of Publication 550.Publication 550 for information on reporting theTaxation of interest. Interest income from
payment.Treasury bills, notes, and bonds is subject to De minimis OID. You can treat the discount

federal income tax but is exempt from all state as zero if it is less than one-fourth of 1% (.0025)
and local income taxes. You should receive of the stated redemption price at maturity multi-Insurance
Form 1099-INT showing the interest (in box 3) plied by the number of full years from the date of

Life insurance proceeds paid to you as benefi-paid to you for the year. original issue to maturity. This small discount is
Payments of principal and interest generally known as “de minimis” OID.ciary of the insured person are usually not tax-

will be credited to your designated checking or able. But if you receive the proceeds in
savings account by direct deposit through the Example 1. You bought a 10-year bond withinstallments, you must usually report a part of
TreasuryDirect® system. a stated redemption price at maturity of $1,000,each installment payment as interest income.

issued at $980 with OID of $20. One-fourth ofTreasury bills. These bills generally have a For more information about insurance pro- 1% of $1,000 (stated redemption price) times 10
4-week, 13-week, 26-week, or 52-week maturity ceeds received in installments, see Publication (the number of full years from the date of original
period. They are issued at a discount in the 525, Taxable and Nontaxable Income. issue to maturity) equals $25. Because the $20
amount of $100 and multiples of $100. The dif-

discount is less than $25, the OID is treated as
ference between the discounted price you pay

zero. (If you hold the bond at maturity, you willAnnuity. If you buy an annuity with life insur-for the bills and the face value you receive at
recognize $20 ($1,000 − $980) of capital gain.)

maturity is interest income. Generally, you re- ance proceeds, the annuity payments you re-
port this interest income when the bill is paid at ceive are taxed as pension and annuity income Example 2. The facts are the same as in
maturity. from a nonqualified plan, not as interest income. Example 1, except that the bond was issued at

See chapter 10 for information on pension andTreasury notes and bonds. Treasury $950. The OID is $50. Because the $50 discount
annuity income from nonqualified plans.notes have maturity periods of more than 1 year, is more than the $25 figured in Example 1, you
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must include the OID in income as it accrues 6 of Form 1099-OID if either of the following and interest would be due on August 31, 2011.
over the term of the bond. apply. In 2011, you received $2,508.80 ($2,000 princi-

pal and $508.80 interest). If you use the cashDebt instrument bought after original is- • You bought the debt instrument after its
method, you must include in income on yoursue. If you buy a debt instrument with de original issue and paid a premium or an
2011 return the $508.80 interest you received inminimis OID at a premium, the discount is not acquisition premium.
that year.includible in income. If you buy a debt instrument • The debt instrument is a stripped bond or

with de minimis OID at a discount, the discount Constructive receipt. You constructivelya stripped coupon (including certain zero
is reported under the market discount rules. See receive income when it is credited to your ac-coupon instruments).
Market Discount Bonds in chapter 1 of Publica- count or made available to you. You do not need

For information about figuring the correcttion 550. to have physical possession of it. For example,
amount of OID to include in your income, see you are considered to receive interest, divi-Exceptions to reporting OID. The OID rules Figuring OID on Long-Term Debt Instruments in dends, or other earnings on any deposit or ac-discussed in this chapter do not apply to the Publication 1212. count in a bank, savings and loan, or similarfollowing debt instruments. 

financial institution, or interest on life insurance
Refiguring periodic interest shown on Form policy dividends left to accumulate, when they1. Tax-exempt obligations. (However, see
1099-OID. If you disposed of a debt instrument are credited to your account and subject to yourStripped tax-exempt obligations under
or acquired it from another holder during the withdrawal. This is true even if they are not yetStripped Bonds and Coupons in chapter 1
year, see Bonds Sold Between Interest Dates, entered in your passbook.of Publication 550).
earlier, for information about the treatment of

You constructively receive income on the2. U.S. savings bonds. periodic interest that may be shown in box 2 of
deposit or account even if you must:Form 1099-OID for that instrument.3. Short-term debt instruments (those with a • Make withdrawals in multiples of evenfixed maturity date of not more than 1 year Certificates of deposit (CDs). If you buy a amounts,from the date of issue). CD with a maturity of more than 1 year, you must

• Give a notice to withdraw before makinginclude in income each year a part of the total4. Obligations issued by an individual before
the withdrawal,interest due and report it in the same manner asMarch 2, 1984.

other OID. • Withdraw all or part of the account to with-5. Loans between individuals if all the follow- This also applies to similar deposit arrange- draw the earnings, oring are true. ments with banks, building and loan associa-
• Pay a penalty on early withdrawals, unlesstions, etc., including:a. The lender is not in the business of the interest you are to receive on an early

lending money. • Time deposits, withdrawal or redemption is substantially
b. The amount of the loan, plus the less than the interest payable at maturity.• Bonus plans,

amount of any outstanding prior loans • Savings certificates,between the same individuals, is
Accrual method. If you use an accrual

$10,000 or less. • Deferred income certificates, method, you report your interest income when
c. Avoiding any federal tax is not one of you earn it, whether or not you have received it.• Bonus savings certificates, and

the principal purposes of the loan. Interest is earned over the term of the debt• Growth savings certificates. instrument.

Bearer CDs. CDs issued after 1982 gener-Form 1099-OID. The issuer of the debt instru- Example. If, in the previous example, you
ally must be in registered form. Bearer CDs arement (or your broker if you held the instrument use an accrual method, you must include the
CDs not in registered form. They are not issuedthrough a broker) should give you Form interest in your income as you earn it. You would
in the depositor’s name and are transferable1099-OID, Original Issue Discount, or a similar report the interest as follows: 2009, $80; 2010,
from one individual to another.statement, if the total OID for the calendar year $249.60; and 2011, $179.20.

Banks must provide the IRS and the personis $10 or more. Form 1099-OID will show, in box
redeeming a bearer CD with a Form 1099-INT.1, the amount of OID for the part of the year that

Coupon bonds. Interest on coupon bonds isyou held the bond. It also will show, in box 2, the
taxable in the year the coupon becomes due andMore information. See chapter 1 of Publica-stated interest you must include in your income.
payable. It does not matter when you mail thetion 550 for more information about OID andA copy of Form 1099-OID will be sent to the IRS.
coupon for payment.related topics, such as market discount bonds.Do not file your copy with your return. Keep it for

your records.
In most cases, you must report the entire

amount in boxes 1 and 2 of Form 1099-OID as
interest income. But see Refiguring OID shown When To Report How To Report
on Form 1099-OID, later in this discussion, for
more information. Interest Income Interest Income
Form 1099-OID not received. If you had OID When to report your interest income depends on Generally, you report all your taxable interest
for the year but did not receive a Form 1099-OID whether you use the cash method or an accrual income on Form 1040, line 8a; Form 1040A, line
you can find tables on IRS.gov that list total OID method to report income. 8a; or Form 1040EZ, line 2.on certain debt instruments and have informa-

You cannot use Form 1040EZ if your interesttion that will help you figure OID. The tables are Cash method. Most individual taxpayers use
income is more than $1,500. Instead, you mustavailable at www.irs.gov/formspubs/article/ the cash method. If you use this method, you
use Form 1040A or Form 1040.0,,id=213465,00.html. If your debt instrument is generally report your interest income in the year

not listed, consult the issuer for further informa- in which you actually or constructively receive it.
Form 1040A. You must complete Schedule Btion about the accrued OID for the year. However, there are special rules for reporting
(Form 1040A or 1040) if you file Form 1040Athe discount on certain debt instruments. SeeNominee. If someone else is the holder of and any of the following are true. U.S. Savings Bonds and Original Issue Dis-record (the registered owner) of an OID instru-

count, earlier.ment belonging to you and receives a Form 1. Your taxable interest income is more than
1099-OID on your behalf, that person must give $1,500.

Example. On September 1, 2009, youyou a Form 1099-OID.
2. You are claiming the interest exclusionloaned another individual $2,000 at 12%, com-

under the Education Savings Bond Pro-Refiguring OID shown on Form 1099-OID. pounded annually. You are not in the business
gram (discussed earlier).You must refigure the OID shown in box 1 or box of lending money. The note stated that principal
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3. You received interest from a 8. You are reporting OID in an amount less taxes.” To take the credit, you may have to file
than the amount shown on Form Form 1116, Foreign Tax Credit. For more infor-seller-financed mortgage, and the buyer
1099-OID. mation, see Publication 514, Foreign Tax Creditused the property as a home.

for Individuals.
9. Statement (2) in the preceding list under4. You received a Form 1099-INT for U.S.

Form 1040 is true. U.S. savings bond interest previously re-savings bond interest that includes
ported. If you received a Form 1099-INT foramounts you reported before 2011. In Part I, line 1, list each payer’s name and the
U.S. savings bond interest, the form may show

amount received from each. If you received a5. You received, as a nominee, interest that interest you do not have to report. See Form
Form 1099-INT or Form 1099-OID from a bro-actually belongs to someone else. 1099-INT for U.S. savings bonds interest, ear-
kerage firm, list the brokerage firm as the payer.

lier, under U.S. Savings Bonds.6. You received a Form 1099-INT for interest
Reporting tax-exempt interest. Total your On Schedule B (Form 1040A or 1040), Part I,on frozen deposits.

tax-exempt interest (such as interest or accrued line 1, report all the interest shown on your Form
7. You are reporting OID in an amount less OID on certain state and municipal bonds, in- 1099-INT. Then follow these steps.

than the amount shown on Form cluding tax-exempt interest on zero coupon mu-
1099-OID. 1. Several lines above line 2, enter a subtotalnicipal bonds) and exempt-interest dividends

of all interest listed on line 1.from a mutual fund as shown in box 8 of Form8. You received a Form 1099-INT for interest
1099-INT. Add this amount to any otheron a bond you bought between interest 2. Below the subtotal enter “U.S. Savings
tax-exempt interest you received. Report thepayment dates. Bond Interest Previously Reported” and
total on line 8b of Form 1040A or 1040. If you file enter amounts previously reported or inter-9. You acquired taxable bonds after 1987 Form 1040EZ, enter “TEI” and the amount in the est accrued before you received the bond.and choose to reduce interest income from space to the left of line 2. Do not add tax-exempt

the bonds by any amortizable bond pre- 3. Subtract these amounts from the subtotalinterest in the total on Form 1040EZ, line 2.
mium (see Bond Premium Amortization in and enter the result on line 2.Box 9 shows the tax-exempt interest subject
chapter 3 of Publication 550). to the alternative minimum tax on Form 6251,

More information. For more informationAlternative Minimum Tax—Individuals. It is al-List each payer’s name and the amount of inter-
about how to report interest income, see chapterready included in the amount in box 8. Do notest income received from each payer on line 1. If
1 of Publication 550 or the instructions for theadd the amount in box 9 to, or subtract from, theyou received a Form 1099-INT or Form
form you must file.amount in box 8.1099-OID from a brokerage firm, list the broker-

age firm as the payer. Do not report interest from an individ-
You cannot use Form 1040A if you must use ual retirement account (IRA) as

Form 1040, as described next. tax-exempt interest.CAUTION
!

Form 1040. You must use Form 1040 instead Form 1099-INT. Your taxable interest income,
of Form 1040A or Form 1040EZ if: except for interest from U.S. savings bonds and 8.

Treasury obligations, is shown in box 1 of Form1. You forfeited interest income because of
1099-INT. Add this amount to any other taxablethe early withdrawal of a time deposit;
interest income you received. You must report

2. You acquired taxable bonds after 1987, all of your taxable interest income even if you do Dividends and
you choose to reduce interest income from not receive a Form 1099-INT. Contact your fi-
the bonds by any amortizable bond pre- nancial institution if you do not receive a Form Othermium, and you are deducting the excess of 1099-INT by February 15. Your identifying num-
bond premium amortization for the accrual ber may be truncated on any paper Form
period over the qualified stated interest for 1099-INT you receive for 2011. Distributions
the period (see Bond Premium Amortiza- If you forfeited interest income because of
tion in chapter 3 of Publication 550); or the early withdrawal of a time deposit, the de-

ductible amount will be shown on Form3. You received tax-exempt interest from pri- Reminder1099-INT in box 2. See Penalty on early with-vate activity bonds issued after August 7,
drawal of savings in chapter 1 of Publication1986.
550. Foreign-source income. If you are a U.S. citi-

Box 3 of Form 1099-INT shows the interest zen with dividend income from sources outsideSchedule B. You must complete Schedule
income you received from U.S. savings bonds, the United States (foreign-source income), youB (Form 1040A or 1040) if you file Form 1040
Treasury bills, Treasury notes, and Treasury must report that income on your tax return un-and any of the following apply.
bonds. Add the amount shown in box 3 to any less it is exempt by U.S. law. This is true whether
other taxable interest income you received, un-1. Your taxable interest income is more than you reside inside or outside the United States
less part of the amount in box 3 was previously$1,500. and whether or not you receive a Form 1099
included in your interest income. If part of the from the foreign payer.2. You are claiming the interest exclusion amount shown in box 3 was previously included

under the Education Savings Bond Pro- in your interest income, see U.S. savings bond
gram (discussed earlier). interest previously reported, later.

Box 4 of Form 1099-INT (federal income tax3. You received interest from a Introductionwithheld) will contain an amount if you wereseller-financed mortgage, and the buyer
subject to backup withholding. Report theused the property as a home. This chapter discusses the tax treatment of:
amount from box 4 on Form 1040EZ, line 7; on

4. You received a Form 1099-INT for U.S. • Ordinary dividends,Form 1040A, line 36; or on Form 1040, line 62
savings bond interest that includes

(federal income tax withheld). • Capital gain distributions,amounts you reported before 2011.
Box 5 of Form 1099-INT shows investment • Nondividend distributions, and5. You received, as a nominee, interest that expenses you may be able to deduct as an

actually belongs to someone else. itemized deduction. See chapter 28 for more • Other distributions you may receive from a
information about investment expenses. corporation or a mutual fund.6. You received a Form 1099-INT for interest

If there are entries in boxes 6 and 7 of Form
on frozen deposits.

1099-INT, you must file Form 1040. You may be This chapter also explains how to report divi-
7. You received a Form 1099-INT for interest able to take a credit for the amount shown in box dend income on your tax return.

on a bond you bought between interest 6 (foreign tax paid) unless you deduct this   Dividends are distributions of money, stock,
payment dates. amount on Schedule A of Form 1040 as “Other or other property paid to you by a corporation or
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by a mutual fund. You also may receive divi- dividends must withhold, as income tax, 28% of
dends through a partnership, an estate, a trust, the amount you are paid. Ordinary Dividendsor an association that is taxed as a corporation. Backup withholding may also be required if
However, some amounts you receive that are the IRS has determined that you underreported Ordinary (taxable) dividends are the most com-called dividends are actually interest income. your interest or dividend income. For more infor- mon type of distribution from a corporation or a(See Dividends that are actually interest under mation, see Backup Withholding in chapter 4. mutual fund. They are paid out of earnings andTaxable Interest in chapter 7.)

profits and are ordinary income to you. ThisMost distributions are paid in cash (or Stock certificate in two or more names. If means they are not capital gains. You can as-check). However, distributions can consist of two or more persons hold stock as joint tenants, sume that any dividend you receive on commonmore stock, stock rights, other property, or serv- tenants by the entirety, or tenants in common, or preferred stock is an ordinary dividend unlessices.
each person’s share of any dividends from the the paying corporation or mutual fund tells you
stock is determined by local law. otherwise. Ordinary dividends will be shown in

Useful Items box 1a of the Form 1099-DIV you receive.
You may want to see: Form 1099-DIV. Most corporations and mu-

tual funds use Form 1099-DIV, Dividends and Qualified DividendsPublication Distributions, to show you the distributions you
received from them during the year. Keep this❏ 514 Foreign Tax Credit for Individuals Qualified dividends are the ordinary dividends
form with your records. You do not have to subject to the same 0% or 15% maximum tax❏ 550 Investment Income and Expenses
attach it to your tax return. rate that applies to net capital gain. They should

be shown in box 1b of the Form 1099-DIV youForm (and Instructions) Dividends not reported on Form 1099-DIV.
receive.Even if you do not receive Form 1099-DIV, you

❏ Schedule B (Form 1040A or 1040) Qualified dividends are subject to the 15%must still report all your taxable dividend in-Interest and Ordinary Dividends rate if the regular tax rate that would apply iscome. For example, you may receive distributive
25% or higher. If the regular tax rate that wouldshares of dividends from partnerships or S cor-
apply is lower than 25%, qualified dividends areporations. These dividends are reported to you
subject to the 0% rate.on Schedule K-1 (Form 1065) and Schedule K-1

To qualify for the 0% or 15% maximum rate,(Form 1120S).General Information
all of the following requirements must be met.

Reporting tax withheld. If tax is withheld
This section discusses general rules for divi- • The dividends must have been paid by afrom your dividend income, the payer must give
dend income. U.S. corporation or a qualified foreign cor-you a Form 1099-DIV that indicates the amount

poration. (See Qualified foreign corpora-withheld.Tax on investment income of certain chil- tion, later.)
dren. Part of a child’s 2011 investment income Nominees. If someone receives distribu-

• The dividends are not of the type listedmay be taxed at the parent’s tax rate. If it is, tions as a nominee for you, that person will give
later under Dividends that are not qualifiedForm 8615, Tax for Certain Children Who Have you a Form 1099-DIV, which will show distribu-
dividends.Investment Income of More Than $1,900, must tions received on your behalf.

be completed and attached to the child’s tax • You meet the holding period (discussed
return. If not, Form 8615 is not required and the Form 1099-MISC. Certain substitute pay- next).
child’s income is taxed at his or her own tax rate. ments in lieu of dividends or tax-exempt interest

Some parents can choose to include the received by a broker on your behalf must be Holding period. You must have held the stockchild’s interest and dividends on the parent’s reported to you on Form 1099-MISC, Miscella- for more than 60 days during the 121-day periodreturn if certain requirements are met. Use Form neous Income, or a similar statement. See Re- that begins 60 days before the ex-dividend date.8814, Parents’ Election To Report Child’s Inter-
porting Substitute Payments under Short Sales The ex-dividend date is the first date followingest and Dividends, for this purpose.
in chapter 4 of Publication 550 for more informa- the declaration of a dividend on which the buyerFor more information about the tax on invest-
tion about reporting these payments. of a stock is not entitled to receive the nextment income of children and the parents’ elec-

dividend payment. Instead, the seller will get thetion, see chapter 30.
Incorrect amount shown on a Form 1099. If dividend.
you receive a Form 1099 that shows an incorrectBeneficiary of an estate or trust. Dividends When counting the number of days you held
amount (or other incorrect information), youand other distributions you receive as a benefi- the stock, include the day you disposed of the
should ask the issuer for a corrected form. Theciary of an estate or trust are generally taxable stock, but not the day you acquired it. See the
new Form 1099 you receive will be marked “Cor-income. You should receive a Schedule K-1 examples later.
rected.”(Form 1041), Beneficiary’s Share of Income,

Exception for preferred stock. In the caseDeductions, Credits, etc., from the fiduciary.
of preferred stock, you must have held the stockYour copy of Schedule K-1 and its instructions Dividends on stock sold. If stock is sold,
more than 90 days during the 181-day periodwill tell you where to report the income on your exchanged, or otherwise disposed of after a
that begins 90 days before the ex-dividend dateForm 1040. dividend is declared but before it is paid, the
if the dividends are due to periods totaling more

owner of record (usually the payee shown on the
than 366 days. If the preferred dividends are dueSocial security number (SSN).  You must dividend check) must include the dividend in to periods totaling less than 367 days, the hold-give your name and SSN (or individual taxpayer income. ing period in the previous paragraph applies.identification number (ITIN)) to any person re-

quired by federal tax law to make a return, state-
Dividends received in January. If a mutual Example 1. You bought 5,000 shares ofment, or other document that relates to you. This
fund (or other regulated investment company) or XYZ Corp. common stock on July 8, 2011. XYZincludes payers of dividends. If you do not give
real estate investment trust (REIT) declares a Corp. paid a cash dividend of 10 cents peryour SSN or ITIN to the payer of dividends, you
dividend (including any exempt-interest divi- share. The ex-dividend date was July 15, 2011.may have to pay a penalty.
dend or capital gain distribution) in October, Your Form 1099-DIV from XYZ Corp. showsFor more information on SSNs and ITINs,
November, or December payable to sharehold- $500 in box 1a (ordinary dividends) and in boxsee Social Security Number in chapter 1.
ers of record on a date in one of those months 1b (qualified dividends). However, you sold the
but actually pays the dividend during January ofBackup withholding. Your dividend income 5,000 shares on August 11, 2011. You held your
the next calendar year, you are considered tois generally not subject to regular withholding. shares of XYZ Corp. for only 34 days of the
have received the dividend on December 31.However, it may be subject to backup withhold- 121-day period (from July 9, 2011, through Au-
You report the dividend in the year it was de-ing to ensure that income tax is collected on the gust 11, 2011). The 121-day period began on
clared.income. Under backup withholding, the payer of May 16, 2011 (60 days before the ex-dividend
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date), and ended on September 13, 2011. You the dividends are paid or during its previous tax Table 8-1. Income Tax Treaties
have no qualified dividends from XYZ Corp. be- year.
cause you held the XYZ stock for less than 61 Income tax treaties the United States hasReadily tradable stock. Any stock (such as
days. with the following countries satisfycommon, ordinary stock, or preferred stock) or requirement (2) under Qualified foreign

an American depositary receipt in respect of that corporation.Example 2. Assume the same facts as in
stock is considered to satisfy requirement (3) if it

Example 1 except that you bought the stock on
Australia Indonesia Romaniais listed on one of the following securities mar-

July 14, 2011 (the day before the ex-dividend
kets: the New York Stock Exchange, the Austria Ireland Russiandate), and you sold the stock on September 15,
NASDAQ Stock Market, the American Stock Ex- Bangladesh Israel Federation2011. You held the stock for 63 days (from July
change, the Boston Stock Exchange, the Cincin- Barbados Italy Slovak15, 2011, through September 15, 2011). The
nati Stock Exchange, the Chicago Stock Belgium Jamaica Republic$500 of qualified dividends shown in box 1b of
Exchange, the Philadelphia Stock Exchange, or Bulgaria Japan Sloveniayour Form 1099-DIV are all qualified dividends
the Pacific Exchange, Inc. Canada Kazakhstan South Africabecause you held the stock for 61 days of the

China Korea Spain121-day period (from July 15, 2011, through Dividends that are not qualified dividends.
Cyprus Latvia Sri LankaSeptember 13, 2011). The following dividends are not qualified divi-
Czech Lithuania Swedendends. They are not qualified dividends even if
Republic Luxembourg SwitzerlandExample 3. You bought 10,000 shares of they are shown in box 1b of Form 1099-DIV.

Denmark Malta ThailandABC Mutual Fund common stock on July 8, • Capital gain distributions. Egypt Mexico Trinidad and2011. ABC Mutual Fund paid a cash dividend of
Estonia Morocco Tobago10 cents a share. The ex-dividend date was July • Dividends paid on deposits with mutual
Finland Netherlands Tunisia15, 2011. The ABC Mutual Fund advises you savings banks, cooperative banks, credit
France New Zealand Turkeythat the portion of the dividend eligible to be unions, U.S. building and loan associa-

treated as qualified dividends equals 2 cents per tions, U.S. savings and loan associations, Germany Norway Ukraine
share. Your Form 1099-DIV from ABC Mutual federal savings and loan associations, and Greece Pakistan United
Fund shows total ordinary dividends of $1,000 similar financial institutions. (Report these Hungary Philippines Kingdom
and qualified dividends of $200. However, you amounts as interest income.) Iceland Poland Venezuela
sold the 10,000 shares on August 11, 2011. You India Portugal• Dividends from a corporation that is a
have no qualified dividends from ABC Mutual

tax-exempt organization or farmer’s coop-
Fund because you held the ABC Mutual Fund

erative during the corporation’s tax year in
stock for less than 61 days.

which the dividends were paid or during
Holding period reduced where risk of loss the corporation’s previous tax year. Dividends Used to Buy

is diminished. When determining whether • Dividends paid by a corporation on em- More Stockyou met the minimum holding period discussed
ployer securities held on the date of record

earlier, you cannot count any day during which
by an employee stock ownership plan The corporation in which you own stock mayyou meet any of the following conditions.
(ESOP) maintained by that corporation. have a dividend reinvestment plan. This plan

1. You had an option to sell, were under a lets you choose to use your dividends to buy• Dividends on any share of stock to the
contractual obligation to sell, or had made (through an agent) more shares of stock in theextent you are obligated (whether under a
(and not closed) a short sale of substan- corporation instead of receiving the dividends inshort sale or otherwise) to make related
tially identical stock or securities. cash. Most mutual funds also permit sharehold-payments for positions in substantially

ers to automatically reinvest distributions insimilar or related property.2. You were grantor (writer) of an option to
more shares in the fund, instead of receivingbuy substantially identical stock or securi- • Payments in lieu of dividends, but only if cash. If you use your dividends to buy moreties. you know or have reason to know the pay- stock at a price equal to its fair market value, you

ments are not qualified dividends.3. Your risk of loss is diminished by holding still must report the dividends as income.
one or more other positions in substantially • Payments shown in Form 1099-DIV, box If you are a member of a dividend reinvest-
similar or related property. 1b, from a foreign corporation to the extent ment plan that lets you buy more stock at a price

you know or have reason to know the pay-For information about how to apply condition less than its fair market value, you must report
ments are not qualified dividends.(3), see Regulations section 1.246-5. as dividend income the fair market value of the

additional stock on the dividend payment date.Qualified foreign corporation. A foreign cor-
You also must report as dividend income anyporation is a qualified foreign corporation if it

service charge subtracted from your cash divi-meets any of the following conditions. 
dends before the dividends are used to buy the

1. The corporation is incorporated in a U.S. additional stock. But you may be able to deduct
possession. the service charge. See chapter 28 for more

information about deducting expenses of pro-2. The corporation is eligible for the benefits
ducing income.of a comprehensive income tax treaty with

In some dividend reinvestment plans, youthe United States that the Treasury De-
can invest more cash to buy shares of stock at apartment determines is satisfactory for this
price less than fair market value. If you choosepurpose and that includes an exchange of
to do this, you must report as dividend incomeinformation program. For a list of those
the difference between the cash you invest andtreaties, seeTable 8-1.
the fair market value of the stock you buy. When3. The corporation does not meet (1) or (2)
figuring this amount, use the fair market value ofabove, but the stock for which the dividend
the stock on the dividend payment date.is paid is readily tradable on an estab-

lished securities market in the United
States. See Readily tradable stock, later. Money Market Funds

Report amounts you receive from money marketException. A corporation is not a qualified
funds as dividend income. Money market fundsforeign corporation if it is a passive foreign in-

vestment company during its tax year in which are a type of mutual fund and should not be
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you have held the stock. See Holding Period in (the redemption premium) generally is taxableconfused with bank money market accounts that
chapter 14. as a constructive distribution of additional stockpay interest. 

on the preferred stock. For more information,
Example. You bought stock in 1998 for see chapter 1 of Publication 550.

$100. In 2001, you received a nondividend dis-
tribution of $80. You did not include this amount Basis. Your basis in stock or stock rights re-Capital Gain in your income, but you reduced the basis of ceived in a taxable distribution is their fair market
your stock to $20. You received a nondividend value when distributed. If you receive stock orDistributions distribution of $30 in 2011. The first $20 of this stock rights that are not taxable to you, see
amount reduced your basis to zero. You report Stocks and Bonds under Basis of Investment

Capital gain distributions (also called capital the other $10 as a long-term capital gain for Property in chapter 4 of Publication 550 for infor-
gain dividends) are paid to you or credited to 2011. You must report as a long-term capital mation on how to figure their basis.
your account by mutual funds (or other regu- gain any nondividend distribution you receive on
lated investment companies) and real estate this stock in later years. Fractional shares. You may not own enoughinvestment trusts (REITs). They will be shown in

stock in a corporation to receive a full share ofbox 2a of the Form 1099-DIV you receive from
stock if the corporation declares a stock divi-Liquidating Distributionsthe mutual fund or REIT.
dend. However, with the approval of the share-Report capital gain distributions as long-term  Liquidating distributions, sometimes called liq- holders, the corporation may set up a plan incapital gains, regardless of how long you owned uidating dividends, are distributions you receive which fractional shares are not issued but in-your shares in the mutual fund or REIT. during a partial or complete liquidation of a cor- stead are sold, and the cash proceeds are given

poration. These distributions are, at least in part,Undistributed capital gains of mutual funds to the shareholders. Any cash you receive for
one form of a return of capital. They may be paidand REITs. Some mutual funds and REITs fractional shares under such a plan is treated as
in one or more installments. You will receivekeep their long-term capital gains and pay tax on an amount realized on the sale of the fractional
Form 1099-DIV from the corporation showingthem. You must treat your share of these gains shares. Report this transaction on Form 8949,
you the amount of the liquidating distribution inas distributions, even though you did not actu- Sales and Other Dispositions of Capital Assets.
box 8 or 9.ally receive them. However, they are not in- Enter your gain or loss, the difference between

For more information on liquidating distribu-cluded on Form 1099-DIV. Instead, they are the cash you receive and the basis of the frac-
tions, see chapter 1 of Publication 550.reported to you in box 1a of Form 2439, Notice tional shares sold, in column (h) of Schedule D

to Shareholder of Undistributed Long-Term in Part I or Part II, whichever is appropriate.
Capital Gains.

Report these transactions on FormReport undistributed capital gains (box 1a of
8949 with the correct box (A, B, or C)Form 2439) as long-term capital gains on Distributions of Stock checked.CAUTION

!
Schedule D (Form 1040), column (h), line 11. and Stock RightsThe tax paid on these gains by the mutual For more information on Form 8949 and
fund or REIT is shown in box 2 of Form 2439. Schedule D (Form 1040), see chapter 4 of Publi-  Distributions by a corporation of its own stockYou take credit for this tax by including it on cation 550. Also, see the Instructions for Sched-are commonly known as stock dividends. StockForm 1040, line 71, and checking box a on that ule D.rights (also known as “stock options”) are distri-line. Attach Copy B of Form 2439 to your return, butions by a corporation of rights to acquire theand keep Copy C for your records. Example. You own one share of commoncorporation’s stock. Generally, stock dividends

stock that you bought on January 3, 2002, forBasis adjustment. Increase your basis in and stock rights are not taxable to you, and you
$100. The corporation declared a common stockyour mutual fund, or your interest in a REIT, by do not report them on your return.
dividend of 5% on June 30, 2011. The fair mar-the difference between the gain you report and

Taxable stock dividends and stock rights. ket value of the stock at the time the stockthe credit you claim for the tax paid.
Distributions of stock dividends and stock rights dividend was declared was $200. You were paid

Additional information. For more information are taxable to you if any of the following apply. $10 for the fractional-share stock dividend under
on the treatment of distributions from mutual a plan described in the above paragraph. You

1. You or any other shareholder have thefunds, see Publication 550. figure your gain or loss as follows:
choice to receive cash or other property
instead of stock or stock rights. Fair market value of old stock . . . . . $200.00

Fair market value of stock dividend2. The distribution gives cash or other prop-
(cash received) . . . . . . . . . . . . . . .  +10.00Nondividend erty to some shareholders and an increase Fair market value of old stock andin the percentage interest in the corpora- stock dividend . . . . . . . . . . . . . . . . $210.00Distributions tion’s assets or earnings and profits to
Basis (cost) of old stock after theother shareholders.
stock dividend (($200 ÷ $210) × $100) $95.24A nondividend distribution is a distribution that is

3. The distribution is in convertible preferred Basis (cost) of stock dividend (($10 ÷not paid out of the earnings and profits of a
stock and has the same result as in (2). $210) × $100) . . . . . . . . . . . . . . . . + 4.76corporation or a mutual fund. You should re-

Total . . . . . . . . . . . . . . . . . . . . . . $100.00ceive a Form 1099-DIV or other statement 4. The distribution gives preferred stock to
showing the nondividend distribution. On Form some common stock shareholders and Cash received . . . . . . . . . . . . . . . . $10.00
1099-DIV, a nondividend distribution will be common stock to other common stock Basis (cost) of stock dividend . . . . . . − 4.76
shown in box 3. If you do not receive such a Gain $5.24shareholders.
statement, you report the distribution as an ordi-

5. The distribution is on preferred stock. (The Because you had held the share of stock fornary dividend.
distribution, however, is not taxable if it is more than 1 year at the time the stock dividend

Basis adjustment. A nondividend distribution an increase in the conversion ratio of con- was declared, your gain on the stock dividend is
reduces the basis of your stock. It is not taxed vertible preferred stock made solely to take a long-term capital gain.
until your basis in the stock is fully recovered. into account a stock dividend, stock split,

Scrip dividends. A corporation that de-This nontaxable portion is also called a return of or similar event that would otherwise result
clares a stock dividend may issue you a scripcapital; it is a return of your investment in the in reducing the conversion right.)
certificate that entitles you to a fractional share.stock of the company. If you buy stock in a The term “stock” includes rights to acquire The certificate is generally nontaxable when youcorporation in different lots at different times, stock, and the term “shareholder” includes a receive it. If you choose to have the corporationand you cannot definitely identify the shares holder of rights or of convertible securities. sell the certificate for you and give you the pro-subject to the nondividend distribution, reduce If you receive taxable stock dividends or ceeds, your gain or loss is the difference be-the basis of your earliest purchases first. stock rights, include their fair market value at the tween the proceeds and the portion of your basisWhen the basis of your stock has been re- time of distribution in your income. in the corporation’s stock allocated to the certifi-duced to zero, report any additional nondividend
cate.distribution you receive as a capital gain. Preferred stock redeemable at a premium.

However, if you receive a scrip certificateWhether you report it as a long-term or If you hold preferred stock having a redemption
that you can choose to redeem for cash insteadshort-term capital gain depends on how long price higher than its issue price, the difference
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of stock, the certificate is taxable when you re- you know or have reason to know the pay-
ments are not qualified dividends.ceive it. You must include its fair market value in How To Report

income on the date you receive it.
If you have qualified dividends, you must fig-Dividend Income

ure your tax by completing the Qualified Divi-
dends and Capital Gain Tax Worksheet in theGenerally, you can use either Form 1040 or
Form 1040 or 1040A instructions or the Sched-Form 1040A to report your dividend income.Other Distributions ule D Tax Worksheet in the Schedule D instruc-Report the total of your ordinary dividends on
tions, whichever applies. Enter qualifiedline 9a of Form 1040 or Form 1040A. ReportYou may receive any of the following distribu- dividends on line 2 of the worksheet.qualified dividends on line 9b of Form 1040 ortions during the year.

Form 1040A. Investment interest deducted. If you claim
  If you receive capital gain distributions, you a deduction for investment interest, you may

may be able to use Form 1040A or you mayExempt-interest dividends. Exempt-interest have to reduce the amount of your qualified
have to use Form 1040. See Exceptions to filingdividends you receive from a mutual fund or dividends that are eligible for the 0% or 15% tax
Form 8949 and Schedule D (Form 1040) inother regulated investment company are not in- rate. Reduce it by the qualified dividends you
chapter 16. If you receive nondividend distribu-cluded in your taxable income. Exempt-interest choose to include in investment income when
tions required to be reported as capital gains,dividends should be shown in box 8 of Form figuring the limit on your investment interest de-
you must use Form 1040. You cannot use Form1099-INT. duction. This is done on the Qualified Dividends
1040EZ if you receive any dividend income. and Capital Gain Tax Worksheet or the Sched-Information reporting requirement. Al-

ule D Tax Worksheet. For more informationForm 1099-DIV. If you owned stock on whichthough exempt-interest dividends are not tax- about the limit on investment interest, see In-you received $10 or more in dividends and otherable, you must show them on your tax return if vestment expenses in chapter 23.distributions, you should receive a Formyou have to file a return. This is an information
1099-DIV. Even if you do not receive Formreporting requirement and does not change the

Expenses related to dividend income. You1099-DIV, you must report all your taxable divi-exempt-interest dividends to taxable income. dend income. may be able to deduct expenses related to divi-
Alternative minimum tax treatment. Ex- See Form 1099-DIV for more information on dend income if you itemize your deductions on

how to report dividend income. Schedule A (Form 1040). See chapter 28 forempt-interest dividends paid from specified pri-
general information about deducting expensesvate activity bonds may be subject to the Form 1040A or 1040. You must complete
of producing income.alternative minimum tax. See Alternative Mini- Schedule B (Form 1040A or 1040), Part II, and

mum Tax in chapter 29 for more information. attach it to your Form 1040A or 1040, if:
More information. For more information

• Your ordinary dividends (Form 1099-DIV, about how to report dividend income, see chap-
Dividends on insurance policies. Insurance box 1a) are more than $1,500, or ter 1 of Publication 550 or the instructions for the
policy dividends the insurer keeps and uses to form you must file.• You received, as a nominee, dividendspay your premiums are not taxable. However,

that actually belong to someone else.you must report as taxable interest income the
interest that is paid or credited on dividends left If your ordinary dividends are more than $1,500,

you must also complete Schedule B, Part III.with the insurance company.

If dividends on an insurance contract (other List on Schedule B, Part II, line 5, each
than a modified endowment contract) are distrib- payer’s name and the ordinary dividends you
uted to you, they are a partial return of the received. If your securities are held by a broker- 9.

age firm (in “street name”), list the name of thepremiums you paid. Do not include them in your
brokerage firm shown on Form 1099-DIV as thegross income until they are more than the total of
payer. If your stock is held by a nominee who isall net premiums you paid for the contract. Re-
the owner of record, and the nominee credited orport any taxable distributions on insurance poli- Rental Incomepaid you dividends on the stock, show the namecies on Form 1040, line 21.
of the nominee and the dividends you received
or for which you were credited. and ExpensesDividends on veterans’ insurance. Divi- Enter on line 6 the total of the amounts listed

dends you receive on veterans’ insurance poli- on line 5. Also enter this total on Form 1040A, or
cies are not taxable. In addition, interest on Form 1040, line 9a.
dividends left with the Department of Veterans

Qualified dividends. Report qualified divi- IntroductionAffairs is not taxable.
dends (Form 1099-DIV, box 1b) on line 9b of

This chapter discusses rental income and ex-Form 1040 or Form 1040A. The amount in box
penses. It also covers the following topics.1b is already included in box 1a. Do not add thePatronage dividends. Generally, patronage

amount in box 1b to, or substract it from, thedividends you receive in money from a coopera- • Personal use of dwelling unit (including
amount in box 1a.tive organization are included in your income. vacation home).

Do not include any of the following on line 9b.Do not include in your income patronage • Depreciation.dividends you receive on: • Qualified dividends you received as a
nominee. See Nominees under How to • Limits on rental losses.• Property bought for your personal use, or
Report Dividend Income in chapter 1 of

• How to report your rental income and ex-• Capital assets or depreciable property Publication 550.
penses.bought for use in your business. But you • Dividends on stock for which you did not

must reduce the basis (cost) of the items meet the holding period. See Holding pe- If you sell or otherwise dispose of your rentalbought. If the dividend is more than the riod earlier under Qualified Dividends. property, see Publication 544, Sales and Otheradjusted basis of the assets, you must re-
• Dividends on any share of stock to the Dispositions of Assets.port the excess as income.

extent you are obligated (whether under a If you have a loss from damage to, or theft of,
short sale or otherwise) to make relatedThese rules are the same whether the cooper- rental property, see Publication 547, Casualties,
payments for positions in substantiallyative paying the dividend is a taxable or Disasters, and Thefts.
similar or related property.tax-exempt cooperative. If you rent a condominium or a cooperative

• Payments in lieu of dividends, but only if apartment, some special rules apply to you even
you know or have reason to know the pay- though you receive the same tax treatment asAlaska Permanent Fund dividends.   Do not
ments are not qualified dividends. other owners of rental property. See Publicationreport these amounts as dividends. Instead, re-

port these amounts on Form 1040, line 21; Form 527, Residential Rental Property, for more infor-• Payments shown in Form 1099-DIV, box
1040A, line 13; or Form 1040EZ, line 3. mation.1b, from a foreign corporation to the extent
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If the services are provided at an agreed business bad debt. See chapter 10 of Publica-Useful Items
upon or specified price, that price is the fair tion 535 for more information about businessYou may want to see:
market value unless there is evidence to the bad debts.
contrary.Publication

Vacant rental property. If you hold property
Security deposits. Do not include a security❏ 527 Residential Rental Property for rental purposes, you may be able to deduct
deposit in your income when you receive it if you your ordinary and necessary expenses (includ-

❏ 534 Depreciating Property Placed in plan to return it to your tenant at the end of the ing depreciation) for managing, conserving, orService Before 1987 lease. But if you keep part or all of the security maintaining the property while the property is
deposit during any year because your tenant❏ 535 Business Expenses vacant. However, you cannot deduct any loss of
does not live up to the terms of the lease, include rental income for the period the property is va-❏ 925 Passive Activity and At-Risk Rules the amount you keep in your income in that year. cant.

If an amount called a security deposit is to be❏ 946 How To Depreciate Property
Vacant while listed for sale. If you sell prop-used as a final payment of rent, it is advance
erty you held for rental purposes, you can de-rent. Include it in your income when you receiveForm (and Instructions)
duct the ordinary and necessary expenses forit.

❏ 4562 Depreciation and Amortization managing, conserving, or maintaining the prop-
Part interest. If you own a part interest in erty until it is sold. If the property is not held out❏ 6251 Alternative Minimum Tax— rental property, you must report your part of the and available for rent while listed for sale, theIndividuals rental income from the property. expenses are not deductible rental expenses.

❏ 8582 Passive Activity Loss Limitations Rental of property also used as a home. If
you rent property that you also use as your❏ Schedule E (Form 1040) Supplemental Repairs and Improvements
home and you rent it fewer than 15 days duringIncome and Loss
the tax year, do not include the rent you receive You can deduct the cost of repairs to your rental
in your income and do not deduct rental ex- property, but you cannot deduct the cost of im-
penses. However, you can deduct on Schedule provements. Instead, recover the cost of im-
A (Form 1040) the interest, taxes, and casualty provements by taking depreciation (explainedRental Income and theft losses that are allowed for nonrental later).
property. See Personal Use of Dwelling Unit

In most cases, you must include in your gross Repairs. A repair keeps your property in good(Including Vacation Home), later.
income all amounts you receive as rent. Rental operating condition. It does not materially add to
income is any payment you receive for the use the value of your property or substantially pro-
or occupation of property. In addition to amounts long its life. Repainting your property inside or
you receive as normal rent payments, there are out, fixing gutters or floors, fixing leaks, plaster-Rental Expenses
other amounts that may be rental income. ing, and replacing broken windows are exam-

ples of repairs.This part discusses expenses of renting prop-When to report. If you are a cash-basis tax-
If you make repairs as part of an extensiveerty that you ordinarily can deduct from yourpayer, you report rental income on your return

remodeling or restoration of your property, therental income. It includes information on thefor the year you actually or constructively re-
whole job is an improvement.expenses you can deduct if you rent part of yourceive it. You are a cash-basis taxpayer if you

property, or if you change your property to rentalreport income in the year you receive it, regard- Separate the costs of repairs and im-
use. Depreciation, which you can also deductless of when it was earned. You constructively provements, and keep accurate rec-
from your rental income, is discussed later.receive income when it is made available to you, ords. You will need to know the cost ofRECORDS

for example, by being credited to your bank improvements when you sell or depreciate yourPersonal use of rental property. If you
account. property.sometimes use your rental property for personal

For more information about when you con- Improvements. An improvement adds to thepurposes, you must divide your expenses be-
structively receive income, see Accounting value of property, prolongs its useful life, ortween rental and personal use. Also, your rental
Methods in chapter 1. adapts it to new uses. Improvements include theexpense deductions may be limited. See Per-

following items.sonal Use of Dwelling Unit (Including VacationAdvance rent. Advance rent is any amount
Home), later.you receive before the period that it covers. • Putting a recreation room in an unfinished

Include advance rent in your rental income in the basement.Part interest. If you own a part interest in
year you receive it regardless of the period cov- rental property, you can deduct expenses that • Paneling a den.ered or the method of accounting you use. you paid according to your percentage of owner-

• Adding a bathroom or bedroom.ship.
Example. You sign a 10-year lease to rent

• Putting decorative grillwork on a balcony.your property. In the first year, you receive When to deduct. If you are a cash-basis tax-
$5,000 for the first year’s rent and $5,000 as rent payer, you generally deduct your rental ex- • Putting up a fence.
for the last year of the lease. You must include penses in the year you pay them.

• Putting in new plumbing or wiring.$10,000 in your income in the first year.
Depreciation. You can begin to depreciate

• Putting in new cabinets.Payment for canceling a lease. If your tenant rental property when it is ready and available for
pays you to cancel a lease, the amount you rent. See Placed-in-Service under When Does • Putting on a new roof.
receive is rent. Include the payment in your Depreciation Begin and End in chapter 2 of

• Paving a driveway.income in the year you receive it regardless of Publication 527.
your method of accounting.

Pre-rental expenses. You can deduct your If you make an improvement to property, the
Expenses paid by tenant. If your tenant pays ordinary and necessary expenses for managing, cost of the improvement must be capitalized.
any of your expenses, the payments are rental conserving, or maintaining rental property from The capitalized cost can generally be depreci-
income. You must include them in your income. the time you make it available for rent. ated as if the improvement were separate prop-
You can deduct the expenses if they are deduct- erty.Uncollected rent. If you are a cash-basis tax-ible rental expenses. See Rental Expenses,

payer, do not deduct uncollected rent. Becauselater, for more information.
you have not included it in your income, it is not Other Expenses

Property or services. If you receive property deductible.
or services, instead of money, as rent, include If you use an accrual method, you report Other expenses you can deduct from your rental
the fair market value of the property or services income when you earn it. If you are unable to income include advertising, cleaning and main-
in your rental income. collect the rent, you may be able to deduct it as a tenance, utilities, fire and liability insurance,

Page 68 Chapter 9 Rental Income and Expenses



taxes, interest, commissions for the collection of traveling away from home if the primary purpose You do not have to divide the expenses that
rent, ordinary and necessary travel and trans- of the trip was to improve your property. You belong only to the rental part of your property.
portation, and other expenses, discussed next. recover the cost of improvements by taking de- For example, if you paint a room that you rent, or

preciation. For information on travel expenses, if you pay premiums for liability insurance in
Insurance premiums paid in advance. If you see chapter 26. connection with renting a room in your home,
pay an insurance premium for more than one your entire cost is a rental expense. If you install

To deduct travel expenses, you mustyear in advance, for each year of coverage you a second phone line strictly for your tenants’
keep records that follow the rules incan deduct the part of the premium payment that use, all of the cost of the second line is deducti-
chapter 26.will apply to that year. You cannot deduct the RECORDS

ble as a rental expense. You can deduct depre-
total premium in the year you pay it. ciation, discussed later, on the part of the house

used for rental purposes as well as on the furni-Legal and other professional fees. You can
ture and equipment you use for rental purposes.deduct, as a rental expense, legal and other

professional expenses, such as tax return prep- Property Changed How to divide expenses. If an expense is for
aration fees you paid to prepare Schedule E both rental use and personal use, such as mort-
(Form 1040), Part I. For example, on your 2011 to Rental Use gage interest or heat for the entire house, you
Schedule E, you can deduct fees paid in 2011 to must divide the expense between the rental use
prepare your 2010 Schedule E, Part I. You can If you change your home or other property (or a and the personal use. You can use any reasona-
also deduct, as a rental expense, any expense part of it) to rental use at any time other than the ble method for dividing the expense. It may be
(other than federal taxes and penalties) you paid beginning of your tax year, you must divide reasonable to divide the cost of some items (for
to resolve a tax underpayment related to your yearly expenses, such as taxes and insurance, example, water) based on the number of people
rental activities. between rental use and personal use. using them. The two most common methods for

dividing an expense are based on (1) the num-You can deduct as rental expenses only theLocal benefit taxes. In most cases, you can-
ber of rooms in your home, and (2) the squarepart of the expense that is for the part of the yearnot deduct charges for local benefits that in-
footage of your home.the property was used or held for rental pur-crease the value of your property, such as

poses.charges for putting in streets, sidewalks, or
water and sewer systems. These charges are You cannot deduct depreciation or insurance
nondepreciable capital expenditures, and must for the part of the year the property was held for
be added to the basis of your property. However, personal use. However, you can include the Not Rented for Profit
you can deduct local benefit taxes that are for home mortgage interest, qualified mortgage in-
maintaining, repairing, or paying interest surance premiums, and real estate tax ex- If you do not rent your property to make a profit,
charges for the benefits. penses for the part of the year the property was you can deduct your rental expenses only up to

held for personal use as an itemized deduction the amount of your rental income. You cannotLocal transportation expenses.  You can on Schedule A (Form 1040). deduct a loss or carry forward to the next yeardeduct your ordinary and necessary local trans-
any rental expenses that are more than yourportation expenses if you incur them to collect Example. Your tax year is the calendar rental income for the year. For more informationrental income or to manage, conserve, or main- year. You moved from your home in May and about the rules for an activity not engaged in fortain your rental property. started renting it out on June 1. You can deduct profit, see Not-for-Profit Activities in chapter 1 ofGenerally, if you use your personal car, as rental expenses seven-twelfths of your yearly Publication 535.pickup truck, or light van for rental activities, you expenses, such as taxes and insurance.

can deduct the expenses using one of two meth- Where to report. Report your not-for-profitStarting with June, you can deduct as rentalods: actual expenses or the standard mileage rental income on Form 1040, line 21. For exam-expenses the amounts you pay for items gener-rate. For 2011, the standard mileage rate for ple, you can include your mortgage interest andally billed monthly, such as utilities.each mile of business use is 51 cents per mile any qualified mortgage insurance premiums (if
for miles driven before July 1 and 55.5 cents per you use the property as your main home or
mile for miles driven after June 30, 2011. For second home), real estate taxes, and casualty
more information, see chapter 26. losses on the appropriate lines of Form 1040,Renting Part of Schedule A, if you itemize your deductions.To deduct car expenses under either

If you itemize, claim your other rental ex-method, you must keep records that Property penses, subject to the rules explained in chapterfollow the rules in chapter 26. In addi-RECORDS

1 of Publication 535, as miscellaneous itemizedtion, you must complete Form 4562, Part V, and
If you rent part of your property, you must divide deductions on Form 1040, Schedule A, line 23.attach it to your tax return.
certain expenses between the part of the prop- You can deduct these expenses only if they,
erty used for rental purposes and the part of the together with certain other miscellaneous item-Rental of equipment. You can deduct the
property used for personal purposes, as though ized deductions, total more than 2% of yourrent you pay for equipment that you use for
you actually had two separate pieces of prop- adjusted gross income.rental purposes. However, in some cases, lease
erty.contracts are actually purchase contracts. If so,

You can deduct the expenses related to theyou cannot deduct these payments. You can
part of the property used for rental purposes,recover the cost of purchased equipment
such as home mortgage interest, qualified mort-through depreciation. Personal Use of
gage insurance premiums, and real estate

Rental of property. You can deduct the rent taxes, as rental expenses on Schedule E (Form Dwelling Unit you pay for property that you use for rental 1040). You can also deduct as rental expenses
purposes. If you buy a leasehold for rental pur- a portion of other expenses that normally are (Including Vacationposes, you can deduct an equal part of the cost nondeductible personal expenses, such as ex-
each year over the term of the lease. penses for electricity or painting the outside of Home)

your house.Travel expenses. You can deduct the ordi-
There is no change in the types of expensesnary and necessary expenses of traveling away If you have any personal use of a dwelling unit

deductible for the personal-use part of yourfrom home if the primary purpose of the trip was (including a vacation home) that you rent, you
property. Generally, these expenses may beto collect rental income or to manage, conserve, must divide your expenses between rental use
deducted only if you itemize your deductions onor maintain your rental property. You must prop- and personal use. See What Is a Day of Per-
Schedule A (Form 1040).erly allocate your expenses between rental and sonal Use and How To Divide Expenses, later.

nonrental activities. Commuting costs are per- You cannot deduct any part of the cost of the  If you used a dwelling unit for personal
sonal expenses and do not qualify as deductible first phone line even if your tenants have unlim- purposes, it may be considered a “dwelling unit
travel expenses. You cannot deduct the cost of ited use of it. used as a home.” If it is, you cannot deduct
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rental expenses that are more than your rental Shared equity financing agreement. This is Dwelling Unit
income for that dwelling unit. See Dwelling Unit an agreement under which two or more persons

Used as a HomeUsed as Home and How To Figure Rental In- acquire undivided interests for more than 50
come and Deductions, later. If your dwelling unit years in an entire dwelling unit, including the

The tax treatment of rental income and ex-is not considered a dwelling unit used as a land, and one or more of the co-owners is enti-
penses for a dwelling unit that you also use forhome, you can deduct rental expenses that are tled to occupy the unit as his or her main home
personal purposes depends on whether you usemore than rental income for the unit subject to upon payment of rent to the other co-owner or
it as a home. (See How To Figure Rental Incomecertain limits. See Limits on Rental Losses, owners.
and Deductions, later.)later.

You use a dwelling unit as a home during the
Donation of use of property. You use aException for minimal rental use. If you use tax year if you use it for personal purposes more
dwelling unit for personal purposes if:the dwelling unit as a home and you rent it fewer than the greater of:

than 15 days during the year, that period is not • You donate the use of the unit to a charita-
treated as rental activity. Do not include any of 1. 14 days, orble organization,
the rent in your income and do not deduct any of

2. 10% of the total days it is rented to others• The organization sells the use of the unitthe rental expenses. To determine if you use a
at a fair rental price.at a fund-raising event, anddwelling unit as a home, see Dwelling Unit Used

as Home, later. See What Is a Day of Personal Use, earlier.• The “purchaser” uses the unit.
If a dwelling unit is used for personal pur-Dwelling unit.  A dwelling unit includes a

poses on a day it is rented at a fair rental price,
house, apartment, condominium, mobile home,

do not count that day as a day of rental use inExamplesboat, vacation home, or similar property. It also
applying (2) above. Instead, count it as a day of

includes all structures or other property belong- The following examples show how to determine personal use in applying both (1) and (2) above.
ing to the dwelling unit. A dwelling unit has basic days of personal use. However, this rule does not apply when dividing
living accommodations, such as sleeping space,

expenses between rental and personal use.
a toilet, and cooking facilities. Example 1. You and your neighbor are

   A dwelling unit does not include property Fair rental price. A fair rental price for yourco-owners of a condominium at the beach. Last
used solely as a hotel, motel, inn, or similar property generally is the amount of rent that ayear, you rented the unit to vacationers when-
establishment. Property is used solely as a ho- person who is not related to you would be willingever possible. The unit was not used as a main
tel, motel, inn, or similar establishment if it is to pay. The rent you charge is not a fair rentalhome by anyone. Your neighbor used the unit
regularly available for occupancy by paying cus- price if it is substantially less than the rentsfor 2 weeks last year; you did not use it at all.
tomers and is not used by an owner as a home charged for other properties that are similar toBecause your neighbor has an interest in theduring the year. your property in your area.unit, both of you are considered to have used the

unit for personal purposes during those 2Example. You rent a room in your home
weeks.that is always available for short-term occu- Examples

pancy by paying customers. You do not use the
Example 2. You and your neighbors areroom yourself, and you allow only paying cus- The following examples show how to determine

co-owners of a house under a shared equitytomers to use the room. The room is used solely whether you used your rental property as a
financing agreement. Your neighbors live in theas a hotel, motel, inn, or similar establishment home.
house and pay you a fair rental price.and is not a dwelling unit.

Even though your neighbors have an interest Example 1. You converted the basement of
your home into an apartment with a bedroom, ain the house, the days your neighbors live thereWhat Is a Day
bathroom, and a small kitchen. You rented theare not counted as days of personal use by you.

of Personal Use basement apartment at a fair rental price toThis is because your neighbors rent the house
college students during the regular school year.as their main home under a shared equity fi-

A day of personal use of a dwelling unit is any You rented to them on a 9-month lease (273nancing agreement.
day that the unit is used by any of the following days). You figured 10% of the total days rented
persons. to others at a fair rental price is 27 days.Example 3. You own a rental property that

During June (30 days), your brothers stayedyou rent to your son. Your son does not own any1. You or any other person who has an inter-
with you and lived in the basement apartmentinterest in this property. He uses it as his mainest in it, unless you rent it to another owner
rent free.home and pays you a fair rental price.as his or her main home under a shared

Your basement apartment was used as aYour son’s use of the property is not personalequity financing agreement (defined later).
home because you used it for personal pur-use by you because your son is using it as hisHowever, see Use as Main Home Before
poses for 30 days. Rent-free use by your broth-main home, he owns no interest in the property,or After Renting under Dwelling Unit Used
ers is considered personal use. Your personaland he is paying you a fair rental price.as Home, later.
use (30 days) is more than the greater of 14

2. A member of your family or a member of days or 10% of the total days it was rented (27Example 4. You rent your beach house to
the family of any other person who owns days).

Joshua. Joshua rents his cabin in the mountainsan interest in it, unless the family member
to you. You each pay a fair rental price.uses the dwelling unit as his or her main Example 2. You rented the guest bedroom

You are using your house for personal pur-home and pays a fair rental price. Family in your home at a fair rental price during the local
poses on the days that Joshua uses it becauseincludes only your spouse, brothers and college’s homecoming, commencement, and
your house is used by Joshua under an arrange-sisters, half-brothers and half-sisters, an- football weekends (a total of 27 days). Your
ment that allows you to use his house.cestors (parents, grandparents, etc.), and sister-in-law stayed in the room, rent free, for the

lineal descendants (children, grandchild- last 3 weeks (21 days) in July. You figured 10%
ren, etc.). of the total days rented to others at a fair rental

Days Used for Repairs and price is 3 days.
3. Anyone under an arrangement that lets

The room was used as a home because youMaintenanceyou use some other dwelling unit.
used it for personal purposes for 21 days. That is

Any day that you spend working substantially full4. Anyone at less than a fair rental price. more than the greater of 14 days or 10% of the
time repairing and maintaining (not improving) 27 days it was rented (3 days).
your property is not counted as a day of personalMain home. If the other person or member of
use. Do not count such a day as a day of per-the family in (1) or (2) above has more than one Example 3. You own a condominium apart-
sonal use even if family members use the prop-home, his or her main home is ordinarily the one ment in a resort area. You rented it at a fair rental
erty for recreational purposes on the same day.he or she lived in most of the time. price for a total of 170 days during the year. For
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12 of those days, the tenant was not able to use how you figure your rental income and deduc- have a net loss, you may not be able to deduct
the apartment and allowed you to use it even tions depends on how many days the unit was all of the rental expenses. See Property Used as
though you did not refund any of the rent. Your rented at a fair rental price. a Home, earlier.
family actually used the apartment for 10 of

Rented fewer than 15 days. If you use athose days. Therefore, the apartment is treated
dwelling unit as a home and you rent it feweras having been rented for 160 (170 − 10) days.
than 15 days during the year, that period is notYou figured 10% of the total days rented to Depreciationtreated as rental activity. Do not include any ofothers at a fair rental price is 16 days. Your
the rent in your income and do not deduct any offamily also used the apartment for 7 other days You recover the cost of income-producing prop-the expenses as rental expenses.during the year. erty through yearly tax deductions. You do thisTo figure your deductible rental expensesYou used the apartment as a home because by depreciating the property; that is, by deduct-and any carryover to next year, use Worksheetyou used it for personal purposes for 17 days. ing some of the cost each year on your tax9-1 at the end of this chapter.That is more than the greater of 14 days or 10% return.

of the 160 days it was rented (16 days). Three basic factors determine how much de-How To Divide Expenses preciation you can deduct. They are: (1) your
basis in the property, (2) the recovery period for

If you use a dwelling unit for both rental andUse As Main Home Before or After the property, and (3) the depreciation method
personal purposes, divide your expenses be-Renting used. You cannot simply deduct your mortgage
tween the rental use and the personal use based or principal payments, or the cost of furniture,

For purposes of determining whether a dwelling on the number of days used for each purpose. fixtures and equipment, as an expense.
unit was used as a home, you may not have to  When dividing your expenses, follow these You can deduct depreciation only on the part
count days you used the property as your main rules. of your property used for rental purposes. De-
home before or after renting it or offering it for preciation reduces your basis for figuring gain or• Any day that the unit is rented at a fair
rent as days of personal use. Do not count them loss on a later sale or exchange. rental price is a day of rental use even if
as days of personal use if: You may have to use Form 4562 to figureyou used the unit for personal purposes

and report your depreciation. See How To Re-• You rented or tried to rent the property for that day. This rule does not apply when
port Rental Income and Expenses, later.12 or more consecutive months. determining whether you used the unit as

a home.• You rented or tried to rent the property for Alternative minimum tax.  If you use acceler-
a period of less than 12 consecutive • Any day that the unit is available for rent ated depreciation, you may have to file Form
months and the period ended because but not actually rented is not a day of 6251. Accelerated depreciation can be deter-
you sold or exchanged the property. rental use. mined under MACRS, ACRS, and any other

method that allows you to deduct more depreci-However, this special rule does not apply when
ation than you could deduct using a straight linedividing expenses between rental and personal Example. Your beach cottage was avail-
method.use. able for rent from June 1 through August 31 (92

days). Your family uses the cottage during the Claiming the correct amount of depreciation.
last 2 weeks in May (14 days). You were unable You should claim the correct amount of depreci-How To Figure Rental
to find a renter for the first week in August (7 ation each tax year. Even if you did not claim allIncome and Deductions days). The person who rented the cottage for the depreciation you were entitled to deduct, you
July allowed you to use it over a weekend (2 must still reduce your basis in the property by

If you use a dwelling unit as a home during the days) without any reduction in or refund of rent. the full amount of depreciation that you could
year, how you figure your rental income and The cottage was not used at all before May 17 or have deducted.
deductions depends on how many days the after August 31. If you deducted an incorrect amount of de-
property was rented at a fair rental price. You figure the part of the cottage expenses preciation for property in any year, you may be

to treat as rental expenses as follows. able to make a correction by filing Form 1040X,Rented 15 days or more. If you use a dwell-
Amended U.S Individual Income Tax Return. Ifing unit as a home and rent it 15 days or more • The cottage was used for rental a total of
you are not allowed to make the correction on anduring the year, include all your rental income in 85 days (92 − 7). The days it was avail-
amended return, you can change your account-your income. See How To Report Rental Income able for rent but not rented (7 days) are
ing method to claim the correct amount of depre-and Expenses, later. If you had a net profit from not days of rental use. The July weekend
ciation. See Claiming the correct amount ofthe rental property for the year (that is, if your (2 days) you used it is rental use because
depreciation in chapter 2 of Publication 527 forrental income is more than the total of your you received a fair rental price for the
more information.rental expenses, including depreciation), deduct weekend.

all of your rental expenses. However, if you had Changing your accounting method to de-• You used the cottage for personal pur-a net loss, your deduction for certain rental ex- duct unclaimed depreciation. To changeposes for 14 days (the last 2 weeks inpenses is limited. your accounting method, you generally must fileMay).
Form 3115, Application for Change in Account-

• The total use of the cottage was 99 days ing Method, to get the consent of the IRS. In
Property Not Used as a Home (14 days personal use + 85 days rental some instances, that consent is automatic. For

use). more information, see chapter 1 of PublicationIf you do not use a dwelling unit as a home,
946.• Your rental expenses are 85/99 (86%) ofreport all the rental income and deduct all the

the cottage expenses.rental expenses. See How To Report Rental Land. You cannot depreciate the cost of land
Income and Expenses, later. because land generally does not wear out, be-

When determining whether you used the cot- Your deductible rental expenses can be come obsolete, or get used up. The costs of
tage as a home, the July weekend (2 days) youmore than your gross rental income. However, clearing, grading, planting, and landscaping are
used it is personal use even though you re-see Limits on Rental Losses, later. usually all part of the cost of land and cannot be
ceived a fair rental price for the weekend. There- depreciated.
fore, you had 16 days of personal use and 83
days of rental use for this purpose. Because you More information. See Publication 527 forProperty Used as a Home
used the cottage for personal purposes more more information about depreciating rental

If you use a dwelling unit as a home during the than 14 days and more than 10% of the days of property and see Publication 946 for more infor-
year (see Dwelling Unit Used as Home, earlier), rental use (8 days), you used it as a home. If you mation about depreciation.
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Exception for real estate professionals.
Rental activities in which you materially partici- How To ReportLimits on
pated during the year are not passive activities
if, for that year, you were a real estate profes- Rental IncomeRental Losses
sional. For a detailed discussion of the require-
ments, see Publication 527. For a detailed and ExpensesIf you have a loss from your rental real estate
discussion of material participation, see Publica-activity, two sets of rules may limit the amount of

The basic form for reporting residential rentaltion 925.loss you can deduct. You must consider these
income and expenses is Schedule E (Formrules in the order shown below.
1040). However, do not use that schedule to
report a not-for-profit activity. See Not Rented1. At-risk rules. These rules are applied first if Losses From Rental Real Estate
for Profit, earlier. there is investment in your rental real es- Activities

tate activity for which you are not at risk.
This applies only if the real property was Providing substantial services. If you pro-If you or your spouse actively participated in a
placed in service after 1986. vide substantial services that are primarily forpassive rental real estate activity, you can de-

your tenant’s convenience, such as regularduct up to $25,000 of loss from the activity from2. Passive activity limits. Generally, rental
cleaning, changing linen, or maid service, reportyour nonpassive income. This special allowancereal estate activities are considered pas-
your rental income and expenses on Schedulesive activities and losses are not deducti- is an exception to the general rule disallowing
C (Form 1040), Profit or Loss From Business, orble unless you have income from other losses in excess of income from passive activi-
Schedule C-EZ, Net Profit From Business (Solepassive activities to offset them. However, ties. Similarly, you can offset credits from the Proprietorship). Use Form 1065, U.S. Return ofthere are exceptions. activity against the tax on up to $25,000 of Partnership Income, if your rental activity is a

nonpassive income after taking into account any partnership (including a partnership with your
losses allowed under this exception. spouse unless it is a qualified joint venture).At-Risk Rules

Substantial services do not include the furnish-
ing of heat and light, cleaning of public areas,You may be subject to the at-risk rules if you Active participation. You actively partici-
trash collection, etc. For information, see Publi-have: pated in a rental real estate activity if you (and
cation 334, Tax Guide for Small Business. Youyour spouse) owned at least 10% of the rental• A loss from an activity carried on as a also may have to pay self-employment tax on

property and you made management decisionstrade or business or for the production of your rental income using Schedule SE (Form
that may count as active participation or ar-income, and 1040), Self-Employment Tax.
ranged for others to provide services (such as• Amounts invested in the activity for which
repairs) in a significant and bona fide sense. Qualified joint venture. If you and youryou are not fully at risk.
Management decisions that may count as active spouse each materially participate as the only
participation include approving new tenants, de- members of a jointly owned and operated realLosses from holding real property (other than
ciding on rental terms, approving expenditures, estate business, and you file a joint return for themineral property) placed in service before 1987
and similar decisions. tax year, you can make a joint election to beare not subject to the at-risk rules.

treated as a qualified joint venture instead of aIn most cases, any loss from an activity sub-
partnership. This election, in most cases, will notject to the at-risk rules is allowed only to the Maximum special allowance. The maximum
increase the total tax owed on the joint return,extent of the total amount you have at risk in the special allowance is: but it does give each of you credit for socialactivity at the end of the tax year. You are con-
security earnings on which retirement benefits• $25,000 for single individuals and marriedsidered at risk in an activity to the extent of cash
are based and for Medicare coverage. For moreindividuals filing a joint return for the taxand the adjusted basis of other property you
information, see Publication 527.year,contributed to the activity and certain amounts

borrowed for use in the activity. See Publication • $12,500 for married individuals who file Form 1098, Mortgage Interest Statement. If925 for more information. separate returns for the tax year and lived you paid $600 or more of mortgage interest on
apart from their spouses at all times during your rental property to any one person, youPassive Activity Limits the tax year, and should receive a Form 1098, or similar state-

ment showing the interest you paid for the year.• $25,000 for a qualifying estate reduced byIn most cases, all rental real estate activities If you and at least one other person (other thanthe special allowance for which the surviv-(except those meeting the exception for real your spouse if you file a joint return) were liableing spouse qualified.estate professionals, below) are passive activi- for, and paid interest on the mortgage, and the
ties. For this purpose, a rental activity is an other person received the Form 1098, reportIf your modified adjusted gross incomeactivity from which you receive income mainly your share of the interest on Schedule E (Form

(MAGI) is $100,000 or less ($50,000 or less iffor the use of tangible property, rather than for 1040), line 13. Attach a statement to your return
services. married filing separately), you can deduct your showing the name and address of the other

loss up to the amount specified above. If your person. In the left margin of Schedule E, next to
MAGI is more than $100,000 (more thanLimits on passive activity deductions and line 13, enter “See attached.”
$50,000 if married filing separately), your spe-credits.  Deductions or losses from passive

activities are limited. You generally cannot offset cial allowance is limited to 50% of the difference Schedule E (Form 1040)income, other than passive income, with losses between $150,000 ($75,000 if married filing sep-
from passive activities. Nor can you offset taxes arately) and your MAGI. If you rent buildings, rooms, or apartments, andon income, other than passive income, with

Generally, if your MAGI is $150,000 or more provide basic services such as heat and light,credits resulting from passive activities. Any ex-
trash collection, etc., you normally report your($75,000 or more if you are married filing sepa-cess loss or credit is carried forward to the next
rental income and expenses on Schedule E,rately), there is no special allowance.tax year.
Part I.

For a detailed discussion of these rules, see List your total income, expenses, and depre-
More information. See Publication 925 forPublication 925. ciation for each rental property. Be sure to enter
more information on the passive loss limits, in-You may have to complete Form 8582 to the number of fair rental and personal use days
cluding information on the treatment of unusedfigure the amount of any passive activity loss for on line 2.
disallowed passive losses and credits and thethe current tax year for all activities and the If you have more than three rental or royalty
treatment of gains and losses realized on theamount of the passive activity loss allowed on properties, complete and attach as many
disposition of a passive activity.your tax return. Schedules E as are needed to list the properties.
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Worksheet 9-1. Worksheet for Figuring Rental Deductions for a Dwelling Unit Used as
a Home Keep for Your Records

Use this worksheet only if you answer “yes” to all of the following questions.
• Did you use the dwelling unit as a home this year? (See Dwelling Unit Used as Home.)
• Did you rent the dwelling unit at a fair rental price 15 days or more this year?
• Is the total of your rental expenses and depreciation more than your rental income?

PART I. Rental Use Percentage

A. Total days available for rent at fair rental price . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A.

B. Total days available for rent (line A) but not rented . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B.

C. Total days of rental use. Subtract line B from line A . . . . . . . . . . . . . . . . . . . . . . . . . . . . C.

D. Total days of personal use (including days rented at less than fair rental price) . . . . . . . . . D.

E. Total days of rental and personal use. Add lines C and D . . . . . . . . . . . . . . . . . . . . . . . E.

F. Percentage of expenses allowed for rental. Divide line C by line E . . . . . . . . . . . . . . . . . F.

PART II. Allowable Rental Expenses

1. Enter rents received . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.

2a. Enter the rental portion of deductible home mortgage interest and qualified 
mortgage insurance premiums (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2a.

b. Enter the rental portion of real estate taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . b.
c. Enter the rental portion of deductible casualty and theft losses (see instructions) . . . . . . . . . c.
d. Enter direct rental expenses (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . d.
e. Fully deductible rental expenses. Add lines 2a–2d. Enter here and 

on the appropriate lines on Schedule E (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2e.

3. Subtract line 2e from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4a. Enter the rental portion of expenses directly related to operating or maintaining 
the dwelling unit (such as repairs, insurance, and utilities) . . . . . . . . . . . . . . . . . . . . . . . . 4a.

b. Enter the rental portion of excess mortgage interest and qualified mortgage insurance 
premiums (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . b.

c. Carryover of operating expenses from 2010 worksheet . . . . . . . . . . . . . . . . . . . . . . . . . . c.
d. Add lines 4a–4c . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . d.
e. Allowable expenses. Enter the smaller of line 3 or line 4d (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . 4e.

5. Subtract line 4e from line 3. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

6a. Enter the rental portion of excess casualty and theft losses (see instructions) . . . . . . . . . . . 6a.
b. Enter the rental portion of depreciation of the dwelling unit . . . . . . . . . . . . . . . . . . . . . . . . b.
c. Carryover of excess casualty losses and depreciation from 2010 worksheet . . . . . . . . . . . . c.
d. Add lines 6a–6c . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . d.
e. Allowable excess casualty and theft losses and depreciation. Enter the smaller of 

line 5 or line 6d (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6e.

PART III. Carryover of Unallowed Expenses to Next Year

7a. Operating expenses to be carried over to next year. Subtract line 4e from line 4d . . . . . . . . . . . . . . . . . . . . 7a.
b. Excess casualty and theft losses and depreciation to be carried over to next year. 

Subtract line 6e from line 6d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . b.
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Worksheet 9-1 Instructions. Worksheet for Figuring Rental Deductions for a Dwelling
Unit Used as a Home Keep for Your Records

Caution. Use the percentage determined in Part I, line F, to figure the rental portions to enter on lines 2a–2c, 4a–4b, and 6a–6b of 
Part II.

Line 2a. Figure the mortgage interest on the dwelling unit that you could deduct on Schedule A (as if you were itemizing your
deductions) if you had not rented the unit. Do not include interest on a loan that did not benefit the dwelling unit. For example,
do not include interest on a home equity loan used to pay off credit cards or other personal loans, buy a car, or pay college
tuition. Include interest on a loan used to buy, build, or improve the dwelling unit, or to refinance such a loan. Include the rental
portion of this interest in the total you enter on line 2a of the worksheet.

Figure the qualified mortgage insurance premiums on the dwelling unit that you could deduct on line 13 of Schedule A, if you
had not rented the unit. See the Schedule A instructions. However, figure your adjusted gross income (Form 1040, line 38)
without your rental income and expenses from the dwelling unit. See Line 4b below to deduct the part of the qualified mortgage
insurance premiums not allowed because of the adjusted gross income limit. Include the rental portion of the amount from
Schedule A, line 13, in the total you enter on line 2a of the worksheet.

Note. Do not file this Schedule A or use it to figure the amount to deduct on line 13 of that schedule. Instead, figure the
personal portion on a separate Schedule A. If you have deducted mortgage interest or qualified mortgage insurance premiums
on the dwelling unit on other forms, such as Schedule C or F, remember to reduce your Schedule A deduction by that amount.

Line 2c. Figure the casualty and theft losses related to the dwelling unit that you could deduct on Schedule A if you had not rented the
dwelling unit. To do this, complete Section A of Form 4684, Casualties and Thefts, treating the losses as personal losses. If
any of the loss is due to a federally declared disaster, see the Instructions for Form 4684. On Form 4684, line 19, enter 10% of
your adjusted gross income figured without your rental income and expenses from the dwelling unit. Enter the rental portion of
the result from Form 4684, line 21, on line 2c of this worksheet.

Note. Do not file this Form 4684 or use it to figure your personal losses on Schedule A. Instead, figure the personal portion
on a separate Form 4684.

Line 2d. Enter the total of your rental expenses that are directly related only to the rental activity. These include interest on loans used
for rental activities other than to buy, build, or improve the dwelling unit. Also include rental agency fees, advertising, office
supplies, and depreciation on office equipment used in your rental activity.

Line 2e. You can deduct the amounts on lines 2a, 2b, 2c, and 2d as rental expenses on Schedule E even if your rental expenses are
more than your rental income. Enter the amounts on lines 2a, 2b, 2c, and 2d on the appropriate lines of Schedule E.

Line 4b. On line 2a, you entered the rental portion of the mortgage interest and qualified mortgage insurance premiums you could
deduct on Schedule A if you had not rented the dwelling unit. If you had additional mortgage interest and qualified mortgage
insurance premiums that would not be deductible on Schedule A because of limits imposed on them, enter on line 4b of this
worksheet the rental portion of those excess amounts. Do not include interest on a loan that did not benefit the dwelling unit (as
explained in the line 2a instructions).

Line 4e. You can deduct the amounts on lines 4a, 4b, and 4c as rental expenses on Schedule E only to the extent they are not more
than the amount on line 4e.*

Line 6a. To find the rental portion of excess casualty and theft losses, use the Form 4684 you prepared for line 2c of this worksheet.

A. Enter the amount from Form 4684, line 10 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
B. Enter the rental portion of line A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
C. Enter the amount from line 2c of this worksheet . . . . . . . . . . . . . . . . . . . . . . . . . . . .
D. Subtract line C from line B. Enter the result here and on line 6a of this worksheet . . . . .

Line 6e. You can deduct the amounts on lines 6a, 6b, and 6c as rental expenses on Schedule E only to the extent they are not more
than the amount on line 6e.*

*Allocating the limited deduction. If you cannot deduct all of the amount on line 4d or 6d this year, you can allocate the allowable deduction in any way you wish among
the expenses included on line 4d or 6d. Enter the amount you allocate to each expense on the appropriate line of Schedule E, Part I.

Complete lines 1 and 2 for each property. How- • Form 8582, Passive Activity Loss Limita- Schedule E, use page 2 of the same Schedule E
ever, fill in lines 23 through 26 on only one tions. See Passive Activity Limits, earlier. you used to enter your rental activity on page 1.
Schedule E. Also, include the amount from line 26 (Part I) in

Page 2 of Schedule E is used to report income the “Total income or (loss)” on line 41 (Part V).
On Schedule E, page 1, line 18, enter the or loss from partnerships, S corporations, es-

depreciation you are claiming for each property. tates, trusts, and real estate mortgage invest-
To find out if you need to attach Form 4562, see ment conduits. If you need to use page 2 of
Form 4562, later.

If you have a loss from your rental real estate
activity, you also may need to complete one or
both of the following forms.

• Form 6198, At-Risk Limitations. See
At-Risk Rules, earlier. Also see Publica-
tion 925.
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Individual retirement arrangements (IRAs). figure the taxable part of each pension or annu-
Information on the tax treatment of amounts you ity contract separately. Your former employer or
receive from an IRA is in chapter 17. the plan administrator should be able to tell you10. if you have more than one pension or annuityCivil service retirement benefits. If you

contract.
are retired from the federal government (either
regular or disability retirement), see Publication Section 457 deferred compensation plans.
721, Tax Guide to U.S. Civil Service Retirement If you work for a state or local government or forRetirement Benefits. Publication 721 also covers the infor- a tax-exempt organization, you may be able to
mation that you need if you are the survivor or participate in a section 457 deferred compensa-
beneficiary of a federal employee or retiree who tion plan. If your plan is an eligible plan, you arePlans, Pensions,
died. not taxed currently on pay that is deferred under

the plan or on any earnings from the plan’sand Annuities Useful Items investment of the deferred pay. You are gener-
You may want to see: ally taxed on amounts deferred in an eligible

state or local government plan only when they
Publication are distributed from the plan. You are taxed on

amounts deferred in an eligible tax-exempt or-Reminder ❏ 575 Pension and Annuity Income
ganization plan when they are distributed or

❏ 721 Tax Guide to U.S. Civil Service otherwise made available to you.Disaster-related tax relief. Special rules ap-
Retirement Benefits Starting in 2011, your 457(b) plan may haveply to retirement funds received by qualified indi-

a designated Roth account option. If so, youviduals who suffered an economic loss as a ❏ 939 General Rule for Pensions and
may be able to roll over amounts to the desig-result of: Annuities
nated Roth account or make contributions. Elec-

• The storms that began on May 4, 2007, in tive deferrals to a designated Roth account areForm (and Instructions)the Kansas disaster area, or included in your income.
❏ W-4P Withholding Certificate for Pension This chapter covers the tax treatment of ben-• The severe storms in the Midwestern dis-

or Annuity Payments efits under eligible section 457 plans, but it doesaster areas in 2008.
not cover the treatment of deferrals. For infor-

❏ 1099-R Distributions From Pensions,
mation on deferrals under section 457 plans,For more information on these special rules, Annuities, Retirement or
see Retirement Plan Contributions under Em-Profit-Sharing Plans, IRAs,see Relief for Kansas Disaster Area and Relief
ployee Compensation in Publication 525, Tax-Insurance Contracts, etc.for Midwestern Disaster Areas in Publication
able and Nontaxable Income.

575, Pension and Annuity Income.
❏ 4972 Tax on Lump-Sum Distributions For general information on these deferred

compensation plans, see Section 457 Deferred2010 Roth IRA rollovers. If you rolled over an ❏ 5329 Additional Taxes on Qualified Plans
Compensation Plans in Publication 575.amount from a qualified retirement plan to your (Including IRAs) and Other

Roth IRA in 2010 that you are including in in- Tax-Favored Accounts Disability pensions. If you retired on disabil-come in 2011 and 2012, see your tax return
ity, you generally must include in income anyinstructions and Publication 575 for details on
disability pension you receive under a plan that

how to report any taxable amount for 2011.
is paid for by your employer. You must report
your taxable disability payments as wages on2010 in-plan Roth rollovers. If you rolled General Information
line 7 of Form 1040 or Form 1040A until youover an amount from your 401(k) or 403(b) plan
reach minimum retirement age. Minimum retire-in 2010 to a designated Roth account, within the

Designated Roth accounts. A designated ment age generally is the age at which you cansame plan, that you are including in income in
Roth account is a separate account created first receive a pension or annuity if you are not2011 and 2012, see your tax return instructions
under a qualified Roth contribution program to disabled.and Publication 575 for details on how to report
which participants may elect to have part or all ofany taxable amount for 2011. You may be entitled to a tax credit iftheir elective deferrals to a 401(k), 403(b), or

you were permanently and totally dis-457(b) plan designated as Roth contributions.
abled when you retired. For informa-

TIP
Elective deferrals that are designated as Roth

tion on the credit for the elderly or the disabled,contributions are included in your income. How-
see chapter 32.ever, qualified distributions are not included inIntroduction

Beginning on the day after you reach mini-your income. See Publication 575 for more infor-
This chapter discusses the tax treatment of dis- mum retirement age, payments you receive aremation.
tributions you receive from: taxable as a pension or annuity. Report the

In-plan rollovers to designated Roth ac- payments on Form 1040, lines 16a and 16b, or• An employee pension or annuity from a counts. If you are a participant in a 401(k), on Form 1040A, lines 12a and 12b.qualified plan, 403(b), or 457(b) plan, your plan may permit you
Disability payments for injuries in-to roll over amounts in those plans to a desig-• A disability retirement, and
curred as a direct result of a terroristnated Roth account within the same plan. The

• A purchased commercial annuity. attack directed against the Unitedrollover of any untaxed amounts must be in-
TIP

States (or its allies) are not included in income.cluded in income. For 2010 in-plan Roth rollo-
For more information about payments to survi-vers, the taxable amount is included in income inWhat is not covered in this chapter. The
vors of terrorist attacks, see Publication 3920,equal amounts in 2011 and 2012 unless youfollowing topics are not discussed in this chap-
Tax Relief for Victims of Terrorist Attacks.elected to include the entire amount in income inter.

2010. You may be required to include an amount For more information on how to report disa-
The General Rule. This is the method gen- other than half of a 2010 in-plan Roth rollover in bility pensions, including military and certain

erally used to determine the tax treatment of income in 2011 if you also took a distribution government disability pensions, see chapter 5.
pension and annuity income from nonqualified from your designated Roth account in 2010 or
plans (including commercial annuities). For a Retired public safety officers. An eligible re-2011. See Publication 575 for more information.
qualified plan, you generally cannot use the tired public safety officer can elect to exclude
General Rule unless your annuity starting date More than one program. If you receive bene- from income distributions of up to $3,000 made
is before November 19, 1996. For more informa- fits from more than one program under a single directly from a government retirement plan to
tion about the General Rule, see Publication trust or plan of your employer, such as a pension the provider of accident, health, or long-term
939, General Rule for Pensions and Annuities. plan and a profit-sharing plan, you may have to disability insurance. See Insurance Premiums
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for Retired Public Safety Officers in Publication Tax-free exchange. No gain or loss is recog- Foreign employment contributions. If you
575 for more information. nized on an exchange of an annuity contract for worked in a foreign country and contributions

another annuity contract if the insured or annui- were made to your retirement plan, special rules
Railroad retirement benefits. Part of any rail- tant remains the same. However, if an annuity apply in determining your cost. See Publication
road retirement benefits you receive is treated contract is exchanged for a life insurance or 575.
for tax purposes as social security benefits, and endowment contract, any gain due to interest
part is treated as an employee pension. For accumulated on the contract is ordinary income.
information about railroad retirement benefits See Transfers of Annuity Contracts in Publica-
treated as social security benefits, see Publica- tion 575 for more information about exchanges Taxation of Periodiction 915, Social Security and Equivalent Rail- of annuity contracts.
road Retirement Benefits. For information about Paymentsrailroad retirement benefits treated as an em-

How To Reportployee pension, see Railroad Retirement Bene-
fits in Publication 575. Fully taxable payments. Generally, if you didIf you file Form 1040, report your total annuity on

not pay any part of the cost of your employeeWithholding and estimated tax. The payer line 16a and the taxable part on line 16b. If your
pension or annuity and your employer did notof your pension, profit-sharing, stock bonus, an- pension or annuity is fully taxable, enter it on line
withhold part of the cost from your pay while younuity, or deferred compensation plan will with- 16b; do not make an entry on line 16a.
worked, the amounts you receive each year arehold income tax on the taxable parts of amounts If you file Form 1040A, report your total an- fully taxable. You must report them on yourpaid to you. You can tell the payer how much to nuity on line 12a and the taxable part on line income tax return.withhold, or not to withhold, by filing Form W-4P. 12b. If your pension or annuity is fully taxable,

If you choose not to have tax withheld, or you do enter it on line 12b; do not make an entry on line Partly taxable payments. If you paid part ofnot have enough tax withheld, you may have to 12a. the cost of your pension or annuity, you are notpay estimated tax.
taxed on the part of the pension or annuity youIf you receive an eligible rollover distribution, More than one annuity. If you receive more receive that represents a return of your cost. Theyou cannot choose not to have tax withheld. than one annuity and at least one of them is not rest of the amount you receive is generally tax-Generally, 20% will be withheld, but no tax will fully taxable, enter the total amount received able. You figure the tax-free part of the paymentbe withheld on a direct rollover of an eligible from all annuities on Form 1040, line 16a, or using either the Simplified Method or the Gen-rollover distribution. See Direct rollover option Form 1040A, line 12a, and enter the taxable part eral Rule. Your annuity starting date andunder Rollovers, later. on Form 1040, line 16b, or Form 1040A, line whether or not your plan is qualified determineFor more information, see Pensions and An- 12b. If all the annuities you receive are fully which method you must or may use.nuities under Tax Withholding for 2012 in chap- taxable, enter the total of all of them on Form

If your annuity starting date is after Novem-ter 4. 1040, line 16b, or Form 1040A, line 12b.
ber 18, 1996, and your payments are from a

Qualified plans for self-employed individu- qualified plan, you must use the SimplifiedJoint return. If you file a joint return and youals. Qualified plans set up by self-employed Method. Generally, you must use the Generaland your spouse each receive one or more pen-
individuals are sometimes called Keogh or H.R. Rule if your annuity is paid under a nonqualifiedsions or annuities, report the total of the pen-
10 plans. Qualified plans can be set up by sole plan, and you cannot use this method if yoursions and annuities on Form 1040, line 16a, or
proprietors, partnerships (but not a partner), and annuity is paid under a qualified plan.Form 1040A, line 12a, and report the taxable
corporations. They can cover self-employed If you had more than one partly taxable pen-part on Form 1040, line 16b, or Form 1040A, line
persons, such as the sole proprietor or partners, sion or annuity, figure the tax-free part and the12b.
as well as regular (common-law) employees. taxable part of each separately.

Distributions from a qualified plan are usually If your annuity is paid under a qualified plan
fully taxable because most recipients have no and your annuity starting date is after July 1,
cost basis. If you have an investment (cost) in 1986, and before November 19, 1996, you could
the plan, however, your pension or annuity pay- Cost (Investment in the have chosen to use either the General Rule or
ments from a qualified plan are taxed under the the Simplified Method.
Simplified Method. For more information about Contract)
qualified plans, see Publication 560, Retirement Exclusion limit. Your annuity starting date
Plans for Small Business. Before you can figure how much, if any, of a determines the total amount of annuity pay-

distribution from your pension or annuity plan is ments that you can exclude from your taxablePurchased annuities. If you receive pension taxable, you must determine your cost (your income over the years. Once your annuity start-or annuity payments from a privately purchased investment in the contract) in the pension or ing date is determined, it does not change. If youannuity contract from a commercial organiza- annuity. Your total cost in the plan includes the calculate the taxable portion of your annuity pay-tion, such as an insurance company, you gener- total premiums, contributions, or other amounts ments using the simplified method worksheet,ally must use the General Rule to figure the you paid. This includes the amounts your em- the annuity starting date determines the recov-tax-free part of each annuity payment. For more ployer contributed that were taxable to you when ery period for your cost. That recovery periodinformation about the General Rule, get Publica- paid. Cost does not include any amounts you begins on your annuity starting date and is nottion 939. Also, see Variable Annuities in Publica- deducted or were excluded from your income. affected by the date you first complete the work-tion 575 for the special provisions that apply to
From this total cost, subtract any refunds of sheet.these annuity contracts.

premiums, rebates, dividends, unrepaid loans
Exclusion limited to cost. If your annuitythat were not included in your income, or otherLoans. If you borrow money from your retire-

starting date is after 1986, the total amount oftax-free amounts that you received by the laterment plan, you must treat the loan as a nonperi-
annuity income that you can exclude over theof the annuity starting date or the date on whichodic distribution from the plan unless certain
years as a recovery of the cost cannot exceedyou received your first payment.exceptions apply. This treatment also applies to
your total cost. Any unrecovered cost at your (or

any loan under a contract purchased under your Your annuity starting date is the later of the the last annuitant’s) death is allowed as a mis-
retirement plan, and to the value of any part of first day of the first period for which you received cellaneous itemized deduction on the final return
your interest in the plan or contract that you a payment or the date the plan’s obligations of the decedent. This deduction is not subject to
pledge or assign. This means that you must became fixed. the 2%-of-adjusted-gross-income limit.
include in income all or part of the amount bor-
rowed. Even if you do not have to treat the loan Designated Roth accounts. Your cost in Exclusion not limited to cost. If your an-
as a nonperiodic distribution, you may not be these accounts is your designated Roth contri- nuity starting date is before 1987, you can con-
able to deduct the interest on the loan in some butions that were included in your income as tinue to take your monthly exclusion for as long
situations. For details, see Loans Treated as wages subject to applicable withholding require- as you receive your annuity. If you chose a joint
Distributions in Publication 575. For information ments. Your cost will also include any in-plan and survivor annuity, your survivor can continue
on the deductibility of interest, see chapter 23. Roth rollovers you included in income. to take the survivor’s exclusion figured as of the
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annuity starting date. The total exclusion may be any other annuity, this number is the number of 2.  On your annuity starting date, you were
more than your cost. monthly annuity payments under the contract. either under age 75, or entitled to less than

5 years of guaranteed payments.

Simplified Method Who must use the Simplified Method. You
must use the Simplified Method if your annuity

Guaranteed payments. Your annuity contractUnder the Simplified Method, you figure the starting date is after November 18, 1996, and
provides guaranteed payments if a minimumtax-free part of each annuity payment by divid- you both:
number of payments or a minimum amount (foring your cost by the total number of anticipated
example, the amount of your investment) is pay-1. Receive pension or annuity payments frommonthly payments. For an annuity that is pay-
able even if you and any survivor annuitant doa qualified employee plan, qualified em-able for the lives of the annuitants, this number
not live to receive the minimum. If the minimumployee annuity, or a tax-sheltered annuityis based on the annuitants’ ages on the annuity

(403(b)) plan, and amount is less than the total amount of thestarting date and is determined from a table. For

Worksheet 10-A. Simplified Method Worksheet for Bill Smith Keep for Your Records

1. Enter the total pension or annuity payments received this year. Also, add this amount to the total for
Form 1040, line 16a, or Form 1040A, line 12a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. 14,400

2. Enter your cost in the plan (contract) at the annuity starting date plus any
death benefit exclusion*. See Cost (Investment in the Contract), earlier . . 2. 31,000
Note: If your annuity starting date was before this year and you
completed this worksheet last year, skip line 3 and enter the amount from
line 4 of last year’s worksheet on line 4 below (even if the amount of your
pension or annuity has changed). Otherwise, go to line 3.

3. Enter the appropriate number from Table 1 below. But if your annuity
starting date was after 1997 and the payments are for your life and that of
your beneficiary, enter the appropriate number from Table 2 below . . . . . 3. 310

4. Divide line 2 by the number on line 3 . . . . . . . . . . . . . . . . . . . . . . . . . . 4. 100
5. Multiply line 4 by the number of months for which this year’s payments

were made. If your annuity starting date was before 1987, enter this
amount on line 8 below and skip lines 6, 7, 10, and 11. Otherwise, go to
line 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5. 1,200

6. Enter any amounts previously recovered tax free in years after 1986. This
is the amount shown on line 10 of your worksheet for last year . . . . . . . . 6. -0-

7. Subtract line 6 from line 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7. 31,000
8. Enter the smaller of line 5 or line 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8. 1,200
9. Taxable amount for year. Subtract line 8 from line 1. Enter the result, but not less than zero. Also, add

this amount to the total for Form 1040, line 16b, or Form 1040A, line 12b . . . . . . . . . . . . . . . . . . . . . . 9. 13,200
Note: If your Form 1099-R shows a larger taxable amount, use the amount figured on this line instead. If
you are a retired public safety officer, see Insurance Premiums for Retired Public Safety Officers in
Publication 575 before entering an amount on your tax return.

10. Was your annuity starting date before 1987?
� Yes. STOP. Do not complete the rest of this worksheet.
� No. Add lines 6 and 8. This is the amount you have recovered tax free through 2011. You will need this
number if you need to fill out this worksheet next year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10. 1,200

11. Balance of cost to be recovered. Subtract line 10 from line 2. If zero, you will not have to complete this
worksheet next year. The payments you receive next year will generally be fully taxable . . . . . . . . . . . . 11. 29,800

TABLE 1 FOR LINE 3 ABOVE
AND your annuity starting date was—

IF the age at annuity before November 19, after November 18,
starting date was... 1996, enter on line 3... 1996, enter on line 3...
55 or under 300 360
56–60 260 310
61–65 240 260
66–70 170 210
71 or older 120 160

TABLE 2 FOR LINE 3 ABOVE
IF the combined ages
at annuity starting THEN enter
date were... on line 3...
110 or under 410
111–120 360
121–130 310
131–140 260
141 or older 210

* A death benefit exclusion (up to $5,000) applied to certain benefits received by employees who died before August 21, 1996.
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payments you are to receive, barring death, dur- • A nonqualified plan (such as a private an- which you receive an annuity payment under the
nuity, a purchased commercial annuity, or contract or the date on which the obligationing the first 5 years after payments begin (fig-
a nonqualified employee plan), or under the contract becomes fixed, whichever isured by ignoring any payment increases), you

later.are entitled to less than 5 years of guaranteed • A qualified plan if you are age 75 or older
payments. on your annuity starting date and your an- Distribution on or after annuity starting date.

nuity payments are guaranteed for at least If you receive a nonperiodic payment from yourHow to use the Simplified Method. Com- 5 years. annuity contract on or after the annuity startingplete the Simplified Method Worksheet in Publi-
date, you generally must include all of the pay-

cation 575 to figure your taxable annuity for Annuity starting before November 19, ment in gross income.
2011. 1996. If your annuity starting date is after July

1, 1986, and before November 19, 1996, you Distribution before annuity starting date. IfSingle-life annuity.  If your annuity is pay-
had to use the General Rule for either circum- you receive a nonperiodic distribution before theable for your life alone, use Table 1 at the bottom
stance just described. You also had to use it for annuity starting date from a qualified retirementof the worksheet to determine the total number
any fixed-period annuity. If you did not have to plan, you generally can allocate only part of it toof expected monthly payments. Enter on line 3
use the General Rule, you could have chosen to the cost of the contract. You exclude from yourthe number shown for your age at the annuity use it. If your annuity starting date is before July gross income the part that you allocate to thestarting date. 2, 1986, you had to use the General Rule unless cost. You include the remainder in your gross
you could use the Three-Year Rule.Multiple-lives annuity. If your annuity is income.

If you had to use the General Rule (or chosepayable for the lives of more than one annuitant, If you receive a nonperiodic distribution
to use it), you must continue to use it each yearuse Table 2 at the bottom of the worksheet to before the annuity starting date from a plan other
that you recover your cost.determine the total number of expected monthly than a qualified retirement plan, it is allocated

payments. Enter on line 3 the number shown for first to earnings (the taxable part) and then to theWho cannot use the General Rule. You can-
the combined ages of you and the youngest cost of the contract (the tax-free part). This allo-not use the General Rule if you receive your
survivor annuitant at the annuity starting date. cation rule applies, for example, to a commercialpension or annuity from a qualified plan and

However, if your annuity starting date is annuity contract you bought directly from thenone of the circumstances described in the pre-
before 1998, do not use Table 2 and do not issuer.ceding discussions apply to you. See Who must
combine the annuitants’ ages. Instead you must For more information, see Figuring the Tax-use the Simplified Method, earlier.
use Table 1 and enter on line 3 the number able Amount under Taxation of Nonperiodic

More information. For complete information Payments in Publication 575.shown for the primary annuitant’s age on the
on using the General Rule, including the actua-annuity starting date.
rial tables you need, see Publication 939. Lump-Sum DistributionsBe sure to keep a copy of the com-

pleted worksheet; it will help you figure
your taxable annuity next year.RECORDS This section on lump-sum distributions

only applies if the plan participant wasTaxation of
born before January 2, 1936. If the planExample. Bill Smith, age 65, began receiv-

TIP

participant was born after January 1, 1936, theing retirement benefits in 2011, under a joint and Nonperiodic Payments
taxable amount of this nonperiodic payment issurvivor annuity. Bill’s annuity starting date is
reported as discussed earlier.January 1, 2011. The benefits are to be paid for Nonperiodic distributions are also known as

the joint lives of Bill and his wife Kathy, age 65. A lump-sum distribution is the distribution oramounts not received as an annuity. They in-
payment in one tax year of a plan participant’sBill had contributed $31,000 to a qualified plan clude all payments other than periodic payments
entire balance from all of the employer’s quali-and had received no distributions before the and corrective distributions. Examples of
fied plans of one kind (for example, pension,annuity starting date. Bill is to receive a retire- nonperiodic payments are cash withdrawals,
profit-sharing, or stock bonus plans). A distribu-ment benefit of $1,200 a month, and Kathy is to distributions of current earnings, certain loans,
tion from a nonqualified plan (such as a privatelyreceive a monthly survivor benefit of $600 upon and the value of annuity contracts transferred
purchased commercial annuity or a section 457Bill’s death. without full and adequate consideration.
deferred compensation plan of a state or localBill must use the Simplified Method to figure

Corrective distributions of excess plan con- government or tax-exempt organization) cannothis taxable annuity because his payments are tributions. Generally, if the contributions qualify as a lump-sum distribution.from a qualified plan and he is under age 75. made for you during the year to certain retire- The participant’s entire balance from a planBecause his annuity is payable over the lives of ment plans exceed certain limits, the excess is does not include certain forfeited amounts. Itmore than one annuitant, he uses his and taxable to you. To correct an excess, your plan also does not include any deductible voluntaryKathy’s combined ages and Table 2 at the bot- may distribute it to you (along with any income employee contributions allowed by the plan aftertom of the worksheet in completing line 3 of the earned on the excess). For information on plan 1981 and before 1987. For more informationworksheet. His completed worksheet is shown contribution limits and how to report corrective about distributions that do not qualify asin Worksheet 10-A. distributions of excess contributions, see Retire- lump-sum distributions, see Distributions that do
Bill’s tax-free monthly amount is $100 ment Plan Contributions under Employee Com- not qualify under Lump-Sum Distributions in

($31,000 ÷ 310) as shown on line 4 of the work- pensation in Publication 525. Publication 575.
sheet. Upon Bill’s death, if Bill has not recovered If you receive a lump-sum distribution from aFiguring the taxable amount of nonperiodicthe full $31,000 investment, Kathy will also ex- qualified employee plan or qualified employeepayments. How you figure the taxableclude $100 from her $600 monthly payment. annuity and the plan participant was born beforeamount of a nonperiodic distribution depends onThe full amount of any annuity payments re- January 2, 1936, you may be able to elect op-whether it is made before the annuity startingceived after 310 payments are paid must be tional methods of figuring the tax on the distribu-date or on or after the annuity starting date. If it isincluded in gross income. tion. The part from active participation in the planmade before the annuity starting date, its taxIf Bill and Kathy die before 310 payments are before 1974 may qualify as capital gain subjecttreatment also depends on whether it is mademade, a miscellaneous itemized deduction will to a 20% tax rate. The part from participationunder a qualified or nonqualified plan and, if it isbe allowed for the unrecovered cost on the final after 1973 (and any part from participationmade under a nonqualified plan, whether it fullyincome tax return of the last to die. This deduc- before 1974 that you do not report as capitaldischarges the contract, is received under cer-tion is not subject to the 2%-of-adjusted- gain) is ordinary income. You may be able to usetain life insurance or endowment contracts, or isgross-income limit. the 10-year tax option, discussed later, to figureallocable to an investment you made before

tax on the ordinary income part.August 14, 1982.
Who must use the General Rule. You must Use Form 4972 to figure the separate tax on
use the General Rule if you receive pension or a lump-sum distribution using the optional meth-Annuity starting date. The annuity starting
annuity payments from: ods. The tax figured on Form 4972 is added todate is either the first day of the first period for
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the regular tax figured on your other income. amount treated as capital gain is taxed at a 20% the amount you roll over is treated as coming
This may result in a smaller tax than you would rate. You can elect this treatment only once for first from the taxable part of the distribution.
pay by including the taxable amount of the distri- any plan participant, and only if the plan partici- Any after-tax contributions that you roll over
bution as ordinary income in figuring your regu- pant was born before January 2, 1936. into your traditional IRA become part of your
lar tax. basis (cost) in your IRAs. To recover your basisComplete Part II of Form 4972 to choose the

when you take distributions from your IRA, you20% capital gain election. For more information,
How to treat the distribution. If you receive a must complete Form 8606 for the year of thesee Capital Gain Treatment under Lump-Sum
lump-sum distribution, you may have the follow- distribution. For more information, see the FormDistributions in Publication 575.
ing options for how you treat the taxable part. 8606 instructions.

• Report the part of the distribution from par- Direct rollover option. You can choose to10-Year Tax Optionticipation before 1974 as a capital gain (if have any part or all of an eligible rollover distri-
you qualify) and the part from participation bution paid directly to another qualified retire-The 10-year tax option is a special formula usedafter 1973 as ordinary income. ment plan that accepts rollover distributions or toto figure a separate tax on the ordinary income

a traditional or Roth IRA. If you choose the direct• Report the part of the distribution from par- part of a lump-sum distribution. You pay the tax
rollover option, or have an automatic rollover, noticipation before 1974 as a capital gain (if only once, for the year in which you receive the
tax will be withheld from any part of the distribu-you qualify) and use the 10-year tax option distribution, not over the next 10 years. You can
tion that is directly paid to the trustee of the otherto figure the tax on the part from partici- elect this treatment only once for any plan par-
plan.pation after 1973 (if you qualify). ticipant, and only if the plan participant was born

before January 2, 1936.• Use the 10-year tax option to figure the tax Payment to you option. If an eligible rollover
The ordinary income part of the distribution ison the total taxable amount (if you qualify). distribution is paid to you, 20% generally will be

the amount shown in box 2a of the Form 1099-R withheld for income tax. However, the full• Roll over all or part of the distribution. See given to you by the payer, minus the amount, if amount is treated as distributed to you evenRollovers, later. No tax is currently due on any, shown in box 3. You also can treat the though you actually receive only 80%. You gen-the part rolled over. Report any part not capital gain part of the distribution (box 3 of erally must include in income any part (includingrolled over as ordinary income. Form 1099-R) as ordinary income for the the part withheld) that you do not roll over within
10-year tax option if you do not choose capital• Report the entire taxable part of the distri- 60 days to another qualified retirement plan or to
gain treatment for that part.bution as ordinary income on your tax re- a traditional or Roth IRA. (See Pensions and

Complete Part III of Form 4972 to choose theturn. Annuities under Tax Withholding for 2012 in
10-year tax option. You must use the special chapter 4.)
Tax Rate Schedule shown in the instructions forThe first three options are explained in the

If you decide to roll over an amountPart III to figure the tax. Publication 575 illus-following discussions.
equal to the distribution before with-trates how to complete Form 4972 to figure the
holding, your contribution to the newElecting optional lump-sum treatment. You CAUTION

!
separate tax.

plan or IRA must include other money (for exam-can choose to use the 10-year tax option or
ple, from savings or amounts borrowed) to re-capital gain treatment only once after 1986 for
place the amount withheld.any plan participant. If you make this choice, you

cannot use either of these optional treatments Rollovers Time for making rollover. You generallyfor any future distributions for the participant.
must complete the rollover of an eligible rollover

If you withdraw cash or other assets from a distribution paid to you by the 60th day followingTaxable and tax-free parts of the distribution.
qualified retirement plan in an eligible rollover the day on which you receive the distributionThe taxable part of a lump-sum distribution is the
distribution, you can defer tax on the distribution from your employer’s plan. (If an amount distrib-employer’s contributions and income earned on
by rolling it over to another qualified retirement uted to you becomes a frozen deposit in a finan-your account. You may recover your cost in the
plan or a traditional IRA. cial institution during the 60-day period after youlump sum and any net unrealized appreciation

For this purpose, the following plans are receive it, the rollover period is extended for the(NUA) in employer securities tax free.
qualified retirement plans. period during which the distribution is in a frozen

Cost. In general, your cost is the total of: deposit in a financial institution.)• A qualified employee plan.
The IRS may waive the 60-day requirement• The plan participant’s nondeductible con-

• A qualified employee annuity. where the failure to do so would be againsttributions to the plan,
equity or good conscience, such as in the event• A tax-sheltered annuity plan (403(b) plan).• The plan participant’s taxable costs of any of a casualty, disaster, or other event beyond

life insurance contract distributed, • An eligible state or local government sec- your reasonable control.
tion 457 deferred compensation plan. The administrator of a qualified plan must• Any employer contributions that were tax-

give you a written explanation of your distribu-able to the plan participant, and
tion options within a reasonable period of timeEligible rollover distributions. Generally, an• Repayments of any loans that were tax-
before making an eligible rollover distribution.eligible rollover distribution is any distribution ofable to the plan participant.

all or any part of the balance to your credit in a Qualified domestic relations order (QDRO).You must reduce this cost by amounts previ- qualified retirement plan. For information about You may be able to roll over tax free all or part ofously distributed tax free. exceptions to eligible rollover distributions, see a distribution from a qualified retirement plan
Publication 575.Net unrealized appreciation (NUA). The that you receive under a QDRO. If you receive

NUA in employer securities (box 6 of Form the distribution as an employee’s spouse or for-
Rollover of nontaxable amounts. You may1099-R) received as part of a lump-sum distribu- mer spouse (not as a nonspousal beneficiary),
be able to roll over the nontaxable part of ation is generally tax free until you sell or ex- the rollover rules apply to you as if you were the
distribution (such as your after-tax contributions)change the securities. (For more information, employee. You can roll over the distribution from
made to another qualified retirement plan that issee Distributions of employer securities under the plan into a traditional IRA or to another
a qualified employee plan or a 403(b) plan, or toTaxation of Nonperiodic Payments in Publica- eligible retirement plan. See Publication 575 for
a traditional or Roth IRA. The transfer must betion 575.) more information on benefits received under a
made either through a direct rollover to a quali- QDRO.
fied plan or 403(b) plan that separately accounts
for the taxable and nontaxable parts of the rollo- Rollover by surviving spouse. You may beCapital Gain Treatment
ver or through a rollover to a traditional or Roth able to roll over tax free all or part of a distribu-
IRA.Capital gain treatment applies only to the tax- tion from a qualified retirement plan you receive

able part of a lump-sum distribution resulting If you roll over only part of a distribution that as the surviving spouse of a deceased em-
from participation in the plan before 1974. The includes both taxable and nontaxable amounts, ployee. The rollover rules apply to you as if you
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were the employee. You can roll over a distribu- You may be required to include an amount 5% rate on certain early distributions from
tion into a qualified retirement plan or a tradi- deferred annuity contracts. If an early with-other than half of the 2010 rollover from a quali-
tional or Roth IRA. For a rollover to a Roth IRA, drawal from a deferred annuity is otherwise sub-fied employer plan to a Roth IRA in income for
see Rollovers to Roth IRAs, later. ject to the 10% additional tax, a 5% rate may2011 if you took a Roth IRA distribution in 2010

A distribution paid to a beneficiary other than apply instead. A 5% rate applies to distributionsor 2011. See Publication 575 for more informa-
the employee’s surviving spouse is generally not under a written election providing a specifiction.
an eligible rollover distribution. However, see schedule for the distribution of your interest in
Rollovers by nonspouse beneficiary next. the contract if, as of March 1, 1986, you hadMore information. For more information on

begun receiving payments under the election.the rules for rolling over distributions, see Publi-Rollovers by nonspouse beneficiary. If you On line 4 of Form 5329, multiply the line 3cation 575.are a designated beneficiary (other than a sur- amount by 5% instead of 10%. Attach an expla-
viving spouse) of a deceased employee, you nation to your return.
may be able to roll over tax free all or a portion of
a distribution you receive from an eligible retire- Distributions from Roth IRAs allocable to a
ment plan of the employee. The distribution rollover from an eligible retirement planSpecial Additional
must be a direct trustee-to-trustee transfer to within the 5-year period. If, within the 5-year
your traditional or Roth IRA that was set up to period starting with the first day of your tax yearTaxes
receive the distribution. The transfer will be in which you rolled over an amount from an
treated as an eligible rollover distribution and the eligible retirement plan to a Roth IRA, you take aTo discourage the use of pension funds for pur-
receiving plan will be treated as an inherited distribution from the Roth IRA, you may have toposes other than normal retirement, the law im-
IRA. For information on inherited IRAs, see Pub- pay the additional 10% tax on early distributions.poses additional taxes on early distributions oflication 590, Individual Retirement Arrange- You generally must pay the 10% additional taxthose funds and on failures to withdraw thements (IRAs). on any amount attributable to the part of thefunds timely. Ordinarily, you will not be subject to

rollover that you had to include in income. TheRetirement bonds. If you redeem retirement these taxes if you roll over all early distributions
additional tax is figured on Form 5329. For morebonds purchased under a qualified bond you receive, as explained earlier, and begin
information, see Form 5329 and its instructions.purchase plan, you can roll over the proceeds drawing out the funds at a normal retirement
For information on qualified distributions fromthat exceed your basis tax free into an IRA (as age, in reasonable amounts over your life ex- Roth IRAs, see Additional Tax on Early Distribu-discussed in Publication 590) or a qualified em- pectancy. These special additional taxes are the tions in chapter 2 of Publication 590.ployer plan. taxes on:

Designated Roth accounts. You can roll Distributions from designated Roth ac-• Early distributions, and
over an eligible rollover distribution from a desig- counts allocable to in-plan Roth rollovers

• Excess accumulation (not receiving mini-nated Roth account into another designated within the 5-year period. If, within the 5-year
mum distributions).Roth account or a Roth IRA. If you want to roll period starting with the first day of your tax year

over the part of the distribution that is not in- in which you rolled over an amount from aThese taxes are discussed in the following sec-
cluded in income, you must make a direct rollo- 401(k), 403(b), or 457(b) plan to a designatedtions.
ver of the entire distribution or you can roll over Roth account, you take a distribution from the

If you must pay either of these taxes, reportthe entire amount (or any portion) to a Roth IRA. designated Roth account, you may have to pay
them on Form 5329. However, you do not haveFor more information on rollovers from desig- the additional 10% tax on early distributions.

nated Roth accounts, see Publication 575. to file Form 5329 if you owe only the tax on early You generally must pay the 10% additional tax
on any amount attributable to the part of thedistributions and your Form 1099-R correctlyIn-plan rollovers to designated Roth ac-
in-plan rollover that you had to include in in-shows a “1” in box 7. Instead, enter 10% of thecounts. If you are a plan participant in a
come. The additional tax is figured on Formtaxable part of the distribution on Form 1040,401(k), 403(b), or 457(b) plan, your plan may
5329. For more information, see Form 5329 andline 58 and write “No” under the heading “Otherpermit you to roll over amounts in those plans to
its instructions. For information on qualified dis-Taxes” to the left of line 58.a designated Roth account within the same
tributions from designated Roth accounts, seeEven if you do not owe any of these taxes,plan. The rollover of any untaxed amounts must
Designated Roth accounts under Taxation ofyou may have to complete Form 5329 and at-be included income. For 2010 in-plan Roth rollo-
Periodic Payments in Publication 575.tach it to your Form 1040. This applies if youvers, the taxable amount is included in income in

equal amounts in 2011 and 2012 unless you meet an exception to the tax on early distribu- Exceptions to tax. Certain early distributions
elected to include the entire amount in income in tions but box 7 of your Form 1099-R does not are excepted from the early distribution tax. If
2010. You may be required to include an amount indicate an exception. the payer knows that an exception applies to
other than half of a 2010 in-plan Roth rollover in your early distribution, distribution code “2,” “3,”
income in 2011 if you also took a distribution or “4” should be shown in box 7 of your FormTax on Early Distributionsfrom your designated Roth account in 2010 or 1099-R and you do not have to report the distri-
2011. See Publication 575 for more information. bution on Form 5329. If an exception applies butMost distributions (both periodic and nonperi-

distribution code “1” (early distribution, noodic) from qualified retirement plans and non-Rollovers to Roth IRAs. You can roll over
known exception) is shown in box 7, you mustqualified annuity contracts made to you beforedistributions directly from a qualified retirement
file Form 5329. Enter the taxable amount of theplan (other than a designated Roth account) to a you reach age 591/2 are subject to an additional
distribution shown in box 2a of your FormRoth IRA. tax of 10%. This tax applies to the part of the
1099-R on line 1 of Form 5329. On line 2, enterYou must include in your gross income distri- distribution that you must include in gross in-
the amount that can be excluded and the excep-butions from a qualified retirement plan (other come.
tion number shown in the Form 5329 instruc-than a designated Roth account) that you would For this purpose, a qualified retirement plan tions.have had to include in income if you had not is:

rolled them over into a Roth IRA. You do not If distribution code “1” is incorrectly• A qualified employee plan,include in gross income any part of a distribution shown on your Form 1099-R for a dis-
from a qualified retirement plan that is a return of tribution received when you were age• A qualified employee annuity plan,

TIP

contributions to the plan that were taxable to you 591/2 or older, include that distribution on Form• A tax-sheltered annuity plan, orwhen paid. In addition, the 10% tax on early 5329. Enter exception number “12” on line 2.
distributions does not apply. • An eligible state or local government sec-

General exceptions. The tax does not ap-tion 457 deferred compensation plan (toSpecial rules for 2010 rollovers to Roth
ply to distributions that are:the extent that any distribution is attributa-IRAs. If you made a rollover to a Roth IRA in

ble to amounts the plan received in a di-2010 and did not elect to include the taxable • Made as part of a series of substantially
rect transfer or rollover from one of theamount in income for 2010, you must include the equal periodic payments (made at least
other plans listed here or an IRA).taxable amount in income for 2011 and 2012. annually) for your life (or life expectancy)
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or the joint lives (or joint life expectancies) Additional exceptions for nonqualified an- • The calendar year in which you reach age
701/2, ornuity contracts. The tax does not apply toof you and your designated beneficiary (if

distributions from:from a qualified retirement plan, the pay- • The calendar year in which you retire from
ments must begin after your separation employment with the employer maintain-• A deferred annuity contract to the extent
from service), ing the plan.allocable to investment in the contract

before August 14, 1982,• Made because you are totally and perma- However, your plan may require you to begin to
nently disabled, or receive distributions by April 1 of the year that• A deferred annuity contract under a quali-

follows the year in which you reach age 701/2,fied personal injury settlement,• Made on or after the death of the plan
even if you have not retired.participant or contract holder. • A deferred annuity contract purchased by

If you reached age 701/2 in 2011, you may beyour employer upon termination of a quali-
Additional exceptions for qualified retire- required to receive your first distribution by Aprilfied employee plan or qualified employee

ment plans. The tax does not apply to distri- 1, 2012. Your required distribution then must beannuity plan and held by your employer
butions that are: made for 2012 by December 31, 2012.until your separation from service, or

• From a qualified retirement plan (other 5% owners. If you are a 5% owner, you• An immediate annuity contract (a single
than an IRA) after your separation from must begin to receive distributions by April 1 ofpremium contract providing substantially
service in or after the year you reached the year that follows the calendar year in whichequal annuity payments that start within 1
age 55 (age 50 for qualified public safety you reach age 701/2.year from the date of purchase and are
employees), paid at least annually). Age 701/2. You reach age 701/2 on the date that

• From a qualified retirement plan (other is 6 calendar months after the date of your 70th
than an IRA) to an alternate payee under birthday.Tax on Excess For example, if you are retired and your 70tha qualified domestic relations order,

birthday was on June 30, 2011, you were ageAccumulation• From a qualified retirement plan to the ex-
701/2 on December 30, 2011. If your 70th birth-

tent you have deductible medical ex- day was on July 1, 2011, you reached age 701/2To make sure that most of your retirement bene-
penses (medical expenses that exceed on January 1, 2012.fits are paid to you during your lifetime, rather
7.5% of your adjusted gross income), than to your beneficiaries after your death, the Required distributions. By the required be-whether or not you itemize your deduc- payments that you receive from qualified retire- ginning date, as explained earlier, you must ei-tions for the year, ment plans must begin no later than your re- ther:

quired beginning date (defined later). The• From an employer plan under a written
• Receive your entire interest in the plan (forpayments each year cannot be less than theelection that provides a specific schedule

a tax-sheltered annuity, your entire benefitrequired minimum distribution.for distribution of your entire interest if, as
accruing after 1986), orof March 1, 1986, you had separated from Required distributions not made. If the

service and had begun receiving pay- • Begin receiving periodic distributions inactual distributions to you in any year are less
ments under the election, annual amounts calculated to distributethan the minimum required distribution for that

your entire interest (for a tax-sheltered an-year, you are subject to an additional tax. The• From an employee stock ownership plan
nuity, your entire benefit accruing aftertax equals 50% of the part of the required mini-for dividends on employer securities held
1986) over your life or life expectancy ormum distribution that was not distributed.by the plan,
over the joint lives or joint life expectan-For this purpose, a qualified retirement plan• From a qualified retirement plan due to an cies of you and a designated beneficiaryincludes:

IRS levy of the plan, or (or over a shorter period).
• A qualified employee plan,• From elective deferral accounts under

Additional information. For more informa-• A qualified employee annuity plan,401(k) or 403(b) plans or similar arrange- tion on this rule, see Tax on Excess Accumula-
ments that are qualified reservist distribu- • An eligible section 457 deferred compen- tion in Publication 575.
tions. sation plan, or

Form 5329. You must file Form 5329 if you
• A tax-sheltered annuity plan (403(b) owe tax because you did not receive a minimumQualified public safety employees. If you

plan)(for benefits accruing after 1986). required distribution from your qualified retire-are a qualified public safety employee, distribu-
ment plan.tions made from a governmental defined benefit

pension plan are not subject to the additional tax Waiver. The tax may be waived if you estab-
on early distributions. You are a qualified public lish that the shortfall in distributions was due to
safety employee if you provide police protection, reasonable error and that reasonable steps are
firefighting services, or emergency medical Survivors andbeing taken to remedy the shortfall. See the
services for a state or municipality, and you instructions for Form 5329 for the procedure to Beneficiariesseparated from service in or after the year you follow if you believe you qualify for a waiver of
attained age 50. this tax.

Generally, a survivor or beneficiary reports pen-
Qualified reservist distributions. A quali- State insurer delinquency proceedings. sion or annuity income in the same way the plan

fied reservist distribution is not subject to the You might not receive the minimum distribution participant would have. However, some special
additional tax on early distributions. A qualified because assets are invested in a contract is- rules apply.
reservist distribution is a distribution (a) from sued by an insurance company in state insurer

Survivors of employees. If you are entitled toelective deferrals under a section 401(k) or delinquency proceedings. If your payments are
receive a survivor annuity on the death of an403(b) plan, or a similar arrangement, (b) to an reduced below the minimum due to these pro-
employee who died before becoming entitled toceedings, you should contact your plan adminis-individual ordered or called to active duty (be-
any annuity payments, you can exclude part oftrator. Under certain conditions, you will notcause he or she is a member of a reserve com-
each annuity payment as a tax-free recovery ofhave to pay the 50% excise tax.ponent) for a period of more than 179 days or for
the employee’s investment in the contract. Youan indefinite period, and (c) made during the
must figure the taxable and tax-free parts of yourperiod beginning on the date of the order or call Required beginning date. Unless the rule for
annuity payments using the method that appliesand ending at the close of the active duty period. 5% owners applies, you generally must begin to
as if you were the employee.

You must have been ordered or called to active receive distributions from your qualified retire-
duty after September 11, 2001. For more infor- ment plan by April 1 of the year that follows the Survivors of retirees. If you receive benefits

later of:mation, see Publication 575. as a survivor under a joint and survivor annuity,
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include those benefits in income in the same What is not covered in this chapter. This
way the retiree would have included them in chapter does not cover the tax rules for the
income. If you receive a survivor annuity be- following railroad retirement benefits.
cause of the death of a retiree who had reported • Non-social security equivalent benefit
the annuity under the Three-Year Rule and re-

(NSSEB) portion of tier 1 benefits.
covered all of the cost tax free, your survivor

• Tier 2 benefits.payments are fully taxable. 11.
If the retiree was reporting the annuity pay- • Vested dual benefits.

ments under the General Rule, you must apply
• Supplemental annuity benefits.the same exclusion percentage to your initial

survivor annuity payment called for in the con- For information on these benefits, see Publica-Social Security
tract. The resulting tax-free amount will then tion 575, Pension and Annuity Income.
remain fixed. Any increases in the survivor an-

This chapter also does not cover the tax rulesnuity are fully taxable. and Equivalent
for foreign social security benefits. These bene-If the retiree was reporting the annuity pay-
fits are taxable as annuities, unless they arements under the Simplified Method, the part of Railroad exempt from U.S. tax or treated as a U.S. socialeach payment that is tax free is the same as the
security benefit under a tax treaty.tax-free amount figured by the retiree at the

annuity starting date. This amount remains fixed Retirement
even if the annuity payments are increased or Useful Items
decreased. See Simplified Method, earlier.

You may want to see:In any case, if the annuity starting date is Benefits
after 1986, the total exclusion over the years

Publicationcannot be more than the cost.
❏ 575 Pension and Annuity IncomeEstate tax deduction. If your annuity was a Introductionjoint and survivor annuity that was included in ❏ 590 Individual Retirement Arrangements

the decedent’s estate, an estate tax may have (IRAs)This chapter explains the federal income tax
been paid on it. You can deduct the part of the rules for social security benefits and equivalent

❏ 915 Social Security and Equivalenttotal estate tax that was based on the annuity. tier 1 railroad retirement benefits. It explains the Railroad Retirement BenefitsThe deceased annuitant must have died after following topics.
the annuity starting date. (For details, see sec-

Forms (and Instructions)• How to figure whether your benefits aretion 1.691(d)-1 of the regulations.) Deduct it in
taxable.equal amounts over your remaining life expec- ❏ 1040-ES Estimated Tax for Individuals

tancy. • How to use the social security benefits
❏ SSA-1099 Social Security BenefitIf the decedent died before the annuity start- worksheet (with examples). Statementing date of a deferred annuity contract and you • How to report your taxable benefits.receive a death benefit under that contract, the ❏ RRB-1099 Payments by the Railroad

amount you receive (either in a lump sum or as Retirement Board• How to treat repayments that are more
periodic payments) in excess of the decedent’s than the benefits you received during the

❏ W-4V Voluntary Withholding Requestcost is included in your gross income as income year.
in respect of a decedent for which you may be
able to claim an estate tax deduction. Social security benefits include monthly retire-

You can take the estate tax deduction as an ment, survivor, and disability benefits. They do
itemized deduction on Schedule A, Form 1040. not include supplemental security income (SSI) Are Any of YourThis deduction is not subject to the payments, which are not taxable.
2%-of-adjusted-gross-income limit on miscella- Equivalent tier 1 railroad retirement benefits Benefits Taxable?neous deductions. See Publication 559, Survi- are the part of tier 1 benefits that a railroad
vors, Executors, and Administrators, for more employee or beneficiary would have been enti- To find out whether any of your benefits may beinformation on the estate tax deduction. tled to receive under the social security system. taxable, compare the base amount for your filing

They are commonly called the social security status with the total of:
equivalent benefit (SSEB) portion of tier 1 bene-
fits. 1. One-half of your benefits, plus

If you received these benefits during 2011, 2. All your other income, including
you should have received a Form SSA-1099, tax-exempt interest.
Social Security Benefit Statement, or Form

When making this comparison, do not re-RRB-1099, Payments by the Railroad Retire-
duce your other income by any exclusions for:ment Board (Form SSA-1042S, Social Security

Benefit Statement, or Form RRB-1042S, State- • Interest from qualified U.S. savings bonds,
ment for Nonresident Alien Recipients of: Pay-

• Employer-provided adoption benefits,ments by the Railroad Retirement Board, if you
are a nonresident alien). These forms show the • Foreign earned income or foreign housing,
amounts received and repaid, and taxes with- or
held for the year. You may receive more than

• Income earned by bona fide residents ofone of these forms for the same year. You
American Samoa or Puerto Rico.should add the amounts shown on all forms you

receive for the year to determine the total
amounts received and repaid, and taxes with- Children’s benefits. The rules in this chapter
held for that year. See the Appendix at the end apply to benefits received by children. See Who
of Publication 915 for more information. is taxed, later.

Note. When the term “benefits” is used in
this chapter, it applies to both social security Figuring total income. To figure the total of
benefits and the SSEB portion of tier 1 railroad one-half of your benefits plus your other income,
retirement benefits. use Worksheet 11-1 later in this discussion. If

Page 82 Chapter 11 Social Security and Equivalent Railroad Retirement Benefits



the total is more than your base amount, part of Example. You and your spouse (both over benefits you received in 2011, see Repayments
your benefits may be taxable. 65) are filing a joint return for 2011 and you both More Than Gross Benefits, later.

received social security benefits during the year. Your gross benefits are shown in box 3 ofIf you are married and file a joint return for
In January 2012, you received a Form Form SSA-1099 or RRB-1099. Your repay-2011, you and your spouse must combine your
SSA-1099 showing net benefits of $7,500 in box ments are shown in box 4. The amount in box 5incomes and your benefits to figure whether any
5. Your spouse received a Form SSA-1099 shows your net benefits for 2011 (box 3 minusof your combined benefits are taxable. Even if
showing net benefits of $3,500 in box 5. You box 4). Use the amount in box 5 to figureyour spouse did not receive any benefits, you
also received a taxable pension of $22,000 and whether any of your benefits are taxable.must add your spouse’s income to yours to fig-
interest income of $500. You did not have anyure whether any of your benefits are taxable.

Tax withholding and estimated tax. You cantax-exempt interest income. Your benefits are
If the only income you received during choose to have federal income tax withheld fromnot taxable for 2011 because your income, as
2011 was your social security or the your social security benefits and/or the SSEBfigured in Worksheet 11-1, is not more than your
SSEB portion of tier 1 railroad retire- portion of your tier 1 railroad retirement benefits.

TIP
base amount ($32,000) for married filing jointly.

ment benefits, your benefits generally are not If you choose to do this, you must complete aEven though none of your benefits are tax-
taxable and you probably do not have to file a Form W-4V.able, you must file a return for 2011 because
return. If you have income in addition to your If you do not choose to have income taxyour taxable gross income ($22,500) exceeds
benefits, you may have to file a return even if withheld, you may have to request additionalthe minimum filing requirement amount for your
none of your benefits are taxable. withholding from other income or pay estimatedfiling status.

tax during the year. For details, see Publication
Base amount. Your base amount is: 505, Tax Withholding and Estimated Tax, or the

Filled-in Worksheet 11-1. A Quick Way To Check instructions for Form 1040-ES.• $25,000 if you are single, head of house- if Your Benefits May Be Taxable
hold, or qualifying widow(er),

A. Enter the amount from box 5 of• $25,000 if you are married filing separately
all your Forms SSA-1099 andand lived apart from your spouse for all of How To ReportRRB-1099. Include the full

2011, amount of any lump-sum benefit
payments received in 2011, for Your Benefits• $32,000 if you are married filing jointly, or
2011 and earlier years. (If you

• $-0- if you are married filing separately received more than one form, If part of your benefits are taxable, you must use
combine the amounts from box 5and lived with your spouse at any time Form 1040 or Form 1040A. You cannot useand enter the total.) . . . . . . . . A. $ 11,000during 2011. Form 1040EZ.Note. If the amount on line A is zero or less, stop

here; none of your benefits are taxable this year.
Reporting on Form 1040. Report your netWorksheet 11-1.  You can use Worksheet

B. Enter one-half of the amount on benefits (the amount in box 5 of your Form11-1 to figure the amount of income to compare
line A . . . . . . . . . . . . . . . . . B. 5,500 SSA-1099 or Form RRB-1099) on line 20a andwith your base amount. This is a quick way to

the taxable part on line 20b. If you are marriedC. Enter your taxable pensions,check whether some of your benefits may be
filing separately and you lived apart from yourwages, interest, dividends, andtaxable.

other taxable income . . . . . . . C.  22,500 spouse for all of 2011, also enter “D” to the right
of the word “benefits” on line 20a.D. Enter any tax-exempt interestWorksheet 11-1. A Quick Way To Check if Your

income (such as interest onBenefits May Be Taxable Reporting on Form 1040A. Report your netmunicipal bonds) plus any
benefits (the amount in box 5 of your Formexclusions from income (listedA. Enter the amount from box 5 of all
SSA-1099 or Form RRB-1099) on line 14a andearlier) . . . . . . . . . . . . . . . . D. -0-your Forms SSA-1099 and
the taxable part on line 14b. If you are marriedRRB-1099. Include the full amount E. Add lines B, C, and D . . . . . . . E. $28,000 filing separately and you lived apart from yourof any lump-sum benefit payments Note. Compare the amount on line E to your base spouse for all of 2011, also enter “D” to the rightreceived in 2011, for 2011 and amount for your filing status. If the amount on lineearlier years. (If you received more of the word “benefits” on line 14a.E equals or is less than the base amount for yourthan one form, combine the filing status, none of your benefits are taxable thisamounts from box 5 and enter the Benefits not taxable. If you are filing Formyear. If the amount on line E is more than yourtotal.) . . . . . . . . . . . . . . . . . . A. 1040EZ, do not report any benefits on your taxbase amount, some of your benefits may be

Note. If the amount on line A is zero or less, stop return. If you are filing Form 1040 or Formtaxable. You then need to complete Worksheet 1
here; none of your benefits are taxable this year. 1040A, report your net benefits (the amount inin Publication 915 (or the Social Security Benefits

Worksheet in your tax form instructions). If none of box 5 of your Form SSA-1099 or FormB. Enter one-half of the amount on
your benefits are taxable, but you otherwise must RRB-1099) on Form 1040, line 20a, or Formline A . . . . . . . . . . . . . . . . . . . B.
file a tax return, see Benefits not taxable, later, 1040A, line 14a. Enter -0- on Form 1040, lineC. Enter your taxable pensions, under How To Report Your Benefits. 20b, or Form 1040A, line 14b. If you are marriedwages, interest, dividends, and

filing separately and you lived apart from yourother taxable income . . . . . . . . . C.
spouse for all of 2011, also enter “D” to the right

D. Enter any tax-exempt interest Who is taxed. Benefits are included in the of the word “benefits” on Form 1040, line 20a, or
income (such as interest on taxable income (to the extent they are taxable) Form 1040A, line 14a.municipal bonds) plus any of the person who has the legal right to receive
exclusions from income (listed the benefits. For example, if you and your child
earlier) . . . . . . . . . . . . . . . . . . D. How Much Is Taxable?receive benefits, but the check for your child is

E. Add lines B, C, and D . . . . . . . . E. made out in your name, you must use only your
If part of your benefits are taxable, how much isNote. Compare the amount on line E to your base part of the benefits to see whether any benefits
taxable depends on the total amount of youramount for your filing status. If the amount on line are taxable to you. One-half of the part that
benefits and other income. Generally, the higherE equals or is less than the base amount for your belongs to your child must be added to your

filing status, none of your benefits are taxable this that total amount, the greater the taxable part ofchild’s other income to see whether any of those
year. If the amount on line E is more than your your benefits.benefits are taxable to your child.base amount, some of your benefits may be
taxable. You need to complete Worksheet 1 in Maximum taxable part. Generally, up to 50%Repayment of benefits. Any repayment ofPublication 915 (or the Social Security Benefits of your benefits will be taxable. However, up to

benefits you made during 2011 must be sub-Worksheet in your tax form instructions). If none of 85% of your benefits can be taxable if either of
tracted from the gross benefits you received inyour benefits are taxable, but you otherwise must the following situations applies to you.file a tax return, see Benefits not taxable, later, 2011. It does not matter whether the repayment

under How To Report Your Benefits. was for a benefit you received in 2011 or in an • The total of one-half of your benefits and
earlier year. If you repaid more than the gross all your other income is more than

Chapter 11 Social Security and Equivalent Railroad Retirement Benefits Page 83



$34,000 ($44,000 if you are married filing
No.

STOP
None of your benefits arejointly). Examples taxable. Enter -0- on Form 1040, line 20b,

or on Form 1040A, line 14b. If you are• You are married filing separately and lived
married filing separately and you livedThe following are a few examples you can usewith your spouse at any time during 2011.
apart from your spouse for all of 2011, beas a guide to figure the taxable part of your
sure you entered “D” to the right of the

benefits. word “benefits” on Form 1040, line 20a, orWhich worksheet to use. A worksheet you
on Form 1040A, line 14a.

can use to figure your taxable benefits is in the Yes. Subtract line 9 from line 8 . . . . . 6,980Example 1. George White is single and files
instructions for your Form 1040 or Form 1040A. 11.Enter $12,000 if married filing jointly;Form 1040 for 2011. He received the following
You can use either that worksheet or Worksheet $9,000 if single, head of household,income in 2011:

qualifying widow(er), or married filing1 in Publication 915, unless any of the following
separately and you lived apart from yoursituations applies to you. Fully taxable pension . . . . . . . . . . . . . $18,600 spouse for all of 2011 . . . . . . . . . . . . 9,000

Wages from part-time job . . . . . . . . . .  9,400 12.Subtract line 11 from line 10. If zero or1. You contributed to a traditional individual Taxable interest income . . . . . . . . . . . 990 less, enter -0- . . . . . . . . . . . . . . . . . -0-retirement arrangement (IRA) and you or Total . . . . . . . . . . . . . . . . . . . . . . . $28,990 13.Enter the smaller of line 10 or line 11 . . 6,980
your spouse is covered by a retirement 14.Enter one-half of line 13 . . . . . . . . . . 3,490George also received social security benefitsplan at work. In this situation, you must 15.Enter the smaller of line 2 or line 14 . . . 2,990

during 2011. The Form SSA-1099 he received in 16.Multiply line 12 by 85% (.85). If line 12 isuse the special worksheets in Appendix B
January 2012 shows $5,980 in box 5. To figure zero, enter -0- . . . . . . . . . . . . . . . . . -0-of Publication 590 to figure both your IRA
his taxable benefits, George completes the 17.Add lines 15 and 16 . . . . . . . . . . . . . 2,990deduction and your taxable benefits.

18.Multiply line 1 by 85% (.85) . . . . . . . . 5,083worksheet shown here.
19.Taxable benefits. Enter the smaller of2. Situation (1) does not apply and you take

line 17 or line 18. Also enter this amountWorksheet 1.an exclusion for interest from qualified U.S.
on Form 1040, line 20b, or Form 1040A, Figuring Your Taxable Benefitssavings bonds (Form 8815), for adoption line 14b . . . . . . . . . . . . . . . . . . . . $2,990

benefits (Form 8839), for foreign earned
1. Enter the total amount from box 5 of ALL

income or housing (Form 2555 or Form your Forms SSA-1099 and RRB-1099.
2555-EZ), or for income earned in Ameri- Also enter this amount on Form 1040, line

The amount on line 19 of George’s worksheetcan Samoa (Form 4563) or Puerto Rico by 20a, or Form 1040A, line 14a . . . . . . . $5,980
shows that $2,990 of his social security benefits2. Enter one-half of line 1 . . . . . . . . . . . 2,990bona fide residents. In this situation, you

3. Combine the amounts from: is taxable. On line 20a of his Form 1040, Georgemust use Worksheet 1 in Publication 915
Form 1040: Lines 7, 8a, 9a, 10 through enters his net benefits of $5,980. On line 20b, heto figure your taxable benefits. 14, 15b, 16b, 17 through 19, and 21. enters his taxable benefits of $2,990.
Form 1040A: Lines 7, 8a, 9a, 10, 11b,3. You received a lump-sum payment for an
12b, and 13 . . . . . . . . . . . . . . . . . 28,990earlier year. In this situation, also complete Example 2. Ray and Alice Hopkins file a4. Enter the amount, if any, from Form

Worksheet 2 or 3 and Worksheet 4 in Pub- joint return on Form 1040A for 2011. Ray is1040 or 1040A, line 8b . . . . . . . . . . -0-
lication 915. See Lump-sum election next. retired and received a fully taxable pension of

5. Enter the total of any exclusions/ $15,500. He also received social security bene-
adjustments for:Lump-sum election. You must include the fits, and his Form SSA-1099 for 2011 shows net• Adoption benefits (Form 8839, linetaxable part of a lump-sum (retroactive) pay- benefits of $5,600 in box 5. Alice worked during24),ment of benefits received in 2011 in your 2011 the year and had wages of $14,000. She made a• Foreign earned income or housing 

income, even if the payment includes benefits deductible payment to her IRA account of(Form 2555, lines 45 and 50, or
for an earlier year. Form 2555-EZ, line 18), and $1,000. Ray and Alice have two savings ac-

• Certain income of bona fide counts with a total of $250 in taxable interestThis type of lump-sum benefit payment
residents of American income. They complete Worksheet 1, enteringshould not be confused with the Samoa (Form 4563, line 15) or $29,750 ($15,500 + $14,000 + $250) on line 3.lump-sum death benefit that both the Puerto Rico . . . . . . . . . . . . . . -0-

TIP

They find none of Ray’s social security benefitsSSA and RRB pay to many of their beneficiaries.
are taxable. On Form 1040A, they enter $5,6006. Combine lines 2, 3, 4, and 5 . . . . . . . . 31,980No part of the lump-sum death benefit is subject

7. Form 1040 filers: Enter the amount from on line 14a and -0- on line 14b.to tax.
Form 1040, lines 23 through 32, and any

Generally, you use your 2011 income to fig- write-in adjustments you entered on the Worksheet 1.
ure the taxable part of the total benefits received dotted line next to line 36. Figuring Your Taxable Benefits

Form 1040A filers: Enter the amountin 2011. However, you may be able to figure the
from Form 1040A, lines 16 and 17 . . . . -0- 1. Enter the total amount from box 5 of ALLtaxable part of a lump-sum payment for an ear-

8. Is the amount on line 7 less than the your Forms SSA-1099 and RRB-1099.lier year separately, using your income for the amount on line 6? Also enter this amount on Form 1040,earlier year. You can elect this method if it low-
line 20a, or Form 1040A, line 14a . . . . $5,600No.

STOP
None of your social security benefits areers your taxable benefits. 2. Enter one-half of line 1 . . . . . . . . . . . 2,800taxable. Enter -0- on Form 1040, line 20b, or Form

3. Combine the amounts from:1040A, line 14b.Making the election. If you received a
Form 1040: Lines 7, 8a, 9a, 10Yes. Subtract line 7 from line 6 . . . . . 31,980lump-sum benefit payment in 2011 that includes through 14, 15b, 16b, 17 through 19,9. If you are:benefits for one or more earlier years, follow the and 21.

• Married filing jointly, enter $32,000instructions in Publication 915 under Lump-Sum Form 1040A: Lines 7, 8a, 9a, 10, 11b,
• Single, head of household, qualifying 12b, and 13 . . . . . . . . . . . . . . . . 29,750Election to see whether making the election will

widow(er), or married filing 4. Enter the amount, if any, from Formlower your taxable benefits. That discussion
separately and you lived apart from 1040 or 1040A, line 8b . . . . . . . . . . -0-also explains how to make the election. your spouse for all of 2011, enter 5. Enter the total of any exclusions/
$25,000 . . . . . . . . . . . . . . . . . 25,000 adjustments for:Because the earlier year’s taxable ben-

Note. If you are married filing separately • Adoption benefits (Form 8839,efits are included in your 2011 income, and you lived with your spouse at any lineno adjustment is made to the earlier time in 2011, skip lines 9 through 16;CAUTION
!

24),year’s return. Do not file an amended return for multiply line 8 by 85% (.85) and enter the • Foreign earned income orresult on line 17. Then go to line 18.the earlier year. housing10. Is the amount on line 9 less than the
(Form 2555, lines 45 and 50, oramount on line 8?
Form 2555-EZ, line 18), and

• Certain income of bona fide
residents of American
Samoa (Form 4563, line 15) 
or Puerto Rico . . . . . . . . . . . . -0-

6. Combine lines 2, 3, 4, and 5 . . . . . . . . 32,550
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7. Form 1040 filers: Enter the amount from 11. Enter $12,000 if married filing jointly;Worksheet 1.
Form 1040, lines 23 through 32, and any $9,000 if single, head of household,Figuring Your Taxable Benefits
write-in adjustments you entered on the qualifying widow(er), or married filing
dotted line next to line 36. separately and you lived apart from yourBefore you begin:

spouse for all of 2011 . . . . . . . . . . . . 12,000Form 1040A filers: Enter the amount • If you are married filing separately and you lived
from Form 1040A, lines 16 and 17 . . . . 1,000 12. Subtract line 11 from line 10. If zero orapart from your spouse for all of 2011, enter “D” to

less, enter -0- . . . . . . . . . . . . . . . . . 1,5008. Is the amount on line 7 less than the the right of the word “benefits” on Form 1040, line
amount on line 6? 13. Enter the smaller of line 10 or line 11 . . 12,00020a, or Form 1040A, line 14a.

14. Enter one-half of line 13 . . . . . . . . . . 6,000• Do not use this worksheet if you repaid benefits inNo.
STOP

None of your benefits are taxable. Enter 15. Enter the smaller of line 2 or line 14 . . . 5,0002011 and your total repayments (box 4 of Forms-0- on Form 1040, line 20b, or Form 1040A, line 16. Multiply line 12 by 85% (.85). If line 12 isSSA-1099 and RRB-1099) were more than your14b. zero, enter -0- . . . . . . . . . . . . . . . . 1,275gross benefits for 2011 (box 3 of Forms SSA-1099Yes. Subtract line 7 from line 6 . . . . . 31,550 17. Add lines 15 and 16 . . . . . . . . . . . . . 6,275and RRB-1099). None of your benefits are taxable9. If you are: 18. Multiply line 1 by 85% (.85) . . . . . . . . 8,500for 2011. For more information, see Repayments
• Married filing jointly, enter $32,000 19. Taxable benefits. Enter the smaller ofMore Than Gross Benefits.

line 17 or line 18. Also enter this amount• Single, head of household, • If you are filing Form 8815, Exclusion of Interest
on Form 1040, line 20b, or Form 1040A,qualifying widow(er), or married From Series EE and I U.S. Savings Bonds Issued
line 14b . . . . . . . . . . . . . . . . . . . . $6,275filing separately and you lived apart After 1989, do not include the amount from line 8a

from your spouse for all of 2011, of Form 1040 or Form 1040A on line 3 of this
enter $25,000 . . . . . . . . . . . . . . 32,000 worksheet. Instead, include the amount from

Note. If you are married filing separately Schedule B (Form 1040A or 1040), line 2.
and you lived with your spouse at any More than 50% of Joe’s net benefits are tax-
time in 2011, skip lines 9 through 16; 1. Enter the total amount from box 5 of ALL able because the income on line 8 of the work-
multiply line 8 by 85% (.85) and enter the your Forms SSA-1099 and RRB-1099. sheet ($45,500) is more than $44,000. Joe and
result on line 17. Then go to line 18. Also enter this amount on Form 1040, Betty enter $10,000 on Form 1040, line 20a, and10. Is the amount on line 9 less than the line 20a, or Form 1040A, line 14a . . . . $10,000

$6,275 on Form 1040, line 20b.amount on line 8? 2. Enter one-half of line 1 . . . . . . . . . . . 5,000
3. Combine the amounts from:

No.
STOP

None of your benefits are Form 1040: Lines 7, 8a, 9a, 10
taxable. Enter -0- on Form 1040, line through 14, 15b, 16b, 17 through 19,
20b, or on Form 1040A, line 14b. If you and 21.
are married filing separately and you Deductions Related toForm 1040A: Lines 7, 8a, 9a, 10, 11b,
lived apart from your spouse for all of 12b, and 13 . . . . . . . . . . . . . . . . 40,500
2011, be sure you entered “D” to the 4. Enter the amount, if any, from Form Your Benefitsright of the word “benefits” on Form 1040 or 1040A, line 8b . . . . . . . . . . -0-
1040, line 20a, or on Form 1040A, line 5. Enter the total of any exclusions/

You may be entitled to deduct certain amounts14a. adjustments for:
Yes. Subtract line 9 from line 8 . . . . . related to the benefits you receive.• Adoption benefits (Form 8839, line

11. Enter $12,000 if married filing jointly; 24),
$9,000 if single, head of household, Disability payments. You may have received• Foreign earned income or housingqualifying widow(er), or married filing disability payments from your employer or an(Form 2555, lines 45 and 50, orseparately and you lived apart from your

Form 2555-EZ, line 18), and insurance company that you included as incomespouse for all of 2011 . . . . . . . . . . . .
• Certain income of bona fide on your tax return in an earlier year. If you12. Subtract line 11 from line 10. If zero or

residents of Americanless, enter -0- . . . . . . . . . . . . . . . . . received a lump-sum payment from SSA or
Samoa (Form 4563, line 15)13. Enter the smaller of line 10 or line 11 . . RRB, and you had to repay the employer oror Puerto Rico . . . . . . . . . . . . -0-14. Enter one-half of line 13 . . . . . . . . . . insurance company for the disability payments,6. Combine lines 2, 3, 4, and 5 . . . . . . . . 45,50015. Enter the smaller of line 2 or line 14 . . .

you can take an itemized deduction for the part7. Form 1040 filers: Enter the amount from
Form 1040, lines 23 through 32, and any of the payments you included in gross income in16. Multiply line 12 by 85% (.85). If line 12 is
write-in adjustments you entered on thezero, enter -0- . . . . . . . . . . . . . . . . the earlier year. If the amount you repay is more
dotted line next to line 36.17. Add lines 15 and 16 . . . . . . . . . . . . . than $3,000, you may be able to claim a taxForm 1040A filers: Enter the amount18. Multiply line 1 by 85% (.85) . . . . . . . . credit instead. Claim the deduction or credit infrom Form 1040A, lines 16 and 17 . . . . -0-19. Taxable benefits. Enter the smaller of the same way explained under Repayments8. Is the amount on line 7 less than theline 17 or line 18. Also enter this amount
amount on line 6? More Than Gross Benefits, later.on Form 1040, line 20b, or Form 1040A,

line 14b . . . . . . . . . . . . . . . . . . . . No.
STOP

None of your benefits are taxable. Enter
Legal expenses. You can usually deduct le--0- on Form 1040, line 20b, or Form 1040A, line
gal expenses that you pay or incur to produce or14b.

Yes. Subtract line 7 from line 6 . . . . . 45,500 collect taxable income or in connection with the
Example 3. Joe and Betty Johnson file a 9.  If you are: determination, collection, or refund of any tax.

joint return on Form 1040 for 2011. Joe is a • Married filing jointly, enter $32,000 Legal expenses for collecting the taxable
retired railroad worker and in 2011 received the • Single, head of household, qualifying part of your benefits are deductible as a miscel-
social security equivalent benefit (SSEB) portion widow(er), or married filing laneous itemized deduction on Schedule A

separately and you lived apart fromof tier 1 railroad retirement benefits. Joe’s Form (Form 1040), line 23.your spouse for all of 2011, enterRRB-1099 shows $10,000 in box 5. Betty is a
$25,000 . . . . . . . . . . . . . . . . . 32,000retired government worker and receives a fully

Note. If you are married filing separately Repayments More Thantaxable pension of $38,000. They had $2,300 in and you lived with your spouse at any
taxable interest income plus interest of $200 on time in 2011, skip lines 9 through 16; Gross Benefits
a qualified U.S. savings bond. The savings bond multiply line 8 by 85% (.85) and enter the

result on line 17. Then go to line 18.interest qualified for the exclusion. They figure In some situations, your Form SSA-1099 or10. Is the amount on line 9 less than thetheir taxable benefits by completing Worksheet Form RRB-1099 will show that the total benefitsamount on line 8?1. Because they have qualified U.S. savings you repaid (box 4) are more than the gross
bond interest, they follow the note at the begin- No.

STOP
None of your benefits are benefits (box 3) you received. If this occurred,

taxable. Enter -0- on Form 1040, linening of the worksheet and use the amount from your net benefits in box 5 will be a negative
20b, or on Form 1040A, line 14b. If youline 2 of their Schedule B (Form 1040A or 1040) figure (a figure in parentheses) and none of yourare married filing separately and youon line 3 of the worksheet instead of the amount benefits will be taxable. Do not use a worksheetlived apart from your spouse for all of

from line 8a of their Form 1040. On line 3 of the in this case. If you receive more than one form, a2011, be sure you entered “D” to the right
worksheet, they enter $40,500 ($38,000 + of the word “benefits” on Form 1040, line negative figure in box 5 of one form is used to
$2,500). 20a, or on Form 1040A, line 14a. offset a positive figure in box 5 of another form

Yes. Subtract line 9 from line 8 . . . . . 13,500 for that same year.
If you have any questions about this negative

figure, contact your local SSA office or your local
RRB field office.
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Joint return. If you and your spouse file a joint services you receive in bartering. If you ex-
return, and your Form SSA-1099 or RRB-1099 change services with another person and you
has a negative figure in box 5, but your spouse’s both have agreed ahead of time on the value of12.does not, subtract the amount in box 5 of your the services, that value will be accepted as fair
form from the amount in box 5 of your spouse’s market value unless the value can be shown to
form. You do this to get your net benefits when be otherwise.
figuring if your combined benefits are taxable. Generally, you report this income on Sched-Other Income ule C (Form 1040), Profit or Loss From Busi-

Example. John and Mary file a joint return ness, or Schedule C-EZ (Form 1040), Net Profit
for 2011. John received Form SSA-1099 show- From Business. However, if the barter involves
ing $3,000 in box 5. Mary also received Form an exchange of something other than services,IntroductionSSA-1099 and the amount in box 5 was ($500). such as in Example 3 below, you may have to
John and Mary will use $2,500 ($3,000 minus use another form or schedule instead.You must include on your return all items of
$500) as the amount of their net benefits when income you receive in the form of money, prop-
figuring if any of their combined benefits are Example 1. You are a self-employed attor-erty, and services unless the tax law states that
taxable. ney who performs legal services for a client, ayou do not include them. Some items, however,

small corporation. The corporation gives youare only partly excluded from income. ThisRepayment of benefits received in an earlier
shares of its stock as payment for your services.chapter discusses many kinds of income andyear. If the total amount shown in box 5 of all
You must include the fair market value of theexplains whether they are taxable or nontax-of your Forms SSA-1099 and RRB-1099 is a
shares in your income on Schedule C (Formable.negative figure, you can take an itemized deduc-
1040) or Schedule C-EZ (Form 1040) in the year

tion for the part of this negative figure that repre- • Income that is taxable must be reported you receive them.
sents benefits you included in gross income in on your tax return and is subject to tax.
an earlier year. Example 2. You are self-employed and a• Income that is nontaxable may have to be

Deduction $3,000 or less. If this deduction member of a barter club. The club uses “creditshown on your tax return but is not tax-
is $3,000 or less, it is subject to the units” as a means of exchange. It adds creditable.
2%-of-adjusted-gross-income limit that applies units to your account for goods or services you
to certain miscellaneous itemized deductions. provide to members, which you can use toThis chapter begins with discussions of the
Claim it on Schedule A (Form 1040), line 23. purchase goods or services offered by otherfollowing income items.

members of the barter club. The club subtractsDeduction more than $3,000. If this deduc- • Bartering. credit units from your account when you receive
tion is more than $3,000, you should figure your

goods or services from other members. You• Canceled debts.tax two ways:
must include in your income the value of the

• Sales parties at which you are the host or credit units that are added to your account, even1. Figure your tax for 2011 with the itemized
hostess. though you may not actually receive goods ordeduction included on Schedule A, line 28.

services from other members until a later tax• Life insurance proceeds.2. Figure your tax for 2011 in the following year.
steps. • Partnership income.

Example 3. You own a small apartment• S Corporation income.a. Figure the tax without the itemized de-
building. In return for 6 months rent-free use ofduction included on Schedule A, line • Recoveries (including state income tax re- an apartment, an artist gives you a work of art28. funds). she created. You must report as rental income

b. For each year after 1983 for which part on Schedule E (Form 1040), Supplemental In-• Rents from personal property.
of the negative figure represents a re- come and Loss, the fair market value of the

• Repayments.payment of benefits, refigure your tax- artwork, and the artist must report as income on
able benefits as if your total benefits for Schedule C (Form 1040) or Schedule C-EZ• Royalties.
the year were reduced by that part of (Form 1040) the fair rental value of the apart-

• Unemployment benefits.the negative figure. Then refigure the ment.
tax for that year. • Welfare and other public assistance bene- Form 1099-B from barter exchange. If you

fits.c. Subtract the total of the refigured tax exchanged property or services through a barter
amounts in (b) from the total of your exchange, Form 1099-B, Proceeds From BrokerThese discussions are followed by brief discus-
actual tax amounts. and Barter Exchange Transactions, or a similarsions of other income items.

statement from the barter exchange should bed. Subtract the result in (c) from the result
sent to you by February 15, 2012. It should showin (a). Useful Items
the value of cash, property, services, credits, or

You may want to see: scrip you received from exchanges during 2011.Compare the tax figured in methods (1) and
The IRS also will receive a copy of Form 1099-B.(2). Your tax for 2011 is the smaller of the two Publication

amounts. If method (1) results in less tax, take
the itemized deduction on Schedule A (Form ❏ 525 Taxable and Nontaxable Income
1040), line 28. If method (2) results in less tax,

❏ 544 Sales and Other Dispositions ofclaim a credit for the amount from step 2(c) Canceled DebtsAssetsabove on Form 1040, line 71, and enter “I.R.C.
1341” in the margin to the left of line 71. If both ❏ 4681 Canceled Debts, Foreclosures, In most cases, if a debt you owe is canceled or
methods produce the same tax, deduct the re- Repossessions, and forgiven, other than as a gift or bequest, you
payment on Schedule A (Form 1040), line 28. Abandonments must include the canceled amount in your in-

come. You have no income from the canceled
debt if it is intended as a gift to you. A debt
includes any indebtedness for which you are
liable or which attaches to property you hold.

If the debt is a nonbusiness debt, report theBartering
canceled amount on Form 1040, line 21. If it is a

Bartering is an exchange of property or services. business debt, report the amount on Schedule C
You must include in your income, at the time (Form 1040) or Schedule C-EZ (Form 1040) (or
received, the fair market value of property or on Schedule F (Form 1040), Profit or Loss From
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Farming, if the debt is farm debt and you are a because the canceled debt is considered as a The provision relating to the “other
farmer). state loan repayment or loan forgive-contribution to the capital of the corporation

You may be able to elect to recognize a ness program” was added to this exclu-equal to the amount of debt principal that you
TIP

canceled business debt in income over a sion for amounts received in tax years beginningcanceled.
5-tax-year period if the income is realized in a after December 31, 2008. If you included these
reacquisition in 2009 or 2010. For information on amounts in income in 2009 or 2010, you shouldRepayment of canceled debt. If you included
this election, see Revenue Procedure 2009-37 a canceled amount in your income and later pay file an amended tax return to exclude this in-
available at www.irs.gov/irb/2009-36_IRB/ar07. the debt, you may be able to file a claim for come. See Form 1040X and its instructions for
html. refund for the year the amount was included in details on filing.

income. You can file a claim on Form 1040X if
Form 1099-C. If a Federal Government the statute of limitations for filing a claim is still
agency, financial institution, or credit union Deductible debt. You do not have incomeopen. The statute of limitations generally does
cancels or forgives a debt you owe of $600 or from the cancellation of a debt if your payment ofnot end until 3 years after the due date of your
more, you will receive a Form 1099-C, Cancella- original return. the debt would be deductible. This exception
tion of Debt. The amount of the canceled debt is

applies only if you use the cash method of ac-shown in box 2.
counting. For more information, see chapter 5 ofExceptions

Interest included in canceled debt. If any Publication 334, Tax Guide for Small Business.
interest is forgiven and included in the amount of There are several exceptions to the inclusion of
canceled debt in box 2, the amount of interest canceled debt in income. These are explained Price reduced after purchase. In mostalso will be shown in box 3. Whether or not you next.

cases, if the seller reduces the amount of debtmust include the interest portion of the canceled
you owe for property you purchased, you do notdebt in your income depends on whether the Student loans. Certain student loans contain

interest would be deductible if you paid it. See have income from the reduction. The reductiona provision that all or part of the debt incurred to
Deductible debt, under Exceptions, later. of the debt is treated as a purchase price adjust-attend the qualified educational institution will beIf the interest would not be deductible (such ment and reduces your basis in the property.canceled if you work for a certain period of timeas interest on a personal loan), include in your

in certain professions for any of a broad class ofincome the amount from Form 1099-C, box 2. If
employers. Excluded debt. Do not include a canceledthe interest would be deductible (such as on a

You do not have income if your student loan debt in your gross income in the following situa-business loan), include in your income the net
is canceled after you agreed to this provision tions.amount of the canceled debt (the amount shown
and then performed the services required. Toin box 2 less the interest amount shown in box • The debt is canceled in a bankruptcy casequalify, the loan must have been made by:3).

under title 11 of the U.S. Code. See Publi-
1. The Federal Government, a state or local cation 908, Bankruptcy Tax Guide. Discounted mortgage loan. If your financial

government, or an instrumentality, agency,institution offers a discount for the early payment • The debt is canceled when you are insol-
or subdivision thereof,of your mortgage loan, the amount of the dis- vent. However, you cannot exclude any

count is canceled debt. You must include the 2. A tax-exempt public benefit corporation amount of canceled debt that is more than
canceled amount in your income. that has assumed control of a state, the amount by which you are insolvent.

county, or municipal hospital, and whose See Publication 908. Mortgage relief upon sale or other disposi- employees are considered public employ-
tion. If you are personally liable for a mortgage • The debt is qualified farm debt and is can-ees under state law, or
(recourse debt), and you are relieved of the celed by a qualified person. See chapter 3

3. An educational institution:mortgage when you dispose of the property, you of Publication 225, Farmer’s Tax Guide. 
may realize gain or loss up to the fair market

a. Under an agreement with an entity de- • The debt is qualified real property busi-value of the property. To the extent the mort-
scribed in (1) or (2) that provided the ness debt. See chapter 5 of Publicationgage discharge exceeds the fair market value of
funds to the institution to make the loan, 334. the property, it is income from discharge of in-
ordebtedness unless it qualifies for exclusion • The cancellation is intended as a gift.

under Excluded debt, later. Report any income b. As part of a program of the institution
• The debt is qualified principal residencefrom discharge of indebtedness on nonbusiness designed to encourage students to

debt that does not qualify for exclusion as other indebtedness. See Publication 525 for ad-serve in occupations or areas with un-
income on Form 1040, line 21. ditional information.met needs and under which the serv-

ices provided are for or under theYou may be able to exclude part of the
direction of a governmental unit or amortgage relief on your principal resi-
tax-exempt section 501(c)(3) organiza-dence. See Excluded debt, later.

TIP

tion. Section 501(c)(3) organizations
If you are not personally liable for a mortgage are defined in chapter 24. Host or Hostess

(nonrecourse debt), and you are relieved of the
mortgage when you dispose of the property A loan to refinance a qualified student loan If you host a party or event at which sales are
(such as through foreclosure), that relief is in- also will qualify if it was made by an educational made, any gift or gratuity you receive for giving
cluded in the amount you realize. You may have institution or a tax-exempt 501(a) organization the event is a payment for helping a direct seller
a taxable gain if the amount you realize exceeds under its program designed as described in make sales. You must report this item as incomeyour adjusted basis in the property. Report any (3)(b) above. at its fair market value.gain on nonbusiness property as a capital gain.

Education loan repayment assistance. Your out-of-pocket party expenses are sub-See Publication 4681 for more information.
Education loan repayments made to you by the ject to the 50% limit for meal and entertainment
National Health Service Corps Loan RepaymentStockholder debt. If you are a stockholder in expenses. These expenses are deductible as
Program (NHSC Loan Repayment Program), aa corporation and the corporation cancels or miscellaneous itemized deductions subject to
state education loan repayment program eligibleforgives your debt to it, the canceled debt is a the 2%-of-AGI limit on Schedule A (Form 1040),
for funds under the Public Health Service Act, orconstructive distribution that is generally divi- but only up to the amount of income you receive
any other state loan repayment or loan forgive-dend income to you. For more information, see for giving the party.ness program that is intended to provide for thePublication 542, Corporations.

For more information about the 50% limit forincreased availability of health services in un-If you are a stockholder in a corporation and
meal and entertainment expenses, see chapterderserved or health professional shortage areasyou cancel a debt owed to you by the corpora-
26.are not taxable.tion, you generally do not realize income. This is
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payment that is more than your cost in your    For this purpose, the term public safety
income. officer includes law enforcement officers,Life Insurance

firefighters, chaplains, and rescue squad and
ambulance crew members. For more informa-Proceeds Accelerated Death
tion, see Publication 559, Survivors, Executors,

Benefits and Administrators.Life insurance proceeds paid to you because of
the death of the insured person are not taxable Certain amounts paid as accelerated death ben-
unless the policy was turned over to you for a efits under a life insurance contract or viatical
price. This is true even if the proceeds were paid settlement before the insured’s death are ex-
under an accident or health insurance policy or Partnership Incomecluded from income if the insured is terminally or
an endowment contract. However, interest in- chronically ill.
come received as a result of life insurance pro- A partnership generally is not a taxable entity.
ceeds may be taxable. The income, gains, losses, deductions, andViatical settlement. This is the sale or assign-

credits of a partnership are passed through toment of any part of the death benefit under a life
Proceeds not received in installments. If the partners based on each partner’s distributiveinsurance contract to a viatical settlement pro-
death benefits are paid to you in a lump sum or share of these items.vider. A viatical settlement provider is a person
other than at regular intervals, include in your who regularly engages in the business of buying

Schedule K-1 (Form 1065). Although a part-income only the benefits that are more than the or taking assignment of life insurance contracts
nership generally pays no tax, it must file anamount payable to you at the time of the insured on the lives of insured individuals who are termi-
information return on Form 1065, U.S. Return ofperson’s death. If the benefit payable at death is nally or chronically ill and who meets the require-
Partnership Income, and send Schedule K-1not specified, you include in your income the ments of section 101(g)(2)(B) of the Internal
(Form 1065) to each partner. In addition, thebenefit payments that are more than the present Revenue Code.
partnership will send each partner a copy of thevalue of the payments at the time of death.
Partner’s Instructions for Schedule K-1 (FormExclusion for terminal illness.   Accelerated

Proceeds received in installments. If you re- 1065) to help each partner report his or herdeath benefits are fully excludable if the insured
ceive life insurance proceeds in installments, share of the partnership’s income, deductions,is a terminally ill individual. This is a person who
you can exclude part of each installment from credits, and tax preference items.has been certified by a physician as having an
your income. illness or physical condition that can reasonably Keep Schedule K-1 (Form 1065) forTo determine the excluded part, divide the be expected to result in death within 24 months your records. Do not attach it to youramount held by the insurance company (gener- from the date of the certification. Form 1040.RECORDS
ally the total lump sum payable at the death of

Exclusion for chronic illness. If the insuredthe insured person) by the number of install- For more information on partnerships, see
is a chronically ill individual who is not terminallyments to be paid. Include anything over this Publication 541, Partnerships.
ill, accelerated death benefits paid on the basisexcluded part in your income as interest.

Qualified joint venture. If you and yourof costs incurred for qualified long-term care
Surviving spouse. If your spouse died spouse each materially participate as the onlyservices are fully excludable. Accelerated death

before October 23, 1986, and insurance pro- members of a jointly owned and operated busi-benefits paid on a per diem or other periodic
ceeds paid to you because of the death of your ness, and you file a joint return for the tax year,basis are excludable up to a limit. This limit
spouse are received in installments, you can you can make a joint election to be treated as aapplies to the total of the accelerated death
exclude up to $1,000 a year of the interest in- qualified joint venture instead of a partnership.benefits and any periodic payments received
cluded in the installments. If you remarry, you To make this election, you must divide all itemsfrom long-term care insurance contracts. For
can continue to take the exclusion. of income, gain, loss, deduction, and credit at-information on the limit and the definitions of

tributable to the business between you and yourchronically ill individual, qualified long-term careSurrender of policy for cash. If you surren-
spouse in accordance with your respective inter-services, and long-term care insurance con-der a life insurance policy for cash, you must
ests in the venture. Each of you must file atracts, see Long-Term Care Insurance Con-include in income any proceeds that are more
separate Schedule C or Schedule C-EZ (Formtracts under Sickness and Injury Benefits inthan the cost of the life insurance policy. In most
1040).Publication 525.cases, your cost (or investment in the contract)

is the total of premiums that you paid for the life Exception. The exclusion does not apply to
insurance policy, less any refunded premiums, any amount paid to a person (other than the
rebates, dividends, or unrepaid loans that were insured) who has an insurable interest in the life S Corporation Incomenot included in your income. of the insured because the insured:

 You should receive a Form 1099-R showing
• Is a director, officer, or employee of the In most cases, an S corporation does not pay taxthe total proceeds and the taxable part. Report

person, or on its income. Instead, the income, losses, de-these amounts on lines 16a and 16b of Form
ductions, and credits of the corporation are1040 or lines 12a and 12b of Form 1040A. • Has a financial interest in the person’s
passed through to the shareholders based onbusiness.More information. For more information, see each shareholder’s pro rata share.

Life Insurance Proceeds in Publication 525.
Schedule K-1 (Form 1120S). An S corpora-Form 8853. To claim an exclusion for acceler-
tion must file a return on Form 1120S, U.S.ated death benefits made on a per diem or otherEndowment Contract Income Tax Return for an S Corporation, andperiodic basis, you must file Form 8853, Archer
send Schedule K-1 (Form 1120S) to eachProceeds MSAs and Long-term Care Insurance Con-
shareholder. In addition, the S corporation willtracts, with your return. You do not have to file

An endowment contract is a policy under which send each shareholder a copy of the Share-Form 8853 to exclude accelerated death bene-
you are paid a specified amount of money on a holder’s Instructions for Schedule K-1 (Formfits paid on the basis of actual expenses in-
certain date unless you die before that date, in 1120S) to help each shareholder report his orcurred.
which case, the money is paid to your desig- her share of the S corporation’s income, losses,
nated beneficiary. Endowment proceeds paid in credits, and deductions.Public Safety Officer Killeda lump sum to you at maturity are taxable only if

Keep Schedule K-1 (Form 1120S) forthe proceeds are more than the cost of the in the Line of Duty your records. Do not attach it to yourpolicy. To determine your cost, subtract any
Form 1040.RECORDS

amount that you previously received under the If you are a survivor of a public safety officer who
contract and excluded from your income from was killed in the line of duty, you may be able to For more information on S corporations and
the total premiums (or other consideration) paid exclude from income certain amounts you re- their shareholders, see Instructions for Form
for the contract. Include the part of the lump sum ceive. 1120S.
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amount between the years in which you paid it. Example. You filed a joint return on Form
1040 for 2010 with taxable income of $45,000.This allocation is necessary to determine theRecoveries
Your itemized deductions were $12,050. Theamount of recovery from any earlier years and to
standard deduction that you could have claimeddetermine the amount, if any, of your allowableA recovery is a return of an amount you de-
was $11,400. In 2011, you recovered $2,100 ofdeduction for this item for the current year. Forducted or took a credit for in an earlier year. The
your 2010 itemized deductions. None of the re-information on how to compute the allocation,most common recoveries are refunds, reim-
coveries were more than the actual deductionssee Recoveries in Publication 525.bursements, and rebates of deductions itemized
for 2010. Include $650 of the recoveries in youron Schedule A (Form 1040). You also may have
2011 income. This is the smaller of your recov-recoveries of non-itemized deductions (such as Itemized Deduction eries ($2,100) or the amount by which your item-payments on previously deducted bad debts)
ized deductions were more than the standardRecoveriesand recoveries of items for which you previously
deduction ($12,050 − $11,400 = $650).claimed a tax credit.

If you recover any amount that you deducted in
If you could claim an additional stan-Tax benefit rule. You must include a recovery an earlier year on Schedule A (Form 1040), you
dard deduction for certain taxes or ain your income in the year you receive it up to the generally must include the full amount of the
net disaster loss, increase your stan-

TIP
amount by which the deduction or credit you recovery in your income in the year you receive

dard deduction for that year.took for the recovered amount reduced your tax it.
Recovery limited to deduction. You do notin the earlier year. For this purpose, any in-
include in your income any amount of your re-crease to an amount carried over to the current Where to report. Enter your state or local in-
covery that is more than the amount you de-year that resulted from the deduction or credit is come tax refund on Form 1040, line 10, and the
ducted in the earlier year. The amount youconsidered to have reduced your tax in the ear- total of all other recoveries as other income on
include in your income is limited to the smallerlier year. For more information, see Publication Form 1040, line 21. You cannot use Form 1040A
of:525. or Form 1040EZ.

• The amount deducted on Schedule AFederal income tax refund. Refunds of fed-
Standard deduction limit. You generally are (Form 1040), oreral income taxes are not included in your in-
allowed to claim the standard deduction if you docome because they are never allowed as a • The amount recovered.not itemize your deductions. Only your itemizeddeduction from income.
deductions that are more than your standard

State tax refund. If you received a state or deduction are subject to the recovery rule (un- Example. During 2010 you paid $1,700 for
local income tax refund (or credit or offset) in less you are required to itemize your deduc- medical expenses. From this amount you sub-
2011, you generally must include it in income if tions). If your total deductions on the earlier year tracted $1,500, which was 7.5% of your adjusted
you deducted the tax in an earlier year. The return were not more than your income for that gross income. Your actual medical expense de-
payer should send Form 1099-G, Certain Gov- year, include in your income this year the lesser duction was $200. In 2011, you received a $500
ernment Payments, to you by January 31, 2012. of: reimbursement from your medical insurance for
The IRS also will receive a copy of the Form your 2010 expenses. The only amount of the• Your recoveries, or1099-G. If you file Form 1040, use the State and $500 reimbursement that must be included in
Local Income Tax Refund worksheet in the 2011 • The amount by which your itemized de- your income for 2011 is $200—the amount ac-
Form 1040 instructions for line 10 to figure the ductions exceeded the standard deduc- tually deducted.
amount (if any) to include in your income. See tion.

Other recoveries. See Recoveries in Publica-Publication 525 for when you must use another
tion 525 if:worksheet.

Example. For 2010, you filed a joint return.If you could choose to deduct for a tax year • You have recoveries of items other thanYour taxable income was $60,000 and you wereeither: itemized deductions, ornot entitled to any tax credits. Your standard
• State and local income taxes, or deduction was $11,400, and you had itemized • You received a recovery for an item for

deductions of $13,000. In 2011, you received which you claimed a tax credit (other than• State and local general sales taxes, then
the following recoveries for amounts deducted investment credit or foreign tax credit) in a

the maximum refund that you may have to in- on your 2010 return: prior year.
clude in income is limited to the excess of the tax
you chose to deduct for that year over the tax Medical expenses . . . . . . . . . . . . . . $200
you did not choose to deduct for that year. For State and local income tax refund . . . . 400
examples, see Publication 525. Refund of mortgage interest . . . . . . . . 325

Rents from PersonalTotal recoveries . . . . . . . . . . . . . . . . $925
Mortgage interest refund. If you received a
refund or credit in 2011 of mortgage interest paid PropertyNone of the recoveries were more than the de-
in an earlier year, the amount should be shown ductions taken for 2010. The difference between
in box 3 of your Form 1098, Mortgage Interest If you rent out personal property, such as equip-the state and local income tax you deducted and
Statement. Do not subtract the refund amount ment or vehicles, how you report your incomeyour local general sales tax was more than
from the interest you paid in 2011. You may and expenses is in most cases determined by:$400.
have to include it in your income under the rules Your total recoveries are less than the • Whether or not the rental activity is a busi-explained in the following discussions. amount by which your itemized deductions ex- ness, and

ceeded the standard deduction ($13,000 −Interest on recovery. Interest on any of the • Whether or not the rental activity is con-11,400 = $1,600), so you must include your totalamounts you recover must be reported as inter-
ducted for profit.recoveries in your income for 2011. Report theest income in the year received. For example,

state and local income tax refund of $400 onreport any interest you received on state or local In most cases, if your primary purpose is income
Form 1040, line 10, and the balance of yourincome tax refunds on Form 1040, line 8a. or profit and you are involved in the rental activ-
recoveries, $525, on Form 1040, line 21. ity with continuity and regularity, your rental ac-Recovery and expense in same year. If the

tivity is a business. See Publication 535,refund or other recovery and the expense occur Standard deduction for earlier years. To de- Business Expenses, for details on deductingin the same year, the recovery reduces the de-
termine if amounts recovered in 2011 must be expenses for both business and not-for-profitduction or credit and is not reported as income.
included in your income, you must know the activities.
standard deduction for your filing status for theRecovery for 2 or more years. If you receive
year the deduction was claimed. Standard de-a refund or other recovery that is for amounts Reporting business income and expenses.
duction amounts for 2010, 2009, and 2008, areyou paid in 2 or more separate years, you must If you are in the business of renting personal
in Publication 525.allocate, on a pro rata basis, the recovered property, report your income and expenses on
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Schedule C or Schedule C-EZ (Form 1040). The When determining whether the amount than as royalty income. For information about
form instructions have information on how to you repaid was more or less than gain or loss from the sale of coal and iron ore,
complete them. $3,000, consider the total amount be- see Publication 544.CAUTION

!
ing repaid on the return. Each instance of repay-

Sale of property interest. If you sell yourReporting nonbusiness income. If you are ment is not considered separately.
complete interest in oil, gas, or mineral rights,not in the business of renting personal property,
the amount you receive is considered paymentMethod 1. Figure your tax for 2011 claimingreport your rental income on Form 1040, line 21.
for the sale of section 1231 property, not royaltya deduction for the repaid amount. If you mustList the type and amount of the income on the
income. Under certain circumstances, the salededuct it as a miscellaneous itemized deduction,dotted line next to line 21.
is subject to capital gain or loss treatment asenter it on Schedule A (Form 1040), line 28.

Reporting nonbusiness expenses. If you explained in the Instructions for Schedule D
Method 2. Figure your tax for 2011 claimingrent personal property for profit, include your (Form 1040). For more information on selling

a credit for the repaid amount. Follow theserental expenses in the total amount you enter on section 1231 property, see chapter 3 of Publica-
steps.Form 1040, line 36. Also enter the amount and tion 544.

“PPR” on the dotted line next to line 36. If you retain a royalty, an overriding royalty,1. Figure your tax for 2011 without deducting
If you do not rent personal property for profit, or a net profit interest in a mineral property forthe repaid amount.

your deductions are limited and you cannot re- the life of the property, you have made a lease or
2. Refigure your tax from the earlier yearport a loss to offset other income. See  Activity a sublease, and any cash you receive for the

without including in income the amountnot for profit, under Other Income, later. assignment of other interests in the property is
you repaid in 2011. ordinary income subject to a depletion allow-

ance.3. Subtract the tax in (2) from the tax shown
on your return for the earlier year. This is Part of future production sold. If you ownRepayments the credit. mineral property but sell part of the future pro-

duction, in most cases you treat the money you4. Subtract the answer in (3) from the tax forIf you had to repay an amount that you included receive from the buyer at the time of the sale as2011 figured without the deduction (Stepin your income in an earlier year, you may be a loan from the buyer. Do not include it in your1).able to deduct the amount repaid from your income or take depletion based on it.
income for the year in which you repaid it. Or, if If method 1 results in less tax, deduct the When production begins, you include all the
the amount you repaid is more than $3,000, you amount repaid. If method 2 results in less tax,

proceeds in your income, deduct all the produc-
may be able to take a credit against your tax for claim the credit figured in (3) above on Form

tion expenses, and deduct depletion from thatthe year in which you repaid it. Generally, you 1040, line 71, by adding the amount of the credit
amount to arrive at your taxable income from thecan claim a deduction or credit only if the repay- to any other credits on this line, and entering
property.ment qualifies as an expense or loss incurred in “I.R.C. 1341” in the column to the right of line 71.

your trade or business or in a for-profit transac- An example of this computation can be found
tion. in Publication 525.

Type of deduction. The type of deduction you Unemployment
are allowed in the year of repayment depends
on the type of income you included in the earlier BenefitsRoyaltiesyear. You generally deduct the repayment on
the same form or schedule on which you previ- The tax treatment of unemployment benefits youRoyalties from copyrights, patents, and oil, gas,ously reported it as income. For example, if you receive depends on the type of program payingand mineral properties are taxable as ordinaryreported it as self-employment income, deduct it the benefits.income. as a business expense on Schedule C or Sched-

In most cases you report royalties in Part I ofule C-EZ (Form 1040) or Schedule F (Form Unemployment compensation. You must in-Schedule E (Form 1040). However, if you hold1040). If you reported it as a capital gain, deduct clude in income all unemployment compensa-an operating oil, gas, or mineral interest or are init as a capital loss as explained in the Instruc- tion you receive. You should receive a Formbusiness as a self-employed writer, inventor,tions for Schedule D (Form 1040). If you re- 1099-G showing in box 1 the total unemploy-artist, etc., report your income and expenses onpor ted i t  as  wages,  unemployment ment compensation paid to you. In most cases,Schedule C or Schedule C-EZ (Form 1040).compensation, or other nonbusiness income, you enter unemployment compensation on lineCopyrights and patents. Royalties fromdeduct it as a miscellaneous itemized deduction 19 of Form 1040, line 13 of Form 1040A, or line 3copyrights on literary, musical, or artistic works,on Schedule A (Form 1040). of Form 1040EZ.and similar property, or from patents on inven-
tions, are amounts paid to you for the right to use Types of unemployment compensation.Repaid social security benefits. If you re-
your work over a specified period of time. Royal- Unemployment compensation generally in-paid social security benefits or equivalent rail-
ties generally are based on the number of units cludes any amount received under an unem-road retirement benefits, see Repayment of
sold, such as the number of books, tickets to a ployment compensation law of the United Statesbenefits in chapter 11.
performance, or machines sold. or of a state. It includes the following benefits.

Repayment of $3,000 or less. If the amount
• Benefits paid by a state or the District ofOil, gas, and minerals. Royalty income fromyou repaid was $3,000 or less, deduct it from

Columbia from the Federal Unemploymentoil, gas, and mineral properties is the amountyour income in the year you repaid it. If you must
Trust Fund.you receive when natural resources are ex-deduct it as a miscellaneous itemized deduction,

tracted from your property. The royalties areenter it on Schedule A (Form 1040), line 23. • State unemployment insurance benefits.
based on units, such as barrels, tons, etc., and

• Railroad unemployment compensationRepayment over $3,000. If the amount you are paid to you by a person or company who
benefits.repaid was more than $3,000, you can deduct leases the property from you.

the repayment (as explained under Type of de- • Disability payments from a governmentDepletion. If you are the owner of an eco-
duction, earlier). However, you can choose in- program paid as a substitute for unem-nomic interest in mineral deposits or oil and gas
stead to take a tax credit for the year of ployment compensation. (Amounts re-wells, you can recover your investment through
repayment if you included the income under a ceived as workers’ compensation forthe depletion allowance. For information on this
claim of right. This means that at the time you injuries or illness are not unemploymentsubject, see chapter 9 of Publication 535.
included the income, it appeared that you had an compensation. See chapter 5 for more in-
unrestricted right to it. If you qualify for this Coal and iron ore. Under certain circum- formation.)
choice, figure your tax under both methods and stances, you can treat amounts you receive

• Trade readjustment allowances under thecompare the results. Use the method (deduction from the disposal of coal and iron ore as pay-
Trade Act of 1974.or credit) that results in less tax. ments from the sale of a capital asset, rather
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• Unemployment assistance under the Dis- repaid. For more information on this, see Repay- for the deaf, reader services for the blind, and
aster Relief and Emergency Assistance ments, earlier. services to help individuals with an intellectual
Act. disability do their work.

Private unemployment fund. Unemploy-
ment benefit payments from a private (nonun- Disaster relief grants. Do not includeGovernmental program. If you contribute
ion) fund to which you voluntarily contribute are post-disaster grants received under the Disasterto a governmental unemployment compensa-
taxable only if the amounts you receive are more Relief and Emergency Assistance Act in yourtion program and your contributions are not de-
than your total payments into the fund. Report income if the grant payments are made to helpductible, amounts you receive under the
the taxable amount on Form 1040, line 21. you meet necessary expenses or serious needsprogram are not included as unemployment

for medical, dental, housing, personal property,compensation until you recover your contribu- Payments by a union. Benefits paid to you as
transportation, or funeral expenses. Do not de-tions. If you deducted all of your contributions to an unemployed member of a union from regular
duct casualty losses or medical expenses thatthe program, the entire amount you receive union dues are included in your income on Form
are specifically reimbursed by these disasterunder the program is included in your income. 1040, line 21. However, if you contribute to a
relief grants. If you have deducted a casualtyspecial union fund and your payments to theRepayment of unemployment compensa- loss for the loss of your personal residence andfund are not deductible, the unemployment ben-tion. If you repaid in 2011 unemployment you later receive a disaster relief grant for theefits you receive from the fund are includible incompensation you received in 2011, subtract loss of the same residence, you may have toyour income only to the extent they are morethe amount you repaid from the total amount you include part or all of the grant in your taxablethan your contributions.received and enter the difference on line 19 of income. See Recoveries, earlier. Unemploy-

Form 1040, line 13 of Form 1040A, or line 3 of Guaranteed annual wage. Payments you re- ment assistance payments under the Act are
Form 1040EZ. On the dotted line next to your ceive from your employer during periods of un- taxable unemployment compensation. See Un-
entry enter “Repaid” and the amount you repaid. employment, under a union agreement that employment compensation under Unemploy-
If you repaid unemployment compensation in guarantees you full pay during the year, are ment Benefits, earlier.
2011 that you included in income in an earlier taxable as wages. Include them on line 7 of
year, you can deduct the amount repaid on Disaster relief payments. You can excludeForm 1040 or Form 1040A or on line 1 of Form
Schedule A (Form 1040), line 23, if you itemize from income any amount you receive that is a1040EZ.
deductions. If the amount is more than $3,000, qualified disaster relief payment. A qualified dis-

State employees. Payments similar to asee Repayments, earlier. aster relief payment is an amount paid to you: 
state’s unemployment compensation may be

Tax withholding. You can choose to have
made by the state to its employees who are not 1. To reimburse or pay reasonable and nec-federal income tax withheld from your unem-
covered by the state’s unemployment compen- essary personal, family, living, or funeralployment compensation. To make this choice,
sation law. Although the payments are fully tax- expenses that result from a qualified disas-complete Form W-4V, Voluntary Withholding
able, do not report them as unemployment ter;Request, and give it to the paying office. Tax will
compensation. Report these payments on Form

be withheld at 10% of your payment. 2. To reimburse or pay reasonable and nec-1040, line 21.
essary expenses incurred for the repair orIf you do not choose to have tax with-
rehabilitation of your home or repair or re-held from your unemployment com-
placement of its contents to the extent it ispensation, you may be liable forCAUTION

!
due to a qualified disaster;estimated tax. If you do not pay enough tax, Welfare and Other

either through withholding or estimated tax, or a 3. By a person engaged in the furnishing or
combination of both, you may have to pay a sale of transportation as a common carrierPublic Assistance
penalty. For more information on estimated tax, because of the death or personal physical
see chapter 4. injuries incurred as a result of a qualifiedBenefits

disaster; or
Supplemental unemployment benefits. Do not include in your income governmental 4. By a federal, state, or local government, or
Benefits received from an employer-financed benefit payments from a public welfare fund agency, or instrumentality in connection
fund (to which the employees did not contribute) based upon need, such as payments due to with a qualified disaster in order to pro-
are not unemployment compensation. They are blindness. Payments from a state fund for the mote the general welfare.
taxable as wages and are subject to withholding victims of crime should not be included in the

You can exclude this amount only to the extentfor income tax. They may be subject to social victims’ incomes if they are in the nature of
any expense it pays for is not paid for by insur-security and Medicare taxes. For more informa- welfare payments. Do not deduct medical ex-
ance or otherwise. The exclusion does not applytion, see Supplemental Unemployment Benefits penses that are reimbursed by such a fund. You
if you were a participant or conspirator in ain section 5 of Publication 15-A, Employer’s must include in your income any welfare pay-
terrorist action or his or her representative.Supplemental Tax Guide. Report these pay- ments that are compensation for services or that

ments on line 7 of Form 1040 or Form 1040A or A qualified disaster is:are obtained fraudulently.
on line 1 of Form 1040EZ. • A disaster which results from a terrorist orAlternative trade adjustment assistance

Repayment of benefits. You may have to military action;(ATAA) payments. Payments you receive
repay some of your supplemental unemploy- from a state agency under the Demonstration • A federally declared disaster; orment benefits to qualify for trade readjustment Project for Alternative Trade Adjustment Assis-
allowances under the Trade Act of 1974. If you • A disaster which results from an accidenttance for Older Workers (ATAA) must be in-
repay supplemental unemployment benefits in involving a common carrier, or from anycluded in your income. The state must send you
the same year you receive them, reduce the other event, which is determined to be cat-Form 1099-G to advise you of the amount you
total benefits by the amount you repay. If you astrophic by the Secretary of the Treasuryshould include in income. The amount should be
repay the benefits in a later year, you must or his or her delegate.reported on Form 1040, line 21.
include the full amount of the benefits received
in your income for the year you received them. Persons with disabilities. If you have a disa- For amounts paid under item (4), a disaster is

Deduct the repayment in the later year as an bility, you must include in income compensation qualified if it is determined by an applicable
adjustment to gross income on Form 1040. (You you receive for services you perform unless the federal, state, or local authority to warrant assis-
cannot use Form 1040A or Form 1040EZ.) In- compensation is otherwise excluded. However, tance from the federal, state, or local govern-
clude the repayment on Form 1040, line 36, and you do not include in income the value of goods, ment, agency, or instrumentality.
enter “Sub-Pay TRA” and the amount on the services, and cash that you receive, not in return
dotted line next to line 36. If the amount you for your services, but for your training and reha- Disaster mitigation payments. You also can
repay in a later year is more than $3,000, you bilitation because you have a disability. Excluda- exclude from income any amount you receive
may be able to take a credit against your tax for ble amounts include payments for transportation that is a qualified disaster mitigation payment.
the later year instead of deducting the amount and attendant care, such as interpreter services Like qualified disaster relief payments, qualified
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disaster mitigation payments are also most com- Not-for-Profit Activities in chapter 1 of Publica- 1. Interest on any award.
monly paid to you in the period immediately tion 535 for information on whether an activity is

2. Compensation for lost wages or lost profits
following damage to property as a result of a considered carried on for a profit.

in most cases.
natural disaster. However, disaster mitigation

Alaska Permanent Fund dividend. If you re- 3. Punitive damages, in most cases. It doespayments are grants you use to mitigate (reduce
ceived a payment from Alaska’s mineral income not matter if they relate to a physical injurythe severity of) potential damage from future
fund (Alaska Permanent Fund dividend), report or physical sickness.natural disasters. They are paid to you through
it as income on line 21 of Form 1040, line 13 ofstate and local governments based on the provi- 4. Amounts received in settlement of pensionForm 1040A, or line 3 of Form 1040EZ. Thesions of the Robert T. Stafford Disaster Relief rights (if you did not contribute to the plan).state of Alaska sends each recipient a documentand Emergency Assistance Act or the National
that shows the amount of the payment with the 5. Damages for:Flood Insurance Act.
check. The amount also is reported to IRS.You cannot increase the basis or adjusted

a. Patent or copyright infringement,basis of your property for improvements made Alimony. Include in your income on Form
with nontaxable disaster mitigation payments. b. Breach of contract, or1040, line 11, any alimony payments you re-

ceive. Amounts you receive for child support areHome Affordable Modification Program c. Interference with business operations.
not income to you. Alimony and child support( H A M P ) . I f  y o u  b e n e f i t  f r o m
payments are discussed in chapter 18.Pay-for-Performance Success Payments under 6. Back pay and damages for emotional dis-

HAMP, the payments are not taxable. tress received to satisfy a claim under TitleBribes. If you receive a bribe, include it in your
VII of the Civil Rights Act of 1964.income.Mortgage assistance payments. Payments

7. Attorney fees and costs (including contin-made under section 235 of the National Housing Campaign contributions. These contribu-
gent fees) where the underlying recoveryAct for mortgage assistance are not included in tions are not income to a candidate unless they
is included in gross income.the homeowner’s income. Interest paid for the are diverted to his or her personal use. To be

homeowner under the mortgage assistance pro- Do not include in your income compensatoryexempt from tax, the contributions must be
gram cannot be deducted. damages for personal physical injury or physicalspent for campaign purposes or kept in a fund

sickness (whether received in a lump sum orfor use in future campaigns. However, interestMedicare. Medicare benefits received under
installments).earned on bank deposits, dividends received ontitle XVIII of the Social Security Act are not

contributed securities, and net gains realized onincludible in the gross income of the individuals Emotional distress. Emotional distress it-
sales of contributed securities are taxable andfor whom they are paid. This includes basic (part self is not a physical injury or physical sickness,
must be reported on Form 1120-POL, U.S. In-A (Hospital Insurance Benefits for the Aged)) but damages you receive for emotional distress
come Tax Return for Certain Political Organiza-and supplementary (part B (Supplementary due to a physical injury or sickness are treated
tions. Excess campaign funds transferred to anMedical Insurance Benefits for the Aged)). as received for the physical injury or sickness.
office account must be included in the office- Do not include them in your income.

Old-age, survivors, and disability insurance holder’s income on Form 1040, line 21, in the If the emotional distress is due to a personal
benefits (OASDI). OASDI payments under year transferred. injury that is not due to a physical injury or
section 202 of title II of the Social Security Act sickness (for example, employment discrimina-Car pools. Do not include in your incomeare not includible in the gross income of the tion or injury to reputation), you must include theamounts you receive from the passengers forindividuals to whom they are paid. This applies damages in your income, except for any dam-driving a car in a car pool to and from work.to old-age insurance benefits, and insurance ages you receive for medical care due to thatThese amounts are considered reimbursementbenefits for wives, husbands, children, widows, emotional distress. Emotional distress includesfor your expenses. However, this rule does notwidowers, mothers and fathers, and parents, as physical symptoms that result from emotionalapply if you have developed car pool arrange-well as the lump-sum death payment. distress, such as headaches, insomnia, andments into a profit-making business of transport-

stomach disorders.Nutrition Program for the Elderly. Food ing workers for hire.
benefits you receive under the Nutrition Pro- Deduction for costs involved in unlawfulCash rebates. A cash rebate you receive fromgram for the Elderly are not taxable. If you pre- discrimination suits. You may be able to de-a dealer or manufacturer of an item you buy ispare and serve free meals for the program, duct attorney fees and court costs paid to re-not income, but you must reduce your basis byinclude in your income as wages the cash pay cover a judgment or settlement for a claim ofthe amount of the rebate.you receive, even if you are also eligible for food unlawful discrimination under various provisions
benefits. of federal, state, and local law listed in InternalExample. You buy a new car for $24,000

Revenue Code section 62(e), a claim againstPayments to reduce cost of winter energy. cash and receive a $2,000 rebate check from
the United States government, or a claim underPayments made by a state to qualified people to the manufacturer. The $2,000 is not income to
section 1862(b)(3)(A) of the Social Security Act.reduce their cost of winter energy use are not you. Your basis in the car is $22,000. This is the
For more information, see Publication 525.taxable. basis on which you figure gain or loss if you sell

the car and depreciation if you use it for busi- Credit card insurance. In most cases, if you
ness. receive benefits under a credit card disability or

unemployment insurance plan, the benefits areCasualty insurance and other reimburse-
taxable to you. These plans make the minimumOther Income ments. You generally should not report these
monthly payment on your credit card account ifreimbursements on your return unless you are
you cannot make the payment due to injury,The following brief discussions are arranged in figuring gain or loss from the casualty or theft.
illness, disability, or unemployment. Report onalphabetical order. Income items that are dis- See chapter 25, for more information.
Form 1040, line 21, the amount of benefits youcussed in greater detail in another publication
received during the year that is more than theChild support payments. You should not re-include a reference to that publication.
amount of the premiums you paid during theport these payments on your return. See chapter

Activity not for profit. You must include on year.18 for more information.
your return income from an activity from which
you do not expect to make a profit. An example Court awards and damages. To determine if Down payment assistance. If you purchase
of this type of activity is a hobby or a farm you settlement amounts you receive by compromise a home and receive assistance from a nonprofit
operate mostly for recreation and pleasure. or judgment must be included in your income, corporation to make the down payment, that
Enter this income on Form 1040, line 21. Deduc- you must consider the item that the settlement assistance is not included in your income. If the
tions for expenses related to the activity are replaces. The character of the income as ordi- corporation qualifies as a tax-exempt charitable
limited. They cannot total more than the income nary income or capital gain depends on the organization, the assistance is treated as a gift
you report and can be taken only if you itemize nature of the underlying claim. Include the fol- and is included in your basis of the house. If the
deductions on Schedule A (Form 1040). See lowing as ordinary income. corporation does not qualify, the assistance is
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treated as a rebate or reduction of the purchase property (or income from the property) put into Foster care providers. Payments you re-
price and is not included in your basis. the trust will or may revert (be returned) to the ceive from a state, political subdivision, or a

grantor or the grantor’s spouse. qualified foster care placement agency for pro-
Employment agency fees. If you get a job Generally, a trust is a grantor trust if the viding care to qualified foster individuals in your
through an employment agency, and the fee is grantor has a reversionary interest valued (at home generally are not included in your income.
paid by your employer, the fee is not includible in the date of transfer) at more than 5% of the However, you must include in your income pay-
your income if you are not liable for it. However, value of the transferred property. ments received for the care of more than 5
if you pay it and your employer reimburses you individuals age 19 or older and certain diffi-

Expenses paid by another. If your personalfor it, it is includible in your income. culty-of-care payments.
expenses are paid for by another person, such A qualified foster individual is a person who:Energy conservation subsidies. You can as a corporation, the payment may be taxable to

exclude from gross income any subsidy pro- you depending upon your relationship with that 1. Is living in a foster family home, and
vided, either directly or indirectly, by public utili- person and the nature of the payment. But if the

2. Was placed there by:ties for the purchase or installation of an energy payment makes up for a loss caused by that
conservation measure for a dwelling unit. person, and only restores you to the position you a. An agency of a state or one of its politi-

were in before the loss, the payment is notEnergy conservation measure. This in- cal subdivisions, or
includible in your income.cludes installations or modifications that are pri-

b. A qualified foster care placementmarily designed to reduce consumption of Fees for services. Include all fees for your agency.electricity or natural gas, or improve the man- services in your income. Examples of these fees
agement of energy demand. are amounts you receive for services you per-

Difficulty-of-care payments. These areform as:Dwelling unit. This includes a house, apart-
additional payments that are designated by thement, condominium, mobile home, boat, or simi- • A corporate director, payer as compensation for providing the addi-lar property. If a building or structure contains
tional care that is required for physically, men-• An executor, administrator, or personalboth dwelling and other units, any subsidy must
tally, or emotionally handicapped qualified fosterrepresentative of an estate,be properly allocated.
individuals. A state must determine that the ad-• A manager of a trade or business you op- ditional compensation is needed, and the careEstate and trust income.     An estate or trust,

erated before declaring Chapter 11 bank- for which the payments are made must be pro-unlike a partnership, may have to pay federal
ruptcy, vided in your home.income tax. If you are a beneficiary of an estate

You must include in your income diffi-or trust, you may be taxed on your share of its • A notary public, or
culty-of-care payments received for more than:income distributed or required to be distributed • An election precinct official.

to you. However, there is never a double tax. • 10 qualified foster individuals under age
Estates and trusts file their returns on Form 19, orNonemployee compensation. If you are
1041, U.S. Income Tax Return for Estates and not an employee and the fees for your services • 5 qualified foster individuals age 19 orTrusts, and your share of the income is reported from the same payer total $600 or more for the older.to you on Schedule K-1 (Form 1041). year, you may receive a Form 1099-MISC. You

may need to  repor t  your  fees asCurrent income required to be distributed. Maintaining space in home. If you are paid
self-employment income. See Self-EmployedIf you are the beneficiary of an estate or trust to maintain space in your home for emergency
Persons, in chapter 1, for a discussion of whenthat must distribute all of its current income, you foster care, you must include the payment in
you are considered self-employed.must report your share of the distributable net your income.

income, whether or not you actually received it. Corporate director. Corporate director Reporting taxable payments.  If you re-
fees are self-employment income. Report theseCurrent income not required to be distrib- ceive payments that you must include in your
payments on Schedule C or Schedule C-EZuted.  If you are the beneficiary of an estate or income, you are in business as a foster care
(Form 1040).trust and the fiduciary has the choice of whether provider and you are self-employed. Report the

to distribute all or part of the current income, you payments on Schedule C or Schedule C-EZPersonal representatives. All personal
must report: (Form 1040). See Publication 587, Businessrepresentatives must include in their gross in-

Use of Your Home, to help you determine thecome fees paid to them from an estate. If you• All income that is required to be distributed
amount you can deduct for the use of yourare not in the trade or business of being anto you, whether or not it is actually distrib-
home.executor (for instance, you are the executor of auted, plus

friend’s or relative’s estate), report these fees on• All other amounts actually paid or credited Found property. If you find and keep propertyForm 1040, line 21. If you are in the trade or
to you, that does not belong to you that has been lost orbusiness of being an executor, report these fees

abandoned (treasure-trove), it is taxable to youup to the amount of your share of distributable as self-employment income on Schedule C or
at its fair market value in the first year it is yournet income. Schedule C-EZ (Form 1040). The fee is not
undisputed possession.includible in income if it is waived.How to report. Treat each item of income

the same way that the estate or trust would treat Manager of trade or business for bank- Free tour. If you received a free tour from a
it. For example, if a trust’s dividend income is ruptcy estate. Include in your income all pay- travel agency for organizing a group of tourists,
distributed to you, you report the distribution as ments received from your bankruptcy estate for you must include its value in your income. Re-
dividend income on your return. The same rule managing or operating a trade or business that port the fair market value of the tour on Form
applies to distributions of tax-exempt interest you operated before you filed for bankruptcy. 1040, line 21, if you are not in the trade or
and capital gains. Report this income on Form 1040, line 21. business of organizing tours. You cannot deduct

The fiduciary of the estate or trust must tell your expenses in serving as the voluntary leaderNotary public.  Report payments for these
you the type of items making up your share of of the group at the group’s request. If you organ-services on Schedule C or Schedule C-EZ
the estate or trust income and any credits you ize tours as a trade or business, report the tour’s(Form 1040). These payments are not subject to
are allowed on your individual income tax return. value on Schedule C or Schedule C-EZ (Formself-employment tax. See the separate instruc-

1040).Losses. Losses of estates and trusts gener- tions for Schedule SE (Form 1040) for details.
ally are not deductible by the beneficiaries. Election precinct official. You should re- Gambling winnings. You must include your

Grantor trust. Income earned by a grantor ceive a Form W-2 showing payments for serv- gambling winnings in income on Form 1040, line
trust is taxable to the grantor, not the benefi- ices performed as an election official or election 21. If you itemize your deductions on Schedule
ciary, if the grantor keeps certain control over worker. Report these payments on line 7 of A (Form 1040), you can deduct gambling losses
the trust. (The grantor is the one who transferred Form 1040 or Form 1040A or on line 1 of Form you had during the year, but only up to the
property to the trust.) This rule applies if the 1040EZ. amount of your winnings.
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Lotteries and raffles. Winnings from lotter- you pay qualified higher educational expenses prize in your income if you meet all of the follow-
ies and raffles are gambling winnings. In addi- in the same year. For more information on this ing requirements.
tion to cash winnings, you must include in your exclusion, see Education Savings Bond Pro- • You were selected without any action on
income the fair market value of bonds, cars, gram under U.S. Savings Bonds in chapter 7.

your part to enter the contest or proceed-
houses, and other noncash prizes.

ing.Job interview expenses. If a prospective em-
If you win a state lottery prize payable ployer asks you to appear for an interview and • You are not required to perform substan-
in installments, see Publication 525 for either pays you an allowance or reimburses you tial future services as a condition to receiv-
more information.

TIP
for your transportation and other travel ex- ing the prize or award.
penses, the amount you receive is generally not

Form W-2G. You may have received a • The prize or award is transferred by thetaxable. You include in income only the amount
Form W-2G, Certain Gambling Winnings, show- payer directly to a governmental unit oryou receive that is more than your actual ex-
ing the amount of your gambling winnings and tax-exempt charitable organization as des-penses.
any tax taken out of them. Include the amount ignated by you.
from box 1 on Form 1040, line 21. Include the Jury duty.   Jury duty pay you receive must be See Publication 525 for more information about
amount shown in box 2 on Form 1040, line 62, included in your income on Form 1040, line 21. If the conditions that apply to the transfer.
as federal income tax withheld. you must give the pay to your employer because

your employer continues to pay your salaryReporting winnings and recordkeeping. Qualified tuition programs (QTPs). A quali-
while you serve on the jury, you can deduct theFor more information on reporting gambling win- fied tuition program (also known as a 529 pro-
amount turned over to your employer as annings and recordkeeping, see Gambling Losses gram) is a program set up to allow you to either
adjustment to your income. Enter the amountUp to the Amount of Gambling Winnings in prepay or contribute to an account established
you repay your employer on Form 1040, line 36.chapter 28. for paying a student’s qualified higher education
Enter “Jury Pay” and the amount on the dotted expenses at an eligible educational institution. A

Gifts and inheritances. In most cases, prop- line next to line 36. program can be established and maintained by
erty you receive as a gift, bequest, or inheritance a state, an agency or instrumentality of a state,Kickbacks.   You must include kickbacks, sideis not included in your income. However, if prop- or an eligible educational institution.commissions, push money, or similar paymentserty you receive this way later produces income The part of a distribution representing theyou receive in your income on Form 1040, linesuch as interest, dividends, or rents, that income amount paid or contributed to a QTP is not21, or on Schedule C or Schedule C-EZ (Formis taxable to you. If property is given to a trust included in income. This is a return of the invest-1040), if from your self-employment activity.and the income from it is paid, credited, or dis- ment in the program.
tributed to you, that income is also taxable to In most cases, the beneficiary does not in-Example. You sell cars and help arrangeyou. If the gift, bequest, or inheritance is the clude in income any earnings distributed from acar insurance for buyers. Insurance brokers payincome from the property, that income is taxable QTP if the total distribution is less than or equalback part of their commissions to you for refer-to you. to adjusted qualified higher education ex-ring customers to them. You must include the

penses. See Publication 970 for more informa-Inherited pension or IRA. If you inherited a kickbacks in your income.
tion.pension or an individual retirement arrangement

(IRA), you may have to include part of the inher- Medical savings accounts (MSAs). In most Railroad retirement annuities. The following
ited amount in your income. See chapter 10 if cases, you do not include in income amounts types of payments are treated as pension or
you inherited a pension. See chapter 17 if you you withdraw from your Archer MSA or Medi- annuity income and are taxable under the rules
inherited an IRA. care Advantage MSA if you use the money to explained in chapter 11.

pay for qualified medical expenses. Generally,Hobby losses. Losses from a hobby are not • Tier 1 railroad retirement benefits that arequalified medical expenses are those you can
deductible from other income. A hobby is an more than the social security equivalentdeduct on Schedule A (Form 1040), Itemized
activity from which you do not expect to make a benefit.Deductions. For more information about quali-
profit. See Activity not for profit, earlier.

fied medical expenses, see chapter 21. For • Tier 2 benefits.
If you collect stamps, coins, or other more information about Archer MSAs or Medi-

• Vested dual benefits.items as a hobby for recreation and care Advantage MSAs, see Publication 969,
pleasure, and you sell any of the items, Health Savings Accounts and OtherCAUTION

!
your gain is taxable as a capital gain. (See Tax-Favored Health Plans. Rewards. If you receive a reward for providing
chapter 16.) However, if you sell items from your information, include it in your income.

Prizes and awards. If you win a prize in acollection at a loss, you cannot deduct the loss.
Sale of home. You may be able to excludelucky number drawing, television or radio quiz
from income all or part of any gain from the saleprogram, beauty contest, or other event, youIllegal activities. Income from illegal activi-
or exchange of your main home. See chaptermust include it in your income. For example, ifties, such as money from dealing illegal drugs,
15.you win a $50 prize in a photography contest,must be included in your income on Form 1040,

you must report this income on Form 1040, lineline 21, or on Schedule C or Schedule C-EZ Sale of personal items. If you sold an item
21. If you refuse to accept a prize, do not include(Form 1040) if from your self-employment activ- you owned for personal use, such as a car,
its value in your income.ity. refrigerator, furniture, stereo, jewelry, or

Prizes and awards in goods or services must silverware, your gain is taxable as a capital gain.Indian fishing rights. If you are a member of be included in your income at their fair market Report it as explained in the Instructions fora qualified Indian tribe that has fishing rights value. Schedule D (Form 1040). You cannot deduct asecured by treaty, executive order, or an Act of
loss.Employee awards or bonuses. CashCongress as of March 17, 1988, do not include

However, if you sold an item you held forawards or bonuses given to you by your em-in your income amounts you receive from activi-
investment, such as gold or silver bullion, coins,ployer for good work or suggestions generallyties related to those fishing rights. The income is
or gems, any gain is taxable as a capital gainmust be included in your income as wages.not subject to income tax, self-employment tax,
and any loss is deductible as a capital loss.However, certain noncash employee achieve-or employment taxes.

ment awards can be excluded from income. See
Interest on frozen deposits. In general, you Example. You sold a painting on an onlineBonuses and awards in chapter 5.
exclude from your income the amount of interest auction website for $100. You bought the paint-

Pulitzer, Nobel, and similar prizes. If youearned on a frozen deposit. See Interest income ing for $20 at a garage sale years ago. Report
were awarded a prize in recognition of accom-on frozen deposits in chapter 7. your gain as a capital gain as explained in the
plishments in religious, charitable, scientific, ar- Instructions for Schedule D (Form 1040).

Interest on qualified savings bonds. You tistic, educational, literary, or civic fields, you
may be able to exclude from income the interest generally must include the value of the prize in Scholarships and fellowships. A candidate
from qualified U.S. savings bonds you redeem if your income. However, you do not include this for a degree can exclude amounts received as a
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qualified scholarship or fellowship. A qualified your income. These allowances are not consid- to the 2%-of-AGI limit if they are related to your
scholarship or fellowship is any amount you re- ered scholarship or fellowship grants. job and if you itemize deductions on Schedule A
ceive that is for: (Form 1040). For more information, see UnionPrizes. Scholarship prizes won in a contest

Dues and Expenses in chapter 28.• Tuition and fees to enroll at or attend an are not scholarships or fellowships if you do not
educational institution, or have to use the prizes for educational purposes. Strike and lockout benefits. Benefits paid

You must include these amounts in your income to you by a union as strike or lockout benefits,• Fees, books, supplies, and equipment re-
on Form 1040, line 21, whether or not you use including both cash and the fair market value of

quired for courses at the educational insti-
the amounts for educational purposes. other property, are usually included in your in-

tution.
come as compensation. You can exclude theseStolen property. If you steal property, you

Amounts used for room and board do not qualify benefits from your income only when the facts
must report its fair market value in your income

for the exclusion. See Publication 970 for more clearly show that the union intended them as
in the year you steal it unless in the same year,

information on qualified scholarships and fellow- gifts to you.
you return it to its rightful owner.

ship grants.
Utility rebates. If you are a customer of anTransporting school children. Do not in-Payment for services. In most cases, you electric utility company and you participate in the

clude in your income a school board mileage
must include in income the part of any scholar- utility’s energy conservation program, you may

allowance for taking children to and from school
ship or fellowship that represents payment for receive on your monthly electric bill either:

if you are not in the business of taking children to
past, present, or future teaching, research, or

school. You cannot deduct expenses for provid- • A reduction in the purchase price of elec-
other services. This applies even if all candi-

ing this transportation. tricity furnished to you (rate reduction), or
dates for a degree must perform the services to
receive the degree. Union benefits and dues. Amounts deducted • A nonrefundable credit against the

For information about the rules that apply to from your pay for union dues, assessments, purchase price of the electricity.
a tax-free qualified tuition reduction provided to contributions, or other payments to a union can-

The amount of the rate reduction or nonrefund-
employees and their families by an educational not be excluded from your income.

able credit is not included in your income.
institution, see Publication 970. You may be able to deduct some of these

payments as a miscellaneous deduction subjectVA payments. Allowances paid by the De-
partment of Veterans Affairs are not included in
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Part Three.

The four chapters in this part discuss investment gains and losses, includingGains and
how to figure your basis in property. A gain from selling or trading stocks,
bonds, or other investment property may be taxed or it may be tax free, atLosses least in part. A loss may or may not be deductible. These chapters also
discuss gains from selling property you personally use — including the special
rules for selling your home. Nonbusiness casualty and theft losses are dis-
cussed in chapter 25 in Part Five.

❏ 544 Sales and Other Dispositions of to the respective fair market values (FMVs) of
Assets the land and buildings at the time of purchase.

Figure the basis of each asset by multiplying the
❏ 550 Investment Income and Expenses13. lump sum by a fraction. The numerator is the
❏ 551 Basis of Assets FMV of that asset and the denominator is the

FMV of the whole property at the time of
❏ 946 How To Depreciate Property

purchase.Basis of
If you are not certain of the FMVs of the
land and buildings, you can allocateProperty the basis according to their assessed

TIP

Cost Basis values for real estate tax purposes.

Fair market value (FMV). FMV is the priceThe basis of property you buy is usually its cost.
at which the property would change hands be-The cost is the amount you pay in cash, debtIntroduction
tween a willing buyer and a willing seller, neitherobligations, other property, or services. Your

This chapter discusses how to figure your basis cost also includes amounts you pay for the fol- having to buy or sell, and both having reasona-
in property. It is divided into the following sec- lowing items: ble knowledge of all the necessary facts. Sales
tions. of similar property on or about the same date• Sales tax,• Cost basis. may be helpful in figuring the FMV of the prop-

• Freight, erty.• Adjusted basis.
• Installation and testing,• Basis other than cost. Assumption of mortgage. If you buy prop-
• Excise taxes, erty and assume (or buy the property subject to)

Your basis is the amount of your investment in an existing mortgage on the property, your basis• Legal and accounting fees (when they
property for tax purposes. Use the basis to figure includes the amount you pay for the propertymust be capitalized),
gain or loss on the sale, exchange, or other plus the amount to be paid on the mortgage.

• Revenue stamps,disposition of property. Also use it to figure de-
ductions for depreciation, amortization, deple- Settlement costs. Your basis includes the• Recording fees, and
tion, and casualty losses. settlement fees and closing costs you paid for• Real estate taxes (if you assume liabilityIf you use property for both business or in- buying the property. (A fee for buying property is

for the seller).vestment purposes and for personal purposes, a cost that must be paid even if you buy the
you must allocate the basis based on the use. property for cash.) Do not include fees and costsIn addition, the basis of real estate and business
Only the basis allocated to the business or in- for getting a loan on the property in your basis.assets may include other items.
vestment use of the property can be depreci- The following are some of the settlement
ated. Loans with low or no interest.  If you buy fees or closing costs you can include in the basis

Your original basis in property is adjusted property on a time-payment plan that charges of your property.
(increased or decreased) by certain events. For little or no interest, the basis of your property is • Abstract fees (abstract of title fees).example, if you make improvements to the prop- your stated purchase price minus any amount
erty, increase your basis. If you take deductions considered to be unstated interest. You gener- • Charges for installing utility services.
for depreciation or casualty losses, or claim cer- ally have unstated interest if your interest rate is • Legal fees (including fees for the titletain credits, reduce your basis. less than the applicable federal rate.

search and preparation of the sales con-For more information, see Unstated InterestKeep accurate records of all items that tract and deed). and Original Issue Discount (OID) in Publicationaffect the basis of your property. For
537. • Recording fees.more information on keeping records,RECORDS

see chapter 1. • Survey fees.
Real Property • Transfer taxes. 

Useful Items Real property, also called real estate, is land and • Owner’s title insurance.You may want to see: generally anything built on, growing on, or at-
• Any amounts the seller owes that youtached to land.

Publication agree to pay, such as back taxes or inter-If you buy real property, certain fees and
est, recording or mortgage fees, chargesother expenses you pay are part of your cost❏ 15-B Employer’s Tax Guide to Fringe for improvements or repairs, and salesbasis in the property.Benefits commissions.

Lump sum purchase. If you buy buildings❏ 525 Taxable and Nontaxable Income
Settlement costs do not include amountsand the land on which they stand for a lump

❏ 535 Business Expenses placed in escrow for the future payment of itemssum, allocate the cost basis among the land and
such as taxes and insurance.❏ 537 Installment Sales the buildings. Allocate the cost basis according
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The following are some of the settlement
Table 13-1. Examples of Adjustments to Basisfees and closing costs you cannot include in the

basis of property.

• Casualty insurance premiums. Increases to Basis Decreases to Basis
• Rent for occupancy of the property before • Capital improvements: • Exclusion from income of

closing. Putting an addition on your home  subsidies for energy conservation
Replacing an entire roof  measures• Charges for utilities or other services re-
Paving your drivewaylated to occupancy of the property before
Installing central air conditioning • Casualty or theft loss deductionsclosing.
Rewiring your home  and insurance reimbursements• Charges connected with getting a loan,

such as points (discount points, loan origi-
• Assessments for local improvements:nation fees), mortgage insurance premi-

Water connectionsums, loan assumption fees, cost of a
Extending utility service lines to the • Postponed gain from the sale of a homecredit report, and fees for an appraisal re-

propertyquired by a lender.
Sidewalks • Alternative motor vehicle credit 

• Fees for refinancing a mortgage. (Form 8910)
Roads

Real estate taxes. If you pay real estate taxes • Alternative fuel vehicle refueling
the seller owed on real property you bought, and property credit (Form 8911)
the seller did not reimburse you, treat those
taxes as part of your basis. You cannot deduct • Residential energy credits (Form 5695)
them as an expense.

• Casualty losses: • Depreciation and section 179 deductionIf you reimburse the seller for taxes the seller
paid for you, you can usually deduct that amount Restoring damaged property
as an expense in the year of purchase. Do not • Nontaxable corporate distributions
include that amount in the basis of your property. • Legal fees:
If you did not reimburse the seller, you must Cost of defending and perfecting a title • Certain canceled debt excluded from
reduce your basis by the amount of those taxes. Fees for getting a reduction of an  income

assessment

Points. If you pay points to get a loan (includ-
• Zoning costs • Easementsing a mortgage, second mortgage, line of credit,

or a home equity loan), do not add the points to
• Adoption tax benefitsthe basis of the related property. Generally, you

deduct the points over the term of the loan. For
more information on how to deduct points, see
chapter 23. basement, adding another bathroom or bed- You must increase your basis in the property

by the amount you spend on repairs that restoreroom, putting up a fence, putting in new plumb-Points on home mortgage. Special rules
the property to its pre-casualty condition.ing or wiring, installing a new roof, or paving yourmay apply to points you and the seller pay when

For more information on casualty and theftdriveway.you get a mortgage to buy your main home. If
losses, see chapter 25.

certain requirements are met, you can deduct Assessments for local improvements.
Depreciation and section 179 deduction.the points in full for the year in which they are Add to the basis of property assessments for
Decrease the basis of your qualifying businesspaid. Reduce the basis of your home by any improvements such as streets and sidewalks if
property by any section 179 deduction you takeseller-paid points. they increase the value of the property as-
and the depreciation you deducted, or couldsessed. Do not deduct them as taxes. However,
have deducted (including any special deprecia-you can deduct as taxes assessments for main-
tion allowance), on your tax returns under thetenance or repairs, or for meeting interest
method of depreciation you selected.charges related to the improvements.Adjusted Basis For more information about depreciation and
the section 179 deduction, see Publication 946Example. Your city changes the street in

Before figuring gain or loss on a sale, exchange, and the Instructions for Form 4562.front of your store into an enclosed pedestrian
or other disposition of property or figuring allow- mall and assesses you and other affected prop-
able depreciation, depletion, or amortization, Example. You owned a duplex used aserty owners for the cost of the conversion. Add
you must usually make certain adjustments (in- rental property that cost you $40,000, of whichthe assessment to your property’s basis. In this
creases and decreases) to the cost of the prop- $35,000 was allocated to the building andexample, the assessment is a depreciable as-
erty. The result is the adjusted basis. $5,000 to the land. You added an improvementset.

to the duplex that cost $10,000. In February last
year, the duplex was damaged by fire. Up to thatIncreases to Basis Decreases to Basis time, you had been allowed depreciation of
$23,000. You sold some salvaged material forIncrease the basis of any property by all items Decrease the basis of any property by all items $1,300 and collected $19,700 from your insur-properly added to a capital account. Examples that represent a return of capital for the period ance company. You deducted a casualty loss ofof items that increase basis are shown in Table during which you held the property. Examples of $1,000 on your income tax return for last year.13-1. These include the items discussed below. items that decrease basis are shown in Table You spent $19,000 of the insurance proceeds

13-1. These include the items discussed below. for restoration of the duplex, which was com-
Improvements. Add to your basis in property pleted this year. You must use the duplex’s
the cost of improvements having a useful life of Casualty and theft losses. If you have a cas- adjusted basis after the restoration to determine
more than 1 year, that increase the value of the ualty or theft loss, decrease the basis in your depreciation for the rest of the property’s recov-
property, lengthen its life, or adapt it to a differ- property by any insurance proceeds or other ery period. Figure the adjusted basis of the du-
ent use. For example, improvements include reimbursement and by any deductible loss not plex as follows:
putting a recreation room in your unfinished covered by insurance.
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Original cost of duplex . . . . . . . . . $35,000 property at the time it is transferred to you, less You realized a gain of $5,000 ($31,000 −
Addition to duplex . . . . . . . . . . . . 10,000 any amount you paid for it. Property is substan- $26,000). You bought replacement property
Total cost of duplex . . . . . . . . . . . $45,000 tially vested when it is transferable or when it is similar in use to the converted property for
Minus: Depreciation . . . . . . . . . . 23,000 not subject to a substantial risk of forfeiture (you $29,000. You recognize a gain of $2,000
Adjusted basis before casualty . . . . $22,000 do not have a good chance of losing it). For ($31,000 − $29,000), the unspent part of the
Minus: Insurance more information, see Restricted Property in payment from the state. Your unrecognized gain

proceeds . . . . . . $19,700 Publication 525. is $3,000, the difference between the $5,000
Deducted casualty realized gain and the $2,000 recognized gain.Bargain purchases. A bargain purchase isloss . . . . . . . . . . 1,000 The basis of the replacement property is figured

a purchase of an item for less than its FMV. If, asSalvage proceeds  1,300  22,000 as follows:
compensation for services, you buy goods orAdjusted basis after casualty . . . . . $-0-

Add: Cost of restoring duplex . . . . . 19,000 other property at less than FMV, include the Cost of replacement property . . . . . . $29,000
Adjusted basis after restoration $19,000 difference between the purchase price and the Minus: Gain not recognized . . . . . . . 3,000

property’s FMV in your income. Your basis in the Basis of replacement property . . . $26,000
property is its FMV (your purchase price plus theNote. Your basis in the land is its original
amount you include in income). cost of $5,000. Allocating the basis. If you buy more than

If the difference between your purchase one piece of replacement property, allocate yourEasements. The amount you receive for price and the FMV is a qualified employee dis- basis among the properties based on their re-granting an easement is generally considered to count, do not include the difference in income. spective costs.be proceeds from the sale of an interest in real However, your basis in the property is still its
property. It reduces the basis of the affected part FMV. See Employee Discounts in Publication Basis for depreciation. Special rules apply in
of the property. If the amount received is more 15-B. determining and depreciating the basis of
than the basis of the part of the property affected MACRS property acquired in an involuntary con-
by the easement, reduce your basis in that part version. For information, see What Is the BasisTaxable Exchangesto zero and treat the excess as a recognized of Your Depreciable Property? in chapter 1 of
gain. Publication 946.A taxable exchange is one in which the gain is

If the gain is on a capital asset, see chapter taxable or the loss is deductible. A taxable gain
16 for information about how to report it. If the or deductible loss also is known as a recognized Nontaxable Exchangesgain is on property used in a trade or business, gain or loss. If you receive property in exchange
see Publication 544 for information about how to for other property in a taxable exchange, the A nontaxable exchange is an exchange in whichreport it. basis of the property you receive is usually its you are not taxed on any gain and you cannot

FMV at the time of the exchange.Exclusion of subsidies for energy conserva- deduct any loss. If you receive property in a
tion measures. You can exclude from gross nontaxable exchange, its basis is generally the
income any subsidy you received from a public same as the basis of the property you trans-Involuntary Conversions
utility company for the purchase or installation of ferred. See Nontaxable Trades in chapter 14.
an energy conservation measure for a dwelling If you receive replacement property as a result
unit. Reduce the basis of the property for which of an involuntary conversion, such as a casualty,
you received the subsidy by the excluded Like-Kind Exchangestheft, or condemnation, figure the basis of the
amount. For more information about this sub- replacement property using the basis of the con-

The exchange of property for the same kind ofsidy, see chapter 12. verted property.
property is the most common type of nontaxable

Postponed gain from sale of home. If you exchange. To qualify as a like-kind exchange,Similar or related property. If you receivepostponed gain from the sale of your main home the property traded and the property receivedreplacement property similar or related in serv-under rules in effect before May 7, 1997, you must be both of the following.ice or use to the converted property, the replace-must reduce the basis of the home you acquired
ment property’s basis is the same as the • Qualifying property.as a replacement by the amount of the post-
converted property’s basis on the date of theponed gain. For more information on the rules • Like-kind property.conversion, with the following adjustments.for the sale of a home, see chapter 15.

The basis of the property you receive is gener-1. Decrease the basis by the following.
ally the same as the adjusted basis of the prop-

a. Any loss you recognize on the involun- erty you gave up. If you trade property in a
tary conversion.Basis Other Than Cost like-kind exchange and also pay money, the

basis of the property received is the adjustedb. Any money you receive that you do not
There are many times when you cannot use cost basis of the property you gave up increased byspend on similar property.
as basis. In these cases, the fair market value or the money you paid.
the adjusted basis of the property can be used. 2. Increase the basis by the following. Qualifying property. In a like-kind exchange,Fair market value (FMV) and adjusted basis

you must hold for investment or for productivea. Any gain you recognize on the involun-were discussed earlier.
use in your trade or business both the propertytary conversion.
you give up and the property you receive.Property Received b. Any cost of acquiring the replacement
Like-kind property. There must be an ex-property.for Services change of like-kind property. Like-kind proper-
ties are properties of the same nature or

If you receive property for your services, include
Money or property not similar or related.  If character, even if they differ in grade or quality.

its FMV in income. The amount you include in
you receive money or property not similar or The exchange of real estate for real estate and

income becomes your basis. If the services
related in service or use to the converted prop- personal property for similar personal property

were performed for a price agreed on before-
erty, and you buy replacement property similar are exchanges of like-kind property.

hand, it will be accepted as the FMV of the
or related in service or use to the converted

property if there is no evidence to the contrary. Example. You trade in an old truck used inproperty, the basis of the replacement property
Restricted property. If you receive prop- your business with an adjusted basis of $1,700is its cost decreased by the gain not recognized

erty for your services and the property is subject for a new one costing $6,800. The dealer allowson the conversion.
to certain restrictions, your basis in the property you $2,000 on the old truck, and you pay $4,800.
is its FMV when it becomes substantially vested. Example. The state condemned your prop- This is a like-kind exchange. The basis of the
However, this rule does not apply if you make an erty. The adjusted basis of the property was new truck is $6,500 (the adjusted basis of the old
election to include in income the FMV of the $26,000 and the state paid you $31,000 for it. one, $1,700, plus the amount you paid, $4,800).
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If you sell your old truck to a third party for the adjusted basis and holding period of the purposes after reduction by any annual exclu-
$2,000 instead of trading it in and then buy a property as of the date of the transfer. sion and marital or charitable deduction that
new one from the dealer, you have a taxable For more information about the transfer of applies to the gift. For information on the gift tax,
gain of $300 on the sale (the $2,000 sale price property from a spouse, see chapter 14. see Publication 950, Introduction to Estate and
minus the $1,700 adjusted basis). The basis of Gift Taxes.
the new truck is the price you pay the dealer. Property Received 

Example. In 2011, you received a gift of
Partially nontaxable exchanges. A partially as a Gift property from your mother that had an FMV of
nontaxable exchange is an exchange in which $50,000. Her adjusted basis was $20,000. The

To figure the basis of property you receive as ayou receive unlike property or money in addition amount of the gift for gift tax purposes was
gift, you must know its adjusted basis to theto like-kind property. The basis of the property $37,000 ($50,000 minus the $13,000 annual
donor just before it was given to you, its FMV atyou receive is the same as the adjusted basis of exclusion). She paid a gift tax of $7,540 on the
the time it was given to you, and any gift tax paidthe property you gave up, with the following property. Your basis is $26,107, figured as fol-
on it.adjustments. lows:

1. Decrease the basis by the following FMV less than donor’s adjusted basis. If the Fair market value . . . . . . . . . . . . . . $50,000
amounts. FMV of the property at the time of the gift is less Minus: Adjusted basis . . . . . . . . . . . −20,000

than the donor’s adjusted basis, your basis de- Net increase in value . . . . . . . . . . . $30,000
a. Any money you receive. pends on whether you have a gain or a loss

when you dispose of the property. Your basis for Gift tax paid . . . . . . . . . . . . . . . . . $7,540b. Any loss you recognize on the ex-
Multiplied by ($30,000 ÷ $37,000) . . . × .81figuring gain is the same as the donor’s adjustedchange.
Gift tax due to net increase in value $6,107basis plus or minus any required adjustments to
Adjusted basis of property to yourbasis while you held the property. Your basis for2. Increase the basis by the following
mother . . . . . . . . . . . . . . . . . . . . . +20,000figuring loss is its FMV when you received theamounts.
Your basis in the property . . . . . . . $26,107gift plus or minus any required adjustments to

a. Any additional costs you incur. basis while you held the property. See Adjusted
Basis, earlier. Note.  If you received a gift before 1977,b. Any gain you recognize on the ex-

your basis in the gift (the donor’s adjusted basis)change.
Example. You received an acre of land as a includes any gift tax paid on it. However, your

gift. At the time of the gift, the land had an FMV basis cannot exceed the FMV of the gift at theIf the other party to the exchange assumes
of $8,000. The donor’s adjusted basis was time it was given to you.your liabilities, treat the debt assumption as
$10,000. After you received the property, nomoney you received in the exchange.
events occurred to increase or decrease your Inherited PropertyAllocation of basis. If you receive like-kind basis. If you later sell the property for $12,000,

and unlike properties in the exchange, allocate you will have a $2,000 gain because you must
If you inherited property from a decedent whothe basis first to the unlike property, other than use the donor’s adjusted basis at the time of the
died before 2010, your basis in property youmoney, up to its FMV on the date of the ex- gift ($10,000) as your basis to figure gain. If you
inherit from a decedent is generally one of thechange. The rest is the basis of the like-kind sell the property for $7,000, you will have a
following.property. $1,000 loss because you must use the FMV at

the time of the gift ($8,000) as your basis to • The FMV of the property at the date of the
More information. See Like-Kind Exchanges figure loss. decedent’s death.
in chapter 1 of Publication 544 for more informa- If the sales price is between $8,000 and • The FMV on the alternate valuation date iftion. $10,000, you have neither gain nor loss.

the personal representative for the estate
Business property. If you hold the gift asBasis for depreciation. Special rules apply in elects to use alternate valuation.

business property, your basis for figuring anydetermining and depreciating the basis of • The value under the special-use valuationdepreciation, depletion, or amortization deduc-MACRS property acquired in a like-kind ex-
method for real property used in farmingtions is the same as the donor’s adjusted basischange. For information, see What Is the Basis
or a closely held business if elected forplus or minus any required adjustments to basisof Your Depreciable Property? in chapter 1 of
estate tax purposes.while you hold the property.Publication 946.

• The decedent’s adjusted basis in land to
FMV equal to or greater than donor’s ad- the extent of the value excluded from theProperty Transferred justed basis. If the FMV of the property is decedent’s taxable estate as a qualified
equal to or greater than the donor’s adjustedFrom a Spouse conservation easement.
basis, your basis is the donor’s adjusted basis at

The basis of property transferred to you or trans- the time you received the gift. Increase your If a federal estate tax return does not have to
ferred in trust for your benefit by your spouse is basis by all or part of any gift tax paid, depending be filed, your basis in the inherited property is its
the same as your spouse’s adjusted basis. The on the date of the gift, explained later. appraised value at the date of death for state
same rule applies to a transfer by your former Also, for figuring gain or loss from a sale or inheritance or transmission taxes.
spouse that is incident to divorce. However, for other disposition or for figuring depreciation, de- For more information, see the instructions to
property transferred in trust, adjust your basis pletion, or amortization deductions on business Form 706, United States Estate (and Genera-
for any gain recognized by your spouse or for- property, you must increase or decrease your tion-Skipping Transfer) Tax Return.
mer spouse if the liabilities assumed, plus the basis (the donor’s adjusted basis) by any re-
liabilities to which the property is subject, are quired adjustments to basis while you held the Property inherited from a decedent who died
more than the adjusted basis of the property property. See Adjusted Basis, earlier. in 2010. If you inherited property from a dece-
transferred.  If you received a gift during the tax year, dent who died in 2010, special rules may apply.

If the property transferred to you is a series increase your basis in the gift (the donor’s ad- For more information, see Publication 4895, Tax
E, series EE, or series I U.S. savings bond, the justed basis) by the part of the gift tax paid on it Treatment of a Property Acquired From a Dece-
transferor must include in income the interest due to the net increase in value of the gift. Figure dent Dying in 2010.
accrued to the date of transfer. Your basis in the the increase by multiplying the gift tax paid by a
bond immediately after the transfer is equal to fraction. The numerator of the fraction is the net Community property. In community property
the transferor’s basis increased by the interest increase in value of the gift and the denominator states (Arizona, California, Idaho, Louisiana,
income includible in the transferor’s income. For is the amount of the gift. Nevada, New Mexico, Texas, Washington, and
more information on these bonds, see chapter 7. The net increase in value of the gift is the Wisconsin), husband and wife are each usually

At the time of the transfer, the transferor FMV of the gift minus the donor’s adjusted basis. considered to own half the community property.
must give you the records needed to determine The amount of the gift is its value for gift tax When either spouse dies, the total value of the
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community property, even the part belonging to figuring gain is $165,500 ($178,000 + $25,000 average basis. For more information, see Publi-
the surviving spouse, generally becomes the cation 550.(land) − $37,500).
basis of the entire property. For this rule to

Loss. Figure the basis for a loss starting Bond premium. If you buy a taxable bond at aapply, at least half the value of the community
with the smaller of your adjusted basis or the premium and elect to amortize the premium,property interest must be includible in the dece-
FMV of the property at the time of the change to reduce the basis of the bond by the amortizeddent’s gross estate, whether or not the estate
business or rental use. Then make adjustments premium you deduct each year. See Bond Pre-must file a return.
(increases and decreases) for the period after mium Amortization in chapter 3 of Publication
the change in the property’s use, as discussed 550 for more information. Although you cannotExample. You and your spouse owned
earlier under Adjusted Basis. deduct the premium on a tax-exempt bond, youcommunity property that had a basis of $80,000.

must amortize the premium each year and re-When your spouse died, half the FMV of the
Example. Assume the same facts as in the duce your basis in the bond by the amortizedcommunity interest was includible in your

previous example, except that you sell the prop- amount.spouse’s estate. The FMV of the community
erty at a loss after being allowed depreciationinterest was $100,000. The basis of your half of
deductions of $37,500. In this case, you would Original issue discount (OID) on debt instru-the property after the death of your spouse is
start with the FMV on the date of the change to ments. You must increase your basis in an$50,000 (half of the $100,000 FMV). The basis
rental use ($180,000), because it is less than the OID debt instrument by the OID you include inof the other half to your spouse’s heirs is also
adjusted basis of $203,000 ($178,000 + income for that instrument. See Original Issue$50,000.
$25,000 (land)) on that date. Reduce that Discount (OID) in chapter 7 and PublicationFor more information about community prop-
amount ($180,000) by the depreciation deduc- 1212, Guide To Original Issue Discount (OID)erty, see Publication 555, Community Property.
tions ($37,500). The basis for loss is $142,500 Instruments.
($180,000 − $37,500).

Tax-exempt obl igat ions. OID onProperty Changed From
tax-exempt obligations is generally not taxable.Personal to Business or Stocks and Bonds However, when you dispose of a tax-exempt
obligation issued after September 3, 1982, andRental Use

The basis of stocks or bonds you buy generally acquired after March 1, 1984, you must accrue
is the purchase price plus any costs of purchase,If you hold property for personal use and then OID on the obligation to determine its adjusted
such as commissions and recording or transferchange it to business use or use it to produce basis. The accrued OID is added to the basis of
fees. If you get stocks or bonds other than byrent, you can begin to depreciate the property at the obligation to determine your gain or loss.
purchase, your basis is usually determined bythe time of the change. To do so, you must figure See chapter 4 of Publication 550.
the FMV or the previous owner’s adjusted basis,its basis for depreciation. An example of chang-
as discussed earlier.ing property held for personal use to business or

You must adjust the basis of stocks for cer-rental use would be renting out your former
tain events that occur after purchase. For exam-personal residence.
ple, if you receive additional stock from

Basis for depreciation. The basis for depre- nontaxable stock dividends or stock splits, re-
ciation is the lesser of the following amounts. duce your basis for each share of stock by divid- 14.

ing the adjusted basis of the old stock by the• The FMV of the property on the date of the
number of shares of old and new stock. This rulechange.
applies only when the additional stock received

• Your adjusted basis on the date of the Sale of Propertyis identical to the stock held. Also reduce your
change. basis when you receive nontaxable distribu-

tions. They are a return of capital.

Example. Several years ago, you paid ReminderExample. In 2009 you bought 100 shares of$160,000 to have your house built on a lot that
XYZ stock for $1,000 or $10 a share. In 2010cost $25,000. You paid $20,000 for permanent

Foreign income. If you are a U.S. citizen whoyou bought 100 shares of XYZ stock for $1,600improvements to the house and claimed a
sells property located outside the United States,or $16 a share. In 2011 XYZ declared a 2-for-1$2,000 casualty loss deduction for damage to
you must report all gains and losses from thestock split. You now have 200 shares of stockthe house before changing the property to rental
sale of that property on your tax return unless itwith a basis of $5 a share and 200 shares with ause last year. Because land is not depreciable,
is exempt by U.S. law. This is true whether youbasis of $8 a share.you include only the cost of the house when
reside inside or outside the United States andfiguring the basis for depreciation.

Other basis. There are other ways to figure whether or not you receive a Form 1099 from theYour adjusted basis in the house when you
the basis of stocks or bonds depending on how payer.changed its use was $178,000 ($160,000 +
you acquired them. For detailed information, see$20,000 − $2,000). On the same date, your
Stocks and Bonds under Basis of Investmentproperty had an FMV of $180,000, of which
Property in chapter 4 of Publication 550.$15,000 was for the land and $165,000 was for Introductionthe house. The basis for figuring depreciation on Identifying stocks or bonds sold. If you can

the house is its FMV on the date of the change adequately identify the shares of stock or the This chapter discusses the tax consequences of
($165,000) because it is less than your adjusted bonds you sold, their basis is the cost or other selling or trading investment property. It explains
basis ($178,000). basis of the particular shares of stocks or bonds. the following.

If you buy and sell securities at various times inSale of property. If you later sell or dispose of • What a sale or trade is.
varying quantities and you cannot adequatelyproperty changed to business or rental use, the • Figuring gain or loss.identify the shares you sell, the basis of thebasis you use will depend on whether you are
securities you sell is the basis of the securitiesfiguring gain or loss. • Nontaxable trades.
you acquired first. For more information about

Gain. The basis for figuring a gain is your • Related party transactions.identifying securities you sell, see Stocks and
adjusted basis in the property when you sell the Bonds under Basis of Investment Property in • Capital gains or losses.
property. chapter 4 of Publication 550.

• Capital assets and noncapital assets.
Mutual fund shares. If you sell mutual fundExample. Assume the same facts as in the • Holding period.shares you acquired at various times and pricesprevious example except that you sell the prop-
and left on deposit in an account kept by aerty at a gain after being allowed depreciation • Rollover of gain from publicly traded se-
custodian or agent, you can elect to use andeductions of $37,500. Your adjusted basis for curities.
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Other property transactions. Certain trans- A trade is a transfer of property for other How to report loss. Report worthless se-
fers of property are not discussed here. They are property or services and may be taxed in the curities on Form 8949, line 1 or line 3, whichever
discussed in other IRS publications. These in- same way as a sale. applies. In column (a), enter “Worthless.”
clude the following.

Report your worthless securities trans-Sale and purchase. Ordinarily, a transaction
• Sales of a main home, covered in chapter actions on Form 8949 with the correctis not a trade when you voluntarily sell property

15. box (A, B, or C) checked for thesefor cash and immediately buy similar property to CAUTION
!

transactions. See Form 8949 and the 2011 In-replace it. The sale and purchase are two sepa-• Installment sales, covered in Publication
structions for Schedule D.rate transactions. But see Like-kind exchanges537, Installment Sales.

under Nontaxable Trades, later.
For more information on Form 8949• Transactions involving business property,

Redemption of stock. A redemption of stock and Schedule D, see Reporting Capitalcovered in Publication 544, Sales and
is treated as a sale or trade and is subject to the Gains and Losses, in chapter 16. See

TIP
Other Dispositions of Assets.

capital gain or loss provisions unless the re- also Schedule D, Form 8949, and the 2011
• Dispositions of an interest in a passive ac- demption is a dividend or other distribution on Instructions for Schedule D.

tivity, covered in Publication 925, Passive stock.
Filing a claim for refund. If you do notActivity and At-Risk Rules.

Dividend versus sale or trade. Whether a claim a loss for a worthless security on your
redemption is treated as a sale, trade, dividend,Publication 550, Investment Income and Ex- original return for the year it becomes worthless,
or other distribution depends on the circum-penses (Including Capital Gains and Losses), you can file a claim for a credit or refund due to
stances in each case. Both direct and indirectprovides a more detailed discussion about sales the loss. You must use Form 1040X, Amended
ownership of stock will be considered. The re-and trades of investment property. Publication U.S. Individual Income Tax Return, to amend
demption is treated as a sale or trade of stock if:550 includes information about the rules cover- your return for the year the security became

ing nonbusiness bad debts, straddles, section worthless. You must file it within 7 years from the• The redemption is not essentially
1256 contracts, puts and calls, commodity fu- date your original return for that year had to beequivalent to a dividend (see chapter 8),
tures, short sales, and wash sales. It also dis- filed, or 2 years from the date you paid the tax,• There is a substantially disproportionatecusses investment-related expenses. whichever is later. For more information about

redemption of stock, filing a claim, see Amended Returns and Claims
for Refund, in chapter 1.• There is a complete redemption of all theUseful Items

stock of the corporation owned by theYou may want to see:
shareholder, or How To Figure

Publication • The redemption is a distribution in partial Gain or Loss
liquidation of a corporation.

❏ 550 Investment Income and Expenses
You figure gain or loss on a sale or trade of
property by comparing the amount you realizeForm (and Instructions) Redemption or retirement of bonds. A re-
with the adjusted basis of the property.demption or retirement of bonds or notes at their

❏ Schedule D (Form 1040) Capital Gains Gain. If the amount you realize from a sale ormaturity is generally treated as a sale or trade.and Losses trade is more than the adjusted basis of theIn addition, a significant modification of a
property you transfer, the difference is a gain.❏ 8949 Sales and Other Dispositions of bond is treated as a trade of the original bond for

Capital Assets a new bond. For details, see Regulations sec- Loss. If the adjusted basis of the property you
tion 1.1001-3. transfer is more than the amount you realize, the❏ 8824 Like-Kind Exchanges

difference is a loss.Surrender of stock. A surrender of stock by a
dominant shareholder who retains ownership of Adjusted basis. The adjusted basis of prop-
more than half of the corporation’s voting shares erty is your original cost or other original basis
is treated as a contribution to capital rather than properly adjusted (increased or decreased) forSales and Trades as an immediate loss deductible from taxable certain items. See chapter 13 for more informa-
income. The surrendering shareholder must re- tion about determining the adjusted basis ofIf you sold property such as stocks, bonds, or allocate his or her basis in the surrendered property.certain commodities through a broker during the shares to the shares he or she retains.

year, you should receive, for each sale, a Form Amount realized. The amount you realizeWorthless securities. Stocks, stock rights,1099-B, Proceeds From Broker and Barter Ex- from a sale or trade of property is everything youand bonds (other than those held for sale by achange Transactions, or substitute statement, receive for the property minus your expenses ofsecurities dealer) that became completelyfrom the broker. You should receive the state- sale (such as redemption fees, sales commis-worthless during the tax year are treated asment by March 1 of the next year. It will show the sions, sales charges, or exit fees). Amount real-though they were sold on the last day of the taxgross proceeds from the sale. If you sold a ized includes the money you receive plus the fairyear. This affects whether your capital loss iscovered security in 2011, your 1099-B (or sub- market value of any property or services youlong term or short term. See Holding Period,stitute statement) will show your basis. Gener- receive. If you received a note or other debtlater.ally, a covered security is a security you instrument for the property, see How To FigureWorthless securities also include securitiesacquired after 2010, with certain exceptions. Gain or Loss in chapter 4 of Publication 550 tothat you abandon after March 12, 2008. ToSee the Instructions for Schedule D, Capital figure the amount realized.abandon a security, you must permanently sur-Gains and Losses. The IRS will also get a copy If you finance the buyer’s purchase of yourrender and relinquish all rights in the securityof Form 1099-B from the broker. property and the debt instrument does not pro-and receive no consideration in exchange for it.
Use Form 1099-B (or substitute statement vide for adequate stated interest, the unstatedAll the facts and circumstances determine

received from your broker) to complete Form interest that you must report as ordinary incomewhether the transaction is properly character-
8949. will reduce the amount realized from the sale.ized as an abandonment or other type of trans-

For more information, see Publication 537.action, such as an actual sale or exchange,
What Is a Sale or Trade? contribution to capital, dividend, or gift. Fair market value. Fair market value is the

If you are a cash basis taxpayer and make price at which the property would change hands
This section explains what is a sale or trade. It payments on a negotiable promissory note that between a buyer and a seller, neither being
also explains certain transactions and events you issued for stock that became worthless, you forced to buy or sell and both having reasonable
that are treated as sales or trades. can deduct these payments as losses in the knowledge of all the relevant facts.

A sale is generally a transfer of property for years you actually make the payments. Do not
money or a mortgage, note, or other promise to deduct them in the year the stock became worth- Example. You trade A Company stock with
pay money. less. an adjusted basis of $7,000 for B Company
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stock with a fair market value of $10,000, which you can have a nontaxable trade of corpo- For information on using Form 4797, see
is your amount realized. Your gain is $3,000 rate stocks under a different rule, as dis- chapter 4 of Publication 544.
($10,000 − $7,000). cussed later.

Corporate stocks. The following trades ofDebt paid off. A debt against the property, 4. There must be a trade of like property. The
corporate stocks generally do not result in aor against you, that is paid off as a part of the trade of real estate for real estate, or per-
taxable gain or a deductible loss.transaction, or that is assumed by the buyer, sonal property for similar personal prop-

must be included in the amount realized. This is erty, is a trade of like property. The trade Corporate reorganizations. In some in-
true even if neither you nor the buyer is person- of an apartment house for a store building, stances, a company will give you common stock
ally liable for the debt. For example, if you sell or or a panel truck for a pickup truck, is a for preferred stock, preferred stock for common
trade property that is subject to a nonrecourse trade of like property. The trade of a piece stock, or stock in one corporation for stock in
loan, the amount you realize generally includes of machinery for a store building is not a another corporation. If this is a result of a
the full amount of the note assumed by the buyer trade of like property. Real property lo- merger, recapitalization, transfer to a controlled
even if the amount of the note is more than the cated in the United States and real prop- corporation, bankruptcy, corporate division, cor-
fair market value of the property. erty located outside the United States are porate acquisition, or other corporate reorgani-

not like property. Also, personal property zation, you do not recognize gain or loss.
Example. You sell stock that you had used predominantly within the United

Stock for stock of the same corporation.pledged as security for a bank loan of $8,000. States and personal property used
Your basis in the stock is $6,000. The buyer predominantly outside the United States You can exchange common stock for common
pays off your bank loan and pays you $20,000 in are not like property. stock or preferred stock for preferred stock in the
cash. The amount realized is $28,000 ($20,000 same corporation without having a recognized5. The property to be received must be identi-
+ $8,000). Your gain is $22,000 ($28,000 − gain or loss. This is true for a trade between twofied in writing within 45 days after the date
$6,000). stockholders as well as a trade between a stock-you transfer the property given up in the

holder and the corporation.Payment of cash. If you trade property and trade.
cash for other property, the amount you realize Convertible stocks and bonds. You gen-6. The property to be received must be re-
is the fair market value of the property you re- erally will not have a recognized gain or loss ifceived by the earlier of:
ceive. Determine your gain or loss by sub- you convert bonds into stock or preferred stock
tracting the cash you pay plus the adjusted basis a. The 180th day after the date on which into common stock of the same corporation ac-
of the property you trade in from the amount you you transfer the property given up in the cording to a conversion privilege in the terms of
realize. If the result is a positive number, it is a trade, or the bond or the preferred stock certificate.
gain. If the result is a negative number, it is a

b. The due date, including extensions, for Property for stock of a controlled corpora-loss.
your tax return for the year in which the tion. If you transfer property to a corporation
transfer of the property given up occurs. solely in exchange for stock in that corporation,No gain or loss. You may have to use a basis

for figuring gain that is different from the basis and immediately after the trade you are in con-
If you trade property with a related party in aused for figuring loss. In this case, you may have trol of the corporation, you ordinarily will not

like-kind exchange, a special rule may apply.neither a gain nor a loss. See Basis Other Than recognize a gain or loss. This rule applies both
See Related Party Transactions, later in thisCost, in chapter 13. to individuals and to groups who transfer prop-
chapter. Also, see chapter 1 of Publication 544 erty to a corporation. It does not apply if the
for more information on exchanges of business corporation is an investment company.Nontaxable Trades property and special rules for exchanges using

For this purpose, to be in control of a corpo-
qualified intermediaries or involving multiple

This section discusses trades that generally do ration, you or your group of transferors mustproperties.
not result in a taxable gain or deductible loss. own, immediately after the exchange, at least
For more information on nontaxable trades, see 80% of the total combined voting power of allPartly nontaxable exchange. If you receive
chapter 1 of Publication 544. classes of stock entitled to vote and at least 80%money or unlike property in addition to like prop-

of the outstanding shares of each class of non-erty, and the above six conditions are met, you
Like-kind exchanges. If you trade business voting stock of the corporation.have a partly nontaxable trade. You are taxed on
or investment property for other business or any gain you realize, but only up to the amount If this provision applies to you, you may have
investment property of a like kind, you do not of the money and the fair market value of the to attach to your return a complete statement of
pay tax on any gain or deduct any loss until you unlike property you receive. You cannot deduct all facts pertinent to the exchange. For details,
sell or dispose of the property you receive. To be a loss. see Regulations section 1.351-3.
nontaxable, a trade must meet all six of the

Like property and unlike property trans- Additional information. For more informa-following conditions. 
ferred. If you give up unlike property in addi- tion on trades of stock, see Nontaxable Trades

1. The property must be business or invest- tion to the like property, you must recognize gain in chapter 4 of Publication 550.
ment property. You must hold both the or loss on the unlike property you give up. The
property you trade and the property you gain or loss is the difference between the ad- Insurance policies and annuities. You will
receive for productive use in your trade or justed basis of the unlike property and its fair not have a recognized gain or loss if the insured
business or for investment. Neither prop- market value. or annuitant is the same under both contracts
erty may be property used for personal and you trade:Like property and money transferred. Ifpurposes, such as your home or family

conditions (1) –  (6) are met, you have a nontax- • A life insurance contract for another lifecar.
able trade even if you pay money in addition to insurance contract or for an endowment or

2. The property must not be held primarily for the like property. annuity contract or for a qualified
sale. The property you trade and the prop- long-term care insurance contract,Basis of property received. To figure the ba-erty you receive must not be property you

sis of the property received, see Nontaxable • An endowment contract for another en-sell to customers, such as merchandise.
Exchanges, in chapter 13. dowment contract that provides for regular

3. The property must not be stocks, bonds, payments beginning at a date no later
notes, choses in action, certificates of trust How to report. You must report the trade of than the beginning date under the old con-
or beneficial interest, or other securities or like property on Form 8824. If you figure a recog- tract or for an annuity contract or for a
evidences of indebtedness or interest, in- nized gain or loss on Form 8824, report it on qualified long-term insurance contract,
cluding partnership interests. However, Schedule D (Form 1040), or on Form 4797,

• An annuity contract for annuity contract orsee Special rules for mutual ditch, reser- Sales of Business Property, whichever applies.
for a qualified long-term care insurancevoir, or irrigation company stock, in chapter See the instructions for Line 22 in the Instruc-
contract, or4 of Publication 550 for an exception. Also, tions for Form 8824.
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• A qualified long-term care insurance con- or any consideration paid by the recipient. This stock is directly or indirectly owned by or
tract for a qualified long-term care insur- rule applies for purposes of determining loss as for the trust, or by or for the grantor of the
ance contract. well as gain. Any gain recognized on a transfer trust.

in trust increases the basis. • A corporation and a partnership if theYou also may not have to recognize gain or A transfer of property is incident to a divorce
same persons own more than 50% inloss on an exchange of a portion of an annuity if the transfer occurs within 1 year after the date
value of the outstanding stock of the cor-contract for another annuity contract. For trans- on which the marriage ends, or if the transfer is
poration and more than 50% of the capitalfers completed before October 24, 2011, see related to the ending of the marriage.
interest, or the profits interest, in the part-Revenue Ruling 2003-76 in Internal Revenue
nership.Bulletin 2003-33 and Revenue Procedure Related Party Transactions

2008-24 in Internal Revenue Bulletin 2008-13. • Two S corporations if the same persons
Revenue Ruling 2003-76 is available at www.irs. own more than 50% in value of the out-Special rules apply to the sale or trade of prop-
gov/irb/2003-33_IRB/ar11.html. Revenue Pro- standing stock of each corporation. erty between related parties.
cedure 2008-24 is available at www.irs.gov/irb/

• Two corporations, one of which is an S2008-13_IRB/ar13.html.  For transfers com- Gain on sale or trade of depreciable prop-
corporation, if the same persons ownpleted on or after October 24, 2011, see Reve- erty. Your gain from the sale or trade of prop-
more than 50% in value of the outstandingnue Ruling 2003-76, above, and Revenue erty to a related party may be ordinary income,
stock of each corporation.Procedure 2011-38, in Internal Revenue Bulletin rather than capital gain, if the property can be

2011-30. Revenue Procedure 2011-38 is avail- depreciated by the party receiving it. See chap- • An executor and a beneficiary of an estate
able at www.irs.gov/irb/2011-30_IRB/ar09.html. ter 3 of Publication 544 for more information. (except in the case of a sale or trade to

For information on how to treat amounts re- satisfy a pecuniary bequest). 
Like-kind exchanges. Generally, if you tradeceived as an annuity for a period of 10 years or

• Two corporations that are members of thebusiness or investment property for other busi-more or during one or more lives under any
same controlled group. (Under certainness or investment property of a like kind, noportion of an annuity, endowment, or life insur-
conditions, however, these losses are notgain or loss is recognized. See Like-kind ex-ance contract after December 31, 2010, see
disallowed but must be deferred.) changes, earlier, under Nontaxable Trades.Partial annuitization in section 72(a)(2).

This rule also applies to trades of propertyExchanges of contracts not included in this • Two partnerships if the same persons
between related parties, defined next underlist, such as an annuity contract for an endow- own, directly or indirectly, more than 50%
Losses on sales or trades of property. However,ment contract, or an annuity or endowment con- of the capital interests or the profit inter-if either you or the related party disposes of thetract for a life insurance contract, are taxable. ests in both partnerships. like property within 2 years after the trade, you

Demutualization of life insurance compa- both must report any gain or loss not recognized
Multiple property sales or trades. If younies. If you received stock in exchange for on the original trade on your return filed for the

sell or trade to a related party a number of blocksyour equity interest as a policyholder or an annu- year in which the later disposition occurs. See
of stock or pieces of property in a lump sum, youitant, you generally will not have a recognized Publication 550, chapter 4 for exceptions.
must figure the gain or loss separately for eachgain or loss. See Demutualization of Life Insur-
block of stock or piece of property. The gain onance Companies in Publication 550. Losses on sales or trades of property. You
each item may be taxable. However, you cannotcannot deduct a loss on the sale or trade of

U.S. Treasury notes or bonds. You can trade deduct the loss on any item. Also, you cannotproperty, other than a distribution in complete
certain issues of U.S. Treasury obligations for reduce gains from the sales of any of theseliquidation of a corporation, if the transaction is
other issues designated by the Secretary of the items by losses on the sales of any of the otherdirectly or indirectly between you and the follow-
Treasury, with no gain or loss recognized on the items.ing related parties.
trade. See the discussion in chapter 1 of Publi-

Indirect transactions. You cannot deduct• Members of your family. This includes onlycation 550 for more information.
your brothers and sisters, half-brothers your loss on the sale of stock through your
and half-sisters, spouse, ancestors (par- broker if, under a prearranged plan, a relatedTransfers Between ents, grandparents, etc.), and lineal de- party buys the same stock you had owned. This
scendants (children, grandchildren, etc.). does not apply to a trade between related par-Spouses

ties through an exchange that is purely coinci-• A partnership in which you directly or indi-Generally, no gain or loss is recognized on a dental and is not prearranged.rectly own more than 50% of the capitaltransfer of property from an individual to (or in
interest or the profits interest. Constructive ownership of stock. In de-trust for the benefit of) a spouse, or if incident to

termining whether a person directly or indirectlya divorce, a former spouse. This nonrecognition • A corporation in which you directly or indi-
owns any of the outstanding stock of a corpora-rule does not apply in the following situations. rectly own more than 50% in value of the
tion, the following rules apply.outstanding stock. (See Constructive own-• The recipient spouse or former spouse is

ership of stock, later.) Rule 1. Stock directly or indirectly owned bya nonresident alien.
or for a corporation, partnership, estate, or trust• A tax-exempt charitable or educational or-• Property is transferred in trust and liability is considered owned proportionately by or for itsganization directly or indirectly controlled,exceeds basis. Gain must be recognized shareholders, partners, or beneficiaries.in any manner or by any method, by youto the extent the amount of the liabilities

or by a member of your family, whether or Rule 2. An individual is considered to ownassumed by the trust, plus any liabilities
not this control is legally enforceable. the stock directly or indirectly owned by or for hison the property, exceed the adjusted basis

or her family. Family includes only brothers andof the property.
In addition, a loss on the sale or trade of sisters, half-brothers and half-sisters, spouse,

For other situations, see Publication 550, chap- property is not deductible if the transaction is ancestors, and lineal descendants.
ter 4. directly or indirectly between the following re-

Rule 3. An individual owning, other than bylated parties.Any transfer of property to a spouse or former applying rule 2, any stock in a corporation is
spouse on which gain or loss is not recognized is • A grantor and fiduciary, or the fiduciary considered to own the stock directly or indirectly
treated by the recipient as a gift and is not and beneficiary, of any trust. owned by or for his or her partner.
considered a sale or exchange. The recipient’s • Fiduciaries of two different trusts, or the Rule 4. When applying rule 1, 2, or 3, stockbasis in the property will be the same as the

fiduciary and beneficiary of two different constructively owned by a person under rule 1 isadjusted basis of the giver immediately before
trusts, if the same person is the grantor of treated as actually owned by that person. Butthe transfer. This carryover basis rule applies
both trusts. stock constructively owned by an individualwhether the adjusted basis of the transferred

under rule 2 or rule 3 is not treated as owned byproperty is less than, equal to, or greater than • A trust fiduciary and a corporation of which
either its fair market value at the time of transfer more than 50% in value of the outstanding that individual for again applying either rule 2 or
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rule 3 to make another person the constructive 9. Supplies of a type you regularly use orCapital Assets and
owner of the stock. consume in the ordinary course of your

trade or business.Noncapital Assets
Property received from a related party. If

For the most part, everything you own and useyou sell or trade at a gain property you acquired
from a related party, you recognize the gain only for personal purposes, pleasure, or investment Investment Propertyto the extent it is more than the loss previously is a capital asset. Some examples are:
disallowed to the related party. This rule applies Investment property is a capital asset. Any gain• Stocks or bonds held in your personal ac-only if you are the original transferee and you or loss from its sale or trade is generally a capitalcount,acquired the property by purchase or exchange. gain or loss.
This rule does not apply if the related party’s loss • A house owned and used by you and your
was disallowed because of the wash sale rules Gold, silver, stamps, coins, gems, etc.family,
described in chapter 4 of Publication 550 under These are capital assets except when they are

• Household furnishings,Wash Sales. held for sale by a dealer. Any gain or loss you
have from their sale or trade generally is a capi-If you sell or trade at a loss property you • A car used for pleasure or commuting,
tal gain or loss.acquired from a related party, you cannot recog- • Coin or stamp collections,nize the loss that was not allowed to the related
Stocks, stock rights, and bonds. All of theseparty. • Gems and jewelry, and (including stock received as a dividend) are cap-
ital assets except when held for sale by a securi-• Gold, silver, or any other metal.Example 1. Your brother sells you stock for
ties dealer. However, if you own small business$7,600. His cost basis is $10,000. Your brother
stock, see Losses on Section 1244 (Small Busi-Any property you own is a capital asset, ex-cannot deduct the loss of $2,400. Later, you sell
ness) Stock, later, and Losses on Small Busi-cept the following noncapital assets. the same stock to an unrelated party for
ness Investment Company Stock, in chapter 4 of$10,500, realizing a gain of $2,900. Your report- 1. Property held mainly for sale to customers Publication 550.able gain is $500 (the $2,900 gain minus the or property that will physically become a

$2,400 loss not allowed to your brother).
part of the merchandise for sale to custom-
ers. For an exception, see Capital Asset Personal Use PropertyExample 2. If, in Example 1, you sold the
Treatment for Self-Created Musical Worksstock for $6,900 instead of $10,500, your recog- Property held for personal use only, rather thanlater.nized loss is only $700 (your $7,600 basis minus for investment, is a capital asset, and you must

$6,900). You cannot deduct the loss that was 2. Depreciable property used in your trade or report a gain from its sale as a capital gain.
not allowed to your brother. business, even if fully depreciated. However, you cannot deduct a loss from selling

personal use property.3. Real property used in your trade or busi-
ness. 

4. A copyright, a literary, musical, or artisticCapital Gains Capital Asset Treatment for
composition, a letter or memorandum, or Self-Created Musical Worksand Losses similar property that is:

You can elect to treat musical compositions and
a. Created by your personal efforts,This section discusses the tax treatment of copyrights in musical works as capital assets

gains and losses from different types of invest- when you sell or exchange them if:b. Prepared or produced for you (in the
ment transactions.    case of a letter, memorandum, or simi- • Your personal efforts created the property,

lar property), or orCharacter of gain or loss. You need to clas-
c. Acquired under circumstances (for ex-sify your gains and losses as either ordinary or • You acquired the property under circum-

ample, by gift) entitling you to the basiscapital gains or losses. You then need to classify stances (for example, by gift) entitling you
your capital gains and losses as either short of the person who created the property to the basis of the person who created the
term or long term. If you have long-term gains or for whom it was prepared or pro- property or for whom it was prepared or
and losses, you must identify your 28% rate produced.duced.
gains and losses. If you have a net capital gain,

For an exception to this rule, see Capitalyou must also identify any unrecaptured section You must make a separate election for each
Asset Treatment for Self-Created Musical1250 gain. musical composition (or copyright in a musical
Works, later.The correct classification and identification work) sold or exchanged during the tax year.

helps you figure the limit on capital losses and You must make the election on or before the due5. Accounts or notes receivable acquired inthe correct tax on capital gains. Reporting capi- date (including extensions) of the income tax
the ordinary course of a trade or businesstal gains and losses is explained in chapter 16. return for the tax year of the sale or exchange.
for services rendered or from the sale of You must make the election on Form 8949 by
property described in (1). treating the sale or exchange as the sale orCapital or Ordinary

exchange of a capital asset, according to Form6. U.S. Government publications that you re-Gain or Loss 8949, Schedule D, and the Schedule D instruc-ceived from the government free or for less
tions.than the normal sales price, or that you

If you have a taxable gain or a deductible loss
acquired under circumstances entitling you For more information on Form 8949from a transaction, it may be either a capital gain
to the basis of someone who received the and Schedule D, see Reporting Capitalor loss or an ordinary gain or loss, depending on
publications free or for less than the nor- Gains and Losses, in chapter 16. Seethe circumstances. Generally, a sale or trade of

TIP

mal sales price. also Schedule D, Form 8949, and the 2011a capital asset (defined next) results in a capital
Instructions for Schedule D.gain or loss. A sale or trade of a noncapital asset 7. Certain commodities derivative financial in-

generally results in ordinary gain or loss. De- You can revoke the election if you have IRSstruments held by commodities derivatives
pending on the circumstances, a gain or loss on approval. To get IRS approval, you must submitdealers.
a sale or trade of property used in a trade or a request for a letter ruling under the appropriate

8. Hedging transactions, but only if the trans-business may be treated as either capital or IRS revenue procedure. See, for example, Rev.
action is clearly identified as a hedgingordinary, as explained in Publication 544. In Proc. 2011-1, 2011-1 I.R.B. 1, available at www.
transaction before the close of the day onsome situations, part of your gain or loss may be irs.gov/irb/2011-01_IRB/ar06.html. Alterna-
which it was acquired, originated, or en-a capital gain or loss and part may be an ordi- tively, you are granted an automatic 6-month

nary gain or loss. tered into. extension from the due date of your income tax
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return (excluding extensions) to revoke the elec- Redeemed before maturity. If a state or A different rule applies to market discount
tion, provided you timely file your income tax local bond issued before June 9, 1980, is re- bonds issued before July 19, 1984, and pur-
return, and within this 6-month extension period, deemed before it matures, the OID is not taxable chased by you before May 1, 1993. See Market
you file Form 1040X that treats the sale or ex- to you. discount bonds under Discounted Debt Instru-
change as the sale or exchange of property that ments in chapter 4 of Publication 550.

If a state or local bond issued after June 8,is not a capital asset. Retirement of debt instrument. Any1980, is redeemed before it matures, the part of
amount you receive on the retirement of a debtOID earned while you hold the bond is not tax-
instrument is treated in the same way as if youable to you. However, you must report theDiscounted Debt Instruments had sold or traded that instrument.unearned part of OID as a capital gain.

Treat your gain or loss on the sale, redemption,
Example. On June 30, 2000, the date ofor retirement of a bond or other debt instrument Notes of individuals. If you hold an obligationissue, you bought a 20-year, 6% municipal bondoriginally issued at a discount or bought at a of an individual issued with OID after March 1,for $800. The face amount of the bond wasdiscount as capital gain or loss, except as ex- 1984, you generally must include the OID in your$1,000. The $200 discount was OID. At the timeplained in the following discussions. income currently, and your gain or loss on itsthe bond was issued, the issuer had no intention

sale or retirement is generally capital gain orof redeeming it before it matured. The bond was
loss. An exception to this treatment applies if theShort-term government obligations. Treat callable at its face amount beginning 10 years
obligation is a loan between individuals and allgains on short-term federal, state, or local gov- after the issue date.
the following requirements are met.ernment obligations (other than tax-exempt obli-

The issuer redeemed the bond at the end ofgations) as ordinary income up to your ratable • The lender is not in the business of lend-
11 years (June 30, 2011) for its face amount ofshare of the acquisition discount. This treatment ing money.
$1,000 plus accrued annual interest of $60. Theapplies to obligations with a fixed maturity date

• The amount of the loan, plus the amountOID earned during the time you held the bond,not more than 1 year from the date of issue.
of any outstanding prior loans, is $10,000$73, is not taxable. The $60 accrued annualAcquisition discount is the stated redemption
or less.interest also is not taxable. However, you mustprice at maturity minus your basis in the obliga-

report the unearned part of OID ($127) as ation. • Avoiding federal tax is not one of the prin-
capital gain.However, do not treat these gains as income cipal purposes of the loan.

to the extent you previously included the dis- Long-term debt instruments issued after
count in income. See Discount on Short-Term If the exception applies, or the obligation was1954 and before May 28, 1969 (or before July
Obligations in chapter 1 of Publication 550. issued before March 2, 1984, you do not include2, 1982, if a government instrument). If you

the OID in your income currently. When you sellsell, trade, or redeem for a gain one of these
or redeem the obligation, the part of your gaindebt instruments, the part of your gain that is notShort-term nongovernment obligations.
that is not more than your accrued share of OIDmore than your ratable share of the OID at theTreat gains on short-term nongovernment obli-
at that time is ordinary income. The rest of thetime of the sale or redemption is ordinary in-gations as ordinary income up to your ratable
gain, if any, is capital gain. Any loss on the salecome. The rest of the gain is capital gain. If,share of original issue discount (OID). This treat-
or redemption is capital loss.however, there was an intention to call the debtment applies to obligations with a fixed maturity

instrument before maturity, all of your gain that isdate of not more than 1 year from the date of
not more than the entire OID is treated as ordi-issue.
nary income at the time of the sale. This treat- Deposit in Insolvent or BankruptHowever, to the extent you previously in-
ment of taxable gain also applies to corporatecluded the discount in income, you do not have Financial Institution
instruments issued after May 27, 1969, under ato include it in income again. See Discount on

If you lose money you have on deposit in a bank,written commitment that was binding on May 27,Short-Term Obligations in chapter 1 of Publica-
credit union, or other financial institution that1969, and at all times thereafter.tion 550.
becomes insolvent or bankrupt, you may be able

Long-term debt instruments issued after to deduct your loss in one of three ways.
May 27, 1969 (or after July 1, 1982, if a gov-Tax-exempt state and local government

• Ordinary loss.ernment instrument). If you hold one of thesebonds. If these bonds were originally issued
debt instruments, you must include a part of OIDat a discount before September 4, 1982, or you • Casualty loss.
in your gross income each year you own theacquired them before March 2, 1984, treat your

• Nonbusiness bad debt (short-term capitalinstrument. Your basis in that debt instrument ispart of OID as tax-exempt interest. To figure
loss).increased by the amount of OID that you haveyour gain or loss on the sale or trade of these

included in your gross income. See Original Is-bonds, reduce the amount realized by your part
sue Discount (OID) in chapter 7 for informationof OID. For more information, see Deposit in Insolvent
about OID that you must report on your taxIf the bonds were issued after September 3, or Bankrupt Financial Institution, in chapter 4 of
return.1982, and acquired after March 1, 1984, in- Publication 550.

crease the adjusted basis by your part of OID to
If you sell or trade the debt instrument before

figure gain or loss. For more information on the
maturity, your gain is a capital gain. However, if Sale of Annuitybasis of these bonds, see Discounted Debt In-
at the time the instrument was originally issued

struments in chapter 4 of Publication 550. The part of any gain on the sale of an annuitythere was an intention to call it before its matur-
Any gain from market discount is usually contract before its maturity date that is based onity, your gain generally is ordinary income to the

taxable on disposition or redemption of interest accumulated on the contract is ordinaryextent of the entire OID reduced by any amounts
tax-exempt bonds. If you bought the bonds income.of OID previously includible in your income. In
before May 1, 1993, the gain from market dis-

this case, the rest of the gain is capital gain.
count is capital gain. If you bought the bonds
after April 30, 1993, the gain is ordinary income. Market discount bonds. If the debt instru- Losses on Section 1244 (Small

You figure the market discount by sub- ment has market discount and you chose to Business) Stocktracting the price you paid for the bond from the include the discount in income as it accrued,
sum of the original issue price of the bond and increase your basis in the debt instrument by the  You can deduct as an ordinary loss, rather than
the amount of accumulated OID from the date of accrued discount to figure capital gain or loss on as a capital loss, your loss on the sale, trade, or
issue that represented interest to any earlier its disposition. If you did not choose to include worthlessness of section 1244 stock. Report the
holders. For more information, see Market Dis- the discount in income as it accrued, you must loss on Form 4797, line 10.
count Bonds in chapter 1 of Publication 550. report gain as ordinary interest income up to the

A loss on the sale or other disposition of a instrument’s accrued market discount. The rest Any gain on section 1244 stock is a capital
tax-exempt state or local government bond is of the gain is capital gain. See Market Discount gain if the stock is a capital asset in your hands.
deductible as a capital loss. Bonds in chapter 1 of Publication 550. Report the gain on Form 8949. See Losses on
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Section 1244 (Small Business) Stock in chapter Treasury notes and bonds sold through an offer- The holding period for new stock you re-
ing on a subscription basis at a specified yield4 of Publication 550. ceived as a nontaxable stock dividend begins on
starts the day after the subscription is submitted. the same day as the holding period of the oldFor more information on Form 8949

stock. This rule also applies to stock acquired inand Schedule D, see Reporting Capital Automatic investment service. In determin-
a “spin-off,” which is a distribution of stock orGains and Losses, in chapter 16. See ing your holding period for shares bought by the

TIP
securities in a controlled corporation.also Schedule D, Form 8949, and the 2011 bank or other agent, full shares are considered

Instructions for Schedule D. bought first and any fractional shares are con-
Nontaxable stock rights. Your holding periodsidered bought last. Your holding period starts
for nontaxable stock rights begins on the sameon the day after the bank’s purchase date. If a
day as the holding period of the underlyingshare was bought over more than one purchaseLosses on Small Business stock. The holding period for stock acquireddate, your holding period for that share is a splitInvestment Company Stock through the exercise of stock rights begins onholding period. A part of the share is considered
the date the right was exercised.to have been bought on each date that stockSee Losses on Small Business Investment

was bought by the bank with the proceeds ofCompany Stock in chapter 4 of Publication 550.
available funds. Nonbusiness Bad Debts
Nontaxable trades. If you acquire investmentHolding Period If someone owes you money that you cannot
property in a trade for other investment property collect, you have a bad debt. You may be able to
and your basis for the new property is deter-If you sold or traded investment property, you deduct the amount owed to you when you figure
mined, in whole or in part, by your basis in themust determine your holding period for the prop- your tax for the year the debt becomes worth-
old property, your holding period for the newerty. Your holding period determines whether less.
property begins on the day following the dateany capital gain or loss was a short-term or

Generally, nonbusiness bad debts are badyou acquired the old property.long-term capital gain or loss.
debts that did not come from operating your

Property received as a gift. If you receive a trade or business, and are deductible asLong-term or short-term. If you hold invest- gift of property and your basis is determined by short-term capital losses. To be deductible, non-ment property more than 1 year, any capital gain the donor’s adjusted basis, your holding period business bad debts must be totally worthless.or loss is a long-term capital gain or loss. If you is considered to have started on the same day You cannot deduct a partly worthless nonbusi-hold the property 1 year or less, any capital gain the donor’s holding period started. ness debt.or loss is a short-term capital gain or loss. If your basis is determined by the fair market
To determine how long you held the invest- value of the property, your holding period starts Genuine debt required. A debt must be gen-ment property, begin counting on the date after on the day after the date of the gift. uine for you to deduct a loss. A debt is genuine ifthe day you acquired the property. The day you

it arises from a debtor-creditor relationshipInherited property. Generally, if you inheriteddisposed of the property is part of your holding
based on a valid and enforceable obligation toinvestment property, your capital gain or loss onperiod.
repay a fixed or determinable sum of money.any later disposition of that property is long-term

capital gain or loss. This is true regardless ofExample. If you bought investment property
Basis in bad debt required. To deduct a badhow long you actually held the property. How-on February 3, 2010, and sold it on February 3,
debt, you must have a basis in it—that is, youever, if you inherited property from someone2011, your holding period is not more than 1
must have already included the amount in yourwho died in 2010, see the information below.year and you have a short-term capital gain or
income or loaned out your cash. For example,loss. If you sold it on February 4, 2011, your Inherited property from someone who died you cannot claim a bad debt deduction forholding period is more than 1 year and you will in 2010. If you inherit investment property from court-ordered child support not paid to you byhave a long-term capital gain or loss. a decedent who died in 2010, and the executor your former spouse. If you are a cash method

of the decedent’s estate made the election to file taxpayer (as most individuals are), you generallySecurities traded on established market. Form 8939, refer to the information provided by cannot take a bad debt deduction for unpaidFor securities traded on an established securi- the executor or see Publication 4895, Tax Treat- salaries, wages, rents, fees, interest, dividends,ties market, your holding period begins the day ment of Property Acquired From a Decedent and similar items.after the trade date you bought the securities, Dying in 2010, to determine your holding period.
and ends on the trade date you sold them.

Real property bought. To figure how long When deductible. You can take a bad debt
Do not confuse the trade date with the you have held real property bought under an deduction only in the year the debt becomes
settlement date, which is the date by unconditional contract, begin counting on the worthless. You do not have to wait until a debt is
which the stock must be delivered andCAUTION

!
day after you received title to it or on the day due to determine whether it is worthless. A debt

payment must be made. after you took possession of it and assumed the becomes worthless when there is no longer any
burdens and privileges of ownership, whichever chance that the amount owed will be paid.

Example. You are a cash method, calendar happened first. However, taking delivery or pos- It is not necessary to go to court if you can
year taxpayer. You sold stock at a gain on De- session of real property under an option agree- show that a judgment from the court would be
cember 29, 2011. According to the rules of the ment is not enough to start the holding period. uncollectible. You must only show that you have
stock exchange, the sale was closed by delivery The holding period cannot start until there is an taken reasonable steps to collect the debt.
of the stock 3 trading days after the sale, on actual contract of sale. The holding period of the Bankruptcy of your debtor is generally good evi-
January 4, 2012. You received payment of the seller cannot end before that time. dence of the worthlessness of at least a part of
sales price on that same day. Report your gain an unsecured and unpreferred debt.Real property repossessed. If you sell real
on your 2011 return, even though you received property but keep a security interest in it, and
the payment in 2012. The gain is long term or How to report bad debts.  Deduct nonbusi-then later repossess the property under the
short term depending on whether you held the ness bad debts as short-term capital losses onterms of the sales contract, your holding period
stock more than 1 year. Your holding period Form 8949.for a later sale includes the period you held the
ended on December 29. If you had sold the On Form 8949, line 1, enter the name of theproperty before the original sale and the period
stock at a loss, you would also report it on your debtor and “bad debt statement attached” inafter the repossession. Your holding period
2011 return. column (a). Enter your basis in the bad debt indoes not include the time between the original

column (f) and enter zero in column (e). Use asale and the repossession. That is, it does notU.S. Treasury notes and bonds. The holding
separate line for each bad debt.include the period during which the first buyerperiod of U.S. Treasury notes and bonds sold at

held the property. Make sure you report your bad debt(s)auction on the basis of yield starts the day after
(and any other short-term transactionsthe Secretary of the Treasury, through news Stock dividends. The holding period for stock
for which you did not receive a Formreleases, gives notification of acceptance to you received as a taxable stock dividend begins CAUTION

!
1099-B) on Form 8949 with box C checked.successful bidders. The holding period of U.S. on the date of distribution.

Page 106 Chapter 14 Sale of Property



For more information on Form 8949 Rollover of Gain From
and Schedule D, see Reporting Capital
Gains and Losses, in chapter 16. See Publicly Traded Securities

TIP

15.also Schedule D, Form 8949, and the 2011
You may qualify for a tax-free rollover of certainInstructions for Schedule D.
gains from the sale of publicly traded securities.For each bad debt, attach a statement to
This means that if you buy certain replacementyour return that contains: Selling Your
property and make the choice described in this

• A description of the debt, including the section, you postpone part or all of your gain.
amount, and the date it became due, HomeYou postpone the gain by adjusting the basis

• The name of the debtor, and any business of the replacement property as described in Ba-
or family relationship between you and the sis of replacement property, later. This
debtor, postpones your gain until the year you dispose Reminders

of the replacement property.• The efforts you made to collect the debt,
Home sold with undeducted points. If youYou qualify to make this choice if you meetand
have not deducted all the points you paid toall the following tests.• Why you decided the debt was worthless. secure a mortgage on your old home, you may

• You sell publicly traded securities at aFor example, you could show that the bor- be able to deduct the remaining points in the
year of the sale. See Mortgage ending earlygain. Publicly traded securities are securi-rower has declared bankruptcy, or that le-
under Points in chapter 23.ties traded on an established securitiesgal action to collect would probably not

market.result in payment of any part of the debt.

• Your gain from the sale is a capital gain.
Filing a claim for refund.  If you do not

• During the 60-day period beginning on the Introductiondeduct a bad debt on your original return for the
date of the sale, you buy replacementyear it becomes worthless, you can file a claim This chapter explains the tax rules that apply
property. This replacement property mustfor a credit or refund due to the bad debt. To do when you sell your main home. In most cases,
be either common stock of, or a partner-this, use Form 1040X to amend your return for your main home is the one in which you live
ship interest in a specialized small busi- most of the time.the year the debt became worthless. You must
ness investment company (SSBIC). Thisfile it within 7 years from the date your original If you sold your main home in 2011, you may
is any partnership or corporation licensed be able to exclude from income any gain up to areturn for that year had to be filed, or 2 years

limit of $250,000 ($500,000 on a joint return inby the Small Business Administrationfrom the date you paid the tax, whichever is
most cases). See Excluding the Gain, later. Ifunder section 301(d) of the Small Busi-later. For more information about filing a claim,
you can exclude all the gain, you do not need toness Investment Act of 1958, as in effectsee Amended Returns and Claims for Refund, in report the sale on your tax return.on May 13, 1993.chapter 1.

If you have gain that cannot be excluded, it is
taxable. Report it on Form 8949, Sales and

Amount of gain recognized. If you make the Other Dispositions of Capital Assets, andAdditional information. For more informa-
choice described in this section, you must rec- Schedule D (Form 1040). You may also have totion, see Nonbusiness Bad Debts in Publication

complete Form 4797, Sales of Business Prop-ognize gain only up to the following amount.550. For information on business bad debts, see
erty. See Reporting the Sale, later.chapter 10 of Publication 535, Business Ex- • The amount realized on the sale, minus If you have a loss on the sale, you generallypenses.
cannot deduct it on your return. However, you• The cost of any common stock or partner-
may need to report it. See Reporting the Sale,ship interest in an SSBIC that you bought
later.Wash Sales during the 60-day period beginning on the

The following are main topics in this chapter.date of sale (and did not previously take
You cannot deduct losses from sales or trades into account on an earlier sale of publicly • Figuring gain or loss.of stock or securities in a wash sale. traded securities). • Basis.A wash sale occurs when you sell or trade

• Excluding the gain.stock or securities at a loss and within 30 days
If this amount is less than the amount of yourbefore or after the sale you: • Ownership and use tests.gain, you can postpone the rest of your gain,
subject to the limit described next. If this amount • Reporting the sale.1. Buy substantially identical stock or securi-
is equal to or more than the amount of your gain,ties, Other topics include the following.
you must recognize the full amount of your gain.

2. Acquire substantially identical stock or se- • Business use or rental of home.
Limit on gain postponed. The amount ofcurities in a fully taxable trade, • Recapturing a federal mortgage subsidy.gain you can postpone each year is limited to the

3. Acquire a contract or option to buy sub-
smaller of:

stantially identical stock or securities, or
Useful Items• $50,000 ($25,000 if you are married and

4. Acquire substantially identical stock for You may want to see:file a separate return), or
your individual retirement account (IRA) or

• $500,000 ($250,000 if you are marriedRoth IRA. Publication
and file a separate return), minus the

If your loss was disallowed because of the ❏ 523 Selling Your Homeamount of gain you postponed for all ear-
wash sale rules, add the disallowed loss to the

lier years. ❏ 530 Tax Information for Homeownerscost of the new stock or securities (except in (4)
❏ 547 Casualties, Disasters, and Theftsabove). The result is your basis in the new stock

Basis of replacement property. You mustor securities. This adjustment postpones the
Form (and Instructions)subtract the amount of postponed gain from theloss deduction until the disposition of the new

basis of your replacement property.stock or securities. Your holding period for the ❏ Schedule D (Form 1040) Capital Gains
new stock or securities includes the holding pe- and Losses
riod of the stock or securities sold. How to report and postpone gain.  See ❏ 982 Reduction of Tax Attributes Due to

chapter 4 of Publication 550 for details on how toFor more information, see Wash Sales, in Discharge of Indebtedness (and
report and postpone the gain.chapter 4 of Publication 550. Section 1082 Basis Adjustment)
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Selling price❏ 8828 Recapture of Federal Mortgage Loss on sale. If the amount realized is less
− Selling expensesSubsidy than the adjusted basis, the difference is a loss.

A loss on the sale of your main home cannot beAmount realized❏ 8949 Sales and Other Dispositions of deducted.Capital Assets

Amount realized Jointly owned home. If you and your spouse
− Adjusted basis sell your jointly owned home and file a joint

return, you figure your gain or loss as one tax-Gain or loss
payer.Main Home

Separate returns. If you file separate re-Selling PriceThis section explains the term “main home.” turns, each of you must figure your own gain or
Usually, the home you live in most of the time is loss according to your ownership interest in theThe selling price is the total amount you receiveyour main home and can be a: home. Your ownership interest is determined byfor your home. It includes money, all notes, state law.• House, mortgages, or other debts assumed by the

Joint owners not married. If you and abuyer as part of the sale, and the fair market• Houseboat,
joint owner other than your spouse sell yourvalue of any other property or any services you

• Mobile home, jointly owned home, each of you must figurereceive.
your own gain or loss according to your owner-• Cooperative apartment, or Payment by employer. You may have to sell ship interest in the home. Each of you applies

your home because of a job transfer. If your• Condominium. the rules discussed in this chapter on an individ-
employer pays you for a loss on the sale or for ual basis.
your selling expenses, do not include the pay-To exclude gain under the rules of this chap-
ment as part of the selling price. Your employerter, you in most cases must have owned and Dispositions Other Thanwill include it as wages in box 1 of your Formlived in the property as your main home for at
W-2, and you will include it in your income onleast 2 years during the 5-year period ending on Sales
Form 1040, line 7, or on Form 1040NR, line 8.the date of sale.

Some special rules apply to other dispositions ofOption to buy. If you grant an option to buy
Land. If you sell the land on which your main your main home.your home and the option is exercised, add the
home is located, but not the house itself, you amount you receive for the option to the selling
cannot exclude any gain you have from the sale Foreclosure or repossession. If your homeprice of your home. If the option is not exercised,
of the land. However, if you sell vacant land was foreclosed on or repossessed, you have ayou must report the amount as ordinary income
used as part of your main home and that is disposition. See  Publication 4681, Canceledin the year the option expires. Report this
adjacent to it, you may be able to exclude the Debts, Foreclosures, Repossessions, andamount on Form 1040, line 21, or on Form
gain from the sale under certain circumstances. Abandonments, to determine if you have ordi-1040NR, line 21.
See Vacant land under Main Home in Publica- nary income, gain, or loss.

Form 1099-S. If you received Form 1099-S,tion 523 for more information.
Proceeds From Real Estate Transactions, box 2 Abandonment. If you abandon your home,(gross proceeds) should show the total amountExample. You buy a piece of land and move see Publication 4681 to determine if you haveyou received for your home.your main home to it. Then you sell the land on ordinary income, gain, or loss.However, box 2 will not include the fair mar-which your main home was located. This sale is
ket value of any services or property other thannot considered a sale of your main home, and Trading (exchanging) homes. If you tradecash or notes you received or will receive. In-you cannot exclude any gain on the sale of the

your old home for another home, treat the tradestead, box 4 will be checked to indicate yourland.
as a sale and a purchase.receipt or expected receipt of these items.

More than one home. If you have more than
Example. You owned and lived in a homeone home, you can exclude gain only from the Amount Realized with an adjusted basis of $41,000. A real estatesale of your main home. You must include in

dealer accepted your old home as a trade-in andincome gain from the sale of any other home. If The amount realized is the selling price minus allowed you $50,000 toward a new home pricedyou have two homes and live in both of them, selling expenses. at $80,000. This is treated as a sale of your oldyour main home is ordinarily the one you live in
home for $50,000 with a gain of $9,000 ($50,000Selling expenses. Selling expenses include:most of the time during the year.
–  $41,000).• Commissions, If the dealer had allowed you $27,000 andExample 1. You own and live in a house in
assumed your unpaid mortgage of $23,000 on• Advertising fees,the city. You also own a beach house you use
your old home, your sales price would still beduring summer months. The house in the city is • Legal fees, and $50,000 (the $27,000 trade-in allowed plus theyour main home.
$23,000 mortgage assumed).• Loan charges paid by the seller, such as

loan placement fees or “points.”Example 2. You own a house, but you live in
Transfer to spouse. If you transfer your homeanother house that you rent. The rented house is
to your spouse or to your former spouse incidentyour main home. Adjusted Basis to your divorce, you in most cases have no gain
or loss. This is true even if you receive cash orProperty used partly as your main home. If

While you owned your home, you may have other consideration for the home. As a result, theyou use only part of the property as your main
made adjustments (increases or decreases) to rules in this chapter do not apply.home, the rules discussed in this chapter apply
the basis. This adjusted basis must be deter-only to the gain or loss on the sale of that part of More information. If you need more infor-mined before you can figure gain or loss on thethe property. For details, see Business Use or mation, see Transfer to spouse in Publicationsale of your home. For information on how toRental of Home, later. 523 and Property Settlements in Publicationfigure your home’s adjusted basis, see Deter-

504, Divorced or Separated Individuals.mining Basis, later.

Involuntary conversion. You have a disposi-Amount of Gain or Loss tion when your home is destroyed or con-Figuring Gain or Loss
demned and you receive other property orTo figure the amount of gain or loss, compare
money in payment, such as insurance or a con-To figure the gain or loss on the sale of your the amount realized to the adjusted basis.
demnation award. This is treated as a sale andmain home, you must know the selling price, the

Gain on sale. If the amount realized is more you may be able to exclude all or part of any gainamount realized, and the adjusted basis. Sub-
than the adjusted basis, the difference is a gain from the destruction or condemnation of yourtract the adjusted basis from the amount real-
and, except for any part you can exclude, in home, as explained later under Special Situa-ized to get your gain or loss.
most cases is taxable. tions.
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Improvements. These add to the value of 1040) from 2004 through 2009 that wereDetermining Basis
your home, prolong its useful life, or adapt it to imposed on the purchase of personal
new uses. You add the cost of additions and property, such as a houseboat used asYou need to know your basis in your home to
other improvements to the basis of your prop- your home or a mobile home.figure any gain or loss when you sell it. Your
erty.basis in your home is determined by how you got

For example, putting a recreation room orthe home. Your basis is its cost if you bought it or Discharges of qualified principal residenceanother bathroom in your unfinished basement,built it. If you got it in some other way (inheri- indebtedness. You may be able to excludeputting up a new fence, putting in new plumbingtance, gift, etc.), your basis is either its fair mar- from gross income a discharge of qualified prin-or wiring, putting on a new roof, or paving yourket value when you received it or the adjusted cipal residence indebtedness. This exclusionunpaved driveway are improvements. An addi-basis of the previous owner. applies to discharges made after 2006 andtion to your house, such as a new deck, a sun-While you owned your home, you may have before 2013. If you choose to exclude this in-room, or a new garage, is also an improvement.made adjustments (increases or decreases) to come, you must reduce (but not below zero) the
your home’s basis. The result of these adjust- Repairs. These maintain your home in good basis of the principal residence by the amount
ments is your home’s adjusted basis, which is condition but do not add to its value or prolong excluded from your gross income.
used to figure gain or loss on the sale of your its life. You do not add their cost to the basis of File Form 982 with your tax return. See thehome. See Adjusted Basis, later. your property. form’s instructions for detailed information.You can find more information on basis and Examples of repairs include repainting your

Principal residence. Your principal resi-adjusted basis in chapter 13 of this publication house inside or outside, fixing your gutters or
and in Publication 523. dence is the home where you ordinarily live mostfloors, repairing leaks or plastering, and replac-

of the time. You can have only one principaling broken window panes.
residence at any one time. See Main Home,

Decreases to basis. These include the fol-Cost As Basis earlier.
lowing.

Qualified principal residence indebted-The cost of property is the amount you pay for it • Discharge of qualified principal residence ness. This is debt you took out to buy, build, orin cash, debt obligations, other property, or serv-
indebtedness that was excluded from in- substantially improve your principal residence.ices.
come. The debt must be secured by your principal

residence, and it cannot be more than the cost ofPurchase. If you buy your home, your basis is • Gain you postponed from the sale of a
your principal residence plus improvements.its cost to you. This includes the purchase price previous home before May 7, 1997.

and certain settlement or closing costs. In most Amount eligible for the exclusion. The• Deductible casualty losses.cases, your purchase price includes your down exclusion applies only to debt discharged after
payment and any debt, such as a first or second • Insurance payments you received or ex- 2006 and before 2013. The maximum amount
mortgage or notes you gave the seller in pay- pect to receive for casualty losses. you can treat as qualified principal residence
ment for the home. If you build, or contract to indebtedness is $2 million ($1 million if married• Payments you received for granting anbuild, a new home, your purchase price can filing separately). You cannot exclude fromeasement or right-of-way.include costs of construction, as discussed in

gross income discharge of qualified principalPublication 523. • Depreciation allowed or allowable if you residence indebtedness if the discharge was for
used your home for business or rental pur- services performed for the lender or on accountSettlement fees or closing costs. When you poses. of any other factor not directly related to a de-bought your home, you may have paid settle- • Residential energy credit (generally al- cline in the value of your residence or to yourment fees or closing costs in addition to the
lowed from 1977 through 1987) claimed financial condition.contract price of the property. You can include in
for the cost of energy improvements thatyour basis some of the settlement fees and Recordkeeping.  You should keepyou added to the basis of your home.closing costs you paid for buying the home, but records to prove your home’s adjusted

not the fees and costs for getting a mortgage • Nonbusiness energy property credit (al- basis. Ordinarily, you must keep rec-RECORDS

loan. A fee paid for buying the home is any fee lowed beginning in 2006 but not for 2008) ords for 3 years after the due date for filing your
you would have had to pay even if you paid cash claimed for making certain energy saving return for the tax year in which you sold your
for the home (that is, without the need for financ- improvements you added to the basis of home. But if you sold a home before May 7,
ing). your home. 1997, and postponed tax on any gain, the basis

Chapter 13 lists some of the settlement fees of that home affects the basis of the new home• Residential energy efficient property creditand closing costs that you can include in the you bought. Keep records proving the basis of(allowed beginning in 2006) claimed forbasis of property, including your home. It also both homes as long as they are needed for taxmaking certain energy saving improve-lists some settlement costs that cannot be in- purposes.ments you added to the basis of yourcluded in basis. The records you should keep include:home.Also see Publication 523 for additional items
• Proof of the home’s purchase price andand a discussion of basis other than cost. • Adoption credit you claimed for improve-

purchase expenses,ments added to the basis of your home.

• Receipts and other records for all improve-• Nontaxable payments from an adoptionAdjusted Basis ments, additions, and other items that af-assistance program of your employer you
fect the home’s adjusted basis,used for improvements you added to theAdjusted basis is your cost or other basis in-

basis of your home.creased or decreased by certain amounts. To • Any worksheets or other computations you
figure your adjusted basis, you can use Work- used to figure the adjusted basis of the• Energy conservation subsidy excluded
sheet 1 in Publication 523. home you sold, the gain or loss on thefrom your gross income because you re-

sale, the exclusion, and the taxable gain,ceived it (directly or indirectly) from a pub-Do not use Worksheet 1 if you acquired
lic utility after 1992 to buy or install anyan interest in your home from a dece- • Any Form 982 you filed to report any dis-
energy conservation measure. An energydent who died in 2010 and whose ex- charge of qualified principal residence in-CAUTION

!
conservation measure is an installation orecutor filed Form 8939, Allocation of Increase in debtedness,
modification primarily designed either toBasis for Property Acquired From a Decedent. • Any Form 2119, Sale of Your Home, youreduce consumption of electricity or natu-Increases to basis. These include the follow- filed to postpone gain from the sale of aral gas or to improve the management ofing. previous home before May 7, 1997, andenergy demand for a home.

• Additions and other improvements that • Any worksheets you used to prepare Form• District of Columbia first-time homebuyerhave a useful life of more than 1 year. 2119, such as the Adjusted Basis of Homecredit (allowed on the purchase of a princi-
Sold Worksheet or the Capital Improve-• Special assessments for local improve- pal residence in the District of Columbia
ments Worksheet from the Form 2119 in-ments. beginning on August 5, 1997).
structions, or other source of• Amounts you spent after a casualty to re- • General sales taxes claimed as an item- computations.store damaged property. ized deduction on Schedule A (Form
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Example 2—ownership test met but use than 2 years). She lived in the property from July
test not met. Ayden bought a home in 2006. 13, 2006 (the beginning of the 5-year period), toExcluding the Gain After living in it for 6 months, he moved out. He April 14, 2009 (more than 2 years).
never lived in the home again and sold it at a The time Helen lived in her daughter’s homeYou may qualify to exclude from your income all gain on June 28, 2011. He owned the home during the 5-year period can be counted toward

or part of any gain from the sale of your main during the entire 5-year period ending on the her period of ownership, and the time she lived
home. This means that, if you qualify, you will date of sale (June 29, 2006–June 28, 2011). in her rented apartment during the 5-year period
not have to pay tax on the gain up to the limit However, he did not live in it for the required 2 can be counted toward her period of use.
described under Maximum Exclusion, next. To years. He meets the ownership test but not the
qualify, you must meet the ownership and use Cooperative apartment. If you sold stock asuse test. He cannot exclude any part of his gain
tests described later. a tenant-stockholder in a cooperative housingon the sale unless he qualified for a reduced

You can choose not to take the exclusion by corporation, the ownership and use tests aremaximum exclusion (explained later).
including the gain from the sale in your gross met if, during the 5-year period ending on the
income on your tax return for the year of the date of sale, you:
sale. Period of Ownership and Use • Owned the stock for at least 2 years, and

You can use Worksheet 2 in Publication 523
The required 2 years of ownership and use dur- • Lived in the house or apartment that theto figure the amount of your exclusion and your
ing the 5-year period ending on the date of the stock entitles you to occupy as your maintaxable gain, if any.
sale do not have to be continuous nor do they home for at least 2 years.

If you have any taxable gain from the have to occur at the same time.
sale of your home, you may have to  You meet the tests if you can show that you

Exceptions to Ownership and Useincrease your withholding or make esti- owned and lived in the property as your mainCAUTION
!

mated tax payments. See Publication 505, Tax Testshome for either 24 full months or 730 days (365
Withholding and Estimated Tax. × 2) during the 5-year period ending on the date

The following sections contain exceptions to theof sale.
ownership and use tests for certain taxpayers.Maximum Exclusion Temporary absence. Short temporary ab-
Exception for individuals with a disability.sences for vacations or other seasonal ab-

You can exclude up to $250,000 of the gain There is an exception to the use test if:sences, even if you rent out the property during
(other than gain allocated to periods of nonquali- the absences, are counted as periods of use. • You become physically or mentally unablefied use) on the sale of your main home if all of The following examples assume that the re- to care for yourself, andthe following are true. duced maximum exclusion (discussed later)

• You owned and lived in your home as yourdoes not apply to the sales.• You meet the ownership test.
main home for a total of at least 1 year

• You meet the use test. during the 5-year period before the sale ofExample 1. David Johnson, who is single,
your home.bought and moved into his home on February 1,• During the 2-year period ending on the

2009. Each year during 2009 and 2010, Daviddate of the sale, you did not exclude gain Under this exception, you are considered to live
left his home for a 2-month summer vacation.from the sale of another home. in your home during any time within the 5-year
David sold the house on March 1, 2011. Al- period that you own the home and live in a
though the total time David used his home isFor details on gain allocated to periods of facility (including a nursing home) licensed by a
less than 2 years (21 months), he meets thenonqualified use, see Periods of nonqualified state or political subdivision to care for persons
requirement and may exclude gain. Theuse, later. in your condition.
2-month vacations are short temporary ab-You may be able to exclude up to $500,000 If you meet this exception to the use test, yousences and are counted as periods of use inof the gain (other than gain allocated to periods still have to meet the 2-out-of-5-year ownershipdetermining whether David used the home forof nonqualified use) on the sale of your main test to claim the exclusion.the required 2 years.home if you are married and file a joint return

and meet the requirements listed in the discus- Previous home destroyed or condemned.Example 2. Professor Paul Beard, who is
sion of the special rules for joint returns, later, For the ownership and use tests, you add thesingle, bought and moved into a house on Au-
under Married Persons. time you owned and lived in a previous homegust 28, 2008. He lived in it as his main home

that was destroyed or condemned to the timecontinuously until January 5, 2010, when he
you owned and lived in the replacement homewent abroad for a 1-year sabbatical leave. OnOwnership and Use Tests
on whose sale you wish to exclude gain. ThisFebruary 6, 2011, 1 month after returning from
rule applies if any part of the basis of the homeTo claim the exclusion, you must meet the own- the leave, Paul sold the house at a gain. Be-
you sold depended on the basis of the destroyedership and use tests. This means that during the cause his leave was not a short temporary ab-
or condemned home. Otherwise, you must have5-year period ending on the date of the sale, you sence, he cannot include the period of leave to
owned and lived in the same home for 2 of the 5must have: meet the 2-year use test. He cannot exclude any
years before the sale to qualify for the exclusion.part of his gain, because he did not use the• Owned the home for at least 2 years (the

residence for the required 2 years.ownership test), and Members of the uniformed services or For-
eign Service, employees of the intelligenceOwnership and use tests met at different• Lived in the home as your main home for
community, or employees or volunteers oftimes. You can meet the ownership and useat least 2 years (the use test).
the Peace Corps. You can choose to have thetests during different 2-year periods. However,
5-year test period for ownership and use sus-you must meet both tests during the 5-year pe-

Exception. If you owned and lived in the prop- pended during any period you or your spouseriod ending on the date of the sale.
erty as your main home for less than 2 years, serve on “qualified official extended duty” as a
you can still claim an exclusion in some cases. Example. In 2001, Helen Jones lived in a member of the uniformed services or Foreign
However, the maximum amount you may be rented apartment. The apartment building was Service of the United States, or as an employee
able to exclude will be reduced. See Reduced later converted to condominiums, and she of the intelligence community. You can choose
Maximum Exclusion, later. bought her same apartment on December 3, to have the 5-year test period for ownership and

2008. In 2009, Helen became ill and on April 14 use suspended during any period you or your
Example 1—home owned and occupied of that year she moved to her daughter’s home. spouse serve outside the United States either as

for at least 2 years. Mya bought and moved On July 12, 2011, while still living in her daugh- an employee of the Peace Corps on ‘‘qualified
into her main home in September 2008. She ter’s home, she sold her condominium. official extended duty’’ or as an enrolled volun-
sold the home at a gain on September 15, 2011. Helen can exclude gain on the sale of her teer or volunteer leader of the Peace Corps. This
During the 5-year period ending on the date of condominium because she met the ownership means that you may be able to meet the 2-year
sale (September 16, 2006–September 15, and use tests during the 5-year period from July use test even if, because of your service, you did
2011), she owned and lived in the home for 13, 2006, to July 12, 2011, the date she sold the not actually live in your home for at least the
more than 2 years. She meets the ownership condominium. She owned her condominium required 2 years during the 5-year period ending
and use tests. from December 3, 2008, to July 12, 2011 (more on the date of sale.
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If this helps you qualify to exclude gain, you • You are married and file a joint return for to have satisfied the ownership and use tests
can choose to have the 5-year test period sus- the year. because her period of ownership and use in-
pended by filing a return for the year of sale that cludes the period that Harry owned and used the• Either you or your spouse meets the own-does not include the gain. property before death.ership test.For more information about the suspension

Home transferred from spouse. If your• Both you and your spouse meet the useof the 5-year test period, see Members of the
home was transferred to you by your spouse (ortest.uniformed services or Foreign Service, employ-
former spouse if the transfer was incident toees of the intelligence community, or employees • During the 2-year period ending on the divorce), you are considered to have owned itor volunteers of the Peace Corps in Publication date of the sale, neither you nor your during any period of time when your spouse523. spouse excluded gain from the sale of an- owned it.

other home.Periods of nonqualified use. In most cases,
Use of home after divorce. You are consid-gain from the sale or exchange of your main If either spouse does not satisfy all these re-
ered to have used property as your main homehome will not qualify for the exclusion to the quirements, the maximum exclusion that can be
during any period when:extent that the gains are allocated to periods of claimed by the couple is the total of the maxi-

nonqualified use. Nonqualified use is any period mum exclusions that each spouse would qualify • You owned it, and
in 2009 or later during which neither you nor for if not married and the amounts were figured

• Your spouse or former spouse is allowedyour spouse (or your former spouse) used the separately. For this purpose, each spouse is
to live in it under a divorce or separationproperty as a main home with the following ex- treated as owning the property during the period
instrument and uses it as his or her mainceptions. that either spouse owned the property.
home.

Exceptions. A period of nonqualified use Example 1—one spouse sells a home.
does not include: Emily sells her home in June 2011. She marries Reduced MaximumJamie later in the year. She meets the owner-1. Any portion of the 5-year period ending on

ship and use tests, but Jamie does not. Emily Exclusionthe date of the sale or exchange after the
can exclude up to $250,000 of gain on a sepa-last date you (or your spouse) use the
rate or joint return for 2011. The $500,000 maxi- If you fail to meet the requirements to qualify forproperty as a main home;
mum exclusion for certain joint returns does not the $250,000 or $500,000 exclusion, you may

2. Any period (not to exceed an aggregate apply because Jamie does not meet the use still qualify for a reduced exclusion. This applies
period of 10 years) during which you (or test. to those who:
your spouse) are serving on qualified offi-

• Fail to meet the ownership and use tests,cial extended duty: Example 2—each spouse sells a home.
orThe facts are the same as in Example 1 except

a. As a member of the uniformed services; that Jamie also sells a home in 2011 before he • Have used the exclusion within 2 years of
marries Emily. He meets the ownership and use selling their current home.b. As a member of the Foreign Service of
tests on his home, but Emily does not. Emily andthe United States; or .Jamie can each exclude up to $250,000 of gain

c. As an employee of the intelligence com- from the sale of their individual homes. The In both cases, to qualify for a reduced exclu-
munity; and $500,000 maximum exclusion for certain joint sion, the sale of your main home must be due to

returns does not apply because Emily and Ja- one of the following reasons.
3. Any other period of temporary absence mie do not jointly meet the use test for the same • A change in place of employment.(not to exceed an aggregate period of 2 home.

years) due to change of employment, • Health.
health conditions, or such other unfore- Sale of main home by surviving spouse. If • Unforeseen circumstances.seen circumstances as may be specified

your spouse died and you did not remarry beforeby the IRS.
the date of sale, you are considered to have

Unforeseen circumstances. The sale of yourThe gain resulting from the sale of the prop- owned and lived in the property as your main
main home is because of an unforeseen circum-erty is allocated between qualified and nonquali- home during any period of time when your
stance if your primary reason for the sale is thefied use periods based on the amount of time the spouse owned and lived in it as a main home.
occurrence of an event that you could not rea-property was held for qualified and nonqualified If you meet all of the following requirements,
sonably have anticipated before buying and oc-use. Gain from the sale or exchange of a main you may qualify to exclude up to $500,000 of
cupying your main home.home allocable to periods of qualified use will any gain from the sale or exchange of your main

See Publication 523 for more informationcontinue to qualify for the exclusion for the sale home.
and to use Worksheet 3 to figure your reducedof your main home. Gain from the sale or ex-

• The sale or exchange took place after maximum exclusion.change of property allocable to nonqualified use
2008.will not qualify for the exclusion.

• The sale or exchange took place no moreCalculation. To figure the portion of the gain
than 2 years after the date of death of yourallocated to the period of nonqualified use, multi- Business Use orspouse.ply the gain by the following fraction:

• You have not remarried. Rental of HomeTotal nonqualified use during the • You and your spouse met the use test atperiod of ownership in 2009 or later
You may be able to exclude gain from the sale ofthe time of your spouse’s death.

Total period of ownership a home you have used for business or to pro-• You or your spouse met the ownership duce rental income. But you must meet the own-This calculation can be found in Worksheet test at the time of your spouse’s death. ership and use tests.2, line 10, in Publication 523. • Neither you nor your spouse excluded
Example 1. On May 28, 2005, Amy, who isgain from the sale of another home during

unmarried for all years in this example, bought athe last 2 years.Married Persons
house. She moved in on that date and lived in it

Example. Harry owned and used a house until May 31, 2007, when she moved out of theIf you and your spouse file a joint return for the
as his main home since 2007. Harry and Wilma house and put it up for rent. The house wasyear of sale and one spouse meets the owner-
marry on July 1, 2011, and from that date they rented from June 1, 2007, to March 31, 2009.ship and use test, you can exclude up to
use Harry’s house as their main home. Harry Amy claimed depreciation deductions in 2007$250,000 of the gain. (But see Special rules for
died on August 15, 2011, and Wilma inherited through 2009 totaling $10,000. Amy movedjoint returns, next.)
the property. Wilma sold the property on Sep- back into the house on April 1, 2009, and lived

Special rules for joint returns. You can ex- tember 1, 2011, at which time she had not re- there until she sold it on January 29, 2011, for a
clude up to $500,000 of the gain on the sale of married. Although Wilma owned and used the gain of $200,000. During the 5-year period end-
your main home if all of the following are true. house for less than 2 years, Wilma is considered ing on the date of the sale (January 31,
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long-term residents who have ended their resi-2006–January 29, 2011), Amy owned and lived used entirely for business or rental). See Busi-
dency). For more information about the expatria-in the house for more than 2 years as shown in ness Use or Rental of Home in Publication 523
tion tax, see chapter 4 of Publication 519, U.S.the following table. and the Instructions for Form 4797.
Tax Guide for Aliens.

Five Year Used as Used as Installment sale. Some sales are made under
 Period  Home  Rental Home destroyed or condemned. If yourarrangements that provide for part or all of the

home was destroyed or condemned, any gainselling price to be paid in a later year. These 1/31/06 –
(for example, because of insurance proceedssales are called “installment sales.” If you fi-5/31/07 16 months
you received) qualifies for the exclusion.nance the buyer’s purchase of your home your-

 6/1/07 – Any part of the gain that cannot be excludedself instead of having the buyer get a loan or
3/31/09  22 months (because it is more than the maximum exclu-mortgage from a bank, you probably have an

sion) can be postponed under the rules ex-installment sale. You may be able to report the 4/1/09 –
plained in:1/29/11 22 months part of the gain you cannot exclude on the in-

38 months 22 months stallment basis. • Publication 547, in the case of a home that
Use Form 6252, Installment Sale Income, to was destroyed, orDuring the period Amy owned the house (2032

report the sale. Enter your exclusion on line 15days), her period of nonqualified use was 90 • Publication 544, chapter 1, in the case of aof Form 6252.days. Because the gain attributable to periods of home that was condemned.
nonqualified use is $8,415, Amy can exclude Seller-financed mortgage. If you sell your
$181,585 of her gain. home and hold a note, mortgage, or other finan- Sale of remainder interest. Subject to the

cial agreement, the payments you receive in other rules in this chapter, you can choose toExample 2. William owned and used a most cases consist of both interest and princi- exclude gain from the sale of a remainder inter-house as his main home from 2005 through pal. You must separately report as interest in- est in your home. If you make this choice, you2008. On January 1, 2009, he moved to another come the interest you receive as part of each cannot choose to exclude gain from your sale of
state. He rented his house from that date until payment. If the buyer of your home uses the any other interest in the home that you sell
April 30, 2011, when he sold it. During the 5-year property as a main or second home, you must separately.
period ending on the date of sale (May 1, also report the name, address, and social secur- Exception for sales to related persons.2006–April 30, 2011), William owned and lived ity number (SSN) of the buyer on line 1 of You cannot exclude gain from the sale of ain the house for more than 2 years. He must Schedule B (Form 1040A or 1040). The buyer remainder interest in your home to a relatedreport the sale on Form 4797 because it was must give you his or her SSN, and you must give person. Related persons include your brothers,rental property at the time of sale. Because the the buyer your SSN. Failure to meet these re- sisters, half-brothers, half-sisters, spouse, an-period of nonqualified use does not include any quirements may result in a $50 penalty for each cestors (parents, grandparents, etc.), and linealpart of the 5-year period after the last date Wil- failure. If either you or the buyer does not have descendants (children, grandchildren, etc.). Re-liam lived in the house, he has no period of and is not eligible to get an SSN, see Social lated persons also include certain corporations,
nonqualified use. Because he met the owner- Security Number in chapter 1. partnerships, trusts, and exempt organizations.
ship and use tests, he can exclude gain up to

More information. For more information on$250,000. However, he cannot exclude the part
installment sales, see Publication 537, Install-of the gain equal to the depreciation he claimed
ment Sales.or could have claimed for renting the house, as Recapturing (Payingexplained next.

Depreciation after May 6, 1997. If you were Back) a Federal
entitled to take depreciation deductions be- Special Situationscause you used your home for business pur- Mortgage Subsidy
poses or as rental property, you cannot exclude

The situations that follow may affect your exclu- If you financed your home under a federallythe part of your gain equal to any depreciation
sion. subsidized program (loans from tax-exemptallowed or allowable as a deduction for periods

qualified mortgage bonds or loans with mort-after May 6, 1997. If you can show by adequate Sale of home acquired in a like-kind ex- gage credit certificates), you may have to recap-records or other evidence that the depreciation change. You cannot claim the exclusion if: ture all or part of the benefit you received fromallowed was less than the amount allowable,
that program when you sell or otherwise dispose• You acquired your home in a like-kind ex-then you may limit the amount of gain recog-
of your home. You recapture the benefit by in-change (also known as a section 1031 ex-nized to the depreciation allowed. See Publica-
creasing your federal income tax for the year ofchange), or your basis in your home istion 544 for more information.
the sale. You may have to pay this recapture taxdetermined by reference to the basis of
even if you can exclude your gain from incomeProperty used partly for business or rental. the home in the hands of the person who
under the rules discussed earlier; that exclusionIf you used property partly as a home and partly acquired the property in a like-kind ex-
does not affect the recapture tax.change (for example, you received thefor business or to produce rental income, see

home from that person as a gift), andPublication 523.
Loans subject to recapture rules. The re-• You sold the home during the 5-year pe-
capture applies to loans that:riod beginning with the date your home

was acquired in the like-kind exchange. 1. Came from the proceeds of qualified mort-Reporting the Sale gage bonds, orGain from a like-kind exchange is not taxable at
the time of the exchange. This means that gain 2. Were based on mortgage credit certifi-Do not report the 2011 sale of your main home will not be taxed until you sell or otherwise dis- cates.on your tax return unless: pose of the property you receive. To defer gain

The recapture also applies to assumptions offrom a like-kind exchange, you must have ex-• You have a gain and do not qualify to these loans.changed business or investment property forexclude all of it,
business or investment property of a like kind.

• You have a gain and choose not to ex- When recapture applies. Recapture of theFor more information about like-kind ex-
federal mortgage subsidy applies only if youclude it, or changes, see Publication 544, Sales and Other
meet both of the following conditions.Dispositions of Assets.• You received Form 1099-S.

• You sell or otherwise dispose of yourHome relinquished in a like-kind exchange. home at a gain within the first 9 years afterIf any of these conditions apply, report the If you use your main home partly for business or the date you close your mortgage loan.entire gain or loss on Form 8949. For details on rental purposes and then exchange the home
how to report the gain or loss, see the Instruc- • Your income for the year of disposition isfor another property, see Publication 523.
tions for Schedule D (Form 1040). more than that year’s adjusted qualifying

If you used the home for business or to Expatriates. You cannot claim the exclusion if income for your family size for that year
produce rental income, you may have to use the expatriation tax applies to you. The expatria- (related to the income requirements a per-
Form 4797 to report the sale of the business or tion tax applies to certain U.S. citizens who have son must meet to qualify for the federally
rental part (or the sale of the entire property if renounced their citizenship (and to certain subsidized program).
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When recapture does not apply. Recapture ❏ 6252 Installment Sale Income
does not apply in any of the following situations.

❏ 8582 Passive Activity Loss Limitations
• Your mortgage loan was a qualified home 16.improvement loan (QHIL) of not more than

$15,000 used for alterations, repairs, and
improvements that protect or improve the
basic livability or energy efficiency of your Reporting Capital
home. Reporting Gains

Gains and Losses• Your mortgage loan was a QHIL of not
more than $150,000 in the case of a QHIL and Lossesused to repair damage from Hurricane Ka- At the time this publication went to
trina to homes in the hurricane disaster print, the 2011 Instructions for Sched-
area; a QHIL funded by a qualified mort- ule D (Form 1040) had not been final-CAUTION

!
gage bond that is a qualified Gulf Opportu- ized. For the most current information aboutWhat’s Newnity Zone Bond; or a QHIL for an reporting gains and losses, see the 2011 In-
owner-occupied home in the Gulf Opportu- structions for Schedule D at www.irs.gov/pub/
nity Zone (GO Zone), Rita GO Zone, or Form 8949. Form 8949 is new. Many transac- irs-pdf/i1040sd.pdf and Form 8949 at www.irs.
Wilma GO Zone. For more information, gov/form8949. Also see Publication 550.tions that, in previous years, would have beensee Publication 4492, Information for Tax-

reported on Schedule D (Form 1040) must be Report capital gains and losses on Formpayers Affected by Hurricanes Katrina,
reported on Form 8949 if they occur in 2011. 8949. Form 8949 is new. Many transactionsRita, and Wilma. Also see Publication

that, in previous years, would have been re-Complete Form 8949 before completing line 1,4492-B, Information for Affected Taxpay-
ported on Schedule D (Form 1040) must be2, 3, 8, 9, or 10 of Schedule D (Form 1040).ers in the Midwestern Disaster Areas.
reported on Form 8949 if they occur in 2011.Instructions on how to complete Form 8949 are• The home is disposed of as a result of Complete Form 8949 before you complete lineincluded in the 2011 Instructions for Schedule D,your death. 1, 2, 3, 8, 9, or 10 of Schedule D (Form 1040).Capital Gains and Losses.• You dispose of the home more than 9 Use Form 8949 to report:

years after the date you closed your mort- Adjustments to gain or loss on Form 8949. • The sale or exchange of a capital assetgage loan. In certain situations, you must put a code in not reported on another form or schedule,
column (b) of Form 8949 and make an adjust-• You transfer the home to your spouse, or • Gains from involuntary conversions (otherto your former spouse incident to a di- ment to your gain or loss in column (g). See the

than from casualty or theft) of capital as-vorce, where no gain is included in your Instructions for Schedule D.
sets not held for business or profit, andincome.

Schedule D-1. Schedule D-1 is no longer in • Nonbusiness bad debts.• You dispose of the home at a loss.
use. Form 8949 replaces it.

• Your home is destroyed by a casualty, and Use Schedule D (Form 1040):
you replace it on its original site within 2

• To figure the overall gain or loss fromyears after the end of the tax year when
transactions reported on Form 8949, andthe destruction happened. The replace-

ment period is extended for main homes Introduction • To report capital gain distributions not re-
destroyed in a federally declared disaster ported directly on Form 1040, line 13 (orThis chapter discusses how to report capitalarea, a Midwestern disaster area, the Kan- effectively connected capital gain distribu-gains and losses from sales, exchanges, andsas disaster area, and the Hurricane Ka- tions not reported directly on Formother dispositions of investment property ontrina disaster area. For more information, 1040NR, line 14).Form 8949 and Schedule D (Form 1040). Thesee Replacement Period in Publication

discussion includes the following topics.547.
On Form 8949, enter all sales and exchanges

• How to report short-term gains and losses.• You refinance your mortgage loan (unless of capital assets, including stocks, bonds, etc.,
you later meet the conditions listed previ- and real estate (if not reported on Form 4684,• How to report long-term gains and losses.
ously under When recapture applies). 4797, 6252, 6781, or 8824). Include these trans-

• How to figure capital loss carryovers. actions even if you did not receive a Form
1099-B or 1099-S (or substitute statement) for• How to figure your tax on a net capitalNotice of amounts. At or near the time of
the transaction. Report short-term gains orgain.settlement of your mortgage loan, you should
losses on line 1. Report long-term gains orreceive a notice that provides the federally sub- • An illustrated example of how to complete losses on line 3. Use as many Forms 8949 assidized amount and other information you will Form 8949 and Schedule D (Form 1040). you need.need to figure your recapture tax.

How to figure and report the recapture. The If you sell or otherwise dispose of property Exceptions to filing Form 8949 and Schedule
recapture tax is figured on Form 8828. If you sell used in a trade or business or for the production D (Form 1040). There are certain situations
your home and your mortgage is subject to re- of income, see Publication 544, Sales and Other where you may not have to file Form 8949 and/
capture rules, you must file Form 8828 even if Dispositions of Assets, before completing or Schedule D (Form 1040).
you do not owe a recapture tax. Attach Form Schedule D (Form 1040).

Exception 1. You do not have to file Form8828 to your Form 1040. For more information,
8949 or Schedule D (Form 1040) if both of thesee Form 8828 and its instructions. Useful Items following apply.

You may want to see:
1. You have no capital losses, and your only

capital gains are capital gain distributionsPublication
from Form(s) 1099-DIV, box 2a (or substi-

❏ 537 Installment Sales tute statements).
❏ 544 Sales and Other Dispositions of 2. None of the Form(s) 1099-DIV (or substi-

Assets tute statements) have an amount in box 2b
(unrecaptured section 1250 gain), box 2c❏ 550 Investment Income and Expenses
(section 1202 gain), or box 2d (collectibles
(28%) gain).Form (and Instructions)

If both the above statements apply, report your❏ 8949 Sales and Other Dispositions of
capital gain distributions directly on line 13 ofCapital Assets
Form 1040 and check the box on line 13. Also

❏ Schedule D (Form 1040) Capital Gains use the Qualified Dividends and Capital Gainand Losses Tax Worksheet in the Form 1040 instructions to
❏ 4797 Sales of Business Property figure your tax.
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You can report your capital gain distributions price in column (e) of either line 1 or line 3 of option premiums. Enter this adjusted amount in
on line 10 of Form 1040A, instead of on Form Form 8949, whichever applies. column (f) of either Part I or Part II of Form 8949,
1040, if both the following are true. whichever applies, unless you reported the net

Form 1099-S transactions. If you sold or sales price amount in column (e) of Form 8949.• None of the Forms 1099-DIV (or substitute traded reportable real estate, you generally For more information about adjustments tostatements) you received have an amount should receive from the real estate reporting basis, see chapter 13.in box 2b, 2c, or 2d. person a Form 1099-S showing the gross pro-
ceeds. Short-term gains and losses. Capital gain or• You do not have to file Form 1040 for any

“Reportable real estate” is defined as any loss on the sale or trade of investment propertyother capital gains or losses.
present or future ownership interest in any of the held 1 year or less is a short-term capital gain or
following: loss. You report it in Part I of Form 8949.Exception 2. You must file Schedule D

You combine your share of short-term capital(Form 1040), but generally do not have to file • Improved or unimproved land, including air
gain or loss from partnerships, S corporations,Form 8949, if Exception 1 does not apply and space,
estates, and trusts, and any short-term capitalyour only capital gains and losses are: • Inherently permanent structures, including loss carryover, with your other short-term capital• Capital gain distributions, any residential, commercial, or industrial gains and losses to figure your net short-term

building, capital gain or loss on line 7 of Schedule D• A capital loss carryover from 2010,
(Form 1040).• A condominium unit and its accessory fix-• A gain from Form 2439 or 6252 or Part I of

tures and common elements, includingForm 4797, Long-term gains and losses. A capital gain
land, and or loss on the sale or trade of investment prop-• A gain or loss from Form 4684, 6781, or

erty held more than 1 year is a long-term capital• Stock in a cooperative housing corporation8824, or
gain or loss. You report it in Part II of Form 8949.(as defined in section 216 of the Internal

• A gain or loss from a partnership, S corpo- You report the following in Part II of ScheduleRevenue Code).
ration, estate, or trust. D (Form 1040):

A “real estate reporting person” could include • Undistributed long-term capital gains from
the buyer’s attorney, your attorney, the title orInstallment sales. You cannot use the install- a mutual fund (or other regulated invest-
escrow company, a mortgage lender, your bro-ment method to report a gain from the sale of ment company) or real estate investment
ker, the buyer’s broker, or the person acquiringstock or securities traded on an established se- trust (REIT),
the biggest interest in the property.curities market. You must report the entire gain • Your share of long-term capital gains orYour Form 1099-S will show the gross pro-in the year of sale (the year in which the trade

losses from partnerships, S corporations,ceeds from the sale or exchange in box 2. Fordate occurs).
estates, and trusts,how to report these transactions on Form 8949,

see the Instructions for Schedule D. ReportPassive activity gains and losses. If you • All capital gain distributions from mutual
like-kind exchanges on Form 8824.have gains or losses from a passive activity, you funds and REITs not reported directly on

It is unlawful for any real estate reportingmay also have to report them on Form 8582. In line 10 of Form 1040A or line 13 of Form
person to separately charge you for complyingsome cases, the loss may be limited under the 1040, and
with the requirement to file Form 1099-S.passive activity rules. Refer to Form 8582 and its

• Long-term capital loss carryovers.separate instructions for more information about
Nominees. If you receive gross proceeds as areporting capital gains and losses from a pas-
nominee (that is, the gross proceeds are in your  The result after combining these items withsive activity.
name but actually belong to someone else), see your other long-term capital gains and losses is
the Instructions for Schedule D for how to reportForm 1099-B transactions. If you sold prop- your net long-term capital gain or loss (Schedule
these amounts on Form 8949.erty, such as stocks, bonds, or certain commodi- D (Form 1040), line 15).

ties, through a broker, you should receive Form File Form 1099-B or Form 1099-S with the Total net gain or loss. To figure your total net1099-B or substitute statement from the broker. IRS. If you received gross proceeds as a nomi- gain or loss, combine your net short-term capitalUse the Form 1099-B or the substitute state- nee in 2011, you must file a Form 1099-B or gain or loss (Schedule D (Form 1040), line 7)ment to complete Form 8949. If you sold a cov- Form 1099-S for those proceeds with the IRS. with your net long-term capital gain or lossered security in 2011, your broker will send you Send the Form 1099-B or Form 1099-S with a (Schedule D (Form 1040), line 15). Enter thea Form 1099-B (or substitute statement) that Form 1096, Annual Summary and Transmittal of result on Schedule D (Form 1040), Part III, lineshows your basis. This will help you complete U.S. Information Returns, to your Internal Reve- 16. If your losses are more than your gains, seeForm 8949. Generally, a covered security is a nue Service Center by February 28, 2012 (April Capital Losses, next. If both lines 15 and 16 ofsecurity you acquired after 2010, with certain 2, 2012, if you file Form 1099-B or Form 1099-S Schedule D (Form 1040) are gains and line 43 ofexceptions explained in the Instructions for electronically). Give the actual owner of the pro- Form 1040 is more than zero, see Capital GainSchedule D. ceeds Copy B of the Form 1099-B or Form Tax Rates, later.Report the gross proceeds shown in box 2 of 1099-S by February 16, 2012. On Form 1099-B,
Form 1099-B as the sales price in column (e) of you should be listed as the “Payer.” The other
either line 1 or line 3 of Form 8949, whichever Capital Lossesowner should be listed as the “Recipient.” On
applies. However, if the broker shows, in box 2 Form 1099-S, you should be listed as the “Filer.”
of Form 1099-B, that gross proceeds (sales If your capital losses are more than your capitalThe other owner should be listed as the “Trans-
price) less commissions and option premiums gains, you can claim a capital loss deduction.feror.” You do not, however, have to file a Form
were reported to the IRS, enter that net sales Report the amount of the deduction on line 13 of1099-B or Form 1099-S to show proceeds for
price in column (e) of either line 1 or line 3 of Form 1040, in parentheses.your spouse. For more information about the
Form 8949, whichever applies. reporting requirements and the penalties for fail-

Limit on deduction. Your allowable capital If the net sales price is entered in column (e), ure to file (or furnish) certain information returns,
loss deduction, figured on Schedule D (Formdo not include the commissions and option pre- see the 2011 General Instructions for Certain
1040), is the lesser of:miums in column (f). Information Returns. If you are filing electroni-

cally see Publication 1220. • $3,000 ($1,500 if you are married and fileForm 1099-CAP transactions. If a corpora-
a separate return), ortion in which you own stock has had a change in Sale of property bought at various times. If

control or a substantial change in capital struc- • Your total net loss as shown on line 16 ofyou sell a block of stock or other property that
ture, you should receive Form 1099-CAP or a Schedule D (Form 1040).you bought at various times, report the
substitute statement from the corporation. Use short-term gain or loss from the sale on line 1 in
the Form 1099-CAP or substitute statement to You can use your total net loss to reduce yourPart I of Form 8949, and the long-term gain or
fill in Form 8949. If your computations show that income dollar for dollar, up to the $3,000 limit.loss on line 3 in Part II of Form 8949. Write
you would have a loss because of the change, “Various” in column (c) for the “Date acquired.”
do not enter any amounts on Form 8949 or Capital loss carryover. If you have a total netSee the Comprehensive Example later in this
Schedule D (Form 1040). You cannot claim a loss on line 16 of Schedule D (Form 1040) that ischapter.
loss on Schedule D (Form 1040) as a result of more than the yearly limit on capital loss deduc-
this transaction. Sale expenses.  Add to your cost or other tions, you can carry over the unused part to the

Report the aggregate amount received basis any expense of sale such as brokers’ fees, next year and treat it as if you had incurred it in
shown in box 2 of Form 1099-CAP as the sales commissions, state and local transfer taxes, and that next year. If part of the loss is still unused,
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Table 16-1. What Is Your Maximum Capital Gain Rate? Collectibles gain or loss. This is gain or loss
from the sale or trade of a work of art, rug,
antique, metal (such as gold, silver, and plati-THEN your num bullion), gem, stamp, coin, or alcoholic bev-maximum capital erage held more than 1 year.

IF your net capital gain is from ... gain rate is ... Collectibles gain includes gain from sale of
an interest in a partnership, S corporation, ora collectibles gain 28%
trust due to unrealized appreciation of col-
lectibles.an eligible gain on qualified small business stock minus the

section 1202 exclusion 28%
Gain on qualified small business stock. If

an unrecaptured section 1250 gain 25% you realized a gain from qualified small business
stock that you held more than 5 years, you

other gain1 and the regular tax rate that would apply is 25% generally can exclude up to 50% of your gain
or higher 15% from income. The exclusion can be up to 75%

for stock acquired after February 17, 2009other gain1 and the regular tax rate that would apply is
(100% for stock acquired after September 27,lower than 25% 0% 2010, and before January 1, 2012). The exclu-
sion can be up to 60% for certain empowerment
zone business stock. The eligible gain minus1 Other gain means any gain that is not collectibles gain, gain on qualified small business stock, or
your section 1202 exclusion is a 28% rate gain.unrecaptured section 1250 gain.
See Gains on Qualified Small Business Stock in
chapter 4 of Publication 550.

Unrecaptured section 1250 gain.  Generally,you can carry it over to later years until it is capital loss limits discussed earlier still apply in
this is any part of your capital gain from sellingcompletely used up. this situation. The decedent’s estate cannot de-
section 1250 property (real property) that is dueWhen you figure the amount of any capital duct any of the loss or carry it over to following
to depreciation (but not more than your net sec-loss carryover to the next year, you must take years.
tion 1231 gain), reduced by any net loss in thethe current year’s allowable deduction into ac-

Joint and separate returns. If you and your 28% group. Use the Unrecaptured Section 1250count, whether or not you claimed it and whether
spouse once filed separate returns and are now Gain Worksheet in the Schedule D instructionsor not you filed a return for the current year.
filing a joint return, combine your separate capi- to figure your unrecaptured section 1250 gain.When you carry over a loss, it remains long
tal loss carryovers. However, if you and your For more information about section 1250 prop-term or short term. A long-term capital loss you

erty and section 1231 gain, see chapter 3 ofspouse once filed a joint return and are nowcarry over to the next tax year will reduce that
Publication 544.filing separate returns, any capital loss carryoveryear’s long-term capital gains before it reduces

from the joint return can be deducted only on thethat year’s short-term capital gains.
return of the spouse who actually had the loss. Tax computation using maximum capital

Figuring your carryover. The amount of gains rates. Use the Qualified Dividends and
your capital loss carryover is the amount of your Capital Gain Tax Worksheet or the Schedule D
total net loss that is more than the lesser of: Tax Worksheet (whichever applies) to figure

Capital Gain Tax Rates your tax if you have qualified dividends or net1. Your allowable capital loss deduction for
capital gain. You have net capital gain if Sched-the year, or The tax rates that apply to a net capital gain are ule D (Form 1040), lines 15 and 16, are both

generally lower than the tax rates that apply to2. Your taxable income increased by your al- gains.
other income. These lower rates are called thelowable capital loss deduction for the year Schedule D Tax Worksheet. Use themaximum capital gain rates.and your deduction for personal exemp-

Schedule D Tax Worksheet in the Schedule Dtions. The term “net capital gain” means the instructions to figure your tax if:
amount by which your net long-term capital gainIf your deductions are more than your gross • You have to file Schedule D (Form 1040),for the year is more than your net short-termincome for the tax year, use your negative tax-

andcapital loss.able income in computing the amount in item (2).
For 2011, the maximum capital gain rates  Complete the Capital Loss Carryover Work- • Schedule D (Form 1040), line 18 (28%

are 0%, 15%, 25%, or 28%. See Table 16-1 forsheet in the Instructions for Schedule D or Publi- rate gain) or line 19 (unrecaptured section
details.cation 550 to determine the part of your capital 1250 gain), is more than zero.

loss for 2011 that you can carry over to 2012. If you figure your tax using the maxi- See Comprehensive Example, later, for an ex-
mum capital gain rates and the regular ample of how to figure your tax using the Sched-Example. Bob and Gloria sold securities in tax computation results in a lower tax, ule D Tax Worksheet.

TIP

2011. The sales resulted in a capital loss of the regular tax computation applies.
$7,000. They had no other capital transactions. Qualified Dividends and Capital Gain Tax
Their taxable income was $26,000. On their joint Worksheet. If you do not have to use the

Example. All of your net capital gain is from2011 return, they can deduct $3,000. The un- Schedule D Tax Worksheet (as explained
selling collectibles, so the capital gain rate wouldused part of the loss, $4,000 ($7,000 − $3,000), above) and any of the following apply, use the
be 28%. Because you are single and your tax-can be carried over to 2012. Qualified Dividends and Capital Gain Tax Work-
able income is $25,000, none of your taxableIf their capital loss had been $2,000, their sheet in the instructions for Form 1040 or Form
income will be taxed above the 15% rate. Thecapital loss deduction would have been $2,000. 1040A (whichever you file) to figure your tax.
28% rate does not apply.They would have no carryover. • You received qualified dividends. (See

Use short-term losses first. When you fig- Qualified Dividends in chapter 8.)Investment interest deducted. If you claim a
ure your capital loss carryover, use your deduction for investment interest, you may have • You do not have to file Schedule D (Formshort-term capital losses first, even if you in- to reduce the amount of your net capital gain 1040) and you received capital gain distri-curred them after a long-term capital loss. If you that is eligible for the capital gain tax rates. butions. (See Exceptions to filing Formhave not reached the limit on the capital loss Reduce it by the amount of the net capital gain 8949 and Schedule D (Form 1040), ear-deduction after using the short-term capital you choose to include in investment income lier.)losses, use the long-term capital losses until you when figuring the limit on your investment inter- • Schedule D (Form 1040), lines 15 and 16,reach the limit. est deduction. This is done on the Schedule D

are both more than zero.Tax Worksheet or the Qualified Dividends andDecedent’s capital loss. A capital loss
Capital Gain Tax Worksheet. For more informa-sustained by a decedent during his or her last
tion about the limit on investment interest, seetax year (or carried over to that year from an Alternative minimum tax. These capital gain
Interest Expenses in chapter 3 of Publicationearlier year) can be deducted only on the final rates are also used in figuring alternative mini-
550.income tax return filed for the decedent. The mum tax.
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basis in the stock is $4,700. She reports this (e), (f), and (g) of line 4 of Form 8949, in columns
transaction on line 3 in Part II of Form 8949. (e), (f), and (g) of line 8 of Schedule D. She has aComprehensive

long-term capital gain of $1,800 that she entersIn December, she sold 20 shares of Toy Co.
in column (h) of line 8 of Schedule D.Example stock for $4,100. This was qualified small busi-

ness stock that she bought in September 2006. Capital loss carryover from 2010. Emily
Her basis is $1,100. She reports this transactionFor more information on Form 8949 has a capital loss carryover to 2011 of $800, of
on line 3 of Part II of Form 8949.and Schedule D (Form 1040), see which $300 is short-term capital loss, and $500

Schedule D (Form 1040), Form 8949, Emily received a Form 1099-B (not shown) is long-term capital loss. She enters these
TIP

and the Instructions for Schedule D. Also see from her broker for each of these transactions. amounts on lines 6 and 14 of Schedule D. She
Publication 550. Each Form 1099-B contains the correct informa- also enters the $500 long-term capital loss car-

tion for the transaction, including the basisEmily Jones is single and, in addition to ryover on line 5 of the 28% Rate Gain Work-
wages from her job, she has income from stocks shown in box 3. She will check box A in Part I of sheet.
and other securities. For the 2011 tax year, she Form 8949 where she reports her short-term

She kept the completed Capital Loss Carry-had the following capital gains and losses, which transactions. She will also check box A in Part II
over Worksheet in her 2010 edition of Publica-she reports on Form 8949 and Schedule D. Her of Form 8949 where she reports her long-term
tion 550 (not shown), so she could properlyfilled-in Form 8949 and Schedule D are shown transactions.
report her loss carryover for the 2011 tax yearat the end of this example. Emily held her qualified small business stock without refiguring it.Capital gains and losses — Form 8949 and for more than 5 years, so she can exclude 50%

Schedule D (Form 1040). Emily sold stock in Tax computation. Because Emily has($1,500) of the gain. She takes the exclusion by
two different companies that she held for less reporting the gain realized on the sale on Form gains on both lines 15 and 16 of Schedule D,
than a year. In June, she sold 100 shares of 8949, line 3, as if she were not taking the exclu- she checks the “Yes” box on line 17 and goes to
Trucking Co. stock that she bought in February. sion. She completes all columns on Form 8949. line 18. On line 18 she enters $450 from line 7 of
She had an adjusted basis of $1,150 in the stock She enters “S” in column (b) and the amount of the 28% Rate Gain Worksheet. Because line 18
and sold it for $400. In July, she sold 25 shares the excluded gain as a negative number (in of Schedule D is greater than zero, she checksof Computer Co. stock that she bought in June. parentheses) in column (g). She also enters the the “No” box on line 20 and uses the Schedule DShe had an adjusted basis in the stock of $2,000 exclusion as a positive number on line 2 of the Tax Worksheet to figure her tax.and sold it for $2,500. She reports these 28% Rate Gain Worksheet.
short-term transactions on line 1 in Part I of After entering the gain from line 16 of Sched-

Emily completes her Form 8949 and thenForm 8949. ule D on line 13 of her Form 1040, she com-
transfers the amounts from her Form 8949 toEmily had other stock sales that she reports pletes the rest of Form 1040 through line 43.
Schedule D. She enters the amounts from heras long-term transactions on line 3 in Part II of She enters the amount from that line, $30,000,
short-term transactions from columns (e) and (f)Form 8949. on line 1 of the Schedule D Tax Worksheet. Afterof line 2 of Form 8949, in columns (e) and (f) ofIn June, she sold 500 shares of Furniture Co. filling out the rest of that worksheet, she figuresline 1 of Schedule D. She has a short-termstock for $5,000. She bought 100 of those her tax as $4,034. This is less than the tax shecapital loss of $250 that she enters in column (h)shares in 1999, for $1,000. She bought 100

would have figured without the capital gain taxof line 1 of Schedule D. She enters the amountsmore shares in 2001 for $2,200, and an addi-
rates, $4,079.from her long-term transactions from columnstional 300 shares in 2004 for $1,500. Her total

28% Rate Gain Worksheet for Emily Jones—Line 18 Keep for Your Records

1. Enter the total of all collectibles gain or (loss) from items you reported on Form 8949, line 3 . . . . . . . . . . 1. 0
2. Enter as a positive number the amount of any section 1202 exclusion you reported in column (g) of Form

8949, line 3, with code “S” in column (b), for which you excluded 50% of the gain, plus 2/3 of any section
1202 exclusion you reported in column (g) of Form 8949, line 3, with code “S” in column (b), for which
you excluded 60% of the gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2. 1,500

3. Enter the total of all collectibles gain or (loss) from Form 4684, line 4 (but only if Form 4684, line 15, is
more than zero); Form 6252; Form 6781, Part II; and Form 8824 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Enter the total of any collectibles gain reported to you on:
• Form 1099-DIV, box 2d; } . . . . . . . . . . . . . . . 4.• Form 2439, box 1d; and
• Schedule K-1 from a partnership, S corporation, estate, or trust.

5. Enter your long-term capital loss carryovers from Schedule D, line 14, and Schedule K-1 (Form 1041), 5. (  500)box 11, code C . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
6. If Schedule D, line 7, is a (loss), enter that (loss) here. Otherwise, enter -0- . . . . . . . . . . . . . . . . . . . . . . 6. (  550)
7. Combine lines 1 through 6. If zero or less, enter -0-. If more than zero, also enter this amount on

Schedule D, line 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7. 450
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Schedule D Tax Worksheet Keep for Your Records

Complete this worksheet only if line 18 or line 19 of Schedule D is more than zero. Otherwise, complete the Qualified Dividends and Capital
Gain Tax Worksheet in the Instructions for Form 1040, line 44 (or in the Instructions for Form 1040NR, line 42) to figure your tax.

Exception: Do not use the Qualified Dividends and Capital Gain Tax Worksheet or this worksheet to figure your tax if:
• Line 15 or line 16 of Schedule D is zero or less and you have no qualified dividends on Form 1040, line 9b (or Form 1040NR, line 10b); or 
• Form 1040, line 43 (or Form 1040NR, line 41) is zero or less.

 Instead, see the instructions for Form 1040, line 44 (or Form 1040NR, line 42).

1. Enter your taxable income from Form 1040, line 43 (or Form 1040NR, line 41). (However, if you are filing Form 2555 or
2555-EZ (relating to foreign earned income), enter instead the amount from line 3 of the Foreign Earned Income Tax
Worksheet in the Instructions for Form 1040, line 44) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. 30,000

2. Enter your qualified dividends from Form 1040, line 9b (or
Form 1040NR, line 10b) . . . . . . . . . . . . . . . . . . . . . . . . 2.

3. Enter the amount from Form 4952 (used
to figure investment interest expense
deduction), line 4g . . . . . . . . . . . . . . 3.

4. Enter the amount from Form 4952, line
4e* . . . . . . . . . . . . . . . . . . . . . . . . 4.

5. Subtract line 4 from line 3. If zero or less, enter -0- . . . . . . . 5.
6. Subtract line 5 from line 2. If zero or less, enter -0-** . . . . . . . . . . . . . . . . . . . 6.
7. Enter the smaller of line 15 or line 16 of Schedule D . . . . . 7. 750
8. Enter the smaller of line 3 or line 4 . . . . . . . . . . . . . . . . . 8.
9. Subtract line 8 from line 7. If zero or less, enter -0-** . . . . . . . . . . . . . . . . . . . 9. 750

10. Add lines 6 and 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10. 750
11. Add lines 18 and 19 of Schedule D** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11. 450
12. Enter the smaller of line 9 or line 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12. 450
13. Subtract line 12 from line 10 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13. 300
14. Subtract line 13 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14. 29,700
15. Enter:

• $34,500 if single or married filing separately; }• $69,000 if married filing jointly or qualifying widow(er); or
• $46,250 if head of household . . . . . . . . 15. 34,500

16. Enter the smaller of line 1 or line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16. 30,000
17. Enter the smaller of line 14 or line 16 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17. 29,700
18. Subtract line 10 from line 1. If zero or less, enter -0- . . . . . . 18. 29,250
19. Enter the larger of line 17 or line 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 19. 29,700
20. Subtract line 17 from line 16. This amount is taxed at 0%. . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 20. 300

If lines 1 and 16 are the same, skip lines 21 through 33 and go to line 34. Otherwise, go to line 21.
21. Enter the smaller of line 1 or line 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.
22. Enter the amount from line 20 (if line 20 is blank, enter -0-) . . . . . . . . . . . . . . . 22.
23. Subtract line 22 from line 21. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 23.
24. Multiply line 23 by 15% (.15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.

If Schedule D, line 19, is zero or blank, skip lines 25 through 30 and go to line 31. Otherwise, go to line 25.
25. Enter the smaller of line 9 above or Schedule D, line 19 . . . . . . . . . . . . . . . . . 25.
26. Add lines 10 and 19 . . . . . . . . . . . . . . . . . . . . . . . . . . 26.
27. Enter the amount from line 1 above . . . . . . . . . . . . . . . . 27.
28. Subtract line 27 from line 26. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . 28.
29. Subtract line 28 from line 25. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 29.
30. Multiply line 29 by 25% (.25) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30.

If Schedule D, line 18, is zero or blank, skip lines 31 through 33 and go to line 34. Otherwise, go to line 31.
31. Add lines 19, 20, 23, and 29 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.
32. Subtract line 31 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32.
33. Multiply line 32 by 28% (.28) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33.
34. Figure the tax on the amount on line 19. If the amount on line 19 is less than $100,000, use the Tax Table to figure the tax.

If the amount on line 19 is $100,000 or more, use the Tax Computation Worksheet . . . . . . . . . . . . . . . . . . . . . . . . . . . 34. 4,034
35. Add lines 24, 30, 33, and 34 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35. 4,034
36. Figure the tax on the amount on line 1. If the amount on line 1 is less than $100,000, use the Tax Table to figure the tax. If

the amount on line 1 is $100,000 or more, use the Tax Computation Worksheet . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36. 4,079
37. Tax on all taxable income (including capital gains and qualified dividends). Enter the smaller of line 35 or line 36.

Also include this amount on Form 1040, line 44 (or Form 1040NR, line 42). (If you are filing Form 2555 or 2555-EZ, do not
enter this amount on Form 1040, line 44. Instead, enter it on line 4 of the Foreign Earned Income Tax Worksheet in the
Form 1040 instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37. 4,034

*If applicable, enter instead the smaller amount you entered on the dotted line next to line 4e of Form 4952.

**If you are filing Form 2555 or 2555-EZ, see the footnote in the Foreign Earned Income Tax Worksheet in the Instructions
for Form 1040, line 44, before completing this line.
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Form  8949
Department of the Treasury  
Internal Revenue Service (99) 

Sales and Other Dispositions of Capital Assets
 See Instructions for Schedule D (Form 1040). 

 For more information about Form 8949, see www.irs.gov/form8949 

 Attach to Schedule D to list your transactions for lines 1, 2, 3, 8, 9, and 10.

OMB No. 1545-0074

2011
Attachment   
Sequence No. 12A 

Name(s) shown on return Your social security number

Part I Short-Term Capital Gains and Losses—Assets Held One Year or Less

Note: You must check one of the boxes below. Complete a separate Form 8949, page 1, for each box that is checked.
*Caution. Do not complete column (b) or (g) until you have read the instructions for those columns (see the Instructions for Schedule 
D (Form 1040)). Columns (b) and (g) do not apply for most transactions and should generally be left blank.

(A) Short-term transactions reported on 
Form 1099-B with basis reported to the IRS

(B) Short-term transactions reported on Form 
1099-B but basis not reported to the IRS

(C) Short-term transactions for which 
you cannot check box A or B

1

(a) 

 Description of property 
 (Example: 100 sh. XYZ Co.)

(b) 

 Code, if any, 
for column (g)*

(c)  

Date acquired 
 (Mo., day, yr.)

(d) 

 Date sold 
 (Mo., day, yr.)

(e) 

 Sales price 
 (see instructions)

(f)  

Cost or other basis 
 (see instructions)

(g) 

 Adjustments to    
gain or loss, if any*

2 Totals. Add the amounts in columns (e) and (f). Also, combine the 

amounts in column (g). Enter here and include on Schedule D, line 1 (if 
box A above is checked), line 2 (if box B above is checked), or line 3 (if 
box C above is checked) . . . . . . . . . . . . . . . 2

For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 37768Z Form 8949 (2011) 

Emily Jones 111-00-1111

✓

100 sh Trucking Co. 02-12-11 06-11-11 400 1,150
25 sh Computer Co. 06-30-11 07-30-11 2,500 2,000

2,900 3,150
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Form 8949 (2011) Attachment Sequence No. 12A Page 2

Name(s) shown on return. Do not enter name and social security number if shown on other side. Your social security number

Part II Long-Term Capital Gains and Losses—Assets Held More Than One Year

Note: You must check one of the boxes below. Complete a separate Form 8949, page 2, for each box that is checked.
*Caution. Do not complete column (b) or (g) until you have read the instructions for those columns (see the Instructions for Schedule 
D (Form 1040)). Columns (b) and (g) do not apply for most transactions and should generally be left blank.

(A) Long-term transactions reported on 
Form 1099-B with basis reported to the IRS

(B) Long-term transactions reported on Form 
1099-B but basis not reported to the IRS

(C) Long-term transactions for which 
you cannot check box A or B

3

(a)  

Description of property 
 (Example: 100 sh. XYZ Co.)

(b) 

 Code, if any, 
for column (g)*

(c) 

 Date acquired 
 (Mo., day, yr.)

(d)  

Date sold 
 (Mo., day, yr.)

(e)  

Sales price 
 (see instructions)

(f)  

Cost or other basis 
 (see instructions)

(g)  

Adjustments to     
gain or loss, if any*

4 Totals. Add the amounts in columns (e) and (f). Also, combine the 

amounts in column (g). Enter here and include on Schedule D, line 8 (if 
box A above is checked), line 9 (if box B above is checked), or line 10 
(if box C above is checked) . . . . . . . . . . . . . . ▶ 4

Form 8949 (2011)

500 sh Furniture Co.
20 sh Toy Co. S

VARIOUS
09-29-06

06-30-11
12-15-11

5,000
4,100

4,700
1,100 (1,500)

9,100 5,800 (1,500)

Emily Jones 111-00-1111

�

Chapter 16 Reporting Gains and Losses Page 119



SCHEDULE D  
(Form 1040) 

Department of the Treasury  
Internal Revenue Service (99)

Capital Gains and Losses
▶ Attach to Form 1040 or Form 1040NR.   ▶ See Instructions for Schedule D (Form 1040).   

▶ Use Form 8949 to list your transactions for lines 1, 2, 3, 8, 9, and 10. 

OMB No. 1545-0074

2011
Attachment   
Sequence No. 12 

Name(s) shown on return Your social security number

Part I Short-Term Capital Gains and Losses—Assets Held One Year or Less 

(                          )

(                          )

(                          )

Complete Form 8949 before completing line 1, 2, or 3. 
This form may be easier to complete if you round off cents to 
whole dollars.

(e) Sales price from 
Form(s) 8949, line 2, 

column (e)

(f) Cost or other basis 
from Form(s) 8949, 

line 2, column (f)

(g) Adjustments to 
gain or loss from  

Form(s) 8949,  
line 2, column (g) 

(h) Gain or (loss) 
Combine columns (e), 

(f), and (g) 

1 

 

Short-term totals from all Forms 8949 with box A 
checked in Part I . . . . . . . . . . . . .

2 

 

Short-term totals from all Forms 8949 with box B 
checked in Part I . . . . . . . . . . . . .

3 

 

Short-term totals from all Forms 8949 with box C 
checked in Part I . . . . . . . . . . . . .

4 Short-term gain from Form 6252 and short-term gain or (loss) from Forms 4684, 6781, and 8824 . 4 

5  

 

Net short-term gain or (loss) from partnerships, S corporations, estates, and trusts from 
Schedule(s) K-1 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 

6  

 

Short-term capital loss carryover. Enter the amount, if any, from line 8 of your Capital Loss Carryover 

Worksheet in the instructions . . . . . . . . . . . . . . . . . . . . . . .  6 (                          )

7 Net short-term capital gain or (loss).  Combine lines 1 through 6 in column (h). If you have any 
long-term capital gains or losses, go to Part II below. Otherwise, go to Part III on the back  . . . 7 

Part II Long-Term Capital Gains and Losses—Assets Held More Than One Year 

(                          )

(                          )

(                          )

Complete Form 8949 before completing line 8, 9, or 10. 
This form may be easier to complete if you round off cents to 
whole dollars.

(e) Sales price from 
Form(s) 8949, line 4, 

column (e)

(f) Cost or other basis 
from Form(s) 8949, 

line 4, column (f)

(g) Adjustments to 
gain or loss from  

Form(s) 8949,  
line 4, column (g) 

(h) Gain or (loss) 
Combine columns (e), 

(f), and (g) 

8 

 

Long-term totals from all Forms 8949 with box A 
checked in Part II . . . . . . . . . . . .

9 

 

Long-term totals from all Forms 8949 with box B 
checked in Part II . . . . . . . . . . . .

10 

 

Long-term totals from all Forms 8949 with box C 
checked in Part II . . . . . . . . . . . . .

11 

 

Gain from Form 4797, Part I; long-term gain from Forms 2439 and 6252; and long-term gain or  (loss) 
from Forms 4684, 6781, and 8824 . . . . . . . . . . . . . . . . . . . . . . 11 

12 Net long-term gain or (loss) from partnerships, S corporations, estates, and trusts from Schedule(s) K-1 12 

13 Capital gain distributions. See the instructions . . . . . . . . . . . . . . . . . . 13 

14 

 

Long-term capital loss carryover. Enter the amount, if any, from line 13 of your Capital Loss Carryover 

Worksheet in the instructions . . . . . . . . . . . . . . . . . . . . . . . 14 (                          )

15 

 

Net long-term capital gain or (loss).  Combine lines 8 through 14 in column (h). Then go to Part III on
the back . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 

For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 11338H Schedule D (Form 1040) 2011 

Emily Jones

2,900  3,150    (250)

300

(550)

9,100  5,800  (1,500)  1,800

500

1,300

111-00-1111
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Schedule D (Form 1040) 2011 Page 2 

Part III Summary

16 Combine lines 7 and 15 and enter the result . . . . . . . . . . . . . . . . . . 16

If line 16 is a gain, enter the amount from line 16 on Form 1040, line 13, or Form 1040NR, line
14. Then go to line 17 below. 
If line 16 is a loss, skip lines 17 through 20 below. Then go to line 21. Also be sure to complete 
line 22.
 If line 16 is zero, skip lines 17 through 21 below and enter -0- on Form 1040, line 13, or Form 
1040NR, line 14. Then go to line 22.

17 Are lines 15 and 16 both gains? 
Yes. Go to line 18. 
No. Skip lines 18 through 21, and go to line 22.

18 Enter the amount, if any, from line 7 of the 28% Rate Gain Worksheet in the instructions . . ▶ 18 

19 

 

Enter the amount, if any, from line 18 of the Unrecaptured Section 1250 Gain Worksheet in the 
instructions . . . . . . . . . . . . . . . . . . . . . . . . . . . . ▶ 19

20 Are lines 18 and 19 both zero or blank? 
Yes. Complete Form 1040 through line 43, or Form 1040NR through line 41. Then complete 
the Qualified Dividends and Capital Gain Tax Worksheet in the instructions for Form 1040, 
line 44 (or in the instructions for Form 1040NR, line 42). Do not complete lines 21 and 22 
below. 

No. Complete Form 1040 through line 43, or Form 1040NR through line 41. Then complete the
Schedule D Tax Worksheet in the instructions. Do not complete lines 21 and 22 below. 

21 If line 16 is a loss, enter here and on Form 1040, line 13, or Form 1040NR, line 14, the smaller  of: 

} . . . . . . . . . . . . . . . 21 (                                )

Note.  

22 

Yes. Complete Form 1040 through line 43, or Form 1040NR through line 41. Then complete 
the Qualified Dividends and Capital Gain Tax Worksheet in the instructions for Form 1040, 
line 44 (or in the instructions for Form 1040NR, line 42). 
No. Complete the rest of Form 1040 or Form 1040NR. 

Schedule D (Form 1040) 2011 

750

450

�

�
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Part Four.

The three chapters in this part discuss some of the adjustments to income thatAdjustments to
you can deduct in figuring your adjusted gross income. These chapters cover:

• Contributions you make to traditional individual retirement arrangementsIncome
(IRAs) — chapter 17,

• Alimony you pay — chapter 18, and

• Student loan interest you pay—chapter 19.

Other adjustments to income are discussed elsewhere. See Table V
below.

Table V. Other Adjustments to Income

Use this table to find information about other adjustments to income not covered in this part of the publication.

IF you are looking for more information about the deduction for... THEN see...

Certain business expenses of reservists, performing artists, and Chapter 26.
fee-basis officials

Contributions to a health savings account Publication 969, Health Savings Accounts and Other Tax-Favored
Health Plans.

Moving expenses Publication 521, Moving Expenses.

Part of your self-employment tax Chapter 22.

Self-employed health insurance Chapter 21.

Payments to self-employed SEP, SIMPLE, and qualified plans Publication 560, Retirement Plans for Small Business (SEP, SIMPLE,
and Qualified Plans).

Penalty on the early withdrawal of savings Chapter 7.

Contributions to an Archer MSA Publication 969.

Reforestation amortization or expense Chapters 7 and 8 of Publication 535, Business Expenses.

Contributions to Internal Revenue Code section 501(c)(18)(D) pension Publication 525, Taxable and Nontaxable Income.
plans

Expenses from the rental of personal property Chapter 12.

Certain required repayments of supplemental unemployment benefits Chapter 12.
(sub-pay)

Foreign housing costs Chapter 4 of Publication 54, Tax Guide for U.S. Citizens and Resident
Aliens Abroad.

Jury duty pay given to your employer Chapter 12.

Contributions by certain chaplains to Internal Revenue Code section Publication 517, Social Security and Other Information for Members of
403(b) plans the Clergy and Religious Workers.

Attorney fees and certain costs for actions involving certain unlawful Publication 525.
discrimination claims or awards to whistleblowers

Domestic production activities deduction Form 8903.
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• Your filing status is married filing sepa- IRAs under How Much Can Be Contributed? in
rately, you lived with your spouse at any Roth IRAs, later.
time during the year, and your modified17. Statement of required minimum distribution.AGI is more than -0-. You cannot make a

If a minimum distribution is required from yourRoth IRA contribution if your modified AGI
IRA, the trustee, custodian, or issuer that heldis $10,000 or more.
the IRA at the end of the preceding year mustIndividual See Can You Contribute to a Roth IRA, later. either report the amount of the required mini-
mum distribution to you, or offer to calculate it for
you. The report or offer must include the date byRetirement
which the amount must be distributed. The re-
port is due January 31 of the year in which theWhat’s New for 2012Arrangements minimum distribution is required. It can be pro-
vided with the year-end fair market value state-Modified AGI limit for traditional IRA contri-
ment that you normally get each year. No report(IRAs) butions increased. For 2012, if you are cov-
is required for IRAs of owners who have died.ered by a retirement plan at work, your

deduction for contributions to a traditional IRA is IRA interest. Although interest earned from
reduced (phased out) if your modified AGI is: your IRA is generally not taxed in the yearWhat’s New for 2011

earned, it is not tax-exempt interest. Tax on your• More than $92,000 but less than $112,000
traditional IRA is generally deferred until youfor a married couple filing a joint return orDue date for contributions and withdrawals.
take a distribution. Do not report this interest ona qualifying widow(er),Contributions can be made to your IRA for a
your tax return as tax-exempt interest.year at any time during the year or by the due • More than $58,000 but less than $68,000

date for filing your return for that year, not includ- for a single individual or head of house- Form 8606.  To designate contributions asing extensions. Because April 15, 2012, falls on hold, or nondeductible, you must file Form 8606, Nonde-a Sunday and Emancipation Day, a legal holiday
ductible IRAs.• Less than $10,000 for a married individualin the District of Columbia, falls on Monday, April

filing a separate return.16, 2012, the due date for making contributions Disaster-related tax relief. Special rules ap-
for 2011 to your IRA is April 17, 2012. See When ply to the use of retirement funds (including

If you either live with your spouse or file a jointCan Contributions Be Made? IRAs) by qualified individuals who suffered an
return, and your spouse is covered by a retire-There is a 6% excise tax on excess contribu- economic loss as a result of:
ment plan at work, but you are not, your deduc-tions not withdrawn by the due date (including

• The storms that began on May 4, 2007, intion is phased out if your modified AGI is moreextensions) for your return. You will not have to
the Kansas disaster area, orpay the 6% tax if any 2011 excess contributions than $173,000 but less than $183,000. If your

are withdrawn by the due date of your return modified AGI is $183,000 or more, you cannot • The severe storms in the Midwestern dis-
(including extensions). See Excess Contribu- take a deduction for contributions to a traditional aster areas in 2008.
tions under What Acts Result in Penalties or IRA.

For more information on these special rules seeAdditional Taxes?
Modified AGI limit for Roth IRA contributions Tax Relief for Kansas Disaster Area and Tax

Modified AGI limit for traditional IRA contri- increased. For 2012, your Roth IRA contribu- Relief for Midwestern Disaster Areas in chapter
butions increased. For 2011, if you were cov- tion limit is reduced (phased out) in the following 4 of Publication 590.
ered by a retirement plan at work, your situations.
deduction for contributions to a traditional IRA is The term “50 or older” is used several• Your filing status is married filing jointly orreduced (phased out) if your modified AGI is: times in this chapter. It refers to an IRAqualifying widow(er) and your modified

owner who is age 50 or older by the• More than $90,000 but less than $110,000
TIP

AGI is at least $173,000. You cannot
end of the tax year.for a married couple filing a joint return or make a Roth IRA contribution if your modi-

a qualifying widow(er), fied AGI is $183,000 or more.
• More than $56,000 but less than $66,000 • Your filing status is single, head of house-

for a single individual or head of house- hold, or married filing separately and you
hold, or Introductiondid not live with your spouse at any time in

2012 and your modified AGI is at least• Less than $10,000 for a married individual An individual retirement arrangement (IRA) is a
$110,000. You cannot make a Roth IRAfiling a separate return. personal savings plan that gives you tax advan-
contribution if your modified AGI is tages for setting aside money for your retire-
$125,000 or more.If you either lived with your spouse or file a ment.

joint return, and your spouse was covered by a This chapter discusses the following topics.• Your filing status is married filing sepa-
retirement plan at work, but you were not, your rately, you lived with your spouse at any • The rules for a traditional IRA (any IRAdeduction is phased out if your modified AGI is time during the year, and your modified that is not a Roth or SIMPLE IRA).more than $169,000 but less than $179,000. If AGI is more than -0-. You cannot make a
your modified AGI is $179,000 or more, you • The Roth IRA, which features nondeduct-Roth IRA contribution if your modified AGIcannot take a deduction for contributions to a ible contributions and tax-free distribu-is $10,000 or more.traditional IRA. See How Much Can You Deduct, tions.
later.

Simplified Employee Pensions (SEPs) andModified AGI limit for Roth IRA contributions
Savings Incentive Match Plans for Employeesincreased. For 2011, your Roth IRA contribu-
(SIMPLEs) are not discussed in this chapter. ForReminderstion limit is reduced (phased out) in the following
more information on these plans and employ-situations.
ees’ SEP IRAs and SIMPLE IRAs that are part ofRollovers or conversions to a Roth IRA in• Your filing status is married filing jointly or these plans, see Publications 560 and 590.2010. If you rolled over or converted anqualifying widow(er) and your modified For information about contributions, deduc-amount to your Roth IRA in 2010 that you did notAGI is at least $169,000. You cannot tions, withdrawals, transfers, rollovers, andelect to include in income for 2010, you aremake a Roth IRA contribution if your modi- other transactions, see Publication 590.required to include your 2010 rollover or conver-fied AGI is $179,000 or more.

sion in income for 2011 and 2012. See Publica-
• Your filing status is single, head of house- tion 590 for information on how much to include Useful Items

hold, or married filing separately and you in your income for 2011. You may want to see:did not live with your spouse at any time in
Contributions to both traditional and Roth2011 and your modified AGI is at least PublicationIRAs.  For information on your combined con-$107,000. You cannot make a Roth IRA
tribution limit if you contribute to both traditional ❏ 560 Retirement Plans for Smallcontribution if your modified AGI is

$122,000 or more. and Roth IRAs, see Roth IRAs and traditional Business
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❏ 590 Individual Retirement Arrangements • Earnings and profits from property, such Contributions on your behalf to a tradi-
(IRAs) as rental income, interest income, and div- tional IRA reduce your limit for contri-

idend income. butions to a Roth IRA. (See Roth IRAs,CAUTION
!

Form (and Instructions) later.)• Pension or annuity income.
General limit. For 2011, the most that can be❏ 5329 Additional Taxes on Qualified Plans • Deferred compensation received (com- contributed to your traditional IRA generally is(including IRAs) and Other pensation payments postponed from a the smaller of the following amounts.Tax-Favored Accounts past year).

• $5,000 ($6,000 if you are 50 or older).❏ 8606 Nondeductible IRAs • Income from a partnership for which you
• Your taxable compensation (defined ear-do not provide services that are a material

lier) for the year.income-producing factor.
This is the most that can be contributed regard-• Conservation Reserve Program (CRP)
less of whether the contributions are to one orTraditional IRAs payments reported on Schedule SE (Form
more traditional IRAs or whether all or part of the1040), line 1(b).
contributions are nondeductible. (See Nonde-In this chapter the original IRA (sometimes • Any amounts (other than combat pay) you ductible Contributions, later.) Qualified reservistcalled an ordinary or regular IRA) is referred to

exclude from income, such as foreign repayments do not affect this limit.as a “traditional IRA.” A traditional IRA is any
earned income and housing costs.IRA that is not a Roth IRA or a SIMPLE IRA.Two

Example 1. Betty, who is 34 years old andadvantages of a traditional IRA are:
single, earned $24,000 in 2011. Her IRA contri-• You may be able to deduct some or all of When and How Can a butions for 2011 are limited to $5,000.

your contributions to it, depending on your Traditional IRA Becircumstances, and Example 2. John, an unmarried college stu-Opened? dent working part time, earned $3,500 in 2011.• Generally, amounts in your IRA, including
His IRA contributions for 2011 are limited toearnings and gains, are not taxed until You can open a traditional IRA at any time. $3,500, the amount of his compensation.they are distributed. However, the time for making contributions for
Spousal IRA limit. For 2011, if you file a jointany year is limited. See When Can Contributions
return and your taxable compensation is lessBe Made, later.Who Can Open than that of your spouse, the most that can be  You can open different kinds of IRAs with a
contributed for the year to your IRA is thea Traditional IRA? variety of organizations. You can open an IRA at
smaller of the following amounts.a bank or other financial institution or with a

You can open and make contributions to a tradi- mutual fund or life insurance company. You can
1. $5,000 ($6,000 if you are 50 or older).tional IRA if: also open an IRA through your stockbroker. Any

IRA must meet Internal Revenue Code require- 2. The total compensation includible in the• You (or, if you file a joint return, your
ments. gross income of both you and your spousespouse) received taxable compensation

for the year, reduced by the following twoduring the year, and Kinds of traditional IRAs. Your traditional amounts.
IRA can be an individual retirement account or• You were not age 701/2 by the end of the
annuity. It can be part of either a simplifiedyear. a. Your spouse’s IRA contribution for the
employee pension (SEP) or an employer or em- year to a traditional IRA.
ployee association trust account.What is compensation? Generally, compen- b. Any contribution for the year to a Roth

sation is what you earn from working. Compen- IRA on behalf of your spouse.How Much Can Besation includes wages, salaries, tips,
professional fees, bonuses, and other amounts This means that the total combined contribu-Contributed?
you receive for providing personal services. The tions that can be made for the year to your IRA
IRS treats as compensation any amount prop- and your spouse’s IRA can be as much asThere are limits and other rules that affect the
erly shown in box 1 (Wages, tips, other compen- $10,000 ($11,000 if only one of you is 50 oramount that can be contributed to a traditional
sation) of Form W-2, Wage and Tax Statement, older, or $12,000 if both of you are 50 or older).IRA. These limits and other rules are explained
provided that amount is reduced by any amount below.
properly shown in box 11 (Nonqualified plans). When Can ContributionsScholarship and fellowship payments are Community property laws. Except as dis-
compensation for this purpose only if shown in Be Made?cussed later under Spousal IRA limit, each
box 1 of Form W-2. spouse figures his or her limit separately, using

As soon as you open your traditional IRA, contri-Compensation also includes commissions his or her own compensation. This is the rule
butions can be made to it through your chosenand taxable alimony and separate maintenance even in states with community property laws.
sponsor (trustee or other administrator). Contri-payments.

Brokers’ commissions. Brokers’ commis- butions must be in the form of money (cash,
Self-employment income. If you are sions paid in connection with your traditional IRA check, or money order). Property cannot be con-

self-employed (a sole proprietor or a partner), are subject to the contribution limit. tributed.
compensation is the net earnings from your

Contributions must be made by due date.trade or business (provided your personal serv- Trustees’ fees. Trustees’ administrative fees
Contributions can be made to your traditionalices are a material income-producing factor) re- are not subject to the contribution limit.
IRA for a year at any time during the year or byduced by the total of:
the due date for filing your return for that year,Qualified reservist repayments. If you are• The deduction for contributions made on not including extensions.(or were) a member of a reserve component andyour behalf to retirement plans, and you were ordered or called to active duty after Age 701/2 rule. Contributions cannot be made• The deductible part of your September 11, 2001, you may be able to con- to your traditional IRA for the year in which youself-employment tax. tribute (repay) to an IRA amounts equal to any reach age 701/2 or for any later year.qualified reservist distributions you received. You attain age 701/2 on the date that is 6Compensation includes earnings from You can make these repayment contributions calendar months after the 70th anniversary ofself-employment even if they are not subject to even if they would cause your total contributions your birth. If you were born on or before June 30,self-employment tax because of your religious to the IRA to be more than the general limit on 1941, you cannot contribute for 2011 or any laterbeliefs. contributions. To be eligible to make these re- year.payment contributions, you must have receivedNontaxable combat pay. For IRA pur- a qualified reservist distribution from an IRA or Designating year for which contribution isposes, if you were a member of the U.S. Armed from a section 401(k) or 403(b) plan or similar made. If an amount is contributed to yourForces, your compensation includes any non- arrangement. traditional IRA between January 1 and April 17,taxable combat pay you receive. For more information, see Qualified reservist you should tell the sponsor which year (the cur-

What is not compensation? Compensation repayments under How Much Can Be Contrib- rent year or the previous year) the contribution is
does not include any of the following items. uted? in chapter 1 of Publication 590. for. If you do not tell the sponsor which year it is
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for, the sponsor can assume, and report to the Note. If you were divorced or legally sepa- Situations in Which You Are Not
IRS, that the contribution is for the current year rated (and did not remarry) before the end of the Covered by an Employer Plan
(the year the sponsor received it). year, you cannot deduct any contributions to

your spouse’s IRA. After a divorce or legal sepa- Unless you are covered under another employerFiling before a contribution is made. You ration, you can deduct only contributions to your plan, you are not covered by an employer plan ifcan file your return claiming a traditional IRA own IRA. Your deductions are subject to the you are in one of the situations described below.contribution before the contribution is actually rules for single individuals.
made. Generally, the contribution must be made Social security or railroad retirement. Cov-
by the due date of your return, not including Covered by an employer retirement plan. If erage under social security or railroad retire-
extensions. you or your spouse was covered by an employer ment is not coverage under an employer

retirement plan at any time during the year for retirement plan.Contributions not required. You do not have which contributions were made, your deduction
to contribute to your traditional IRA for every tax Benefits from a previous employer’s plan.may be further limited. This is discussed later
year, even if you can. If you receive retirement benefits from a previ-under Limit If Covered by Employer Plan. Limits

ous employer’s plan, you are not covered by thaton the amount you can deduct do not affect the
plan.amount that can be contributed. See Nonde-How Much Can You

ductible Contributions, later.Deduct? Reservists. If the only reason you participate
in a plan is because you are a member of a

Generally, you can deduct the lesser of: reserve unit of the armed forces, you may not beAre You Covered by an Employer
covered by the plan. You are not covered by the• The contributions to your traditional IRA Plan? plan if both of the following conditions are met.for the year, or

The Form W-2 you receive from your employer• The general limit (or the spousal IRA limit, 1. The plan you participate in is establishedhas a box used to indicate whether you wereif it applies). for its employees by:covered for the year. The “Retirement plan” box
However, if you or your spouse was covered by should be checked if you were covered. a. The United States,
an employer retirement plan, you may not be Reservists and volunteer firefighters should

b. A state or political subdivision of aable to deduct this amount. See Limit If Covered also see Situations in Which You Are Not Cov-
state, orby Employer Plan, later. ered by an Employer Plan, later.

If you are not certain whether you were cov- c. An instrumentality of either (a) or (b)
You may be able to claim a credit for ered by your employer’s retirement plan, you above.
contributions to your traditional IRA. should ask your employer.
For more information, see chapter 36.

TIP
2. You did not serve more than 90 days onFederal judges. For purposes of the IRA de-

active duty during the year (not countingTrustees’ fees. Trustees’ administrative fees duction, federal judges are covered by an em-
duty for training).that are billed separately and paid in connection ployer retirement plan.

with your traditional IRA are not deductible as
IRA contributions. However, they may be de- Volunteer firefighters. If the only reason you
ductible as a miscellaneous itemized deduction participate in a plan is because you are a volun-For Which Year(s) Are You
on Schedule A (Form 1040). See chapter 28. teer firefighter, you may not be covered by theCovered by an Employer Plan?

plan. You are not covered by the plan if both ofBrokers’ commissions. Brokers’ commis- the following conditions are met.Special rules apply to determine the tax yearssions are part of your IRA contribution and, as
for which you are covered by an employer plan.such, are deductible subject to the limits. 1. The plan you participate in is establishedThese rules differ depending on whether the

for its employees by:Full deduction. If neither you nor your spouse plan is a defined contribution plan or a defined
was covered for any part of the year by an benefit plan. a. The United States,
employer retirement plan, you can take a deduc-

Tax year. Your tax year is the annual account- b. A state or political subdivision of ation for total contributions to one or more tradi-
ing period you use to keep records and report state, ortional IRAs of up to the lesser of:
income and expenses on your income tax re-

c. An instrumentality of either (a) or (b)• $5,000 ($6,000 if you are age 50 or older turn. For almost all people, the tax year is the
above.in 2011). calendar year.

• 100% of your compensation. Defined contribution plan. Generally, you 2. Your accrued retirement benefits at the be-
are covered by a defined contribution plan for a ginning of the year will not provide moreThis limit is reduced by any contributions made
tax year if amounts are contributed or allocated than $1,800 per year at retirement.to a 501(c)(18) plan on your behalf.
to your account for the plan year that ends with

Spousal IRA. In the case of a married or within that tax year.
couple with unequal compensation who file a A defined contribution plan is a plan that Limit If Covered by Employer Planjoint return, the deduction for contributions to the provides for a separate account for each person
traditional IRA of the spouse with less compen- covered by the plan. Types of defined contribu- If either you or your spouse was covered by ansation is limited to the lesser of the following tion plans include profit-sharing plans, stock bo- employer retirement plan, you may be entitled toamounts. nus plans, and money purchase pension plans. only a partial (reduced) deduction or no deduc-

tion at all, depending on your income and your1. $5,000 ($6,000 if the spouse with the lower Defined benefit plan. If you are eligible to
filing status.compensation is age 50 or older in 2011). participate in your employer’s defined benefit

Your deduction begins to decrease (phaseplan for the plan year that ends within your tax2. The total compensation includible in the out) when your income rises above a certainyear, you are covered by the plan. This rulegross income of both spouses for the year amount and is eliminated altogether when itapplies even if you:reduced by the following three amounts. reaches a higher amount. These amounts vary• Declined to participate in the plan, depending on your filing status.a. The IRA deduction for the year of the
To determine if your deduction is subject to• Did not make a required contribution, orspouse with the greater compensation.

phaseout, you must determine your modified• Did not perform the minimum service re-b. Any designated nondeductible contribu- adjusted gross income (AGI) and your filing sta-
quired to accrue a benefit for the year.tion for the year made on behalf of the tus. See Filing status and Modified adjusted

spouse with the greater compensation. gross income (AGI), later. Then use Table 17-1
A defined benefit plan is any plan that is not a or 17-2 to determine if the phaseout applies.c. Any contributions for the year to a Roth defined contribution plan. Defined benefit plans

IRA on behalf of the spouse with the include pension plans and annuity plans. Social security recipients. Instead of usinggreater compensation. Table 17-1 or Table 17-2, use the worksheets inNo vested interest. If you accrue a benefit for Appendix B of Publication 590 if, for the year, allThis limit is reduced by any contributions to a a plan year, you are covered by that plan even if of the following apply.501(c)(18) plan on behalf of the spouse with you have no vested interest in (legal right to) the
the lesser compensation. accrual. • You received social security benefits.
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Modified adjusted gross income (AGI). How
Table 17-1. Effect of Modified AGI1 on Deduction if You Are Covered by you figure your modified AGI depends on
Retirement Plan at Work whether you are filing Form 1040 or Form

1040A. If you made contributions to your IRA for
2011 and received a distribution from your IRAIf you are covered by a retirement plan at work, use this table to determine if your modified AGI
in 2011, see Publication 590.affects the amount of your deduction.

Do not assume that your modified AGI
is the same as your compensation.IF your filing status is... AND your modified AGI is... THEN you can take...
Your modified AGI may include incomeCAUTION

!
 $56,000 or less a full deduction.single in addition to your compensation (discussed

earlier), such as interest, dividends, and income
more than $56,000 a partial deduction.or from IRA distributions.
but less than $66,000

Form 1040. If you file Form 1040, refigurehead of household $66,000 or more no deduction.
the amount on the page 1 “adjusted gross in-
come” line without taking into account any of the $90,000 or less a full deduction.married filing jointly
following amounts.

more than $90,000 a partial deduction. or • IRA deduction.but less than $110,000
• Student loan interest deduction.qualifying widow(er) $110,000 or more no deduction.
• Tuition and fees deduction.

less than $10,000 a partial deduction.married filing
• Domestic production activities deduction.separately2

$10,000 or more no deduction. • Foreign earned income exclusion.
1Modified AGI (adjusted gross income). See Modified adjusted gross income (AGI). • Foreign housing exclusion or deduction.
2If you did not live with your spouse at any time during the year, your filing status is considered Single for this purpose • Exclusion of qualified savings bond inter-(therefore, your IRA deduction is determined under the “Single” column).

est shown on Form 8815, Exclusion of In-
terest From Series EE and I U.S. Savings• You received taxable compensation. If your spouse is covered. If you are not Bonds Issued After 1989.covered by an employer retirement plan, but• Contributions were made to your tradi- • Exclusion of employer-provided adoptionyour spouse is, and you did not receive anytional IRA. social security benefits, your IRA deduction may benefits shown on Form 8839, Qualified

• You or your spouse was covered by an be reduced or eliminated entirely depending on Adoption Expenses.
employer retirement plan. your filing status and modified AGI as shown in

This is your modified AGI.Table 17-2.Use those worksheets to figure your IRA deduc-
Form 1040A. If you file Form 1040A,tion, your nondeductible contribution, and the

refigure the amount on the page 1 “adjustedFiling status. Your filing status depends pri-taxable portion, if any, of your social security
gross income” line without taking into accountmarily on your marital status. For this purpose,benefits.

you need to know if your filing status is single or any of the following amounts.
head of household, married filing jointly or quali-Deduction phaseout. If you were covered by • IRA deduction.fying widow(er), or married filing separately. Ifan employer retirement plan and you did not
you need more information on filing status, see • Student loan interest deduction.receive any social security retirement benefits,
chapter 2.your IRA deduction may be reduced or elimi- • Tuition and fees deduction.

nated depending on your filing status and modi- Lived apart from spouse. If you did not live • Exclusion of qualified savings bond inter-fied AGI as shown in Table 17-1. with your spouse at any time during the year and
est shown on Form 8815.you file a separate return, your filing status, for

this purpose, is single. This is your modified AGI.

Both contributions for 2011 and distribu-
tions in 2011. If all three of the following apply,Table 17-2. Effect of Modified AGI1 on Deduction if You Are NOT
any IRA distributions you received in 2011 mayCovered by Retirement Plan at Work
be partly tax free and partly taxable.

• You received distributions in 2011 fromIf you are not covered by a retirement plan at work, use this table to determine
one or more traditional IRAs.if your modified AGI affects the amount of your deduction.

• You made contributions to a traditional
IRA for 2011.IF your filing status is... AND your modified AGI is... THEN you can take...

• Some of those contributions may be non-single, any amount a full deduction.
deductible contributions.head of household, or

qualifying widow(er) If this is your situation, you must figure the tax-
able part of the traditional IRA distribution before

married filing jointly or any amount a full deduction. you can figure your modified AGI. To do this, you
separately with a spouse who is can use Worksheet 1-5, Figuring the Taxablenot covered by a plan at work

Part of Your IRA Distribution, in Publication 590.
$169,000 or less a full deduction.married filing jointly with a If at least one of the above does not apply,

spouse who is covered by a plan figure your modified AGI using Worksheet 17-1,more than $169,000 a partial deduction.at work later.but less than $179,000

$179,000 or more no deduction.
How to figure your reduced IRA deduction.

less than $10,000 a partial deduction.married filing separately with a You can figure your reduced IRA deduction for
spouse who is covered by a plan either Form 1040 or Form 1040A by using the

$10,000 or more no deduction.at work2 worksheets in chapter 1 of Publication 590.
Also, the instructions for Form 1040 and Form

1Modified AGI (adjusted gross income). See Modified adjusted gross income (AGI). 1040A include similar worksheets that you may
2You are entitled to the full deduction if you did not live with your spouse at any time during the year. be able to use instead.
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Failure to report nondeductible contribu- 2. Treat it as your own by rolling it over intoReporting Deductible
tions. If you do not report nondeductible con- your IRA, or to the extent it is taxable, intoContributions
tributions, all of the contributions to your a:
traditional IRA will be treated as deductible con-If you file Form 1040, enter your IRA deduction

a. Qualified employer plan,tributions when withdrawn. All distributions fromon line 32 of that form. If you file Form 1040A,
your IRA will be taxed unless you can show, withenter your IRA deduction on line 17. You cannot b. Qualified employee annuity plan (sec-
satisfactory evidence, that nondeductible contri-deduct IRA contributions on Form 1040EZ. tion 403(a) plan),
butions were made.

c. Tax-sheltered annuity plan (section
Penalty for overstatement. If you over-Nondeductible 403(b) plan), or

state the amount of nondeductible contributionsContributions d. Deferred compensation plan of a stateon your Form 8606 for any tax year, you must
or local government (section 457 plan).pay a penalty of $100 for each overstatement,Although your deduction for IRA contributions

unless it was due to reasonable cause.may be reduced or eliminated, contributions can 3. Treat yourself as the beneficiary rather
be made to your IRA up to the general limit or, if Penalty for failure to file Form 8606. You than treating the IRA as your own.it applies, the spousal IRA limit. The difference will have to pay a $50 penalty if you do not file a
between your total permitted contributions and required Form 8606, unless you can prove that Treating it as your own. You will be con-your IRA deduction, if any, is your nondeductible the failure was due to reasonable cause. 

sidered to have chosen to treat the IRA as yourcontribution.
own if:

Tax on earnings on nondeductible contribu-
Example. Mike is 28 years old and single. In • Contributions (including rollover contribu-tions. As long as contributions are within the

2011, he was covered by a retirement plan at tions) are made to the inherited IRA, orcontribution limits, none of the earnings or gains
work. His salary was $57,312. His modified AGI on contributions (deductible or nondeductible) • You do not take the required minimum dis-was $68,000. Mike made a $5,000 IRA contribu- will be taxed until they are distributed. See When tribution for a year as a beneficiary of thetion for 2011. Because he was covered by a Can You Withdraw or Use IRA Assets, later.

IRA.retirement plan and his modified AGI was over
$66,000, he cannot deduct his $5,000 IRA con- You will only be considered to have chosen toCost basis. You will have a cost basis in your
tribution. He must designate this contribution as treat the IRA as your own if:traditional IRA if you made any nondeductible
a nondeductible contribution by reporting it on contributions. Your cost basis is the sum of the • You are the sole beneficiary of the IRA,Form 8606, as explained next. nondeductible contributions to your IRA minus andany withdrawals or distributions of nondeduct-
Form 8606. To designate contributions as • You have an unlimited right to withdrawible contributions.
nondeductible, you must file Form 8606. amounts from it.

You do not have to designate a contribution Inherited IRAsas nondeductible until you file your tax return. However, if you receive a distribution from
When you file, you can even designate other- your deceased spouse’s IRA, you can roll thatIf you inherit a traditional IRA, you are called awise deductible contributions as nondeductible. distribution over into your own IRA within thebeneficiary. A beneficiary can be any person orYou must file Form 8606 to report nonde- 60-day time limit, as long as the distribution isentity the owner chooses to receive the benefitsductible contributions even if you do not have to not a required distribution, even if you are notof the IRA after he or she dies. Beneficiaries of afile a tax return for the year.

the sole beneficiary of your deceased spouse’straditional IRA must include in their gross in-
A Form 8606 is not used for the year come any taxable distributions they receive. IRA.
that you make a rollover from a quali-
fied retirement plan to a traditional IRA Inherited from spouse. If you inherit a tradi-CAUTION

!
Inherited from someone other than spouse.

and the rollover includes nontaxable amounts. tional IRA from your spouse, you generally have If you inherit a traditional IRA from anyone other
In those situations, a Form 8606 is completed for the following three choices. You can: than your deceased spouse, you cannot treat
the year you take a distribution from that IRA. the inherited IRA as your own. This means that

1. Treat it as your own IRA by designatingSee Form 8606 under Distributions Fully or you cannot make any contributions to the IRA. Ityourself as the account owner.Partly Taxable, later.
also means you cannot roll over any amounts
into or out of the inherited IRA. However, you
can make a trustee-to-trustee transfer as long
as the IRA into which amounts are being moved
is set up and maintained in the name of theWorksheet 17-1. Figuring Your Modified AGI Keep for Your Records
deceased IRA owner for the benefit of you as
beneficiary.

Use this worksheet to figure your modified adjusted gross income for traditional IRA purposes.
For more information, see the discussion of

inherited IRAs under Rollover From One IRA
1. Enter your adjusted gross income (AGI) from Form 1040, line 38, or Into Another, later.

Form 1040A, line 22, figured without taking into account the amount
from Form 1040, line 32, or Form 1040A, line 17 . . . . . . . . . . . . . 1. Can You Move Retirement

2. Enter any student loan interest deduction from Form 1040, line 33, Plan Assets?
or Form 1040A, line 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.

You can transfer, tax free, assets (money or3. Enter any tuition and fees deduction from Form 1040, line 34, or
property) from other retirement plans (includingForm 1040A, line 19 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
traditional IRAs) to a traditional IRA. You can

4. Enter any domestic production activities deduction from Form 1040, make the following kinds of transfers.
line 35 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4. • Transfers from one trustee to another.

5. Enter any foreign earned income and/or housing exclusion from • Rollovers.
Form 2555, line 45, or Form 2555-EZ, line 18 . . . . . . . . . . . . . . . 5.

• Transfers incident to a divorce.
6. Enter any foreign housing deduction from Form 2555, line 50 . . . . 6.

7. Enter any excludable savings bond interest from Form 8815, line 14 7. Transfers to Roth IRAs. Under certain condi-
tions, you can move assets from a traditional8. Enter any excluded employer-provided adoption benefits from Form
IRA or from a designated Roth account to a Roth8839, line 24 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
IRA. You can also move assets from a qualified

9. Add lines 1 through 8. This is your Modified AGI for traditional IRA retirement plan to a Roth IRA. See Can You
purposes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.  Move Amounts Into a Roth IRA? under Roth

IRAs, later.
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If you rolled over the distribution into a quali-Trustee-to-Trustee Transfer Rollover From One IRA Into
fied plan (other than an IRA) or you make theAnother

A transfer of funds in your traditional IRA from rollover in 2012, attach a statement explaining
one trustee directly to another, either at your what you did.You can withdraw, tax free, all or part of the
request or at the trustee’s request, is not a rollo- assets from one traditional IRA if you reinvest
ver. Because there is no distribution to you, the them within 60 days in the same or another
transfer is tax free. Because it is not a rollover, it Rollover From Employer’s Plantraditional IRA. Because this is a rollover, you
is not affected by the 1-year waiting period re- cannot deduct the amount that you reinvest in an Into an IRA
quired between rollovers, discussed later under IRA.
Rollover From One IRA Into Another. For infor- You can roll over into a traditional IRA all or part

Waiting period between rollovers. Gener-mation about direct transfers to IRAs from retire- of an eligible rollover distribution you receive
ally, if you make a tax-free rollover of any part ofment plans other than IRAs, see Publication from your (or your deceased spouse’s):
a distribution from a traditional IRA, you cannot,590. • Employer’s qualified pension,within a 1-year period, make a tax-free rollover

profit-sharing, or stock bonus plan;of any later distribution from that same IRA. You
also cannot make a tax-free rollover of any • Annuity plan;Rollovers
amount distributed, within the same 1-year pe-

• Tax-sheltered annuity plan (section 403(b)riod, from the IRA into which you made theGenerally, a rollover is a tax-free distribution to
plan); ortax-free rollover.you of cash or other assets from one retirement

The 1-year period begins on the date youplan that you contribute (roll over) to another • Governmental deferred compensation
receive the IRA distribution, not on the date youretirement plan. The contribution to the second plan (section 457 plan).
roll it over into an IRA.retirement plan is called a “rollover contribution.”

A qualified plan is one that meets the require-
Example. You have two traditional IRAs,Note. An amount rolled over tax free from ments of the Internal Revenue Code.

IRA-1 and IRA-2. You make a tax-free rollover ofone retirement plan to another is generally in-
Eligible rollover distribution. Generally, ana distribution from IRA-1 into a new traditionalcludible in income when it is distributed from the
eligible rollover distribution is any distribution ofIRA (IRA-3). You cannot, within 1 year of thesecond plan.
all or part of the balance to your credit in adistribution from IRA-1, make a tax-free rollover

Kinds of rollovers to a traditional IRA. You qualified retirement plan except the following.of any distribution from either IRA-1 or IRA-3 into
can roll over amounts from the following plans another traditional IRA. 1. A required minimum distribution (explainedinto a traditional IRA: However, the rollover from IRA-1 into IRA-3 later under When Must You Withdraw IRAdoes not prevent you from making a tax-free• A traditional IRA, Assets? (Required Minimum Distributions).rollover from IRA-2 into any other traditional• An employer’s qualified retirement plan for 2. A hardship distribution.IRA. This is because you have not, within the

its employees, last year, rolled over, tax free, any distribution 3. Any of a series of substantially equal peri-
from IRA-2 or made a tax-free rollover into• A deferred compensation plan of a state or odic distributions paid at least once a year
IRA-2.local government (section 457 plan), or over:

Exception. For an exception for distribu-• A tax-sheltered annuity plan (section
a. Your lifetime or life expectancy,tions from failed financial institutions, see Publi-403(b) plan).

cation 590. b. The lifetimes or life expectancies of you
and your beneficiary, orPartial rollovers. If you withdraw assets fromTreatment of rollovers. You cannot deduct a

a traditional IRA, you can roll over part of therollover contribution, but you must report the c. A period of 10 years or more.
withdrawal tax free and keep the rest of it. Therollover distribution on your tax return as dis-
amount you keep will generally be taxable (ex-cussed later under Reporting rollovers from 4. Corrective distributions of excess contribu-
cept for the part that is a return of nondeductibleIRAs and under Reporting rollovers from em- tions or excess deferrals, and any income
contributions). The amount you keep may beployer plans. allocable to the excess, or of excess an-
subject to the 10% additional tax on early distri- nual additions and any allocable gains.Kinds of rollovers from a traditional IRA. butions, discussed later under What Acts Result

5. A loan treated as a distribution because itYou may be able to roll over, tax free, a distribu- in Penalties or Additional Taxes.
does not satisfy certain requirements ei-tion from your traditional IRA into a qualified
ther when made or later (such as uponRequired distributions. Amounts that mustplan. These plans include the federal Thrift Sav-
default), unless the participant’s accruedbe distributed during a particular year under theings Fund (for federal employees), deferred
benefits are reduced (offset) to repay therequired distribution rules (discussed later) arecompensation plans of state or local govern-
loan.not eligible for rollover treatment.ments (section 457 plans), and tax-sheltered

annuity plans (section 403(b) plans). The part of 6. Dividends on employer securities.Inherited IRAs. If you inherit a traditional IRAthe distribution that you can roll over is the part
from your spouse, you generally can roll it over, 7. The cost of life insurance coverage.that would otherwise be taxable (includible in
or you can choose to make the inherited IRAyour income). Qualified plans may, but are not
your own. See Treating it as your own, earlier. Any nontaxable amounts that you rollrequired to, accept such rollovers.

over into your traditional IRA becomeNot inherited from spouse. If you inherit aTime limit for making a rollover contribution. part of your basis (cost) in your IRAs.traditional IRA from someone other than your
TIP

You generally must make the rollover contribu- To recover your basis when you take distribu-spouse, you cannot roll it over or allow it totion by the 60th day after the day you receive the tions from your IRA, you must complete Formreceive a rollover contribution. You must with-distribution from your traditional IRA or your em- 8606 for the year of the distribution. See Formdraw the IRA assets within a certain period. Forployer’s plan. 8606 under Distributions Fully or Partly Taxable,more information, see Publication 590. The IRS may waive the 60-day requirement later.
where the failure to do so would be against Reporting rollovers from IRAs. Report any Rollover by nonspouse beneficiary. A directequity or good conscience, such as in the event rollover from one traditional IRA to the same or transfer from a deceased employee’s qualifiedof a casualty, disaster, or other event beyond another traditional IRA on lines 15a and 15b, pension, profit-sharing, or stock bonus plan; an-your reasonable control. For more information, Form 1040, or lines 11a and 11b, Form 1040A. nuity plan; tax-sheltered annuity (sectionsee Publication 590. Enter the total amount of the distribution on 403(b)) plan; or governmental deferred compen-Form 1040, line 15a, or Form 1040A, line 11a. IfExtension of rollover period. If an amount sation (section 457) plan to an IRA set up tothe total amount on Form 1040, line 15a, ordistributed to you from a traditional IRA or a receive the distribution on your behalf can beForm 1040A, line 11a, was rolled over, enterqualified employer retirement plan is a frozen treated as an eligible rollover distribution if youzero on Form 1040, line 15b, or Form 1040A,deposit at any time during the 60-day period are the designated beneficiary of the plan andline 11b. If the total distribution was not rolledallowed for a rollover, special rules extend the not the employee’s spouse. The IRA is treatedover, enter the taxable portion of the part thatrollover period. For more information, see Publi- as an inherited IRA. For more information aboutwas not rolled over on Form 1040, line 15b, orcation 590. inherited IRAs, see Inherited IRAs, earlier.Form 1040A, line 11b. Put “Rollover” next to
More information. For more information on Form 1040, line 15b, or Form 1040A, line 11b. Reporting rollovers from employer plans.
rollovers, see Publication 590. See the forms instructions. Enter the total distribution (before income tax or

Page 128 Chapter 17 Individual Retirement Arrangements (IRAs)



other deductions were withheld) on Form 1040, How to recharacterize a contribution. To date of your return. If you have an extension of
recharacterize a contribution, you generally time to file your return, you can withdraw themline 16a, or Form 1040A, line 12a. This amount
must have the contribution transferred from the tax free by the extended due date. You can doshould be shown in box 1 of Form 1099-R. From
first IRA (the one to which it was made) to the this if, for each contribution you withdraw, boththis amount, subtract any contributions (usually
second IRA in a trustee-to-trustee transfer. If the of the following conditions apply.shown in box 5 of Form 1099-R) that were tax-
transfer is made by the due date (including ex-able to you when made. From that result, sub- • You did not take a deduction for the contri-tensions) for your tax return for the year duringtract the amount that was rolled over either bution.which the contribution was made, you can electdirectly or within 60 days of receiving the distri-

• You withdraw any interest or other incometo treat the contribution as having been originallybution. Enter the remaining amount, even if
earned on the contribution. You can takemade to the second IRA instead of to the firstzero, on Form 1040, line 16b, or Form 1040A,
into account any loss on the contributionIRA. If you recharacterize your contribution, youline 12b. Also, enter ‘‘Rollover’’ next to Form
while it was in the IRA when calculatingmust do all three of the following.1040, line 16b, or Form 1040A, line 12b.
the amount that must be withdrawn. If• Include in the transfer any net income allo- there was a loss, the net income earnedcable to the contribution. If there was a on the contribution may be a negativeTransfers Incident to Divorce loss, the net income you must transfer amount.may be a negative amount.If an interest in a traditional IRA is transferred

from your spouse or former spouse to you by a • Report the recharacterization on your tax
Note. To calculate the amount you mustdivorce or separate maintenance decree or a return for the year during which the contri-

withdraw, see Publication 590.bution was made.written document related to such a decree, the
interest in the IRA, starting from the date of the Earnings includible in income. You must• Treat the contribution as having been
transfer, is treated as your IRA. The transfer is include in income any earnings on the contribu-made to the second IRA on the date that it
tax free. For detailed information, see Publica- tions you withdraw. Include the earnings in in-was actually made to the first IRA.
tion 590. come for the year in which you made the

contributions, not in the year in which you with-No deduction allowed. You cannot deduct draw them.the contribution to the first IRA. Any net incomeConverting From Any Traditional
Generally, except for any part of a with-you transfer with the recharacterized contribu-IRA to a Roth IRA
drawal that is a return of nondeductibletion is treated as earned in the second IRA.
contributions (basis), any withdrawal ofCAUTION

!
Required notifications. To recharacterizeAllowable conversions. You can withdraw all your contributions after the due date (or ex-a contribution, you must notify both the trustee ofor part of the assets from a traditional IRA and tended due date) of your return will be treated asthe first IRA (the one to which the contributionreinvest them (within 60 days) in a Roth IRA. a taxable distribution. Excess contributions canwas actually made) and the trustee of the sec-The amount that you withdraw and timely con- also be recovered tax free as discussed underond IRA (the one to which the contribution istribute (convert) to the Roth IRA is called a What Acts Result in Penalties or Additionalbeing moved) that you have elected to treat theconversion contribution. If properly (and timely) Taxes, later. contribution as having been made to the secondrolled over, the 10% additional tax on early distri-

IRA rather than the first. You must make thebutions will not apply.
Early distributions tax. The 10% additionalnotifications by the date of the transfer. Only one
tax on distributions made before you reach agenotification is required if both IRAs are main-Required distributions. You cannot convert
591/2 does not apply to these tax-free withdraw-tained by the same trustee. The notification(s)amounts that must be distributed from your
als of your contributions. However, the distribu-must include all of the following information.traditional IRA for a particular year (including the
tion of interest or other income must be reportedcalendar year in which you reach age 701/2) • The type and amount of the contribution to on Form 5329 and, unless the distribution quali-under the required distribution rules (discussed the first IRA that is to be recharacterized. fies as an exception to the age 591/2 rule, it willlater).
be subject to this tax.• The date on which the contribution was

made to the first IRA and the year forIncome. You must include in your gross in-
which it was made.come distributions from a traditional IRA that When Must You Withdraw

you would have had to include in income if you • A direction to the trustee of the first IRA to IRA Assets? (Requiredhad not converted them into a Roth IRA. These transfer in a trustee-to-trustee transfer the
amounts are normally included in income on Minimum Distributions)amount of the contribution and any net
your return for the year that you converted them income (or loss) allocable to the contribu-

You cannot keep funds in a traditional IRA indef-from a traditional IRA to a Roth IRA. tion to the trustee of the second IRA.
initely. Eventually they must be distributed. IfHowever, for 2010 conversions, any • The name of the trustee of the first IRA there are no distributions, or if the distributionsamounts you must include in income are in-

and the name of the trustee of the second are not large enough, you may have to pay acluded in income in equal amounts in 2011 and
IRA. 50% excise tax on the amount not distributed as2012 unless you elected to include the entire

required. See Excess Accumulations (Insuffi-amount in income in 2010. See Special rules for • Any additional information needed to
cient Distributions), later. The requirements for2010 conversions from traditional IRAs to Roth make the transfer.
distributing IRA funds differ depending onIRAs in Publication 590 for more information.
whether you are the IRA owner or the benefi-You do not include in gross income any part Reporting a recharacterization. If you elect ciary of a decedent’s IRA.of a distribution from a traditional IRA that is a to recharacterize a contribution to one IRA as areturn of your basis, as discussed later. Required minimum distribution. Thecontribution to another IRA, you must report the

You must file Form 8606 to report 2011 con- amount that must be distributed each year isrecharacterization on your tax return as directed
versions from traditional, SEP, or SIMPLE IRAs referred to as the required minimum distribution.by Form 8606 and its instructions. You must
to a Roth IRA in 2011 (unless you recharacter- treat the contribution as having been made to Required distributions not eligible for rollo-ized the entire amount) and to figure the amount the second IRA. ver. Amounts that must be distributed (re-to include in income.

quired minimum distributions) during a particularIf you must include any amount in your gross
year are not eligible for rollover treatment.When Can You Withdrawincome, you may have to increase your with-

holding or make estimated tax payments. See or Use IRA Assets? IRA owners. If you are the owner of a tradi-
chapter 4. tional IRA, you must generally start receiving

There are rules limiting use of your IRA assets distributions from your IRA by April 1 of the year
and distributions from it. Violation of the rules following the year in which you reach age 701/2.
generally results in additional taxes in the year ofRecharacterizations April 1 of the year following the year in which you
violation. See What Acts Result in Penalties or reach age 701/2 is referred to as the required

You may be able to treat a contribution made to Additional Taxes, later. beginning date.
one type of IRA as having been made to a
different type of IRA. This is called recharacter- Contributions returned before the due date Distributions by the required beginning date.
izing the contribution. More detailed information of return. If you made IRA contributions in You must receive at least a minimum amount for
is in Publication 590. 2011, you can withdraw them tax free by the due each year starting with the year you reach age
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701/2 (your 701/2 year). If you do not (or did not) Distributions Fully or Partly What Acts Result in
receive that minimum amount in your 701/2 year, Taxable Penalties or Additionalthen you must receive distributions for your 701/2

Distributions from your traditional IRA may beyear by April 1 of the next year. Taxes?
fully or partly taxable, depending on whetherIf an IRA owner dies after reaching age 701/2,
your IRA includes any nondeductible contribu-but before April 1 of the next year, no minimum The tax advantages of using traditional IRAs for
tions. retirement savings can be offset by additionaldistribution is required because death occurred

taxes and penalties if you do not follow the rules.before the required beginning date. Fully taxable. If only deductible contributions
were made to your traditional IRA (or IRAs, if There are additions to the regular tax forEven if you begin receiving distribu-
you have more than one), you have no basis in using your IRA funds in prohibited transactions.tions before you attain age 701/2, you
your IRA. Because you have no basis in your There are also additional taxes for the followingmust begin calculating and receivingCAUTION

!
IRA, any distributions are fully taxable when activities.required minimum distributions by your required
received. See Reporting taxable distributions onbeginning date. • Investing in collectibles.your return, later.

Distributions after the required beginning • Making excess contributions.Partly taxable. If you made nondeductibledate. The required minimum distribution for contributions or rolled over any after-tax • Taking early distributions.any year after the year you turn 701/2 must be amounts to any of your traditional IRAs, you • Allowing excess amounts to accumulatemade by December 31 of that later year. have a cost basis (investment in the contract)
(failing to take required distributions).equal to the amount of those contributions.

Beneficiaries. If you are the beneficiary of a These nondeductible contributions are not taxed
There are penalties for overstating thedecedent’s traditional IRA, the requirements for when they are distributed to you. They are a

amount of nondeductible contributions and fordistributions from that IRA generally depend on return of your investment in your IRA.
failure to file a Form 8606, if required.whether the IRA owner died before or after the Only the part of the distribution that repre-

required beginning date for distributions. sents nondeductible contributions and rolled
over after-tax amounts (your cost basis) is tax

Prohibited Transactionsfree. If nondeductible contributions have beenMore information. For more information, in-
made or after-tax amounts have been rolledcluding how to figure your minimum required Generally, a prohibited transaction is any im-over to your IRA, distributions consist partly ofdistribution each year and how to figure your proper use of your traditional IRA by you, yournondeductible contributions (basis) and partly ofrequired distribution if you are a beneficiary of a beneficiary, or any disqualified person.deductible contributions, earnings, and gains (ifdecedent’s IRA, see Publication 590.

Disqualified persons include your fiduciarythere are any). Until all of your basis has been
and members of your family (spouse, ancestor,distributed, each distribution is partly nontaxableAre Distributions Taxable? lineal descendent, and any spouse of a linealand partly taxable.
descendent).

Form 8606. You must complete Form 8606In general, distributions from a traditional IRA
The following are examples of prohibitedand attach it to your return if you receive aare taxable in the year you receive them.

transactions with a traditional IRA.distribution from a traditional IRA and have ever
made nondeductible contributions or rolled overExceptions. Exceptions to distributions from • Borrowing money from it.
after-tax amounts to any of your traditional IRAs.traditional IRAs being taxable in the year you • Selling property to it.Using the form, you will figure the nontaxablereceive them are:
distributions for 2011 and your total IRA basis for • Receiving unreasonable compensation for• Rollovers, 2011 and earlier years. managing it.

• Qualified charitable distributions, dis- • Using it as security for a loan.Note. If you are required to file Form 8606,cussed later,
but you are not required to file an income tax • Buying property for personal use (present• Tax-free withdrawals of contributions, dis- return, you still must file Form 8606. Send it to or future) with IRA funds.

cussed earlier, and the IRS at the time and place you would other-
wise file an income tax return.• The return of nondeductible contributions, Effect on an IRA account. Generally, if you or

discussed later under Distributions Fully or Distributions reported on Form 1099-R. If your beneficiary engages in a prohibited trans-
Partly Taxable. you receive a distribution from your traditional action in connection with your traditional IRA

IRA, you will receive Form 1099-R, Distributions account at any time during the year, the account
From Pensions, Annuities, Retirement or stops being an IRA as of the first day of thatAlthough a conversion of a traditional
Profit-Sharing Plans, IRAs, Insurance Con- year.IRA is considered a rollover for Roth
tracts, etc., or a similar statement. IRA distribu-IRA purposes, it is not an exception toCAUTION

!
tions are shown in boxes 1 and 2a of Formthe rule that distributions from a traditional IRA

Effect on you or your beneficiary. If your1099-R. A number or letter code in box 7 tellsare taxable in the year you receive them. Con-
account stops being an IRA because you or youryou what type of distribution you received fromversion distributions are includible in your gross
beneficiary engaged in a prohibited transaction,your IRA.income subject to this rule and the special rules
the account is treated as distributing all its as-for conversions explained in Publication 590. Withholding. Federal income tax is withheld sets to you at their fair market values on the first

from distributions from traditional IRAs unless day of the year. If the total of those values is
you choose not to have tax withheld. See chap-Qualified charitable distributions (QCD). A more than your basis in the IRA, you will have ater 4.QCD is generally a nontaxable distribution made taxable gain that is includible in your income. For

directly by the trustee of your IRA to an organi- IRA distributions delivered outside the information on figuring your gain and reporting it
zation eligible to receive tax-deductible contribu- United States. In general, if you are a U.S. in income, see Are Distributions Taxable, ear-
tions. Special rules apply if you made a qualified citizen or resident alien and your home address lier. The distribution may be subject to additional
charitable distribution in January 2011 that you is outside the United States or its possessions, taxes or penalties.
elected to treat as made in 2010. See Qualified you cannot choose exemption from withholding
Charitable Distributions in Publication 590 for on distributions from your traditional IRA.

Taxes on prohibited transactions. If some-more information.
Reporting taxable distributions on your re- one other than the owner or beneficiary of a
turn. Report fully taxable distributions, includ- traditional IRA engages in a prohibited transac-Ordinary income. Distributions from tradi- ing early distributions on Form 1040, line 15b, or tion, that person may be liable for certain taxes.tional IRAs that you include in income are taxed Form 1040A, line 11b (no entry is required on In general, there is a 15% tax on the amount ofas ordinary income. Form 1040, line 15a, or Form 1040A, line 11a). If the prohibited transaction and a 100% additional
only part of the distribution is taxable, enter the tax if the transaction is not corrected.No special treatment. In figuring your tax, total amount on Form 1040, line 15a, or Form

you cannot use the 10-year tax option or capital 1040A, line 11a, and the taxable part on Form
gain treatment that applies to lump-sum distribu- More information. For more information on1040, line 15b, or Form 1040A, line 11b. You
tions from qualified retirement plans. prohibited transactions, see Publication 590.cannot report distributions on Form 1040EZ.
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your return for the year in which the excess income. It is in addition to any regular income taxInvestment in Collectibles
contribution was made. Your withdrawal of inter- on that amount.

If your traditional IRA invests in collectibles, the est or other income may be subject to an addi- Exceptions. There are several exceptionsamount invested is considered distributed to you tional 10% tax on early distributions, discussed to the age 591/2 rule. Even if you receive ain the year invested. You may have to pay the later. distribution before you are age 591/2, you may10% additional tax on early distributions, dis- not have to pay the 10% additional tax if you areExcess contributions withdrawn after duecussed later. in one of the following situations.date of return. In general, you must include all
Collectibles. These include: distributions (withdrawals) from your traditional • You have unreimbursed medical expenses

IRA in your gross income. However, if the follow- that are more than 7.5% of your adjusted• Artworks, ing conditions are met, you can withdraw excess gross income.
• Rugs, contributions from your IRA and not include the • The distributions are not more than theamount withdrawn in your gross income.• Antiques, cost of your medical insurance.

• Total contributions (other than rollover• Metals, • You are disabled.contributions) for 2011 to your IRA were
• Gems, not more than $5,000 ($6,000 if you are • You are the beneficiary of a deceased IRA

50 or older). owner.• Stamps,
• You did not take a deduction for the ex- • You are receiving distributions in the form• Coins,

cess contribution being withdrawn. of an annuity.
• Alcoholic beverages, and

The withdrawal can take place at any time, even • The distributions are not more than your
• Certain other tangible personal property. after the due date, including extensions, for filing qualified higher education expenses.

your tax return for the year. • You use the distributions to buy, build, orException. Your IRA can invest in one,
rebuild a first home.one-half, one-quarter, or one-tenth ounce U.S. Excess contribution deducted in an earlier

gold coins, or one-ounce silver coins minted by year. If you deducted an excess contribution in • The distribution is due to an IRS levy of
the Treasury Department. It can also invest in an earlier year for which the total contributions the qualified plan.
certain platinum coins and certain gold, silver, were not more than the maximum deductible • The distribution is a qualified reservist dis-palladium, and platinum bullion. amount for that year ($2,000 for 2001 and earlier tribution.years, $3,000 for 2002 through 2004 ($3,500 if

Most of these exceptions are explained in Publi-you were age 50 or older), $4,000 for 2005
Excess Contributions cation 590.($4,500 if you were age 50 or older), $4,000 for

2006 or 2007 ($5,000 if you were age 50 or
Generally, an excess contribution is the amount older), $5,000 for 2008 through 2010 ($6,000 if Note. Distributions that are timely and prop-contributed to your traditional IRA(s) for the year you were age 50 or older)), you can still remove erly rolled over, as discussed earlier, are notthat is more than the smaller of: the excess from your traditional IRA and not subject to either regular income tax or the 10%include it in your gross income. To do this, file• The maximum deductible amount for the additional tax. Certain withdrawals of excessForm 1040X for that year and do not deduct theyear. For 2011, this is $5,000 ($6,000 if contributions after the due date of your returnexcess contribution on the amended return.you are 50 or older), or are also tax free and therefore not subject to theGenerally, you can file an amended return within 10% additional tax. (See Excess contributions• Your taxable compensation for the year. 3 years after you filed your return, or 2 years withdrawn after due date of return, earlier.) Thisfrom the time the tax was paid, whichever is also applies to transfers incident to divorce, aslater.Tax on excess contributions. In general, if discussed earlier.
the excess contributions for a year are not with-

Excess due to incorrect rollover information. Receivership distributions. Early distribu-drawn by the date your return for the year is due
If an excess contribution in your traditional IRA is tions (with or without your consent) from savings(including extensions), you are subject to a 6%
the result of a rollover and the excess occurred institutions placed in receivership are subject totax. You must pay the 6% tax each year on
because the information the plan was required this tax unless one of the exceptions listed ear-excess amounts that remain in your traditional
to give you was incorrect, you can withdraw the lier applies. This is true even if the distribution isIRA at the end of your tax year. The tax cannot
excess contribution. The limits mentioned above from a receiver that is a state agency.be more than 6% of the combined value of all
are increased by the amount of the excess thatyour IRAs as of the end of your tax year. Additional 10% tax. The additional tax onis due to the incorrect information. You will have

early distributions is 10% of the amount of theto amend your return for the year in which theExcess contributions withdrawn by due date early distribution that you must include in yourexcess occurred to correct the reporting of theof return. You will not have to pay the 6% tax if gross income. This tax is in addition to anyrollover amounts in that year. Do not include inyou withdraw an excess contribution made dur- regular income tax resulting from including theyour gross income the part of the excess contri-ing a tax year and you also withdraw interest or distribution in income.bution caused by the incorrect information.other income earned on the excess contribution.
You must complete your withdrawal by the date Nondeductible contributions. The tax on
your tax return for that year is due, including early distributions does not apply to the part of a

Early Distributionsextensions. distribution that represents a return of your non-
deductible contributions (basis).How to treat withdrawn contributions. Do You must include early distributions of taxable

not include in your gross income an excess amounts from your traditional IRA in your gross More information. For more information on
contribution that you withdraw from your tradi- income. Early distributions are also subject to an early distributions, see Publication 590.
tional IRA before your tax return is due if both additional 10% tax. See the discussion of Form
the following conditions are met. 5329 under Reporting Additional Taxes, later, to

figure and report the tax. Excess Accumulations• No deduction was allowed for the excess
contribution. (Insufficient Distributions)Early distributions defined. Early distribu-

• You withdraw the interest or other income tions generally are amounts distributed from You cannot keep amounts in your traditional IRA
earned on the excess contribution. your traditional IRA account or annuity before indefinitely. Generally, you must begin receiving

you are age 591/2. distributions by April 1 of the year following theYou can take into account any loss on the contri-
year in which you reach age 701/2. The requiredbution while it was in the IRA when calculating Age 591/2 rule. Generally, if you are under age minimum distribution for any year after the yearthe amount that must be withdrawn. If there was 591/2, you must pay a 10% additional tax on the in which you reach age 701/2 must be made bya loss, the net income you must withdraw may distribution of any assets (money or other prop- December 31 of that later year.be a negative amount. erty) from your traditional IRA. Distributions

How to treat withdrawn interest or other before you are age 591/2 are called early distribu- Tax on excess. If distributions are less than
income. You must include in your gross in- tions. the required minimum distribution for the year,
come the interest or other income that was The 10% additional tax applies to the part of you may have to pay a 50% excise tax for that
earned on the excess contribution. Report it on the distribution that you have to include in gross year on the amount not distributed as required.
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Request to waive the tax. If the excess ac- Contributions not reported. You do not re- and you can leave amounts in your Roth IRA as
long as you live.cumulation is due to reasonable error, and you port Roth IRA contributions on your return.

have taken, or are taking, steps to remedy the
insufficient distribution, you can request that the When Can a Roth IRA BeWhat Is a Roth IRA?
tax be waived. If you believe you qualify for this

Opened?relief, attach a statement of explanation and A Roth IRA is an individual retirement plan that,
complete Form 5329 as instructed under Waiver except as explained in this chapter, is subject to You can open a Roth IRA at any time. However,of tax in the Instructions for Form 5329. the rules that apply to a traditional IRA (defined the time for making contributions for any year is

earlier). It can be either an account or an annu- limited. See When Can You Make Contributions,
ity. Individual retirement accounts and annuitiesExemption from tax. If you are unable to take later, under Can You Contribute to a Roth IRA?
are described in Publication 590.required distributions because you have a tradi-

To be a Roth IRA, the account or annuitytional IRA invested in a contract issued by an Can You Contribute to ainsurance company that is in state insurer delin- must be designated as a Roth IRA when it is
quency proceedings, the 50% excise tax does Roth IRA?opened. A deemed IRA can be a Roth IRA, but
not apply if the conditions and requirements of neither a SEP IRA nor a SIMPLE IRA can be

Generally, you can contribute to a Roth IRA ifRevenue Procedure 92-10 are satisfied. designated as a Roth IRA.
you have taxable compensation (defined later)Unlike a traditional IRA, you cannot deduct
and your modified AGI (defined later) is lesscontributions to a Roth IRA. But, if you satisfyMore information. For more information on than:the requirements, qualified distributions (dis-excess accumulations, see Publication 590.

cussed later) are tax free. Contributions can be • $179,000 for married filing jointly or quali-
made to your Roth IRA after you reach age 701/2 fying widow(er),

Reporting Additional Taxes

Generally, you must use Form 5329 to report the Worksheet 17-2. Modified Adjusted Grosstax on excess contributions, early distributions,
Income for Roth IRA Purposes Keep for Your Recordsand excess accumulations. If you must file Form

5329, you cannot use Form 1040A or Form
1040EZ. Use this worksheet to figure your modified adjusted gross income for Roth IRA purposes.

Filing a tax return. If you must file an individ- 1. Enter your adjusted gross income from Form 1040, line 38, or
ual income tax return, complete Form 5329 and Form 1040A, line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
attach it to your Form 1040. Enter the total addi-

2. Enter any income resulting from the conversion of an IRA tional taxes due on Form 1040, line 58.
(other than a Roth IRA) to a Roth IRA and a rollover from a
qualified retirement plan to a Roth IRA . . . . . . . . . . . . . . . . 2.

Not filing a tax return. If you do not have to
3. Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . 3.file a tax return but do have to pay one of the

additional taxes mentioned earlier, file the com- 4. Enter any traditional IRA deduction from Form 1040, line 32, or
pleted Form 5329 with the IRS at the time and Form 1040A, line 17 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.
place you would have filed your Form 1040. Be
sure to include your address on page 1 and your 5. Enter any student loan interest deduction from Form 1040, line
signature and date on page 2. Enclose, but do 33, or Form 1040A, line 18 . . . . . . . . . . . . . . . . . . . . . . . . 5.
not attach, a check or money order payable to

6. Enter any tuition and fees deduction from Form 1040, line 34,the United States Treasury for the tax you owe,
or Form 1040A, line 19 . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.as shown on Form 5329. Enter your social se-

curity number and “2011 Form 5329” on your 7. Enter any domestic production activities deduction from Form
check or money order. 1040, line 35 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

8. Enter any foreign earned income and/or housing exclusion from
Form 5329 not required. You do not have to Form 2555, line 45, or Form 2555-EZ, line 18 . . . . . . . . . . . 8.
use Form 5329 if either of the following situa-

9. Enter any foreign housing deduction from Form 2555, line 50 9.tions exists.

• Distribution code 1 (early distribution) is 10. Enter any excludable savings bond interest from Form 8815,
correctly shown in box 7 of Form 1099-R. line 14 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.
If you do not owe any other additional tax

11. Enter any excluded employer-provided adoption benefits fromon a distribution, multiply the taxable part
Form 8839, line 24 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.of the early distribution by 10% and enter

the result on Form 1040, line 58. Put “No” 12. Add the amounts on lines 3 through 11 . . . . . . . . . . . . . . . . 12.
to the left of the line to indicate that you do

13. Enter:not have to file Form 5329. However, if
• $179,000 if married filing jointly or qualifying widow(er)you owe this tax and also owe any other

additional tax on a distribution, do not • $10,000 if married filing separately and you lived with your 
enter this 10% additional tax directly on spouse at any time during the year
your Form 1040. You must file Form 5329 • $122,000 for all others 13.
to report your additional taxes. 

Is the amount on line 12 more than the amount on line 13?
• If you rolled over part or all of a distribution If yes, then see the Note below.

from a qualified retirement plan, the part If no, then the amount on line 12 is your modified AGI for Roth IRA
rolled over is not subject to the tax on purposes.
early distributions. 

Note. If the amount on line 12 is more than the amount on line 13 and you have other
income or loss items, such as social security income or passive activity losses, that are
subject to AGI-based phaseouts, you can refigure your AGI solely for the purpose of
figuring your modified AGI for Roth IRA purposes. (If you receive social security benefits,
use Worksheet 1 in Appendix B of Publication 590 to refigure your AGI.) Then go to listRoth IRAs
item (2) under Modified AGI or line 3 above in this Worksheet 17-2 to refigure your
modified AGI. If you do not have other income or loss items subject to AGI-basedRegardless of your age, you may be able to
phaseouts, your modified AGI for Roth IRA purposes is the amount on line 12.establish and make nondeductible contributions

to a retirement plan called a Roth IRA.
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• $122,000 for single, head of household, or
Table 17-3. Effect of Modified AGI on Roth IRA Contributionmarried filing separately and you did not

live with your spouse at any time during
the year, or This table shows whether your contribution to a Roth IRA is affected by the amount of your

modified adjusted gross income (modified AGI).• $10,000 for married filing separately and
you lived with your spouse at any time
during the year. IF you have taxable

compensation and your AND your modified 
filing status is... AGI is... THEN...You may be eligible to claim a credit for

contributions to your Roth IRA. For
less than $169,000 you can contribute up to $5,000married filing jointly, or more information, see chapter 36.

TIP

($6,000 if you are 50 or older inqualifying widow(er)
Is there an age limit for contributions? Con- 2011).
tributions can be made to your Roth IRA regard-

at least $169,000 the amount you can contribute isless of your age.
but less than $179,000 reduced as explained under

Can you contribute to a Roth IRA for your Contribution limit reduced in chapter
spouse? You can contribute to a Roth IRA for 2 of Publication 590.
your spouse provided the contributions satisfy
the spousal IRA limit (discussed in How Much $179,000 or more you cannot contribute to a Roth IRA.
Can Be Contributed? under Traditional IRAs),

zero (-0-) you can contribute up to $5,000married filing separatelyyou file jointly, and your modified AGI is less
($6,000 if you are 50 or older inand you lived with yourthan $179,000.
2011).spouse at any time during

Compensation. Compensation includes the year
wages, salaries, tips, professional fees, bo- more than zero (-0-) the amount you can contribute is
nuses, and other amounts received for providing but less than $10,000 reduced as explained under
personal services. It also includes commissions, Contribution limit reduced in chapter
self-employment income, nontaxable combat 2 of Publication 590.
pay, military differential pay, and taxable ali-

$10,000 or more you cannot contribute to a Roth IRA.mony and separate maintenance payments.

less than $107,000 you can contribute up to $5,000single,Modified AGI. Your modified AGI for Roth IRA
($6,000 if you are 50 or older inhead of household, orpurposes is your adjusted gross income (AGI)
2011).married filing separatelyas shown on your return modified as follows.

and you did not live with
at least $107,000 the amount you can contribute is1. Subtract the following. your spouse at any time
but less than $122,000 reduced as explained underduring the yeara. Roth IRA conversions included on Form Contribution limit reduced in chapter

1040, line 15b, or Form 1040A, line 2 of Publication 590.
11b.

$122,000 or more you cannot contribute to a Roth IRA.b. Roth IRA rollovers from qualified retire-
ment plans included on Form 1040, line
16b, or Form 1040A, line 12b.

However, if your modified AGI is above a certain Figuring the reduction. If the amount you
can contribute to your Roth IRA is reduced, seeamount, your contribution limit may be reduced,2. Add the following deductions and exclu-
Publication 590 for how to figure the reduction.as explained later under Contribution limit re-sions:

duced.
a. Traditional IRA deduction,

Roth IRAs and traditional IRAs. If contribu- When Can You Makeb. Student loan interest deduction,
tions are made to both Roth IRAs and traditional Contributions?

c. Tuition and fees deduction, IRAs established for your benefit, your contribu-
You can make contributions to a Roth IRA for ation limit for Roth IRAs generally is the same asd. Domestic production activities deduc-
year at any time during the year or by the dueyour limit would be if contributions were madetion,
date of your return for that year (not includingonly to Roth IRAs, but then reduced by all contri-

e. Foreign earned income exclusion, extensions).butions for the year to all IRAs other than Roth
IRAs. Employer contributions under a SEP orf. Foreign housing exclusion or deduction, You can make contributions for 2011
SIMPLE IRA plan do not affect this limit. by the due date (not including exten-g. Exclusion of qualified savings bond in- This means that your contribution limit is sions) for filing your 2011 tax return.

TIP
terest shown on Form 8815, and generally the lesser of the following amounts.

h. Exclusion of employer-provided adop- • $5,000 ($6,000 if you are 50 or older in
tion benefits shown on Form 8839. 2011) minus all contributions (other than What if You Contribute Too Much?employer contributions under a SEP or

You can use Worksheet 17-2 to figure your SIMPLE IRA plan) for the year to all IRAs A 6% excise tax applies to any excess contribu-modified AGI. other than Roth IRAs. tion to a Roth IRA.
• Your taxable compensation minus all con- Excess contributions. These are the contri-

tributions (other than employer contribu-How Much Can Be Contributed? butions to your Roth IRAs for a year that equal
tions under a SEP or SIMPLE IRA plan) the total of:
for the year to all IRAs other than RothThe contribution limit for Roth IRAs generally
IRAs.depends on whether contributions are made 1. Amounts contributed for the tax year to

only to Roth IRAs or to both traditional IRAs and your Roth IRAs (other than amounts prop-However, if your modified AGI is above a certain
Roth IRAs. erly and timely rolled over from a Roth IRAamount, your contribution limit may be reduced,

or properly converted from a traditionalas explained next under Contribution limit re-Roth IRAs only. If contributions are made IRA or rolled over from a qualified retire-duced.only to Roth IRAs, your contribution limit gener- ment plan, as described later) that areally is the lesser of the following amounts. more than your contribution limit for theContribution limit reduced. If your modified• $5,000 ($6,000 if you are 50 or older in year, plusAGI is above a certain amount, your contribution
2011). limit is gradually reduced. Use Table 17-3 to 2. Any excess contributions for the preceding

determine if this reduction applies to you.• Your taxable compensation. year, reduced by the total of:
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a. Any distributions out of your Roth IRAs SIMPLE IRA to a Roth IRA in income in 2011 if Rollover From a Roth IRA
for the year, plus you also took a Roth IRA distribution in 2010 or

You can withdraw, tax free, all or part of the2011. See Publication 590 for more informationb. Your contribution limit for the year mi- assets from one Roth IRA if you contribute themon the amount to include in income in 2011 fromnus your contributions to all your IRAs within 60 days to another Roth IRA. Most of thea 2010 conversion to a Roth IRA.for the year. rules for rollovers, explained earlier under Rollo-
ver From One IRA Into Another under Tradi-

Rollover from a qualified retirement plan into tional IRAs, apply to these rollovers.Withdrawal of excess contributions. For
a Roth IRA. You can roll over into a Roth IRApurposes of determining excess contributions,

Rollover from designated Roth account. Aall or part of an eligible rollover distribution youany contribution that is withdrawn on or before
rollover from a designated Roth account canreceive from your (or your deceased spouse’s):the due date (including extensions) for filing your
only be made to another designated Roth ac-tax return for the year is treated as an amount • Employer’s qualified pension, count or to a Roth IRA. For more informationnot contributed. This treatment applies only if profit-sharing, or stock bonus plan; about designated Roth accounts, see chapterany earnings on the contributions are also with-
10.• Annuity plan;drawn. The earnings are considered to have

been earned and received in the year the excess • Tax-sheltered annuity plan (section 403(b)
contribution was made. Are Distributions Taxable?plan); or

Applying excess contributions. If contribu- • Governmental deferred compensation You generally do not include in your gross in-
tions to your Roth IRA for a year were more than plan (section 457 plan). come qualified distributions or distributions that
the limit, you can apply the excess contribution are a return of your regular contributions fromAny amount rolled over is subject to the samein one year to a later year if the contributions for your Roth IRA(s). You also do not include distri-rules for converting a traditional IRA into a Roththat later year are less than the maximum al- butions from your Roth IRA that you roll over taxIRA. Also, the rollover contribution must meetlowed for that year. free into another Roth IRA. You may have tothe rollover requirements that apply to the spe- include part of other distributions in your income.

cific type of retirement plan. See Ordering rules for distributions, later.Can You Move Amounts
Income. You must include in your gross in-

What are qualified distributions? A qualifiedInto a Roth IRA? come distributions from a qualified retirement
distribution is any payment or distribution fromplan that you would have had to include in in-You may be able to convert amounts from either your Roth IRA that meets the following require-come if you had not rolled them over into a Rotha traditional, SEP, or SIMPLE IRA into a Roth ments.IRA. You do not include in gross income any partIRA. You may be able to roll amounts over from

of a distribution from a qualified retirement plan 1. It is made after the 5-year period beginninga qualified retirement plan to a Roth IRA. You
that is a return of contributions (after-tax contri- with the first taxable year for which a con-may be able to recharacterize contributions
butions) to the plan that were taxable to you tribution was made to a Roth IRA set upmade to one IRA as having been made directly
when paid. for your benefit, andto a different IRA. You can roll amounts over

These amounts are normally included in in-from a designated Roth account or from one 2. The payment or distribution is:
come on your return for the year you rolled themRoth IRA to another Roth IRA.
over from the employer plan to a Roth IRA. For a. Made on or after the date you reach
2010 rollovers special rules apply. See Special age 591/2,

Conversions rules for 2010 rollovers from employer plans to b. Made because you are disabled,
Roth IRAs next.

You can convert a traditional IRA to a Roth IRA. c. Made to a beneficiary or to your estate
Special rules for 2010 rollovers from quali-The conversion is treated as a rollover, regard- after your death, or

fied retirement plans to Roth IRAs. For anyless of the conversion method used. Most of the
d. To pay up to $10,000 (lifetime limit) ofrollovers from qualified retirement plans to arules for rollovers, described earlier under Rollo-

certain qualified first-time homebuyerRoth IRA in 2010, any amounts that are requiredver From One IRA Into Another under Tradi-
amounts. See Publication 590 for moreto be included in income are generally includedtional IRAs, apply to these rollovers. However,
information.in income in equal amounts in 2011 and 2012the 1-year waiting period does not apply.

unless you elected to include the entire amount
Conversion methods. You can convert in income in 2010. You may be required to Additional tax on distributions of conversionamounts from a traditional IRA to a Roth IRA in include an amount other than half of a 2010 and certain rollover contributions withinany of the following ways. rollover from a qualified employer plan to a Roth 5-year period. If, within the 5-year period

IRA in income in 2011 if you also took a Roth• Rollover. You can receive a distribution starting with the first day of your tax year in
IRA distribution in 2010 or 2011. See Publicationfrom a traditional IRA and roll it over (con- which you convert an amount from a traditional
590 for more information on the amount to in-tribute it) to a Roth IRA within 60 days IRA or rollover an amount from a qualified retire-
clude in income in 2011 from a 2010 rollover.after the distribution. ment plan to a Roth IRA, you take a distribution

from a Roth IRA, you may have to pay the 10%If you must include any amount in your• Trustee-to-trustee transfer. You can di-
additional tax on early distributions. You gener-gross income, you may have to in-rect the trustee of the traditional IRA to
ally must pay the 10% additional tax on anycrease your withholding or make esti-transfer an amount from the traditional IRA CAUTION

!
amount attributable to the part of the amountmated tax payments. See Publication 505, Taxto the trustee of the Roth IRA.
converted or rolled over (the conversion or rollo-Withholding and Estimated Tax.• Same trustee transfer. If the trustee of ver contribution) that you had to include in in-For more information, see Rollover Fromthe traditional IRA also maintains the Roth come. A separate 5-year period applies to eachEmployer’s Plan Into a Roth IRA in chapter 2 ofIRA, you can direct the trustee to transfer conversion and rollover. See Ordering rules forPublication 590.an amount from the traditional IRA to the distributions, later, to determine the amount, if

Roth IRA. any, of the distribution that is attributable to the
part of the conversion or rollover contributionConverting from a SIMPLE IRA. Generally,

Same trustee. Conversions made with the that you had to include in income.you can convert an amount in your SIMPLE IRA
same trustee can be made by redesignating the to a Roth IRA under the same rules explained Additional tax on other early distributions.traditional IRA as a Roth IRA, rather than open- earlier under Converting From Any Traditional Unless an exception applies, you must pay theing a new account or issuing a new contract. IRA to a Roth IRA under Traditional IRAs. 10% additional tax on the taxable part of any

Special rules for 2010 conversions to Roth  However, you cannot convert any amount distributions that are not qualified distributions.
IRAs. For any conversions from a traditional, distributed from the SIMPLE IRA during the See Publication 590 for more information.
SEP, or SIMPLE IRA to a Roth IRA in 2010, any 2-year period beginning on the date you first
amounts required to be included in income are Ordering rules for distributions. If you re-participated in any SIMPLE IRA plan maintained
generally included in income in equal amounts ceive a distribution from your Roth IRA that isby your employer.
in 2011 and 2012 unless you elected to include not a qualified distribution, part of it may be
the entire amount in income in 2010. You may taxable. There is a set order in which contribu-

More information. For more detailed informa-be required to include an amount other than half tions (including conversion contributions and
tion on conversions, see Publication 590.of a 2010 conversion from a traditional, SEP, or rollover contributions from qualified retirement
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plans) and earnings are considered to be distrib- • A decree of divorce or separate mainte- one-half of these payments as alimony. Your
uted from your Roth IRA. Regular contributions nance or a written instrument incident to spouse must report one-half of these payments
are distributed first. See Publication 590 for that decree, as alimony received. If you and your spouse
more information. itemize deductions, you can each claim one-half• A written separation agreement, or

of the real estate taxes and none of the home
Must you withdraw or use Roth IRA assets? • A decree or any type of court order requir- insurance. 
You are not required to take distributions from ing a spouse to make payments for the  If your home is held as tenants by the en-your Roth IRA at any age. The minimum distri- support or maintenance of the other tirety or joint tenants, none of your payments forbution rules that apply to traditional IRAs do not spouse. This includes a temporary decree, taxes or insurance are alimony. But if you item-apply to Roth IRAs while the owner is alive. an interlocutory (not final) decree, and a ize deductions, you can claim all of the realHowever, after the death of a Roth IRA owner, decree of alimony pendente lite (while estate taxes and none of the home insurance.certain of the minimum distribution rules that awaiting action on the final decree or
apply to traditional IRAs also apply to Roth IRAs. Other payments to a third party. If youagreement).

made other third-party payments, see Publica-More information. For more detailed informa-
tion 504 to see whether any part of the paymentstion on Roth IRAs, see Publication 590.
qualifies as alimony.Useful Items

You may want to see:

Publication

Instruments❏ 504 Divorced or Separated Individuals

18. Executed After 1984
The following rules for alimony apply to pay-
ments under divorce or separation instrumentsGeneral RulesAlimony executed after 1984.

The following rules apply to alimony regardless
of when the divorce or separation instrument Exception for instruments executed before
was executed. 1985. There are two situations where the rulesIntroduction

for instruments executed after 1984 apply toPayments not alimony. Not all paymentsThis chapter discusses the rules that apply if you instruments executed before 1985.under a divorce or separation instrument arepay or receive alimony. It covers the following
alimony. Alimony does not include:topics. 1. A divorce or separation instrument exe-

cuted before 1985 and then modified after• Child support, • What payments are alimony.
1984 to specify that the after-1984 rules

• Noncash property settlements,• What payments are not alimony, such as will apply.
child support. • Payments that are your spouse’s part of 2. A temporary divorce or separation instru-

community income as explained under• How to deduct alimony you paid. ment executed before 1985 and incorpo-
Community Property in Publication 504, rated into, or adopted by, a final decree• How to report alimony you received as in-

executed after 1984 that:• Payments to keep up the payer’s property,come.
or a. Changes the amount or period of pay-• Whether you must recapture the tax bene-

• Use of the payer’s property. ment, orfits of alimony. Recapture means adding
back in your income all or part of a deduc- b. Adds or deletes any contingency or
tion you took in a prior year. condition.Payments to a third party. Cash payments,

checks, or money orders to a third party on
Alimony is a payment to or for a spouse or For the rules for alimony payments underbehalf of your spouse under the terms of your

former spouse under a divorce or separation pre-1985 instruments not meeting these excep-divorce or separation instrument can be ali-
instrument. It does not include voluntary pay- tions, get the 2004 version of Publication 504 atmony, if they otherwise qualify. These include
ments that are not made under a divorce or www.irs.gov/formspubs.payments for your spouse’s medical expenses,
separation instrument. housing costs (rent, utilities, etc.), taxes, tuition,

Alimony is deductible by the payer and must Example 1. In November 1984, you andetc. The payments are treated as received by
be included in the spouse’s or former spouse’s your former spouse executed a written separa-your spouse and then paid to the third party.
income. Although this chapter is generally writ- tion agreement. In February 1985, a decree of
ten for the payer of the alimony, the recipient can Life insurance premiums. Alimony includes divorce was substituted for the written separa-
use the information to determine whether an premiums you must pay under your divorce or tion agreement. The decree of divorce did not
amount received is alimony. separation instrument for insurance on your life change the terms for the alimony you pay your

To be alimony, a payment must meet certain to the extent your spouse owns the policy. former spouse. The decree of divorce is treated
requirements. Different requirements generally as executed before 1985. Alimony paymentsPayments for jointly-owned home. If yourapply to payments under instruments executed under this decree are not subject to the rules fordivorce or separation instrument states that youafter 1984 and to payments under instruments payments under instruments executed aftermust pay expenses for a home owned by youexecuted before 1985. This chapter discusses 1984.and your spouse, some of your payments maythe rules for payments under instruments exe-

be alimony.cuted after 1984. If you need the rules for pay- Example 2. Assume the same facts as in
ments under pre-1985 instruments, get and Mortgage payments. If you must pay all the Example 1 except that the decree of divorce
keep a copy of the 2004 version of Publication mortgage payments (principal and interest) on a changed the amount of the alimony. In this ex-
504. That was the last year the information on jointly-owned home, and they otherwise qualify ample, the decree of divorce is not treated as
pre-1985 instruments was included in Publica- as alimony, you can deduct one-half of the total executed before 1985. The alimony payments
tion 504. payments as alimony. If you itemize deductions are subject to the rules for payments under in-

Use Table 18-1 in this chapter as a guide to and the home is a qualified home, you can claim struments executed after 1984.
determine whether certain payments are con- one-half of the interest in figuring your deducti-
sidered alimony. ble interest. Your spouse must report one-half of Alimony requirements. A payment to or for athe payments as alimony received. If your spouse under a divorce or separation instrumentDefinitions. The following definitions apply spouse itemizes deductions and the home is a is alimony if the spouses do not file a joint returnthroughout this chapter. qualified home, he or she can claim one-half of with each other and all the following require-Spouse or former spouse. Unless other- the interest on the mortgage in figuring deducti- ments are met.wise stated, the term “spouse” includes former ble interest.

• The payment is in cash.spouse. Taxes and insurance. If you must pay all
• The instrument does not designate theDivorce or separation instrument. The the real estate taxes or insurance on a home

payment as not alimony.term “divorce or separation instrument” means: held as tenants in common, you can deduct
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Payments after death of recipient spouse.
Table 18-1. Alimony Requirements (Instruments Executed After 1984) If any part of payments you make must continue

to be made for any period after your spouse’s
death, that part of your payments is not alimony,Payments ARE alimony if all of the Payments are NOT alimony if any of the whether made before or after the death. If all of

following are true: following are true: the payments would continue, then none of the
payments made before or after the death are

Payments are required by a divorce or Payments are not required by a divorce or alimony.
separation instrument. separation instrument. The divorce or separation instrument does

not have to expressly state that the payments
cease upon the death of your spouse if, forPayer and recipient spouse do not file a joint Payer and recipient spouse file a joint return
example, the liability for continued paymentsreturn with each other. with each other.
would end under state law.

Payment is in cash (including checks or Payment is:
Example. You must pay your formermoney orders). • Not in cash, spouse $10,000 in cash each year for 10 years.• A noncash property settlement, Your divorce decree states that the payments

• Spouse’s part of community income, or will end upon your former spouse’s death. You
• To keep up the payer’s property. must also pay your former spouse or your former

spouse’s estate $20,000 in cash each year for
10 years. The death of your spouse would notPayment is not designated in the instrument Payment is designated in the instrument as
terminate these payments under state law.as not alimony. not alimony.

The $10,000 annual payments may qualify
as alimony. The $20,000 annual payments thatSpouses legally separated under a decree of Spouses legally separated under a decree of
do not end upon your former spouse’s death aredivorce or separate maintenance are not divorce or separate maintenance are
not alimony.members of the same household. members of the same household.

Substitute payments. If you must make
any payments in cash or property after yourPayments are not required after death of the Payments are required after death of the
spouse’s death as a substitute for continuingrecipient spouse. recipient spouse.
otherwise qualifying payments before the death,
the otherwise qualifying payments are not ali-Payment is not treated as child support. Payment is treated as child support.
mony. To the extent that your payments begin,
accelerate, or increase because of the death of

These payments are deductible by the payer These payments are neither deductible by the your spouse, otherwise qualifying payments you
and includible in income by the recipient. payer nor includible in income by the recipient. made may be treated as payments that were not

alimony. Whether or not such payments will be
treated as not alimony depends on all the facts

• Spouses legally separated under a decree Payments designated as not alimony. You and circumstances.
of divorce or separate maintenance are and your spouse can designate that otherwise

Example 1. Under your divorce decree, younot members of the same household. qualifying payments are not alimony. You do this
must pay your former spouse $30,000 annually.by including a provision in your divorce or sepa-• There is no liability to make any payment The payments will stop at the end of 6 years orration instrument that states the payments are(in cash or property) after the death of the upon your former spouse’s death, if earlier.not deductible as alimony by you and are ex-recipient spouse. Your former spouse has custody of your mi-cludable from your spouse’s income. For this
nor children. The decree provides that if any• The payment is not treated as child sup- purpose, any instrument (written statement),
child is still a minor at your spouse’s death, youport. signed by both of you that makes this designa-
must pay $10,000 annually to a trust until thetion and that refers to a previous written separa-Each of these requirements is discussed next. youngest child reaches the age of majority. Thetion agreement, is treated as a written
trust income and corpus (principal) are to beseparation agreement (and therefore a divorceCash payment requirement. Only cash pay- used for your children’s benefit.or separation instrument). If you are subject toments, including checks and money orders, These facts indicate that the payments to be

temporary support orders, the designation mustqualify as alimony. The following do not qualify made after your former spouse’s death are a
be made in the original or a later temporaryas alimony. substitute for $10,000 of the $30,000 annual
support order. payments. Of each of the $30,000 annual pay-• Transfers of services or property (includ-

Your spouse can exclude the payments from ments, $10,000 is not alimony.ing a debt instrument of a third party or an
income only if he or she attaches a copy of theannuity contract).
instrument designating them as not alimony to Example 2. Under your divorce decree, you

• Execution of a debt instrument by the his or her return. The copy must be attached must pay your former spouse $30,000 annually.
payer. each year the designation applies. The payments will stop at the end of 15 years or

upon your former spouse’s death, if earlier. The• The use of the payer’s property.
decree provides that if your former spouse diesSpouses cannot be members of the same
before the end of the 15-year period, you musthousehold.  Payments to your spouse whilePayments to a third party. Cash payments
pay the estate the difference between $450,000you are members of the same household are notto a third party under the terms of your divorce or
($30,000 × 15) and the total amount paid up toalimony if you are legally separated under aseparation instrument can qualify as cash pay- that time. For example, if your spouse dies at thedecree of divorce or separate maintenance. Aments to your spouse. See Payments to a third end of the tenth year, you must pay the estatehome you formerly shared is considered oneparty under General Rules, earlier. $150,000 ($450,000 − $300,000).household, even if you physically separate your-Also, cash payments made to a third party at These facts indicate that the lump-sum pay-selves in the home.the written request of your spouse may qualify ment to be made after your former spouse’s

You are not treated as members of the sameas alimony if all the following requirements are death is a substitute for the full amount of the
household if one of you is preparing to leave themet. $30,000 annual payments. None of the annual
household and does leave no later than 1 month payments are alimony. The result would be the• The payments are in lieu of payments of after the date of the payment. same if the payment required at death were toalimony directly to your spouse.

be discounted by an appropriate interest factorException. If you are not legally separated
• The written request states that both to account for the prepayment.under a decree of divorce or separate mainte-

spouses intend the payments to be treated nance, a payment under a written separation Child support. A payment that is specificallyas alimony. agreement, support decree, or other court order designated as child support or treated as specifi-
may qualify as alimony even if you are members• You receive the written request from your cally designated as child support under your
of the same household when the payment isspouse before you file your return for the divorce or separation instrument is not alimony.
made.year you made the payments. The amount of child support may vary over time.
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Child support payments are not deductible by line 31b, enter your spouse’s social security • Payments that decrease because of the
number.the payer and are not taxable to the recipient. death of either spouse or the remarriage

 If you paid alimony to more than one person, of the spouse receiving the paymentsA payment will be treated as specifically des-
enter the social security number of one of the before the end of the third year.ignated as child support to the extent that the
recipients. Show the social security number andpayment is reduced either:
amount paid to each other recipient on an at-

Figuring the recapture. You can use Work-• On the happening of a contingency relat- tached statement. Enter your total payments on
sheet 1 in Publication 504 to figure recapturedline 31a.ing to your child, or
alimony.If you do not provide your spouse’s• At a time that can be clearly associated

social security number, you may havewith the contingency.
to pay a $50 penalty and your deduc- Including the recapture in income. If youCAUTION

!
A payment may be treated as specifically desig- tion may be disallowed. must include a recapture amount in income,nated as child support even if other separate

show it on Form 1040, line 11 (“Alimony re-payments are specifically designated as child
ceived”). Cross out “received” and enter “recap-support.
ture.” On the dotted line next to the amount,

Contingency relating to your child. A How To Report enter your spouse’s last name and social secur-
contingency relates to your child if it depends on ity number.
any event relating to that child. It does not matter Alimony Received
whether the event is certain or likely to occur.

Deducting the recapture. If you can deduct aEvents relating to your child include the child’s: Report alimony you received as income on Form
recapture amount, show it on Form 1040, line1040, line 11. You cannot use Form 1040A or• Becoming employed,

Form 1040EZ. 31a (“Alimony paid”). Cross out “paid” and enter
• Dying, “recapture.” In the space provided, enter yourYou must give the person who paid the

spouse’s social security number.• Leaving the household, alimony your social security number. If
you do not, you may have to pay a $50CAUTION

!
• Leaving school,

penalty.
• Marrying, or

• Reaching a specified age or income level.

Clearly associated with a contingency. Recapture Rule 19.Payments that would otherwise qualify as ali-
mony are presumed to be reduced at a time If your alimony payments decrease or terminate
clearly associated with the happening of a con- during the first 3 calendar years, you may be
tingency relating to your child only in the follow- subject to the recapture rule. If you are subject to Education-this rule, you have to include in income in theing situations.

third year part of the alimony payments you• The payments are to be reduced not more previously deducted. Your spouse can deduct in
than 6 months before or after the date the Related the third year part of the alimony payments he or
child will reach 18, 21, or local age of she previously included in income.
majority. The 3-year period starts with the first calen- Adjustments

dar year you make a payment qualifying as• The payments are to be reduced on two or
alimony under a decree of divorce or separatemore occasions that occur not more than
maintenance or a written separation agreement.1 year before or after a different one of
Do not include any time in which payments wereyour children reaches a certain age from What’s Newbeing made under temporary support orders.18 to 24. This certain age must be the
The second and third years are the next 2 calen-same for each child, but need not be a Income limits increased. The amount of yourdar years, whether or not payments are made

whole number of years. lifetime learning credit for 2011 is gradually re-during those years.
In all other situations, reductions in payments duced (phased out) if your modified adjustedThe reasons for a reduction or termination of

alimony payments that can require a recaptureare not treated as clearly associated with the gross income (MAGI) is between $51,000 and
include:happening of a contingency relating to your $61,000 ($102,000 and $122,000 if you file a

child. joint return). You cannot take a deduction if your• A change in your divorce or separation
MAGI is $61,000 or more ($122,000 or more ifinstrument,Either you or the IRS can overcome the pre-
you file a joint return). This is an increase fromsumption in the two situations just described. • A failure to make timely payments,
the 2010 limits of $50,000 and $60,000This is done by showing that the time at which

• A reduction in your ability to provide sup- ($100,000 and $120,000 if filing a joint return).the payments are to be reduced was determined
port, or See chapter 2 of Publication 970 for more infor-independently of any contingencies relating to

mation.your children. For example, if you can show that • A reduction in your spouse’s support
needs.the period of alimony payments is customary in

the local jurisdiction, such as a period equal to
one-half of the duration of the marriage, you can When to apply the recapture rule. You are
overcome the presumption and may be able to subject to the recapture rule in the third year if Introduction
treat the amount as alimony. the alimony you pay in the third year decreases

This chapter discusses the education-relatedby more than $15,000 from the second year or
adjustments you can deduct in figuring your ad-the alimony you pay in the second and third
justed gross income.years decreases significantly from the alimony

you pay in the first year. This chapter covers the student loan interestHow To Deduct
When you figure a decrease in alimony, do deduction, tuition and fees deduction, and the

not include the following amounts. deduction for educator expenses.Alimony Paid
• Payments made under a temporary sup-

You can deduct alimony you paid, whether or port order. Useful Items
not you itemize deductions on your return. You • Payments required over a period of at You may want to see:must file Form 1040. You cannot use Form least 3 calendar years that vary because
1040A or Form 1040EZ. they are a fixed part of your income from a Publication

Enter the amount of alimony you paid on business or property, or from compensa-
❏ 970 Tax Benefits for EducationForm 1040, line 31a. In the space provided on tion for employment or self-employment.

Chapter 19 Education- Related Adjustments Page 137



Exceptions. For purposes of the student Qualified employer plan. You cannot deduct
loan interest deduction, the following are excep- interest on a loan made under a qualified em-Student Loan Interest tions to the general rules for dependents. ployer plan or under a contract purchased under

such a plan.• An individual can be your dependent evenDeduction
if you are the dependent of another tax-
payer.Generally, personal interest you pay, other than Qualified Education Expenses

certain mortgage interest, is not deductible on • An individual can be your dependent even
For purposes of the student loan interest deduc-if the individual files a joint return with ayour tax return. However, if your modified ad-
tion, these expenses are the total costs of at-spouse.justed gross income (MAGI) is less than
tending an eligible educational institution,$75,000 ($150,000 if filing a joint return) there is • An individual can be your dependent even including graduate school. They includea special deduction allowed for paying interest if the individual had gross income for the amounts paid for the following items.

on a student loan (also known as an education year that was equal to or more than the
• Tuition and fees.exemption amount for the year ($3,700 forloan) used for higher education. For most tax-

2011).payers, MAGI is the adjusted gross income as • Room and board.
figured on their federal income tax return before • Books, supplies, and equipment.
subtracting any deduction for student loan inter- Reasonable period of time. Qualified educa-

• Other necessary expenses (such as trans-tion expenses are treated as paid or incurredest. This deduction can reduce the amount of
portation).within a reasonable period of time before or afteryour income subject to tax by up to $2,500 in

you take out the loan if they are paid with the2011. Table 19-1 summarizes the features of
The cost of room and board qualifies only toproceeds of student loans that are part of athe student loan interest deduction. the extent that it is not more than the greater of:federal postsecondary education loan program.

Table 19-1. Student Loan Interest Deduction Even if not paid with the proceeds of that • The allowance for room and board, as de-at a Glance
type of loan, the expenses are treated as paid or termined by the eligible educational institu-Do not rely on this table alone.
incurred within a reasonable period of time if tion, that was included in the cost ofRefer to the text for more details.
both of the following requirements are met. attendance (for federal financial aid pur-

poses) for a particular academic periodFeature Description • The expenses relate to a specific aca-
and living arrangement of the student, ordemic period.

Maximum You can reduce your income • The actual amount charged if the studentbenefit subject to tax by up to $2,500. • The loan proceeds are disbursed within a
is residing in housing owned or operatedperiod that begins 90 days before the startYour student loan:Loan by the eligible educational institution.of that academic period and ends 90 daysqualifications • must have been taken out

after the end of that academic period.solely to pay qualified
Eligible educational institution. An eligibleeducation expenses, and

If neither of the above situations applies, the educational institution is any college, university,• cannot be from a related
reasonable period of time usually is determined vocational school, or other postsecondary edu-person or made under a

qualified employer plan. based on all the relevant facts and circum- cational institution eligible to participate in a stu-
stances. dent aid program administered by theThe student must be:Student

Department of Education. It includes virtually allqualifications • you, your spouse, or your
Academic period. An academic period in- accredited public, nonprofit, and proprietary (pri-dependent, and
cludes a semester, trimester, quarter, or other vately owned profit-making) postsecondary in-• enrolled at least half-time in
period of study (such as a summer school ses- stitutions. a degree program.
sion) as reasonably determined by an educa- Certain educational institutions locatedTime limit on You can deduct interest paid tional institution. In the case of an educational outside the United States also participate in thededuction during the remaining period of institution that uses credit hours or clock hours U.S. Department of Education’s Federal Stu-your student loan. and does not have academic terms, each pay- dent Aid (FSA) programs.
ment period can be treated as an academicPhaseout The amount of your deduction For purposes of the student loan interestdepends on your income level. period. deduction, an eligible educational institution

also includes an institution conducting an intern- Eligible student. This is a student who was ship or residency program leading to a degree or
enrolled at least half-time in a program leading certificate from an institution of higher educa-
to a degree, certificate, or other recognized edu-Student Loan Interest tion, a hospital, or a health care facility that
cational credential. offers postgraduate training.Defined

Enrolled at least half-time. A student was An educational institution must meet the
enrolled at least half-time if the student wasStudent loan interest is interest you paid during above criteria only during the academic pe-
taking at least half the normal full-time work load riod(s) for which the student loan was incurred.the year on a qualified student loan. It includes
for his or her course of study. The deductibility of interest on the loan is notboth required and voluntary interest payments.

affected by the institution’s subsequent loss ofThe standard for what is half of the normal
eligibility.full-time work load is determined by each eligible

educational institution. However, the standardQualified Student Loan The educational institution should be
may not be lower than any of those established able to tell you if it is an eligible educa-This is a loan you took out solely to pay qualified by the Department of Education under the tional institution.

TIP
education expenses (defined later) that were: Higher Education Act of 1965.

• For you, your spouse, or a person who
Related person. You cannot deduct interest Adjustments to qualified education ex-was your dependent (defined in chapter 3)
on a loan you get from a related person. Related penses. You must reduce your qualified edu-when you took out the loan, persons include: cation expenses by certain tax-free items (such

• Paid or incurred within a reasonable pe- as the tax-free part of scholarships and fellow-• Your spouse,
ships). See chapter 4 of Publication 970 forriod of time before or after you took out the

• Your brothers and sisters, details.loan, and
• Your half brothers and half sisters,• For education provided during an aca-

demic period for an eligible student. • Your ancestors (parents, grandparents, Include as Interest
etc.),

Loans from the following sources are not qual- In addition to simple interest on the loan, certain• Your lineal descendants (children, grand- loan origination fees, capitalized interest, inter-ified student loans. children, etc.), and est on revolving lines of credit, and interest on• A related person. • Certain corporations, partnerships, trusts, refinanced student loans can be student loan
• A qualified employer plan. and exempt organizations. interest if all other requirements are met.
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Loan origination fee. In general, this is a certain other loan repayment assistance How Do You Figure theone-time fee charged by the lender when a loan programs. For more information, see Stu-
Deductionis made. To be deductible as interest, the fee dent Loan Repayment Assistance in chap-

must be for the use of money rather than for ter 5 of Publication 970. 
Generally, you figure the deduction using theproperty or services (such as commitment fees
Student Loan Interest Deduction Worksheet inor processing costs) provided by the lender. A
the Form 1040 or Form 1040A instructions.Can You Claim theloan origination fee treated as interest accrues
However, if you are filing Form 2555, 2555-EZ,over the life of the loan. Deduction or 4563, or you are excluding income from

Capitalized interest.  This is unpaid interest sources within Puerto Rico, you must completeGenerally, you can claim the deduction if all fouron a student loan that is added by the lender to Worksheet 4-1 in chapter 4 of Publication 970.of the following requirements are met.the outstanding principal balance of the loan. To help you figure your student loan interest
• Your filing status is any filing status except deduction, you should receive Form 1098-E,Interest on revolving lines of credit. This

married filing separately. Student Loan Interest Statement. Generally, aninterest, which includes interest on credit card
institution (such as a bank or governmentaldebt, is student loan interest if the borrower uses • No one else is claiming an exemption for
agency) that received interest payments of $600the line of credit (credit card) only to pay quali- you on his or her tax return.
or more during 2011 on one or more qualifiedfied education expenses. See Qualified Educa- • You are legally obligated to pay interest on student loans must send Form 1098-E (or ac-tion Expenses, earlier.

a qualified student loan. ceptable substitute) to each borrower by Janu-
Interest on refinanced student loans. This ary 31, 2012.• You paid interest on a qualified studentincludes interest on both: For qualified student loans taken out beforeloan.

• Consolidated loans—loans used to refi- September 1, 2004, the institution is required to
nance more than one student loan of the include on Form 1098-E only payments of stated

Interest paid by others. If you are the personsame borrower, and interest. Other interest payments, such as cer-
legally obligated to make interest payments and tain loan origination fees and capitalized inter-• Collapsed loans—two or more loans of someone else makes a payment of interest on est, may not appear on the form you receive.the same borrower that are treated by your behalf, you are treated as receiving the However, if you pay qualifying interest that is notboth the lender and the borrower as one payments from the other person and, in turn, included on Form 1098-E, you can also deductloan. paying the interest. See chapter 4 of Publication those amounts. For information on allocating
970 for more information. payments between interest and principal, see

If you refinance a qualified student loan chapter 4 of Publication 970. 
for more than your original loan and  To claim the deduction, enter the allowableNo Double Benefit Allowedyou use the additional amount for any amount on Form 1040, line 33, or Form 1040A,CAUTION

!
purpose other than qualified education ex- line 18.You cannot deduct as interest on a student loan
penses, you cannot deduct any interest paid on any amount that is an allowable deduction under
the refinanced loan. any other provision of the tax law (for example,
Voluntary interest payments. These are home mortgage interest).
payments made on a qualified student loan dur- Tuition and Feesing a period when interest payments are not How Much Can Yourequired, such as when the borrower has been Deductiongranted a deferment or the loan has not yet Deduct
entered repayment status. You may be able to deduct qualified education

Your student loan interest deduction for 2011 is expenses paid during the year for yourself, your
generally the smaller of: spouse, or your dependent(s). You cannot claimDo Not Include as Interest this deduction if your filing status is married filing• $2,500, or

separately or if another person can claim anYou cannot claim a student loan interest deduc- • The interest you paid in 2011. exemption for you as a dependent on his or hertion for any of the following items.
tax return. The qualified expenses must be forHowever, the amount determined above is• Interest you paid on a loan if, under the higher education, as explained later under Whatphased out (gradually reduced) if your MAGI isterms of the loan, you are not legally obli- Expenses Qualify.between $60,000 and $75,000 ($120,000 andgated to make interest payments. The tuition and fees deduction can reduce$150,000 if you file a joint return). You cannot
the amount of your income subject to tax by up• Loan origination fees that are payments take a student loan interest deduction if your
to $4,000.for property or services provided by the MAGI is $75,000 or more ($150,000 or more if

lender, such as commitment fees or Table 19-2 summarizes the features of theyou file a joint return). For details on figuring
processing costs. tuition and fees deduction.your MAGI, see chapter 4 of Publication 970.

• Interest you paid on a loan to the extent You may be able to take a credit for
payments were made through your partici- your education expenses instead of a
pation in the National Health Service deduction. You can choose the one

TIP

Corps Loan Repayment Program (the that will give you the lower tax. See chapter 34,
“NHSC Loan Repayment Program”) or Education Credits, for details about the credits.

Table 19-2. Tuition and Fees Deduction at a Glance
Do not rely on this table alone. Refer to the text for more details.

Question Answer

What is the maximum benefit? You can reduce your income subject to tax by up to $4,000.

Where is the deduction taken? As an adjustment to income on Form 1040, line 34, or Form 1040A, line 19.

For whom must the expenses be paid? A student enrolled in an eligible educational institution who is either: 
• you, 
• your spouse, or 
• your dependent for whom you claim an exemption.

What tuition and fees are deductible? Tuition and fees required for enrollment or attendance at an eligible postsecondary educational institution, but not
including personal, living, or family expenses, such as room and board.

Chapter 19 Education- Related Adjustments Page 139



Student withdraws from class(es). You can Tax-free educational assistance. This in-Can You Claim the claim a tuition and fees deduction for qualified cludes:
Deduction education expenses not refunded when a stu- • The tax-free part of scholarships and fel-dent withdraws. lowships (see chapter 1 of PublicationThe following rules will help you determine if you

970),can claim the tuition and fees deduction.
• Pell grants (see chapter 1 of PublicationQualified Education Expenses

970),
For purposes of the tuition and fees deduction,Who Can Claim the Deduction • Employer-provided educational assistancequalified education expenses are tuition and

(see chapter 11 of Publication 970),Generally, you can claim the tuition and fees certain related expenses required for enrollment
deduction if all three of the following require- or attendance at an eligible educational institu- • Veterans’ educational assistance (see
ments are met. tion. chapter 1 of Publication 970), and

1. You paid qualified education expenses of • Any other nontaxable (tax-free) paymentsEligible educational institution. An eligible
higher education. (other than gifts or inheritances) receivededucational institution is any college, university,

as educational assistance.vocational school, or other postsecondary edu-2. You paid the education expenses for an
cational institution eligible to participate in a stu-eligible student. Refunds. Qualified education expenses dodent aid program administered by the U.S.

3. The eligible student is yourself, your not include expenses for which you, or someoneDepartment of Education. It includes virtually all
else who paid qualified education expenses onspouse, or your dependent for whom you accredited public, nonprofit, and proprietary (pri-
behalf of a student, receive a refund. (For infor-claim an exemption (defined in chapter 3) vately owned profit-making) postsecondary in-
mation on expenses paid by a dependent stu-on your tax return. stitutions. The educational institution should be
dent or third party, see Who Can Claim aable to tell you if it is an eligible educationalQualified education expenses are defined Dependent’s Expenses, later.)institution.under What Expenses Qualify. Eligible students If a refund of expenses paid in 2011 is re-Certain educational institutions locatedare defined later under Who Is an Eligible Stu- ceived in 2011, simply reduce the amount of theoutside the United States also participate in thedent. expenses paid by the amount of the refund re-U.S. Department of Education’s Federal Stu-
ceived. If the refund is received after 2011, seedent Aid (FSA) programs.
When Must the Deduction Be Repaid (Recap-Who Cannot Claim the Deduction Related expenses. Student-activity fees and tured), in chapter 6 of Publication 970.

expenses for course-related books, supplies, You are considered to receive a refund ofYou cannot claim the tuition and fees deduction and equipment are included in qualified educa- expenses when an eligible educational institu-if any of the following apply. tion expenses only if the fees and expenses tion refunds loan proceeds to the lender on be-
must be paid to the institution as a condition of• Your filing status is married filing sepa- half of the borrower. Follow the above
enrollment or attendance.rately. instructions according to when you are consid-

ered to receive the refund.• Another person can claim an exemption
for you as a dependent on his or her tax Amounts that do not reduce qualified educa-No Double Benefit Allowedreturn. You cannot take the deduction tion expenses. Do not reduce qualified edu-even if the other person does not actually  You cannot do any of the following. cation expenses by amounts paid with funds theclaim that exemption. student receives as:• Deduct qualified education expenses you• Your modified adjusted gross income deduct under any other provision of the • Payment for services, such as wages,(MAGI) is more than $80,000 ($160,000 if law, for example, as a business expense. • A loan,filing a joint return).

• Deduct qualified education expenses for a • A gift,• You (or your spouse) were a nonresident student on your income tax return if you or
alien for any part of 2011 and the nonresi- anyone else claims an American opportu- • An inheritance, or
dent alien did not elect to be treated as a nity or lifetime learning credit for that same • A withdrawal from the student’s personalresident alien for tax purposes. More infor- student for the same year.

savings.mation on nonresident aliens can be found
• Deduct qualified education expenses thatin Publication 519, U.S. Tax Guide for

have been used to figure the tax-free por- Do not reduce the qualified education ex-Aliens. 
tion of a distribution from a Coverdell edu- penses by any scholarship or fellowship re-• You or anyone else claims an American cation savings account (ESA) or a ported as income on the student’s tax return in

opportunity or lifetime learning credit in qualified tuition program (QTP). For a the following situations.
2011 with respect to expenses of the stu- QTP, this applies only to the amount of • The use of the money is restricted to costsdent for whom the qualified education ex- tax-free earnings that were distributed, not

of attendance (such as room and board)penses were paid. to the recovery of contributions to the pro-
other than qualified education expenses.gram. See Figuring the Taxable Portion of

a Distribution in chapter 7 (Coverdell ESA) • The use of the money is not restricted andWhat Expenses Qualify and chapter 8 (QTP) of Publication 970. is used to pay education expenses that
are not qualified (such as room and• Deduct qualified education expenses thatThe tuition and fees deduction is based on quali-
board).have been paid with tax-free interest onfied education expenses you pay for yourself,

U.S. savings bonds (Form 8815). See Fig-your spouse, or a dependent for whom you claim
uring the Tax-Free Amount in chapter 10an exemption on your tax return. Generally, the Expenses That Do Not Qualify
of Publication 970.deduction is allowed for qualified education ex-

penses paid in 2011 in connection with enroll- Qualified education expenses do not include• Deduct qualified education expenses that
ment at an institution of higher education during amounts paid for:have been paid with tax-free educational
2011 or for an academic period (defined earlier assistance such as a scholarship, grant, or • Insurance,under Student Loan Interest Deduction) begin- employer-provided educational assis-
ning in 2011 or in the first 3 months of 2012. • Medical expenses (including studenttance. See the following section on Adjust-

health fees),ments to qualified education expenses.Payments with borrowed funds. You can • Room and board,claim a tuition and fees deduction for qualified
education expenses paid with the proceeds of a Adjustments to qualified education ex- • Transportation, or
loan. Use the expenses to figure the deduction penses. If you pay qualified education ex- • Similar personal, living, or family ex-for the year in which the expenses are paid, not penses with certain tax-free funds, you cannot penses.the year in which the loan is repaid. Treat loan claim a deduction for those amounts. You must
payments sent directly to the educational institu- reduce the qualified education expenses by the This is true even if the amount must be paid to
tion as paid on the date the institution credits the amount of any tax-free educational assistance the institution as a condition of enrollment or
student’s account. and refunds you received. attendance.
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Table 19-3. Who Can Claim a Dependent’s Expenses
Do not rely on this table alone. See Who Can Claim a Dependent’s Expenses in chapter 6 of Publication 970.

IF your dependent is an eligible student and
you... AND... THEN...

claim an exemption for your dependent you paid all qualified education only you can deduct the qualified education expenses that you
expenses for your dependent paid. Your dependent cannot take a deduction.

claim an exemption for your dependent your dependent paid all qualified no one is allowed to take a deduction.
education expenses

do not claim an exemption for your dependent, you paid all qualified education no one is allowed to take a deduction.
but are eligible to expenses

do not claim an exemption for your dependent, your dependent paid all qualified no one is allowed to take a deduction.
but are eligible to education expenses

are not eligible to claim an exemption for your you paid all qualified education only your dependent can deduct the amount you paid. The
dependent expenses amount you paid is treated as a gift to your dependent.

are not eligible to claim an exemption for your your dependent paid all qualified only your dependent can take a deduction.
dependent education expenses

Sports, games, hobbies, and noncredit Table 19-3 summarizes who can claim the de- Eligible educator. An eligible educator is a
courses. Qualified education expenses gen- duction. kindergarten through grade 12 teacher, instruc-
erally do not include expenses that relate to any tor, counselor, principal, or aide who worked in a
course of instruction or other education that in- school for at least 900 hours during a schoolHow Much Can Youvolves sports, games or hobbies, or any non- year.

Deductcredit course. However, if the course of Qualified expenses. Qualified expenses in-instruction or other education is part of the stu- clude ordinary and necessary expenses paid inThe maximum tuition and fees deduction indent’s degree program, these expenses can connection with books, supplies, equipment (in-2011 is $4,000, $2,000, or $0, depending on thequalify. cluding computer equipment, software, andamount of your MAGI. For details on figuring
Comprehensive or bundled fees. Some eli- services), and other materials used in the class-your MAGI, see chapter 6 of Publication 970.
gible educational institutions combine all of their room. An ordinary expense is one that is com-
fees for an academic period into one amount. If mon and accepted in your educational field. A
you do not receive, or do not have access to, an necessary expense is one that is helpful andHow Do You Figure the Deduction
allocation showing how much you paid for quali- appropriate for your profession as an educator.
fied education expenses and how much you An expense does not have to be required to beFigure the deduction using Form 8917.
paid for personal expenses, such as those listed considered necessary.To help you figure your tuition and fees de-
above, contact the institution. The institution is Qualified expenses do not include expensesduction, you should receive Form 1098-T, Tui-
required to make this allocation and provide you for home schooling or for nonathletic suppliestion Statement. Generally, an eligible
with the amount you paid (or were billed) for for courses in health or physical education.educational institution (such as a college or uni-
qualified education expenses on Form 1098-T, You must reduce your qualified expenses byversity) must send Form 1098-T (or acceptable
Tuition Statement. See How Do You Figure the the following amounts.substitute) to each enrolled student by January
Deduction, later, for more information about 31, 2012. • Excludable U.S. series EE and I savingsForm 1098-T. To claim the deduction, enter the allowable bond interest from Form 8815. See Figur-

amount on Form 1040, line 34, or Form 1040A, ing the Tax-Free Amount in chapter 10 of
line 19, and attach your completed Form 8917.Who Is an Eligible Student Publication 970.

• Nontaxable qualified tuition program earn-For purposes of the tuition and fees deduction,
ings or distributions. See Figuring the Tax-an eligible student is a student who is enrolled in
able Portion of a Distribution in chapter 8one or more courses at an eligible educational Educator Expenses of Publication 970.institution (defined earlier). The student must

have either a high school diploma or a General • Nontaxable distribution of earnings from aIf you were an eligible educator in 2011, you can
Educational Development (GED) credential. Coverdell education savings account. Seededuct on Form 1040, line 23, or Form 1040A,

Figuring the Taxable Portion of a Distribu-line 16, up to $250 of qualified expenses you
tion in chapter 7 of Publication 970.paid in 2011. If you and your spouse are filingWho Can Claim a

jointly and both of you were eligible educators, • Any reimbursements you received forDependent’s Expenses the maximum deduction is $500. However, these expenses that were not reported to
neither spouse can deduct more than $250 of you in box 1 of your Form W-2.Generally, in order to claim the tuition and fees his or her qualified expenses on Form 1040, line

deduction for qualified education expenses for a 23, or Form 1040A, line 16. You may be able to
dependent, you must: deduct expenses that are more than the $250

(or $500) limit on Schedule A (Form 1040), line• Have paid the expenses, and
21.• Claim an exemption for the student as a

dependent.
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Part Five.

After you have figured your adjusted gross income, you are ready to subtractStandard
the deductions used to figure taxable income. You can subtract either the
standard deduction or itemized deductions. Itemized deductions are deduc-Deduction and tions for certain expenses that are listed on Schedule A (Form 1040). The nine
chapters in this part discuss the standard deduction and each itemized deduc-Itemized tion. See chapter 20 for the factors to consider when deciding whether to
subtract the standard deduction or itemized deductions.Deductions

• You are a nonresident or dual-status alien Higher Standard Deduction
during the year. You are considered a for Blindness
dual-status alien if you were both a nonresi-20. dent and resident alien during the year. If you are blind on the last day of the year and
Note. If you are a nonresident alien who is you do not itemize deductions, you are entitled

married to a U.S. citizen or resident alien at to a higher standard deduction.
the end of the year, you can choose to beStandard
treated as a U.S. resident. (See Publication Not totally blind. If you are not totally blind,
519, U.S. Tax Guide for Aliens.) If you you must get a certified statement from an eyeDeduction make this choice, you can take the stan- doctor (ophthalmologist or optometrist) that:
dard deduction. • You cannot see better than 20/200 in the

better eye with glasses or contact lenses,
orIf an exemption for you can be claimedWhat’s New

on another person’s return (such as • Your field of vision is 20 degrees or less.your parents’ return), your standardCAUTION
!

Standard deduction increased. The stan-
deduction may be limited. See Standard Deduc-dard deduction for some taxpayers who do not If your eye condition is not likely to improve
tion for Dependents, later.itemize their deductions on Schedule A of Form beyond these limits, the statement should in-

1040 is higher for 2011 than it was for 2010. The clude this fact. You must keep the statement in
amount depends on your filing status. You can your records.
use the 2011 Standard Deduction Tables in this If your vision can be corrected beyond these
chapter to figure your standard deduction. limits only by contact lenses that you can wearStandard Deduction

only briefly because of pain, infection, or ulcers,
you can take the higher standard deduction forAmount
blindness if you otherwise qualify.

Introduction
This chapter discusses the following topics. Spouse 65 or Older or Blind

The standard deduction amount depends on• How to figure the amount of your standard
You can take the higher standard deduction ifyour filing status, whether you are 65 or older ordeduction.
your spouse is age 65 or older or blind and:blind, and whether an exemption can be claimed

• The standard deduction for dependents. for you by another taxpayer. Generally, the stan- • You file a joint return, or
dard deduction amounts are adjusted each year• Who should itemize deductions. • You file a separate return and can claimfor inflation. The standard deduction amounts

an exemption for your spouse becausefor most people are shown in Table 20-1.Most taxpayers have a choice of either taking
your spouse had no gross income and ana standard deduction or itemizing their deduc- Decedent’s final return. The amount of the exemption for your spouse could not betions. If you have a choice, you can use the standard deduction for a decedent’s final tax claimed by another taxpayer.method that gives you the lower tax. return is the same as it would have been had the

The standard deduction is a dollar amount decedent continued to live. However, if the de-
that reduces your taxable income. It is a benefit You cannot claim the higher standardcedent was not 65 or older at the time of death,
that eliminates the need for many taxpayers to deduction for an individual other thanthe higher standard deduction for age cannot be
itemize actual deductions, such as medical ex- yourself and your spouse.claimed. CAUTION

!
penses, charitable contributions, and taxes, on
Schedule A (Form 1040). The standard deduc-
tion is higher for taxpayers who: Higher Standard Deduction Examples• Are 65 or older, or for Age (65 or Older)

The following examples illustrate how to deter-• Are blind. If you do not itemize deductions, you are entitled   mine your standard deduction using Tables 20-1
to a higher standard deduction if you are age 65 and 20-2.
or older at the end of the year. You are consid-You benefit from the standard deduc-
ered 65 on the day before your 65th birthday.tion if your standard deduction is more Example 1. Larry, 46, and Donna, 33, are
Therefore, you can take a higher standard de-than the total of your allowable item- filing a joint return for 2011. Neither is blind, and

TIP

duction for 2011 if you were born before Januaryized deductions. neither can be claimed as a dependent. If they
2, 1947.Persons not eligible for the standard deduc- do not itemize deductions, they use Table 20-1.

Use Table 20-2 to figure the standard deduc-tion. Your standard deduction is zero and you Their standard deduction is $11,600.
tion amount.should itemize any deductions you have if:

Example 2. The facts are the same as in• Your filing status is married filing sepa- Example 1 except that Larry is blind at the end ofrately, and your spouse itemizes deduc- 2011. Larry and Donna use Table 20-2. Theirtions on his or her return, standard deduction is $12,750.
• You are filing a tax return for a short tax

year because of a change in your annual Example 3. Bill and Lisa are filing a joint
accounting period, or return for 2011. Both are over age 65. Neither is
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blind, and neither can be claimed as a depen- On line 5, he enters $4,100, the larger of lines 3 • Paid interest and taxes on your home,
dent. If they do not itemize deductions, they use and 4. Because Joe is married filing a separate • Had large unreimbursed employee busi-Table 20-2. Their standard deduction is return, he enters $5,800 on line 6. On line 7a he ness expenses or other miscellaneous de-$13,900. enters $4,100 as his standard deduction be- ductions,

cause it is smaller than $5,800, the amount on
• Had large uninsured casualty or theftline 6.

losses,
Example 3. Amy, who is single, can beStandard Deduction • Made large contributions to qualified chari-

claimed as a dependent on her parents’ 2011 ties, or
tax return. She is 18 years old and blind. Shefor Dependents

• Have total itemized deductions that arehas interest income of $1,300 and wages of
more than the standard deduction to which$2,900. She has no itemized deductions. AmyThe standard deduction for an individual who
you otherwise are entitled.uses Table 20-3 to find her standard deduction.can be claimed as a dependent on another per-

She enters her wages of $2,900 on line 1. Sheson’s tax return is generally limited to the greater These deductions are explained in chapters
adds lines 1 and 2 and enters $3,200 on line 3.of: 21–28.
On line 5, she enters $3,200, the larger of lines 3• $950, or If you decide to itemize your deductions, com-and 4. Because she is single, Amy enters

plete Schedule A and attach it to your Form$5,800 on line 6. She enters $3,200 on line 7a.• The individual’s earned income for the
1040. Enter the amount from Schedule A, lineThis is the smaller of the amounts on lines 5 andyear plus $300 (but not more than the reg-
29, on Form 1040, line 40.6. Because she checked one box in the top partular standard deduction amount, generally

$5,800). of the worksheet, she enters $1,450 on line 7b.
She then adds the amounts on lines 7a and 7b

Electing to itemize for state tax or other pur-However, if the individual is 65 or older or and enters her standard deduction of $4,650 on
poses. Even if your itemized deductions areblind the standard deduction may be higher. line 7c.
less than the amount of your standard deduc-If you (or your spouse if filing jointly) can be
tion, you can elect to itemize deductions on yourclaimed as a dependent on someone else’s re- Example 4. Ed is single. His parents can
federal return rather than take the standard de-turn, use Table 20-3 to determine your standard claim an exemption for him on their 2011 tax
duction. You may want to do this, for example, ifdeduction. return. He has wages of $6,841, interest income
the tax benefit of being able to itemize yourof $504, and a business loss of $3,115. He hasEarned income defined. Earned income is deductions on your state tax return is greaterno itemized deductions. Ed uses Table 20-3 tosalaries, wages, tips, professional fees, and than the tax benefit you lose on your federalfigure his standard deduction. He enters $3,726other amounts received as pay for work you return by not taking the standard deduction. To($6,841 - $3,115) on line 1. He adds lines 1 andactually perform. make this election, you must check the box on2 and enters $4,026 on line 3. On line 5 he For purposes of the standard deduction, line 30 of Schedule A.enters $4,026, the larger of lines 3 and 4. Be-earned income also includes any part of a schol-

cause he is single, Ed enters $5,800 on line 6.arship or fellowship grant that you must include
On line 7a he enters $4,026 as his standardin your gross income. See Scholarships and Changing your mind. If you do not itemize
deduction because it is smaller than $5,800, thefellowships in chapter 12 for more information your deductions and later find that you shouldamount on line 6.on what qualifies as a scholarship or fellowship have itemized — or if you itemize your deduc-

grant. tions and later find you should not have — you
can change your return by filing Form 1040X,

Example 1. Michael is single. His parents Amended U.S. Individual Income Tax Return.
can claim an exemption for him on their 2011 tax Who Should Itemize See Amended Returns and Claims for Refund in
return. He has interest income of $780 and chapter 1 for more information on amended re-
wages of $150. He has no itemized deductions. You should itemize deductions if your total de- turns.
Michael uses Table 20-3 to find his standard ductions are more than the standard deduction

Married persons who filed separate re-deduction. He enters $150 (his earned income) amount. Also, you should itemize if you do not
turns. You can change methods of taking de-on line 1, $450 ($150 + $300) on line 3, $950 qualify for the standard deduction, as discussed
ductions only if you and your spouse both make(the larger of $450 and $950) on line 5, and earlier under Persons not eligible for the stan-

$5,800 on line 6. The amount of his standard the same changes. Both of you must file a con-dard deduction.
deduction, on line 7a, is $950 (the smaller of sent to assessment for any additional tax either You should first figure your itemized deduc-
$950 and $5,800). one may owe as a result of the change.tions and compare that amount to your standard

You and your spouse can use the methoddeduction to make sure you are using theExample 2. Joe, a 22-year-old full-time col- that gives you the lower total tax, even thoughmethod that gives you the greater benefit.lege student, can be claimed as a dependent on one of you may pay more tax than you wouldWhen to itemize. You may benefit fromhis parents’ 2011 tax return. Joe is married and have paid by using the other method. You bothitemizing your deductions on Schedule A (Formfiles a separate return. His wife does not itemize must use the same method of claiming deduc-deductions on her separate return. Joe has 1040) if you:
tions. If one itemizes deductions, the other$1,500 in interest income and wages of $3,800. • Do not qualify for the standard deduction, should itemize because he or she will not qualifyHe has no itemized deductions. Joe finds his or the amount you can claim is limited, for the standard deduction. See Persons notstandard deduction by using Table 20-3. He
eligible for the standard deduction, earlier.• Had large uninsured medical and dentalenters his earned income, $3,800 on line 1. He

adds lines 1 and 2 and enters $4,100 on line 3. expenses during the year,
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2011 Standard Deduction Tables

If you are married filing a separate return and your spouse Table 20-3. Standard Deduction Worksheet for
itemizes deductions, or if you are a dual-status alien, you cannot Dependents
take the standard deduction even if you were born before Janu-CAUTION

!
Use this worksheet only if someone else can claim youary 2, 1947, or are blind.
(or your spouse if filing jointly) as a dependent.

Table 20-1. Standard Deduction Chart for Most
Check the correct number of boxes below. Then go to thePeople* worksheet.

You: Born beforeIf your filing status is... Your standard 
January 2, 1947 � Blind �deduction is:

Your spouse, if claiming Born beforeSingle or Married filing separately $5,800 spouse’s exemption: January 2, 1947 � Blind �
Married filing jointly or Qualifying 11,600

Total number of boxes checked  widow(er) with dependent child

1. Enter your earned income (defined below). IfHead of household 8,500
none, enter -0-. 1.

*Do not use this chart if you were born before January 2,
1947, are blind, or if someone else can claim you (or your 2. Additional amount. 2. $300
spouse if filing jointly) as a dependent. Use Table 20-2 or 20-3
instead. 3. Add lines 1 and 2. 3.

4. Minimum standard deduction. 4. $950
Table 20-2. Standard Deduction Chart for People Born

Before January 2, 1947, or Who are Blind* 5. Enter the larger of line 3 or line 4. 5.

6. Enter the amount shown below for your filingCheck the correct number of boxes below. Then go to the chart.
status.

You: Born before • Single or Married filing separately—Blind � 6.January 2, 1947 � $5,800
• Married filing jointly—$11,600Your spouse, if Born before

claiming January 2, 1947 � Blind � • Head of household—$8,500
spouse’s exemption:

7. Standard deduction.
Total number of boxes checked  

a. Enter the smaller of line 5 or line 6. If born
after January 1, 1947, and not blind, stopIF your AND THEN here. This is your standard deduction. filing status is... the number in your Otherwise, go on to line 7b. 7a.box above is... standard

deduction b. If born before January 2, 1947, or blind,
is... multiply $1,450 ($1,150 if married) by the

number in the box above. 7b.Single 1 $7,250
c. Add lines 7a and 7b. This is your standard2 8,700

deduction for 2011. 7c.
Married filing jointly 1 $12,750
or Qualifying 2 13,900 Earned income includes wages, salaries, tips, professional fees,
widow(er) with 3 15,050 and other compensation received for personal services you
dependent child 4 16,200 performed. It also includes any amount received as a scholarship

that you must include in your income.Married filing 1 $6,950
separately 2 8,100

3 9,250
4 10,400

Head of household 1 $9,950
2 11,400

*If someone else can claim you (or your spouse if filing jointly) as a
dependent, use Table 20-3, instead.
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How Much of theWhat Are Medical21. Expenses Can YouExpenses?
Deduct?Medical expenses are the costs of diagnosis,Medical and cure, mitigation, treatment, or prevention of dis- You can deduct on Schedule A (Form 1040) only

ease, and the costs for treatments affecting any the amount of your medical and dental ex-
part or function of the body. These expensesDental Expenses penses that is more than 7.5% of your AGI
include payments for legal medical services ren- (Form 1040, line 38).
dered by physicians, surgeons, dentists, and In this chapter, the term “7.5% limit” is used
other medical practitioners. They include the to refer to 7.5% of your AGI. The phrase “subjectWhat’s New
costs of equipment, supplies, and diagnostic to the 7.5% limit” is also used. This phrase
devices needed for these purposes. means that you must subtract 7.5% (.075) ofStandard mileage rate. The standard mile- your AGI from your medical expenses to figureMedical care expenses must be primarily toage rate allowed for operating expenses for a your medical expense deduction.alleviate or prevent a physical or mental defectcar when you use it for medical reasons is:
or illness. They do not include expenses that are

Example. Your AGI is $40,000, 7.5% of• 19 cents per mile from January 1-June 30, merely beneficial to general health, such as vita-
which is $3,000. You paid medical expenses ofand mins or a vacation. $2,500. You cannot deduct any of your medical• 23.5 cents per mile from July 1-December Medical expenses include the premiums you expenses because they are not more than 7.5%31, 2011. pay for insurance that covers the expenses of of your AGI.

medical care, and the amounts you pay forSee Transportation under What Medical Ex-
penses Are Includible. transportation to get medical care. Medical ex-

penses also include amounts paid for qualified
Health coverage tax credit. The credit de- long-term care services and limited amounts Whose Medicalcreases to 72.5% (.725) for amounts paid for paid for any qualified long-term care insurance
qualified health insurance coverage after Febru- contract. Expensesary 2011. For more information, see Health Cov-
erage Tax Credit in chapter 36 or Publication Can You Include?502, Medical and Dental Expenses.

You can generally include medical expensesWhat Expenses Can you pay for yourself, as well as those you pay for
someone who was your spouse or your depen-You Include This Year?Introduction dent either when the services were provided or
when you paid for them. There are different rulesThis chapter will help you determine the follow- You can include only the medical and dental for decedents and for individuals who are theing. expenses you paid this year, regardless of when subject of multiple support agreements. See

• What medical expenses are. the services were provided. If you pay medical Support claimed under a multiple support agree-
expenses by check, the day you mail or deliver ment, later.• What expenses you can include this year.
the check generally is the date of payment. If

• How much of the expenses you can de- you use a “pay-by-phone” or “online” account to Yourselfduct. pay your medical expenses, the date reported
on the statement of the financial institution• Whose medical expenses you can include. You can include medical expenses you paid for
showing when payment was made is the date of yourself.• What medical expenses are includible. payment. If you use a credit card, include medi-

• How to treat reimbursements. cal expenses you charge to your credit card in Spousethe year the charge is made, not when you• How to report the deduction on your tax
actually pay the amount charged. You can include medical expenses you paid forreturn.

your spouse. To include these expenses, you• How to report impairment-related work ex- must have been married either at the time yourSeparate returns. If you and your spouse livepenses. spouse received the medical services or at thein a noncommunity property state and file sepa-• How to report health insurance costs if you time you paid the medical expenses.rate returns, each of you can include only the
are self-employed. medical expenses each actually paid. Any medi-

Example 1. Mary received medical treat-cal expenses paid out of a joint checking ac- ment before she married Bill. Bill paid for the
count in which you and your spouse have theUseful Items treatment after they married. Bill can include
same interest are considered to have been paidYou may want to see: these expenses in figuring his medical expense
equally by each of you, unless you can show deduction even if Bill and Mary file separate
otherwise.Publications returns.

If Mary had paid the expenses, Bill could notCommunity property states. If you and❏ 502 Medical and Dental Expenses include Mary’s expenses in his separate return.your spouse live in a community property state
Mary would include the amounts she paid during❏ 969 Health Savings Accounts and Other and file separate returns, or are registered do-
the year in her separate return. If they filed aTax-Favored Health Plans mestic partners in Nevada, Washington, or Cali-
joint return, the medical expenses both paidfornia (or a person in California who is married to
during the year would be used to figure theirForm (and Instructions) a person of the same sex), any medical ex- medical expense deduction.

penses paid out of community funds are divided❏ Schedule A (Form 1040) Itemized
equally. Each of you should include half theDeductions Example 2. This year, John paid medical
expenses. If medical expenses are paid out of expenses for his wife Louise, who died last year.
the separate funds of one individual, only the John married Belle this year and they file a joint
individual who paid the medical expenses can return. Because John was married to Louise
include them. If you live in a community property when she received the medical services, he can
state, and are not filing a joint return, see Publi- include those expenses in figuring his medical
cation 555, Community Property. expense deduction for this year.
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substantiate that the payment is directly attribu- support under a multiple support agreement,Dependent table to the medical care of the child. you can include medical expenses you pay for
But if you pay the agency or other person for that person. A multiple support agreement isYou can include medical expenses you paid for

medical care that was provided and paid for used when two or more people provide moreyour dependent. For you to include these ex-
before adoption negotiations began, you cannot than half of a person’s support, but no one alonepenses, the person must have been your depen-
include them as medical expenses. provides more than half.dent either at the time the medical services were

Any medical expenses paid by others whoprovided or at the time you paid the expenses. A You may be able to take an adoption
joined you in the agreement cannot be includedperson generally qualifies as your dependent for credit for other expenses related to an
as medical expenses by anyone. However, youpurposes of the medical expense deduction if adoption. See the Instructions for Form

TIP

can include the entire unreimbursed amount youboth of the following requirements are met. 8839, Qualified Adoption Expenses, for more
paid for medical expenses.information.

1. The person was a qualifying child (defined
later) or a qualifying relative (defined later), Example. You and your three brothers eachChild of divorced or separated parents. For
and provide one-fourth of your mother’s total sup-purposes of the medical and dental expenses

port. Under a multiple support agreement, youdeduction, a child of divorced or separated par-2. The person was a U.S. citizen or national,
treat your mother as your dependent. You paidents can be treated as a dependent of bothor a resident of the United States, Canada,
all of her medical expenses. Your brothers reim-parents. Each parent can include the medicalor Mexico. If your qualifying child was
bursed you for three-fourths of these expenses.expenses he or she pays for the child, even if theadopted, see Exception for adopted child,
In figuring your medical expense deduction, youother parent claims the child’s dependency ex-next.
can include only one-fourth of your mother’semption, if:

You can include medical expenses you paid for medical expenses. Your brothers cannot include
an individual that would have been your depen- 1. The child is in the custody of one or both any part of the expenses. However, if you and
dent except that: parents for more than half the year, your brothers share the nonmedical support

items and you separately pay all of your2. The child receives over half of his or her1. He or she received gross income of $3,700 mother’s medical expenses, you can include thesupport during the year from his or heror more in 2011, unreimbursed amount you paid for her medicalparents, and
expenses in your medical expenses.2. He or she filed a joint return for 2011, or

3. The child’s parents:
3. You, or your spouse if filing jointly, could

Decedentbe claimed as a dependent on someone a. Are divorced or legally separated under
else’s 2011 return. a decree of divorce or separate mainte-

Medical expenses paid before death by the de-nance,
cedent are included in figuring any deduction for

Exception for adopted child. If you are a b. Are separated under a written separa- medical and dental expenses on the decedent’s
U.S. citizen or U.S. national and your adopted tion agreement, or final income tax return. This includes expenses
child lived with you as a member of your house- for the decedent’s spouse and dependents asc. Live apart at all times during the last 6hold for 2011, that child does not have to be a well as for the decedent.months of the year.U.S. citizen or national or a resident of the The survivor or personal representative of a
United States, Canada, or Mexico. decedent can choose to treat certain expensesThis does not apply if the child’s exemption is

paid by the decedent’s estate for the decedent’sbeing claimed under a multiple support agree-
medical care as paid by the decedent at the timement (discussed later).Qualifying Child the medical services were provided. The ex-
penses must be paid within the 1-year periodA qualifying child is a child who:
beginning with the day after the date of death. IfQualifying Relative
you are the survivor or personal representative1. Is your son, daughter, stepchild, foster

A qualifying relative is a person: making this choice, you must attach a statementchild, brother, sister, stepbrother, stepsis-
to the decedent’s Form 1040 (or the decedent’ster, half brother, half sister, or a descen- 1. Who is your: amended return, Form 1040X) saying that thedant of any of them (for example, your
expenses have not been and will not be claimedgrandchild, niece, or nephew), a. Son, daughter, stepchild, foster child, or
on the estate tax return.a descendant of any of them (for exam-2. Was:

ple, your grandchild), Qualified medical expenses paid
a. Under age 19 at the end of 2011 and before death by the decedent are notb. Brother, sister, half brother, half sister,

younger than you (or your spouse, if deductible if paid with a tax-free distri-CAUTION
!

or a son or daughter of either of them,
filing jointly), bution from any Archer MSA, Medicare Advan-

c. Father, mother, or an ancestor or sib- tage MSA, or health savings account.b. Under age 24 at the end of 2011, a ling of either of them (for example, your Amended returns and claims for refund arefull-time student, and younger than you grandmother, grandfather, aunt, or un- discussed in chapter 1.(or your spouse, if filing jointly), or cle),
c. Any age and permanently and totally What if you pay medical expenses of a de-d. Stepbrother, stepsister, stepfather,

disabled, ceased spouse or dependent? If you paidstepmother, son-in-law, daugh-
medical expenses for your deceased spouse orter-in-law, father-in-law, mother-in-law,

3. Lived with you for more than half of 2011, dependent, include them as medical expensesbrother-in-law, or sister-in-law, or
on your Form 1040 in the year paid, whether4. Did not provide over half of his or her own e. Any other person (other than your they are paid before or after the decedent’ssupport for 2011, and spouse) who lived with you all year as a death. The expenses can be included if the

member of your household if your rela-5. Did not file a joint return, other than to person was your spouse or dependent either at
tionship did not violate local law,claim a refund. the time the medical services were provided or

at the time you paid the expenses.
2. Who was not a qualifying child (see Quali-Adopted child. A legally adopted child is fying Child earlier) of any other person fortreated as your own child. This includes a child 2011, andlawfully placed with you for legal adoption.
3. For whom you provided over half of theYou can include medical expenses that you What Medical

support in 2011. But see Child of divorcedpaid for a child before adoption if the child quali-
or separated parents, earlier, and Supportfied as your dependent when the medical serv- Expenses Are
claimed under a multiple support agree-ices were provided or when the expenses were
ment, next.paid. Includible?

If you pay back an adoption agency or other
Use Table 21-1 later, as a guide to determinepersons for medical expenses they paid under Support claimed under a multiple support
which medical and dental expenses you canan agreement with you, you are treated as hav- agreement. If you are considered to have pro-
include on Schedule A (Form 1040).ing paid those expenses provided you clearly vided more than half of a qualifying relative’s
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This table does not include all possible medi- If you have a policy that provides payments for W-2. Also, do not include any other medical and
cal expenses. To determine if an expense not other than medical care, you can include the dental expenses paid by the plan unless the
listed can be included in figuring your medical premiums for the medical care part of the policy amount paid is included in box 1 of your Form
expense deduction, see What Are Medical Ex- if the charge for the medical part is reasonable. W-2.
penses, earlier. The cost of the medical part must be separately

Example. You are a federal employee par-stated in the insurance contract or given to you
ticipating in the premium conversion plan of thein a separate statement.Insurance Premiums Federal Employee Health Benefits (FEHB) pro-

Note. When figuring the amount of insur- gram. Your share of the FEHB premium is paidYou can include in medical expenses insurance
ance premiums you can include in medical ex- by making a pre-tax reduction in your salary.premiums you pay for policies that cover medi-
penses on Schedule A, do not include any Because you are an employee whose insurancecal care. Medical care policies can provide pay-
health coverage tax credit advance payments premiums are paid with money that is neverment for treatment that includes:
shown in box 1 and any additional credit re- included in your gross income, you cannot de-

• Hospitalization, surgical services, X-rays, ported in the box to the left of box 8 of Form duct the premiums paid with that money.
1099-H, Health Coverage Tax Credit (HCTC)• Prescription drugs and insulin, Long-term care services. ContributionsAdvance Payments. Also, do not include insur- made by your employer to provide coverage for• Dental care, ance premiums attributable to a nondependent qualified long-term care services under a flexiblechild under age 27 if your premiums increased• Replacement of lost or damaged contact spending or similar arrangement must be in-as a result of adding this child to your policy.lenses, and cluded in your income. This amount will be re-

ported as wages in box 1 of your Form W-2.• Long-term care (subject to additional limi- Employer-sponsored health insurance plan.
tations). See Qualified Long-term Care In- Do not include in your medical and dental ex-
surance Contracts in Publication 502. penses any insurance premiums paid by an em-

ployer-sponsored health insurance plan unless
the premiums are included in box 1 of your Form

Table 21-1. Medical and Dental Expenses Checklist See Publication 502 for more information for these and other
expenses.

You can include: You cannot include:

• Bandages • Medical and hospital • Baby sitting and childcare • Medical insurance included
• Birth control pills prescribed insurance premiums in a car insurance policy• Bottled water

by your doctor covering all persons• Nursing services • Contributions to Archer MSAs
injured in or by your car• Body scan • Oxygen equipment and (see Publication 969)

• Medicine you buy without a• Braille books oxygen • Diaper service
prescription• Breast pump and supplies • Part of life-care fee paid to • Expenses for your general

• Nursing care for a healthyretirement home designated• Capital expenses for health (even if following your
babyfor medical careequipment or improvements doctor’s advice) such as—

• Prescription drugs youto your home needed for • Physical examination —Health club dues
brought in (or orderedmedical care (see the —Household help (even if• Pregnancy test kit
shipped) from anotherworksheet in Publication recommended by a doctor)• Prescription medicines
country, in most cases502) —Social activities, such as(prescribed by a doctor) and

dancing or swimming lessons • Nutritional supplements,• Diagnostic devices insulin
—Trip for general health vitamins, herbal• Expenses of an organ • Psychiatric and
improvement supplements, “naturaldonor psychological treatment

medicines,” etc., unless• Flexible spending account• Eye surgery—to promote • Social security tax,
recommended by areimbursements for medicalthe correct function of the Medicare tax, FUTA, and
medical practitioner as aexpenses (if contributionseye state employment tax for
treatment for a specificwere on a pre-tax basis)• Fertility enhancement, worker providing medical
medical condition• Funeral, burial, or cremationcertain procedures care (see Wages for
diagnosed by a physicianexpensesnursing services, below)• Guide dogs or other • Surgery for purely• Health savings accountanimals aiding the blind, • Special items (artificial
cosmetic reasonspayments for medicaldeaf, and disabled limbs, false teeth, • Toothpaste, toiletries,expenses eye-glasses, contact• Hospital services fees (lab
cosmetics, etc.• Illegal operation, treatment, orlenses, hearing aids,work, therapy, nursing • Teeth whiteningmedicinecrutches, wheelchair, etc.)services, surgery, etc.)

• Weight-loss expenses not• Life insurance or income• Special education for• Lead-based paint removal
for the treatment of obesityprotection policies, or policiesmentally or physically• Legal abortion
or other diseaseproviding payment for loss ofdisabled persons• Legal operation to prevent

life, limb, sight, etc.• Stop-smoking programshaving children such as a • Maternity clothes• Transportation for neededvasectomy or tubal ligation
medical care• Long-term care contracts,

• Treatment at a drug orqualified
alcohol center (includes• Meals and lodging provided
meals and lodging providedby a hospital during medical
by the center)treatment

• Wages for nursing services• Medical services fees (from
• Weight-loss, certaindoctors, dentists, surgeons,

expenses for obesityspecialists, and other
medical practitioners)

• Medicare Part D premiums
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Health reimbursement arrangement (HRA). • The lodging is primarily for and essential both ways to see which gives him the greater
If you have medical expenses that are reim- to medical care. deduction.
bursed by a health reimbursement arrange- He figures the actual expenses first. He adds• The medical care is provided by a doctorment, you cannot include those expenses in the $500 for gas, the $30 for oil, and the $100 forin a licensed hospital or in a medical careyour medical expenses. This is because an HRA tolls and parking for a total of $630.facility related to, or the equivalent of, ais funded solely by the employer. He then figures the standard mileagelicensed hospital.

amount. He multiplies 1,800 miles by 19 cents aRetired public safety officers. If you are a • The lodging is not lavish or extravagant mile and 1,000 miles by 23.5 cents a mile for aretired public safety officer, do not include as under the circumstances. total of $577. He then adds the $100 tolls andmedical expenses any health or long-term care
parking for a total of $677.• There is no significant element of personalpremiums that you elected to have paid with

Bill includes the $677 of car expenses withpleasure, recreation, or vacation in thetax-free distributions from your retirement plan.
his other medical expenses for the year becausetravel away from home.This applies only to distributions that would oth-
the $677 is more than the $630 he figured usingerwise be included in income. The amount you include in medical expenses for actual expenses.lodging cannot be more than $50 for each nightMedicare A. If you are covered under social

for each person. You can include lodging for asecurity (or if you are a government employee Transportation expenses you cannot in-
person traveling with the person receiving thewho paid Medicare tax), you are enrolled in clude. You cannot include in medical ex-
medical care. For example, if a parent is travel-Medicare A. The payroll tax paid for Medicare A penses the cost of transportation in the following
ing with a sick child, up to $100 per night can beis not a medical expense. situations.
included as a medical expense for lodging.If you are not covered under social security • Going to and from work, even if your con-Meals are not included.(or were not a government employee who paid

dition requires an unusual means of trans-Medicare tax), you can voluntarily enroll in Medi-
portation.Nursing home. You can include in medicalcare A. In this situation you can include the

expenses the cost of medical care in a nursingpremiums you paid for Medicare A as a medical • Travel for purely personal reasons to an-
home, home for the aged, or similar institution,expense. other city for an operation or other medical
for yourself, your spouse, or your dependents. care.

Medicare B. Medicare B is supplemental This includes the cost of meals and lodging in
• Travel that is merely for the general im-medical insurance. Premiums you pay for Medi- the home if a principal reason for being there is

provement of one’s health.care B are a medical expense. Check the infor- to get medical care.
mation you received from the Social Security Do not include the cost of meals and lodging • The costs of operating a specially
Administration to find out your premium. if the reason for being in the home is personal. equipped car for other than medical rea-

You can, however, include in medical expenses sons.Medicare D.  Medicare D is a voluntary pre- the part of the cost that is for medical or nursingscription drug insurance program for persons care.with Medicare A or B. You can include as a Disabled Dependentmedical expense premiums you pay for Medi-
Transportationcare D. Care Expenses

Prepaid insurance premiums. Premiums Include in medical expenses amounts paid for Some disabled dependent care expenses may
you pay before you are age 65 for insurance for transportation primarily for, and essential to, qualify as either:
medical care for yourself, your spouse, or your medical care. You can include:

• Medical expenses, ordependents after you reach age 65 are medical • Bus, taxi, train, or plane fares, or ambu-care expenses in the year paid if they are: • Work-related expenses for purposes oflance service,
taking a credit for dependent care. (See• Payable in equal yearly installments, or • Transportation expenses of a parent who chapter 31 and Publication 503, Child andmore often, and

must go with a child who needs medical Dependent Care Expenses.)• Payable for at least 10 years, or until you care,
You can choose to apply them either way asreach age 65 (but not for less than 5 • Transportation expenses of a nurse or long as you do not use the same expenses toyears).

other person who can give injections, claim both a credit and a medical expense de-
medications, or other treatment required duction.

Unused sick leave used to pay premiums. by a patient who is traveling to get medical
You must include in gross income cash pay- care and is unable to travel alone, and
ments you receive at the time of retirement for • Transportation expenses for regular visitsunused sick leave. You also must include in

to see a mentally ill dependent, if these How Do You Treatgross income the value of unused sick leave
visits are recommended as a part of treat-that, at your option, your employer applies to the
ment. Reimbursements?cost of your continuing participation in your em-

ployer’s health plan after you retire. You can
You can include in medical expenses only thoseinclude this cost of continuing participation in the Car expenses. You can include out-of-pocket
amounts paid during the taxable year for whichhealth plan as a medical expense. expenses, such as the cost of gas and oil, when
you received no insurance or other reimburse-If you participate in a health plan where your you use your car for medical reasons. You can-
ment.employer automatically applies the value of un- not include depreciation, insurance, general re-

used sick leave to the cost of your continuing pair, or maintenance expenses.
participation in the health plan (and you do not If you do not want to use your actual ex- Insurance Reimbursement
have the option to receive cash), do not include penses for 2011, you can use the standard med-
the value of the unused sick leave in gross You must reduce your total medical expensesical mileage rate of 19 cents a mile for miles
income. You cannot include this cost of continu- for the year by all reimbursements for medicaldriven from January 1 to June 30, and 23.5
ing participation in that health plan as a medical expenses that you receive from insurance orcents a mile for miles driven from July 1 to
expense. other sources during the year. This includesDecember 31, 2011, for use of a car for medical

payments from Medicare.reasons.
 You can also include parking fees and tolls. Even if a policy provides reimbursement forMeals and Lodging

You can add these fees and tolls to your medical only certain specific medical expenses, you
You can include in medical expenses the cost of expenses whether you use actual expenses or must use amounts you receive from that policy
meals and lodging at a hospital or similar institu- use the standard mileage rate. to reduce your total medical expenses, including
tion if a principal reason for being there is to get those it does not provide reimbursement for.
medical care. See Nursing home, later. Example. In 2011, Bill Jones drove 1,800

You may be able to include in medical ex- miles for medical reasons from January through Example. You have insurance policies that
penses the cost of lodging not provided in a June and 1,000 miles from July through Decem- cover your hospital and doctors’ bills but not
hospital or similar institution. You can include ber. He spent $500 for gas, $30 for oil, and $100 your nursing bills. The insurance you receive for
the cost of such lodging while away from home if for tolls and parking. He wants to figure the the hospital and doctors’ bills is more than their
all of the following requirements are met. amount he can include in medical expenses charges. In figuring your medical deduction, you
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Reimbursement in a later year. If you are
reimbursed in a later year for medical expensesFigure 21–A. Is Your Excess Medical you deducted in an earlier year, you generally
must report the reimbursement as income up toReimbursement Taxable? the amount you previously deducted as medical
expenses.

However, do not report as income the
amount of reimbursement you received up to the
amount of your medical deductions that did not
reduce your tax for the earlier year. For more
information about the recovery of an amount
that you claimed as an itemized deduction in an
earlier year, see Itemized Deduction Recoveries
in chapter 12.  

Medical expenses not deducted. If you did
not deduct a medical expense in the year you
paid it because your medical expenses were not
more than 7.5% of your AGI, or because you did
not itemize deductions, do not include the reim-
bursement up to the amount of the expense in
income. However, if the reimbursement is more
than the expense, see Excess reimbursement,
earlier.

Example. Last year, you had medical ex-
penses of $500. You cannot deduct the $500
because it is less than 7.5% of your AGI. If, in a
later year, you are reimbursed for any of the
$500 in medical expenses, you do not include
the amount reimbursed in your gross income.

Damages for Personal
Injuries
If you receive an amount in settlement of a
personal injury suit, part of that award may be for
medical expenses that you deducted in an ear-
lier year. If it is, you must include that part in your
income in the year you receive it to the extent it
reduced your taxable income in the earlier year.
See Reimbursement in a Later Year, discussed
under How Do You Treat Reimbursements, ear-*See Premiums paid by you and your employer in this chapter.

Was any part of your
premiums paid by
your employer?

Were your employer’s
contributions to your
premiums included in
your income?

Did you pay any part
of the premiums?

NONE of the excess
reimbursement is
taxable.

ALL of the excess
reimbursement is
taxable.

PART of the excess
reimbursement is
taxable.*

No

�
�

�

Yes

Yes

No

No

Yes

�

�

�

lier.

must reduce the total amount you spent for med- For how to treat damages received for per- Future medical expenses. If you receive an
sonal injury or sickness, see Damages for Per-ical care by the total amount of insurance you amount in settlement of a damage suit for per-
sonal Injuries, later.received, even if the policies do not cover some sonal injuries, part of that award may be for

You do not have a medical deduction if youof your medical expenses. future medical expenses. If it is, you must re-
are reimbursed for all of your medical expenses duce any future medical expenses for these
for the year. injuries until the amount you received has beenHealth reimbursement arrangement (HRA).

completely used.A health reimbursement arrangement is an em-
Excess reimbursement. If you are reim-ployer-funded plan that reimburses employees
bursed more than your medical expenses, youfor medical care expenses and allows unused
may have to include the excess in income. Youamounts to be carried forward. An HRA is
may want to use Figure 21-A to help you decidefunded solely by the employer and the reim- How Do You Figureif any of your reimbursement is taxable.bursements for medical expenses, up to a maxi-

mum dollar amount for a coverage period, are Premiums paid by you. If you pay either and Report the
not included in your income. the entire premium for your medical insurance or

all of the costs of a plan similar to medical Deduction on Your 
Other reimbursements. Generally, you do insurance and your insurance payments or other
not reduce medical expenses by payments you reimbursements are more than your total medi- Tax Return?
receive for: cal expenses for the year, you have an excess

reimbursement. Generally, you do not include Once you have determined which medical ex-• Permanent loss or loss of use of a mem-
the excess reimbursement in your gross in- penses you can include, you figure and reportber or function of the body (loss of limb,
come. the deduction on your tax return.sight, hearing, etc.) or disfigurement to the

extent the payment is based on the nature Premiums paid by you and your employer.of the injury without regard to the amount What Tax Form Do YouIf both you and your employer contribute to yourof time lost from work, or medical insurance plan and your employer’s Use?
• Loss of earnings. contributions are not included in your gross in-

come, you must include in your gross income You figure your medical expense deduction on
You must, however, reduce your medical ex- the part of your excess reimbursement that is lines 1–4 of Schedule A, Form 1040. You can-

penses by any part of these payments that is from your employer’s contribution. not claim medical expenses on Form 1040A, or
designated for medical costs. See How Do You See Publication 502 to figure the amount of Form 1040EZ. If you need more information on
Figure and Report the Deduction on Your Tax the excess reimbursement you must include in itemized deductions or you are not sure if you
Return, later. gross income. can itemize, see chapter 20.
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SCHEDULE A  
(Form 1040) 

Department of the Treasury  
Internal Revenue Service (99) 

Itemized Deductions

 Attach to Form 1040.             See Instructions for Schedule A (Form 1040). 

OMB No. 1545-0074

2011
Attachment   
Sequence No. 07 

Name(s) shown on Form 1040 Your social security number

Medical 

and 

Dental  

Expenses 

Caution.  Do not include expenses reimbursed or paid by others. 
1 Medical and dental expenses (see instructions) . . . . .  1 

2 Enter amount from Form 1040, line 38 2 

3 Multiply line 2 by 7.5% (.075) . . . . . . . . . . . 3 

4 Subtract line 3 from line 1. If line 3 is more than line 1, enter -0- . . . . . . . . 4 

Bill and Helen Jones 000-00-0000

3,434

2,475
33,000

959

Enter the amount you paid for medical and 2%-of-adjusted-gross-income limit that applies If you cannot use the worksheet in the Form
dental expenses on line 1, Schedule A (Form 1040 instructions, use the worksheet in Publica-to other employee business expenses.
1040). This should be your expenses that were tion 535, Business Expenses, to figure your de-
not reimbursed by insurance or any other duction.Example. You are blind. You must use a
sources. reader to do your work. You use the reader both

during your regular working hours at your place Note. When figuring the amount you canYou can deduct only the amount of your of work and outside your regular working hours deduct for insurance premiums, do not includemedical and dental expenses that is more than
away from your place of work. The reader’s any advance payments shown in box 1 and any7.5% of your AGI shown on line 38, Form 1040.
services are only for your work. You can deduct additional credit reported in the box to the left ofFor an example, see the partial Schedule A,
your expenses for the reader as business ex- box 8 of Form 1099-H, Health Coverage Taxabove.

Credit (HCTC) Advance Payments. If you arepenses.
claiming the health coverage tax credit, subtract
the amount shown on Form 8885, line 4, from
the total insurance premiums you paid.Impairment-Related Do not include insurance premiums attribu-Health Insurance Costs table to a nondependent child under age 27 ifWork Expenses your premiums increased as a result of addingfor Self-Employed this child to your policy.

If you are a person with a disability, you can take Also, do not include amounts paid for healthPersonsa business deduction for expenses that are nec- insurance coverage with retirement plan distri-
essary for you to be able to work. If you take a butions that were tax-free because you are aIf you were self-employed and had a net profitbusiness deduction for impairment-related work retired public safety officer.for the year, you may be able to deduct, as anexpenses, do not take a medical deduction for

adjustment to income, amounts paid for medicalthe same expenses.
Where to report. You take this deduction onand qualified long-term care insurance on behalfYou have a disability if you have: Form 1040, line 29. If you itemize your deduc-of yourself, your spouse, your dependents, and,
tions and do not claim 100% of your• A physical or mental disability (for exam- your children who were under age 27 at the end self-employed health insurance on line 29, in-ple, blindness or deafness) that function- of 2011. For this purpose, you were clude any remaining premiums with all otherally limits your being employed, or self-employed if you were a general partner (or a medical expenses on Schedule A (Form 1040),• A physical or mental impairment (for ex- limited partner receiving guaranteed payments) subject to the 7.5% limit. See chapter 6 of Publi-

ample, a sight or hearing impairment) that or you received wages from an S corporation in cation 535, Business Expenses, for more infor-
substantially limits one or more of your which you were more than a 2% shareholder. mation.
major life activities, such as performing The insurance plan must be established under
manual tasks, walking, speaking, breath- your trade or business and the deduction cannot
ing, learning, or working. be more than your earned income from that

trade or business.
Impairment-related expenses defined. Im- You cannot deduct payments for medical
pairment-related expenses are those ordinary insurance for any month in which you were eligi-
and necessary business expenses that are: 22.ble to participate in a health plan subsidized by

• Necessary for you to do your work satis- your employer, your spouse’s employer, or, an
factorily, employer of your dependent or your child under

age 27 at the end of 2011. You cannot deduct• For goods and services not required or Taxespayments for a qualified long-term care insur-used, other than incidentally, in your per-
ance contract for any month in which you weresonal activities, and
eligible to participate in a long-term care insur-• Not specifically covered under other in- ance plan subsidized by your employer or your Introductioncome tax laws. spouse’s employer.

This chapter discusses which taxes you can
If you qualify to take the deduction, use the deduct if you itemize deductions on Schedule AWhere to report. If you are self-employed, Self-Employed Health Insurance Deduction (Form 1040). It also explains which taxes youdeduct the business expenses on the appropri- Worksheet in the Form 1040 instructions to fig- can deduct on other schedules or forms andate form (Schedule C, C-EZ, E, or F) used to

ure the amount you can deduct. But if any of the which taxes you cannot deduct.report your business income and expenses.
following applies, do not use that worksheet. This chapter covers the following topics.If you are an employee, complete Form • You had more than one source of income2106, Employee Business Expenses, or Form • Income taxes (federal, state, local, and

subject to self-employment tax.2106-EZ, Unreimbursed Employee Business foreign).
Expenses. Enter on Schedule A (Form 1040), • You file Form 2555, Foreign Earned In- • General sales taxes (state and local).line 28, that part of the amount on Form 2106, come, or Form 2555-EZ, Foreign Earned
line 10, or Form 2106-EZ, line 6, that is related to • Real estate taxes (state, local, and for-Income Exclusion.
your impairment. Enter the amount that is unre- eign).

• You are using amounts paid for qualifiedlated to your impairment on Schedule A (Form • Personal property taxes (state and local).long-term care insurance to figure the de-1040), line 21. Your impairment-related work
duction.expenses  a re  no t  sub jec t  t o  t he • Taxes and fees you cannot deduct.
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Use Table 22-1 as a guide to determine which when payment was made is the date of pay- Separate federal returns. If you and your
taxes you can deduct. ment. If you contest a tax liability and are a cash spouse file separate state, local, and federal

The end of the chapter contains a section basis taxpayer, you can deduct the tax only in income tax returns, you each can deduct on your
that explains which forms you use to deduct the year you actually pay it (or transfer money or federal return only the amount of your own state
different types of taxes. other property to provide for satisfaction of the and local income tax that you paid during the tax

contested liability). See Publication 538, Ac- year.
Business taxes. You can deduct certain counting Periods and Methods, for details.

Joint state and local returns. If you andtaxes only if they are ordinary and necessary If you use an accrual method of accounting,
your spouse file joint state and local returns andexpenses of your trade or business or of produc- see Publication 538 for more information.
separate federal returns, each of you can deducting income. For information on these taxes, see
on your separate federal return a part of the totalPublication 535, Business Expenses.
state and local income taxes paid during the tax

State or local taxes. These are taxes im- year. You can deduct only the amount of theIncome Taxesposed by the 50 states, U.S. possessions, or total taxes that is proportionate to your gross
any of their political subdivisions (such as a income compared to the combined gross in-

This section discusses the deductibility of statecounty or city), or by the District of Columbia. come of you and your spouse. However, you
and local income taxes (including employee cannot deduct more than the amount you actu-Indian tribal government. An Indian tribal contributions to state benefit funds) and foreign ally paid during the year. You can avoid thisgovernment recognized by the Secretary of the income taxes. calculation if you and your spouse are jointly andTreasury as performing substantial government

individually liable for the full amount of the statefunctions will be treated as a state for purposes
and local income taxes. If so, you and yourState and Local Incomeof claiming a deduction for taxes. Income taxes,
spouse can deduct on your separate federalreal estate taxes, and personal property taxes Taxes returns the amount you each actually paid.imposed by that Indian tribal government (or by

any of its subdivisions that are treated as politi- You can deduct state and local income taxes. Joint federal return. If you file a joint federalcal subdivisions of a state) are deductible. However, you can elect to deduct state and local
return, you can deduct the total of the state andgeneral sales taxes instead of state and localGeneral sales taxes. These are taxes im- local income taxes both of you paid.income taxes. See General Sales Taxes, later.posed at one rate on retail sales of a broad

range of classes of items. Contributions to state benefit funds. As anException.  You cannot deduct state and local
employee, you can deduct mandatory contribu-income taxes you pay on income that is exemptForeign taxes. These are taxes imposed by a tions to state benefit funds withheld from yourfrom federal income tax, unless the exempt in-foreign country or any of its political subdivi- wages that provide protection against loss ofcome is interest income. For example, you can-sions. wages. For example, certain states require em-not deduct the part of a state’s income tax that is
ployees to make contributions to state fundson a cost-of-living allowance exempt from fed-

Useful Items providing disability or unemployment insuranceeral income tax.
You may want to see: benefits. Mandatory payments made to the fol-

lowing state benefit funds are deductible as
Publication state income taxes on Schedule A (Form 1040),What To Deduct

line 5.❏ 514 Foreign Tax Credit for Individuals
Your deduction may be for withheld taxes, esti- • Alaska Unemployment Compensation❏ 530 Tax Information for Homeowners mated tax payments, or other tax payments as Fund.follows.

Form (and Instructions) • California Nonoccupational Disability Ben-
Withheld taxes. You can deduct state and efit Fund.❏ Schedule A (Form 1040) Itemized local income taxes withheld from your salary in

Deductions • New Jersey Nonoccupational Disabilitythe year they are withheld. Your Form(s) W-2
Benefit Fund.will show these amounts. Forms W-2G, 1099-G,❏ Schedule E (Form 1040) Supplemental

1099-R, and 1099-MISC may also show stateIncome and Loss • New Jersey Unemployment Compensa-
and local income taxes withheld. tion Fund.❏ 1116 Foreign Tax Credit

• New York Nonoccupational Disability Ben-Estimated tax payments. You can deduct es-
efit Fund.timated tax payments you made during the year

to a state or local government. However, you • Pennsylvania Unemployment Compensa-
must have a reasonable basis for making the tion Fund.Tests To Deduct estimated tax payments. Any estimated state or

• Rhode Island Temporary Disability Benefitlocal tax payments that are not made in goodAny Tax Fund.faith at the time of payment are not deductible.
For example, you made an estimated state in- • Washington State Supplemental Work-The following two tests must be met for you to come tax payment. However, the estimate of men’s Compensation Fund.deduct any tax. your state tax liability shows that you will get a
refund of the full amount of your estimated pay-• The tax must be imposed on you.

Employee contributions to private orment. You had no reasonable basis to believe• You must pay the tax during your tax year. voluntary disability plans are not de-you had any additional liability for state income
ductible.taxes and you cannot deduct the estimated tax CAUTION

!
payment.The tax must be imposed on you. In gen-

eral, you can deduct only taxes imposed on you.
Refund (or credit) of state or local incomeRefund applied to taxes. You can deduct anyGenerally, you can deduct property taxes
taxes. If you receive a refund of (or credit for)part of a refund of prior-year state or local in-only if you are an owner of the property. If your
state or local income taxes in a year after thecome taxes that you chose to have credited tospouse owns the property and pays the real
year in which you paid them, you may have toyour 2011 estimated state or local income taxes.estate taxes, the taxes are deductible on your
include the refund in income on Form 1040, line Do not reduce your deduction by either ofspouse’s separate return or on your joint return.
10, in the year you receive it. This includesthe following items.
refunds resulting from taxes that wereYou must pay the tax during your tax year. • Any state or local income tax refund (or overwithheld, applied from a prior year return,If you are a cash basis taxpayer, you can deduct credit) you expect to receive for 2011. not figured correctly, or figured again because ofonly those taxes you actually paid during your
an amended return. If you did not itemize yourtax year. If you pay your taxes by check, the day • Any refund of (or credit for) prior-year
deductions in the previous year, do not includeyou mail or deliver the check is the date of state and local income taxes you actually
the refund in income. If you deducted the taxespayment, provided the check is honored by the received in 2011.
in the previous year, include all or part of thefinancial institution. If you use a pay-by-phone
refund on Form 1040, line 10, in the year youaccount (such as a credit card or electronic However, part or all of this refund (or credit)
receive the refund. For a discussion of howfunds withdrawal), the date reported on the may be taxable. See Refund (or credit) of state
much to include, see Recoveries in chapter 12.statement of the financial institution showing or local income taxes, later.
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4. Multiply line 1 by line 3. This isForeign Income Taxes
your deduction. Enter it onReal Estate Taxes Schedule A (Form 1040), line 6Generally, you can take either a deduction or a

credit for income taxes imposed on you by a Note. Repeat steps 1 through 4 for each property youDeductible real estate taxes are any state, local,foreign country or a U.S. possession. However, bought or sold during the real property tax year. Youror foreign taxes on real property levied for the total deduction is the sum of the line 4 amounts for allyou cannot take a deduction or credit for foreign
general public welfare. You can deduct these of the properties.income taxes paid on income that is exempt
taxes only if they are based on the assessedfrom U.S. tax under the foreign earned income
value of the real property and charged uniformlyexclusion or the foreign housing exclusion. For Real estate taxes for prior years. Do notagainst all property under the jurisdiction of theinformation on these exclusions, see Publication divide delinquent taxes between the buyer andtaxing authority.54, Tax Guide for U.S. Citizens and Resident seller if the taxes are for any real property tax

Aliens Abroad. For information on the foreign tax Deductible real estate taxes generally do not year before the one in which the property is sold.
credit, see Publication 514. include taxes charged for local benefits and im- Even if the buyer agrees to pay the delinquent

provements that increase the value of the prop- taxes, the buyer cannot deduct them. The buyer
erty. They also do not include itemized charges must add them to the cost of the property. The
for services (such as trash collection) assessed seller can deduct these taxes paid by the buyer.
against specific property or certain people, evenGeneral Sales Taxes However, the seller must include them in the
if the charge is paid to the taxing authority. For selling price.
more information about taxes and charges thatYou can elect to deduct state and local general Examples. The following examples illus-are not deductible, see Real Estate-Relatedsales taxes, instead of state and local income trate how real estate taxes are divided betweenItems You Cannot Deduct, later.taxes, as an itemized deduction on Schedule A buyer and seller.(Form 1040), line 5b. You can use either your

actual expenses or the state and local sales tax Tenant-shareholders in a cooperative hous- Example 1. Dennis and Beth White’s realtables to figure your sales tax deduction. ing corporation. Generally, if you are a ten- property tax year for both their old home and
ant-stockholder in a cooperative housing their new home is the calendar year, with pay-
corporation, you can deduct the amount paid toActual expenses. Generally, you can deduct ment due August 1. The tax on their old home,
the corporation that represents your share of thethe actual state and local general sales taxes sold on May 7, was $620. The tax on their new
real estate taxes the corporation paid or incurred(including compensating use taxes) if the tax home, bought on May 3, was $732. Dennis and
for your dwelling unit. The corporation shouldrate was the same as the general sales tax rate. Beth are considered to have paid a proportion-
provide you with a statement showing yourHowever, sales taxes on food, clothing, medical ate share of the real estate taxes on the old
share of the taxes. For more information, seesupplies, and motor vehicles are deductible as a home even though they did not actually pay
Special Rules for Cooperatives in Publicationgeneral sales tax even if the tax rate was less them to the taxing authority. On the other hand,
530.than the general sales tax rate. If you paid sales they can claim only a proportionate share of the

tax on a motor vehicle at a rate higher than the taxes they paid on their new property even
general sales tax rate, you can deduct only the though they paid the entire amount.

Division of real estate taxes between buyersamount of tax that you would have paid at the
and sellers. If you bought or sold real estate Dennis and Beth owned their old home dur-general sales tax rate on that vehicle. If you use
during the year, the real estate taxes must be ing the real property tax year for 126 days (Janu-the actual expenses method, you must have
divided between the buyer and the seller. ary 1 to May 6, the day before the sale). Theyreceipts to show the general sales taxes paid.

figure their deduction for taxes on their old homeDo not include sales taxes paid on items used in The buyer and the seller must divide the real as follows.your trade or business. estate taxes according to the number of days in
the real property tax year (the period to whichMotor vehicles. For purposes of this sec- Worksheet 22-1. Figuring Your Real Estate
the tax is imposed relates) that each owned the Tax Deduction — Taxes on Old Hometion, Motor vehicles include cars, motorcycles,
property. The seller is treated as paying themotor homes, recreational vehicles, sport utility
taxes up to, but not including, the date of sale. 1. Enter the total real estate taxes forvehicles, trucks, vans, and off-road vehicles.
The buyer is treated as paying the taxes begin- the real property tax year . . . . . $620This also includes sales taxes on a leased motor
ning with the date of sale. This applies regard-vehicle, but not on vehicles used in your trade or 2. Enter the number of days in theless of the lien dates under local law. Generally,business. real property tax year that youthis information is included on the settlement owned the property . . . . . . . . . 126
statement provided at the closing.

Optional sales tax tables. Instead of using 3. Divide line 2 by 365 (for leap
If you (the seller) cannot deduct taxes until years, divide line 2 by 366) . . . . .3452your actual expenses, you can figure your state

they are paid because you use the cash methodand local general sales tax deduction using the 4. Multiply line 1 by line 3. This isof accounting, and the buyer of your property isstate and local sales tax tables in the Instruc- your deduction. Enter it onpersonally liable for the tax, you are consideredtions for Schedule A (Form 1040). You may also Schedule A (Form 1040), line 6 $214to have paid your part of the tax at the time of thebe able to add the state and local general sales Since the buyers of their old home paid all of thesale. This lets you deduct the part of the tax totaxes paid on certain specified items. taxes, Dennis and Beth also include the $214 inthe date of sale even though you did not actuallyYour applicable table amount is based on the the selling price of the old home. (The buyerspay it. However, you must also include thestate where you live, your income, and the num- add the $214 to their cost of the home.)amount of that tax in the selling price of theber of exemptions claimed on your tax return. Dennis and Beth owned their new home dur-property. The buyer must include the sameYour income is your adjusted gross income plus ing the real property tax year for 243 days (Mayamount in his or her cost of the property.any nontaxable items such as the following. 3 to December 31, including their date of
purchase). They figure their deduction for taxesYou figure your deduction for taxes on each• Tax-exempt interest.
on their new home as follows.property bought or sold during the real property• Veterans’ benefits. tax year as follows.
Worksheet 22-1. Figuring Your Real Estate• Nontaxable combat pay.
Tax Deduction — Taxes on New HomeWorksheet 22-1. Figuring• Workers’ compensation.

Your Real Estate Tax 1. Enter the total real estate taxes for• Nontaxable part of social security and rail- Deduction the real property tax year . . . . . $732
road retirement benefits. Keep for Your Records 2. Enter the number of days in the• Nontaxable part of IRA, pension, or annu- real property tax year that you
ity distributions, excluding rollovers. owned the property . . . . . . . . . 2431. Enter the total real estate taxes for

the real property tax year . . . . .• Public assistance payments. 3. Divide line 2 by 365 (for leap
years, divide line 2 by 366) . . . . .66582. Enter the number of days in theIf you lived in different states during the same

real property tax year that youtax year, you must prorate your applicable table 4. Multiply line 1 by line 3. This is
owned the property . . . . . . . . .amount for each state based on the days you your deduction. Enter it on

Schedule A (Form 1040), line 6 $487lived in each state. See the Instructions for 3. Divide line 2 by 365 (for leap
Schedule A (Form 1040), line 5, for details. years, divide line 2 by 366) . . . . .
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Table 22-1.  Which Taxes Can You Deduct?

Type of Tax You Can Deduct You Cannot Deduct

Fees and Charges Fees and charges that are expenses of your trade or Fees and charges that are not expenses of your trade
business or of producing income. or business or of producing income, such as fees for

driver’s licenses, car inspections, parking, or charges
for water bills (see Taxes and Fees You Cannot
Deduct).

Fines and penalties.

Income Taxes State and local income taxes. Federal income taxes.
Foreign income taxes. Employee contributions to private or voluntary disability
Employee contributions to state funds listed under plans.
Contributions to state benefit funds.

State and local general sales taxes if you choose to
deduct state and local income taxes.

General Sales Taxes State and local general sales taxes, including State and local income taxes if you choose to deduct
compensating use taxes. state and local general sales taxes.

Other Taxes Taxes that are expenses of your trade or business. Federal excise taxes, such as tax on gasoline, that are
Taxes on property producing rent or royalty income. not expenses of your trade or business or of
Occupational taxes. See chapter 28. producing income.
Deductible part of self-employment tax. Per capita taxes.

Personal Property State and local personal property taxes. Customs duties that are not expenses of your trade or
Taxes business or of producing income.

Real Estate Taxes State and local real estate taxes. Foreign real estate taxes, if you take the standard
Foreign real estate taxes. deduction and the real property is not used in your
Tenant’s share of real estate taxes paid by trade or business or does not produce rental income.

cooperative housing corporation.
Real estate taxes that are treated as imposed on

someone else (see Division of real estate taxes
between buyers and sellers).

Taxes for local benefits (with exceptions). See Real
Estate-Related Items You Cannot Deduct.

Trash and garbage pickup fees (with exceptions). See
Real Estate-Related Items You Cannot Deduct.

Rent increase due to higher real estate taxes.
Homeowners’ association charges.

Worksheet 22-1. Figuring Your Real EstateSince Dennis and Beth paid all of the taxes on Real Estate Transactions, to report certain infor-
Tax Deduction — Taxes on New Home mation to the IRS and to the seller of the prop-the new home, they add $245 ($732 paid less

erty. Box 2 of Form 1099-S is for the gross$487 deduction) to their cost of the new home.
1. Enter the total real estate taxes for proceeds from the sale and should include the(The sellers add this $245 to their selling price

the real property tax year . . . . . $752 portion of the seller’s real estate tax liability thatand deduct the $245 as a real estate tax.)
the buyer will pay after the date of sale. The2. Enter the number of days in theDennis and Beth’s real estate tax deduction buyer includes these taxes in the cost basis ofreal property tax year that youfor their old and new homes is the sum of $214 the property, and the seller both deducts thisowned the property . . . . . . . . . 243

and $487, or $701. They will enter this amount amount as a tax paid and includes it in the sales3. Divide line 2 by 365 (for leapon Schedule A (Form 1040), line 6. price of the property.years, divide line 2 by 366) . . . . .6658
For a real estate transaction that involves a

Example 2. George and Helen Brown 4. Multiply line 1 by line 3. This is home, any real estate tax the seller paid in
bought a new home on May 3, 2011. Their real your deduction. Claim it on advance but that is the liability of the buyer

Schedule A (Form 1040), line 6 $501property tax year for the new home is the calen- appears on Form 1099-S, box 5. The buyer
dar year. Real estate taxes for 2010 were as- deducts this amount as a real estate tax, and theThe remaining $251 ($752 paid less $501 de-sessed in their state on January 1, 2011. The seller reduces his or her real estate tax deduc-duction) of taxes paid in 2012, along with thetaxes became due on May 31, 2011, and Octo- tion (or includes it in income) by the same$680 paid in 2011, is added to the cost of theirber 31, 2011. amount. See Refund (or rebate), later.new home.

The Browns agreed to pay all taxes due after Taxes placed in escrow. If your monthlyBecause the taxes up to the date of sale are
the date of purchase. Real estate taxes for 2010 mortgage payment includes an amount placedconsidered paid by the seller on the date of sale,
were $680. They paid $340 on May 31, 2011, in escrow (put in the care of a third party) for realthe seller is entitled to a 2011 tax deduction of
and $340 on October 31, 2011. These taxes estate taxes, you may not be able to deduct the$931. This is the sum of the $680 for 2010 and
were for the 2010 real property tax year. The total amount placed in escrow. You can deductthe $251 for the 123 days the seller owned the
Browns cannot deduct them since they did not only the real estate tax that the third party actu-home in 2011. The seller must also include the
own the property until 2011. Instead, they must ally paid to the taxing authority. If the third party$931 in the selling price when he or she figures
add $680 to the cost of their new home. does not notify you of the amount of real estatethe gain or loss on the sale. The seller should

tax that was paid for you, contact the third partycontact the Browns in January 2012 to find outIn January 2012, the Browns receive their
or the taxing authority to find the proper amounthow much real estate tax is due for 2011.2011 property tax statement for $752, which
to show on your return.they will pay in 2012. The Browns owned their Form 1099-S. For certain sales or ex-

new home during the 2011 real property tax year changes of real estate, the person responsible Tenants by the entirety. If you and your
for 243 days (May 3 to December 31). They will for closing the sale (generally the settlement spouse held property as tenants by the entirety
figure their 2012 deduction for taxes as follows. agent) prepares Form 1099-S, Proceeds From and you file separate federal returns, each of
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you can deduct only the taxes each of you paid • A unit fee for the delivery of a service Example. Your state charges a yearly mo-
on the property. (such as a $5 fee charged for every 1,000 tor vehicle registration tax of 1% of value plus 50

gallons of water you use), cents per hundredweight. You paid $32 based
Divorced individuals. If your divorce or sepa- on the value ($1,500) and weight (3,400 lbs.) of• A periodic charge for a residential serviceration agreement states that you must pay the your car. You can deduct $15 (1% × $1,500) as(such as a $20 per month or $240 annualreal estate taxes for a home owned by you and a personal property tax because it is based onfee charged to each homeowner for trashyour spouse, part of your payments may be the value. The remaining $17 ($.50 × 34), basedcollection), ordeductible as alimony and part as real estate on the weight, is not deductible.
taxes. See Taxes and insurance in chapter 18 • A flat fee charged for a single service pro-
for more information. vided by your government (such as a $30

charge for mowing your lawn because itMinisters’ and military housing allowances.
was allowed to grow higher than permittedIf you are a minister or a member of the uni- Taxes and Feesunder your local ordinance).formed services and receive a housing allow-

ance that you can exclude from income, you still You Cannot Deduct
can deduct all of the real estate taxes you pay on You must look at your real estate tax
your home. bill to determine if any nondeductible Many federal, state, and local government taxes

itemized charges, such as those listed are not deductible because they do not fall withinCAUTION
!

Refund (or rebate). If you received a refund
above, are included in the bill. If your taxing the categories discussed earlier. Other taxesor rebate in 2011 of real estate taxes you paid in
authority (or mortgage lender) does not furnish and fees, such as federal income taxes, are not2011, you must reduce your deduction by the
you a copy of your real estate tax bill, ask for it. deductible because the tax law specifically pro-amount refunded to you. If you received a refund

hibits a deduction for them. See Table 22-1.or rebate in 2011 of real estate taxes you de- Exception. Service charges used to main-
Taxes and fees that are generally not de-ducted in an earlier year (either as an itemized tain or improve services (such as trash collec-

ductible include the following items.deduction or an increase to your standard de- tion or police and fire protection) are deductible
duction), you generally must include the refund as real estate taxes if: • Employment taxes. This includes social
or rebate in income in the year you receive it. security, Medicare, and railroad retirement• The fees or charges are imposed at a likeHowever, the amount you include in income is taxes withheld from your pay. However,rate against all property in the taxing juris-limited to the amount of the deduction that re- you can take a deduction in 2011 for thediction,duced your tax in the earlier year. For more deductible part of self-employment tax.
information, see Recoveries in chapter 12. • The funds collected are not earmarked; See the instructions for Schedule SE

instead, they are commingled with general (Form 1040) for details. In addition, the
revenue funds, andReal Estate-Related Items social security and other employment

taxes you pay on the wages of a house-• Funds used to maintain or improve serv-You Cannot Deduct hold worker may be included in medicalices are not limited to or determined by the
expenses that you can deduct or childamount of these fees or charges collected.Payments for the following items generally are
care expenses that allow you to claim thenot deductible as real estate taxes.
child and dependent care credit. For more

Transfer taxes (or stamp taxes). Transfer• Taxes for local benefits. information, see chapters 21 and 31. 
taxes and similar taxes and charges on the sale• Itemized charges for services (such as • Estate, inheritance, legacy, or succes-of a personal home are not deductible. If theytrash and garbage pickup fees). sion taxes. However, you can deduct theare paid by the seller, they are expenses of the

estate tax attributable to income in respect• Transfer taxes (or stamp taxes). sale and reduce the amount realized on the sale.
of a decedent if you, as a beneficiary,If paid by the buyer, they are included in the cost• Rent increases due to higher real estate must include that income in your grossbasis of the property.taxes. income. In that case, deduct the estate tax

Rent increase due to higher real estate taxes. as a miscellaneous deduction that is not• Homeowners’ association charges.
If your landlord increases your rent in the form of subject to the
a tax surcharge because of increased real es- 2%-of-adjusted-gross-income limit. For

Taxes for local benefits. Deductible real es- tate taxes, you cannot deduct the increase as more information, see Publication 559,
tate taxes generally do not include taxes taxes. Survivors, Executors, and Administrators. 
charged for local benefits and improvements

Homeowners’ association charges. These • Federal income taxes. This includes in-tending to increase the value of your property.
charges are not deductible because they are come taxes withheld from your pay.These include assessments for streets, side-
imposed by the homeowners’ association,walks, water mains, sewer lines, public parking • Fines and penalties. You cannot deductrather than the state or local government.facilities, and similar improvements. You should fines and penalties paid to a government

increase the basis of your property by the for violation of any law, including related
amount of the assessment. amounts forfeited as collateral deposits. 

Local benefit taxes are deductible only if they • Gift taxes. Personal Propertyare for maintenance, repair, or interest charges
related to those benefits. If only a part of the • License fees. You cannot deduct licenseTaxestaxes is for maintenance, repair, or interest, you fees for personal purposes (such as mar-
must be able to show the amount of that part to riage, driver’s, and dog license fees). 

Personal property tax is deductible if it is a stateclaim the deduction. If you cannot determine • Per capita taxes. You cannot deductor local tax that is:what part of the tax is for maintenance, repair, or
state or local per capita taxes.interest, none of it is deductible. • Charged on personal property,

Taxes for local benefits may be in- Many taxes and fees other than those listed• Based only on the value of the personal
cluded in your real estate tax bill. If your above are also nondeductible, unless they areproperty, and
taxing authority (or mortgage lender) ordinary and necessary expenses of a businessCAUTION

!
• Charged on a yearly basis, even if it isdoes not furnish you a copy of your real estate or income producing activity. For other nonde-

collected more or less than once a year.tax bill, ask for it. You should use the rules above ductible items, see Real Estate-Related Items
to determine if the local benefit tax is deductible. You Cannot Deduct, earlier.

A tax that meets the above requirements canContact the taxing authority if you need addi-
be considered charged on personal propertytional information about a specific charge on
even if it is for the exercise of a privilege. Foryour real estate tax bill.
example, a yearly tax based on value qualifies Where To DeductItemized charges for services.  An itemized as a personal property tax even if it is called a

charge for services assessed against specific registration fee and is for the privilege of regis-
You deduct taxes on the following schedules.property or certain people is not a tax, even if the tering motor vehicles or using them on the high-

charge is paid to the taxing authority. For exam- ways.
State and local income taxes.  These taxesple, you cannot deduct the charge as a real If the tax is partly based on value and partly
are deducted on Schedule A (Form 1040), line 5,estate tax if it is: based on other criteria, it may qualify in part.
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even if your only source of income is from busi- This chapter explains these deductions. It also your home (called home equity debt), but
ness, rents, or royalties. Check box a on line 5. explains where to deduct other types of interest only if throughout 2011 these mortgages

and lists some types of interest you cannot de- totaled $100,000 or less ($50,000 or less ifGeneral Sales taxes. Sales taxes are de-
duct. married filing separately) and totaled noducted on Schedule A (Form 1040), line 5. You

more than the fair market value of yourmust check box b on line 5. If you elect to Use Table 23-1 to find out where to get more
home reduced by (1) and (2).deduct sales taxes, you cannot deduct state and information on various types of interest, includ-

local income taxes on Schedule A (Form 1040), ing investment interest. The dollar limits for the second and third catego-
line 5, box a. ries apply to the combined mortgages on your

main home and second home.Foreign income taxes. Generally, income Useful Items
See Part II of Publication 936 for more de-taxes you pay to a foreign country or U.S. pos- You may want to see:

session can be claimed as an itemized deduc- tailed definitions of grandfathered, home acqui-
tion on Schedule A (Form 1040), line 8, or as a sition, and home equity debt.Publication
credit against your U.S. income tax on Form You can use Figure 23-A to check whether
1040, line 47. To claim the credit, you may have ❏ 936 Home Mortgage Interest Deduction your home mortgage interest is fully deductible.
to complete and attach Form 1116. For more

❏ 550 Investment Income and Expensesinformation, see chapter 36, the Form 1040 in-
Limits on deduction. You cannot fully deductstructions, or Publication 514.
interest on a mortgage that does not fit into any

Real estate taxes and personal property of the three categories listed above. If this ap-
taxes.  Real estate and personal property plies to you, see Part II of Publication 936 to
taxes are deducted on Schedule A (Form 1040), figure the amount of interest you can deduct.Home Mortgage
lines 6 and 7, respectively, unless they are paid
on property used in your business, in which case Interest
they are deducted on Schedule C, Schedule Special Situations
C-EZ, or Schedule F (Form 1040). Taxes on Generally, home mortgage interest is any inter-property that produces rent or royalty income This section describes certain items that can beest you pay on a loan secured by your homeare deducted on Schedule E (Form 1040). included as home mortgage interest and others(main home or a second home). The loan may

that cannot. It also describes certain specialSelf-employment tax. The deductible part of be a mortgage to buy your home, a second
situations that may affect your deduction.your self-employment tax is deducted on Form mortgage, a line of credit, or a home equity loan.

1040, line 27. You can deduct home mortgage interest if all
Late payment charge on mortgage payment.the following conditions are met.Other taxes. All other deductible taxes are
You can deduct as home mortgage interest adeducted on Schedule A (Form 1040), line 8. • You file Form 1040 and itemize deduc- late payment charge if it was not for a specific

tions on Schedule A (Form 1040). service performed in connection with your mort-
gage loan.• The mortgage is a secured debt on a qual-

ified home in which you have an owner-
ship interest. (Generally, your mortgage is Mortgage prepayment penalty. If you pay off
a secured debt if you put your home up as your home mortgage early, you may have to pay
collateral to protect the interest of the a penalty. You can deduct that penalty as home23.
lender. The term “qualified home” means mortgage interest provided the penalty is not for
your main home or second home. For de- a specific service performed or cost incurred in
tails, see Publication 936.) connection with your mortgage loan.Interest

Sale of home. If you sell your home, you canBoth you and the lender must intend that the
deduct your home mortgage interest (subject toloan be repaid.Expense
any limits that apply) paid up to, but not includ-
ing, the date of sale.Amount Deductible

Example. John and Peggy Harris sold theirWhat’s New
In most cases, you can deduct all of your home home on May 7. Through April 30, they made
mortgage interest. How much you can deduct home mortgage interest payments of $1,220.Hardest Hit Fund and Emergency Homeown- depends on the date of the mortgage, the The settlement sheet for the sale of the homeers’ Loan Programs. If you are a homeowner amount of the mortgage, and how you use the showed $50 interest for the 6-day period in Maywho received assistance under a State Housing mortgage proceeds. up to, but not including, the date of sale. TheirFinance Agency Hardest Hit Fund program or

mortgage interest deduction is $1,270 ($1,220 +an Emergency Homeowners’ Loan Program, Fully deductible interest. If all of your mort-
$50).you may be able to deduct all of the payments gages fit into one or more of the following three

you made on the mortgage during the year. For categories at all times during the year, you can
Prepaid interest. If you pay interest in ad-details, see Hardest Hit Fund and Emergency deduct all of the interest on those mortgages. (If
vance for a period that goes beyond the end ofHomeowners’ Loan Programs under Special any one mortgage fits into more than one cate-
the tax year, you must spread this interest overSituations, later. gory, add the debt that fits in each category to
the tax years to which it applies. You can deductyour other debt in the same category.)
in each year only the interest that qualifies asThe three categories are as follows:
home mortgage interest for that year. However,
there is an exception that applies to points, dis-1. Mortgages you took out on or before Octo-Introduction cussed later.ber 13, 1987 (called grandfathered debt).

This chapter discusses what interest expenses
2. Mortgages you took out after October 13, Mortgage interest credit. You may be able toyou can deduct. Interest is the amount you pay

1987, to buy, build, or improve your home
claim a mortgage interest credit if you werefor the use of borrowed money.

(called home acquisition debt), but only if
issued a mortgage credit certificate (MCC) by aThe following are types of interest you can

throughout 2011 these mortgages plus any
state or local government. Figure the credit ondeduct as itemized deductions on Schedule A

grandfathered debt totaled $1 million or
Form 8396, Mortgage Interest Credit. If you take(Form 1040).

less ($500,000 or less if married filing sep-
this credit, you must reduce your mortgage inter-• Home mortgage interest, including certain arately).
est deduction by the amount of the credit.

points and mortgage insurance premiums.
3. Mortgages you took out after October 13, For more information on the credit, see chap-

• Investment interest. 1987, other than to buy, build, or improve ter 36.
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Figure 23-A. Is My Home Mortgage Interest Fully Deductible?

Were your total mortgage balances $100,000 or less2 

($50,000 or less if married filing separately) at all
times during the year?

Start Here:

No

�

Were all of your home mortgages taken out on or
before October 13, 1987?

Were all of your home mortgages taken out after
October 13, 1987 used to buy, build, or improve
the main home secured by that main home
mortgage or used to buy, build, or improve the
second home secured by that second home
mortgage, or both?

Were the mortgage balances $1,000,000 or less
($500,000 or less if married filing separately) at 
all times during the year?

�

�

�

No

No

Yes

�
Yes

�

No

�

�

Yes

No

No

Yes

Yes

�

Yes

�

�

Your home mortgage interest is fully deductible.
You do not need Publication 936.

Go to Part II of Publication 936 to determine the
limits on your deductible home mortgage interest.

Were your grandfathered debt plus home
acquisition debt balances $1,000,000 or less3

($500,000 or less if married filing separately)
at all times during the year?

Were your home equity debt balances $100,000 or
less2 ($50,000 or less if married filing separately) at
all times during the year?

If all mortgages on your main or second home exceed the home’s fair market value, a lower limit may apply. See Home equity debt limit under Home Equity
Debt in Part II of Publication 936.
Amounts over the $1,000,000 limit ($500,000 if married filing separately) qualify as home equity debt if they are not more than the total home equity debt
limit. See Publication 936 for more information about grandfathered debt, home acquisition debt, and home equity debt.

Do you meet the conditions to deduct home
mortgage interest?

�

Yes

You cannot deduct the interest payments as home
mortgage interest.4

�
No

You must itemize deductions on Schedule A (Form 1040). The loan must be a secured debt on a qualified home. See Home Mortgage Interest.

See Table 23-1 for where to deduct other types of interest payments.4

3

2

1

1
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Ministers’ and military housing allowance. Reverse mortgages. A reverse mortgage is a For exceptions to the general rule, see De-
If you are a minister or a member of the uni- loan where the lender pays you (in a lump sum, duction Allowed in Year Paid, later.
formed services and receive a housing allow- a monthly advance, a line of credit, or a combi-
ance that is not taxable, you can still deduct your nation of all three) while you continue to live in
home mortgage interest. your home. With a reverse mortgage, you retain Deduction Allowed Ratably

title to your home. Depending on the plan, your
Hardest Hit Fund and Emergency Homeown- If you do not meet the tests listed under Deduc-reverse mortgage becomes due with interest
ers’ Loan Programs. You can use a special tion Allowed in Year Paid, later, the loan is not awhen you move, sell your home, reach the end
method to compute your deduction for mortgage home improvement loan, or you choose not toof a pre-selected loan period, or die. Because
interest and real estate taxes on your main deduct your points in full in the year paid, youreverse mortgages are considered loan ad-
home if you meet the following two conditions. can deduct the points ratably (equally) over thevances and not income, the amount you receive

life of the loan if you meet all the following tests.is not taxable. Any interest (including original1. You received assistance under:
issue discount) accrued on a reverse mortgage

1. You use the cash method of accounting.is not deductible until the loan is paid in full. Youra. A State Housing Finance Agency (State This means you report income in the yeardeduction may be limited because a reverseHFA) Hardest Hit Fund program in you receive it and deduct expenses in themortgage loan generally is subject to the limit onwhich program payments could be used year you pay them. Most individuals useHome Equity Debt discussed in Publication 936.to pay mortgage interest, or this method.
b. An Emergency Homeowners’ Loan Pro- Rental payments. If you live in a house before 2. Your loan is secured by a home. (The

gram administered by the Department final settlement on the purchase, any payments home does not need to be your main
of Housing and Urban Development you make for that period are rent and not inter- home.)
(HUD) or a state. est. This is true even if the settlement papers call

3. Your loan period is not more than 30them interest. You cannot deduct these pay-
years.2. You meet the rules to deduct all of the ments as home mortgage interest.

mortgage interest on your loan and all of 4. If your loan period is more than 10 years,
the real estate taxes on your main home. Mortgage proceeds invested in tax-exempt the terms of your loan are the same as

securities. You cannot deduct the home mort- other loans offered in your area for theIf you meet these tests, then you can deduct all
gage interest on grandfathered debt or home same or longer period.of the payments you actually made during the
equity debt if you used the proceeds of theyear to your mortgage servicer, the State HFA, 5. Either your loan amount is $250,000 ormortgage to buy securities or certificates thator HUD on the home mortgage (including the less, or the number of points is not moreproduce tax-free income. “Grandfathered debt”amount shown on box 3 of Form 1098–MA, than:and “home equity debt” are defined earlier underMortgage Assistance Payments), but not more
Amount Deductible.than the sum of the amounts shown on Form a. 4, if your loan period is 15 years or less,

1098, Mortgage Interest Statement, in box 1 or
Refunds of interest. If you receive a refund of(mortgage interest received), box 4 (mortgage

b. 6, if your loan period is more than 15interest in the same tax year you paid it, youinsurance premiums), and box 5 (real property
years.must reduce your interest expense by thetaxes). However, you are not required to use

amount refunded to you. If you receive a refundthis special method to compute your deduction
of interest you deducted in an earlier year, youfor mortgage interest and real estate taxes on
generally must include the refund in income inyour main home.

Deduction Allowed in Year Paidthe year you receive it. However, you need to
Mortgage assistance payments under sec- include it only up to the amount of the deduction

You can fully deduct points in the year paid if yoution 235 of the National Housing Act. If you that reduced your tax in the earlier year. This is
meet all the following tests. (You can use Figurequalify for mortgage assistance payments for true whether the interest overcharge was re-
23-B as a quick guide to see whether your pointslower-income families under section 235 of the funded to you or was used to reduce the out-
are fully deductible in the year paid.) National Housing Act, part or all of the interest standing principal on your mortgage.

on your mortgage may be paid for you. You If you received a refund of interest you over- 1. Your loan is secured by your main home.cannot deduct the interest that is paid for you. paid in an earlier year, you generally will receive (Your main home is the one you ordinarily
a Form 1098, Mortgage Interest Statement,No other effect on taxes. Do not include live in most of the time.)
showing the refund in box 3. For informationthese mortgage assistance payments in your

2. Paying points is an established businessabout Form 1098, see Form 1098, Mortgageincome. Also, do not use these payments to
practice in the area where the loan wasInterest Statement, later.reduce other deductions, such as real estate
made.For more information on how to treat refundstaxes.

of interest deducted in earlier years, see Recov- 3. The points paid were not more than the
eries in chapter 12.Divorced or separated individuals. If a di- points generally charged in that area.

vorce or separation agreement requires you or
4. You use the cash method of accounting.your spouse or former spouse to pay home Points This means you report income in the yearmortgage interest on a home owned by both of

you receive it and deduct expenses in theyou, the payment of interest may be alimony. The term “points” is used to describe certain
year you pay them. (If you want more infor-See the discussion of Payments for charges paid, or treated as paid, by a borrower
mation about this method, see Accountingjointly-owned home in chapter 18. to obtain a home mortgage. Points may also be
Methods in chapter 1.)called loan origination fees, maximum loanRedeemable ground rents. If you make an-

charges, loan discount, or discount points.nual or periodic rental payments on a redeem- 5. The points were not paid in place of
A borrower is treated as paying any pointsable ground rent, you can deduct them as amounts that ordinarily are stated sepa-

that a home seller pays for the borrower’s mort-mortgage interest. rately on the settlement statement, such as
gage. See Points paid by the seller, later.Payments made to end the lease and to buy appraisal fees, inspection fees, title fees,

the lessor’s entire interest in the land are not attorney fees, and property taxes.
deductible as mortgage interest. For more infor-

6. The funds you provided at or before clos-General Rulemation, see Publication 936.
ing, plus any points the seller paid, were at

Nonredeemable ground rents. Payments You generally cannot deduct the full amount of least as much as the points charged. The
on a nonredeemable ground rent are not mort- points in the year paid. Because they are pre- funds you provided do not have to have
gage interest. You can deduct them as rent if paid interest, you generally deduct them ratably been applied to the points. They can in-
they are a business expense or if they are for over the life (term) of the mortgage. See Deduc- clude a down payment, an escrow deposit,
rental property. tion Allowed Ratably, next. earnest money, and other funds you paid
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Figure 23-B. Is My Home Mortgage Interest Fully Deductible?

(Instructions: Include balances of All mortgages secured by your main home and second home.)

Is the loan secured by your main home?

Start Here:

�

� Yes

�
No

�

�

�

*The funds you provided do not have to have been applied to the points. They can include a down payment, an escrow deposit, earnest money, and other
funds you paid at or before closing for any purpose.

Is the payment of points an established
business practice in your area?

Were the points paid more than the amount
generally charged in your area?

Do you use the cash method of accounting?

Did you take out the loan to improve your
main home?

Did you take out the loan to buy or build
your main home?

Were the points computed as a percentage of
the principal amount of the mortgage?

Were the funds you provided (other than
those you borrowed from your lender or
mortgage broker), plus any points the seller
paid, at least as much as the points charged?*

Is the amount paid clearly shown as points on
the settlement statement?

You can fully deduct the points this year on
Schedule A (Form 1040).

� Yes

� No

� Yes

� No

� Yes

� Yes

� Yes

� Yes

You cannot fully deduct the points this year. See the
discussion on Points.

�

�

�

�

Yes

No

No

No

No

No

No

�

Yes

Were the points paid in place of amounts that
ordinarily are separately stated on the
settlement sheet?

�

�
Yes

No
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at or before closing for any purpose. You Example 2. The facts are the same as in down payment. Of the $1,000 charged for
Example 1, except that Bill used $25,000 of the points, you can deduct $750 in the year paid.cannot have borrowed these funds from
loan proceeds to improve his home and $75,000 You spread the remaining $250 over the life ofyour lender or mortgage broker.
to repay his existing mortgage. Bill deducts 25% the mortgage.

7. You use your loan to buy or build your ($25,000 ÷ $100,000) of the points ($2,000) in
main home. Example 2. The facts are the same as in2011. His deduction is $500 ($2,000 × 25%).

Example 1, except that the person who sold youBill also deducts the ratable part of the re-8. The points were computed as a percent-
your home also paid one point ($1,000) to helpmaining $1,500 ($2,000 − $500) that must beage of the principal amount of the mort-
you get your mortgage. In the year paid, you canspread over the life of the loan. This is $50gage.
deduct $1,750 ($750 of the amount you were[($1,500 ÷ 180 months) × 6 payments] in 2011.

9. The amount is clearly shown on the settle- charged plus the $1,000 paid by the seller). YouThe total amount Bill deducts in 2011 is $550
ment statement (such as the Settlement spread the remaining $250 over the life of the($500 + $50).
Statement, Form HUD-1) as points mortgage. You must reduce the basis of your
charged for the mortgage. The points may home by the $1,000 paid by the seller.
be shown as paid from either your funds or Special Situations

Excess points. If you meet all the tests inthe seller’s.
Deduction Allowed in Year Paid, earlier, exceptThis section describes certain special situations
that the points paid were more than generallythat may affect your deduction of points.

Note. If you meet all of these tests, you can paid in your area (test (3)), you deduct in the
choose to either fully deduct the points in the Original issue discount. If you do not qualify year paid only the points that are generally
year paid, or deduct them over the life of the to either deduct the points in the year paid or charged. You must spread any additional points
loan. deduct them ratably over the life of the loan, or if over the life of the mortgage.

you choose not to use either of these methods,
the points reduce the issue price of the loan. Mortgage ending early. If you spread yourHome improvement loan. You can also fully
This reduction results in original issue discount, deduction for points over the life of the mort-deduct in the year paid points paid on a loan to
which is discussed in chapter 4 of Publication gage, you can deduct any remaining balance inimprove your main home, if tests (1) through (6)
535. the year the mortgage ends. However, if youare met.

refinance the mortgage with the same lender,
Second home. You cannot fully de- Amounts charged for services. Amounts you cannot deduct any remaining balance of
duct in the year paid points you pay on charged by the lender for specific services con- spread points. Instead, deduct the remaining
loans secured by your second home. nected to the loan are not interest. Examples ofCAUTION

!
balance over the term of the new loan.

You can deduct these points only over the life of these charges are: A mortgage may end early due to a prepay-
the loan. ment, refinancing, foreclosure, or similar event.• Appraisal fees,
Refinancing. Generally, points you pay to

• Notary fees, andrefinance a mortgage are not deductible in full in Example. Dan paid $3,000 in points in 2000
that he had to spread out over the 15-year life ofthe year you pay them. This is true even if the • Preparation costs for the mortgage note or
the mortgage. He deducts $200 points per year.new mortgage is secured by your main home. deed of trust.
Through 2010, Dan has deducted $2,200 of theHowever, if you use part of the refinanced You cannot deduct these amounts as points points.mortgage proceeds to improve your main home either in the year paid or over the life of the Dan prepaid his mortgage in full in 2011. Heand you meet the first 6 tests listed under De- mortgage. can deduct the remaining $800 of points in 2011.duction Allowed in Year Paid, earlier, you can

fully deduct the part of the points related to the Points paid by the seller. The term “points” Limits on deduction. You cannot fully deduct
improvement in the year you paid them with your includes loan placement fees that the seller points paid on a mortgage unless the mortgage
own funds. You can deduct the rest of the points pays to the lender to arrange financing for the fits into one of the categories listed earlier under
over the life of the loan. buyer. Fully deductible interest. See Publication 936 for

details.Treatment by seller. The seller cannot de-Example 1. In 1997, Bill Fields got a mort-
duct these fees as interest. But they are a sellinggage to buy a home. In 2011, Bill refinanced that
expense that reduces the amount realized by Mortgage Insurancemortgage with a 15-year $100,000 mortgage
the seller. See chapter 15 for information onloan. The mortgage is secured by his home. To Premiumsselling your home.get the new loan, he had to pay three points

($3,000). Two points ($2,000) were for prepaid You can treat amounts you paid during 2011 forTreatment by buyer. The buyer reduces
interest, and one point ($1,000) was charged for qualified mortgage insurance as home mort-the basis of the home by the amount of the

gage interest. The insurance must be in connec-services, in place of amounts that ordinarily are seller-paid points and treats the points as if he or
tion with home acquisition debt and thestated separately on the settlement statement. she had paid them. If all the tests under Deduc-
insurance contract must have been issued aftertion Allowed in Year Paid, earlier, are met, theBill paid the points out of his private funds, rather
2006.buyer can deduct the points in the year paid. Ifthan out of the proceeds of the new loan. The

any of those tests are not met, the buyer deductspayment of points is an established practice in
Qualified mortgage insurance. Qualifiedthe points over the life of the loan.the area, and the points charged are not more
mortgage insurance is mortgage insurance pro-For information about basis, see chapter 13.than the amount generally charged there. Bill’s
vided by the Department of Veterans Affairs, thefirst payment on the new loan was due July 1.
Federal Housing Administration, or the RuralFunds provided are less than points. If youHe made six payments on the loan in 2011 and
Housing Service, and private mortgage insur-meet all the tests in Deduction Allowed in Year

is a cash basis taxpayer.
ance (as defined in section 2 of the Homeown-Paid, earlier, except that the funds you provided

Bill used the funds from the new mortgage to ers Protection Act of 1998 as in effect onwere less than the points charged to you (test
repay his existing mortgage. Although the new December 20, 2006).(6)), you can deduct the points in the year paid,
mortgage loan was for Bill’s continued owner- Mortgage insurance provided by the Depart-up to the amount of funds you provided. In addi-
ship of his main home, it was not for the ment of Veterans Affairs is commonly known astion, you can deduct any points paid by the
purchase or improvement of that home. He can- a funding fee. If provided by the Rural Housingseller.
not deduct all of the points in 2011. He can Service, it is commonly known as a guarantee
deduct two points ($2,000) ratably over the life of Example 1. When you took out a $100,000 fee. These fees can be deducted fully in 2011 if
the loan. He deducts $67 [($2,000 ÷ 180 mortgage loan to buy your home in December, the mortgage insurance contract was issued in
months) × 6 payments] of the points in 2011. you were charged one point ($1,000). You meet 2011. Contact the mortgage insurance issuer to
The other point ($1,000) was a fee for services all the tests for deducting points in the year paid, determine the deductible amount if it is not re-
and is not deductible. except the only funds you provided were a $750 ported in box 4 of Form 1098.
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Special rules for prepaid mortgage insur- As a general rule, Form 1098 will include allocate the debt among those purposes. Only
ance. Generally, if you paid premiums for only points that you can fully deduct in the year the interest expense on the part of the debt used
qualified mortgage insurance that are allocable paid. However, certain points not included on for investment purposes is treated as invest-
to periods after the close of the tax year, such Form 1098 also may be deductible, either in the ment interest. The allocation is not affected by
premiums are treated as paid in the period to year paid or over the life of the loan. See Points, the use of property that secures the debt.
which they are allocated. You must allocate the earlier, to determine whether you can deduct
premiums over the shorter of the stated term of points not shown on Form 1098. Limit on Deduction
the mortgage or 84 months, beginning with the

Prepaid interest on Form 1098. If you pre-month the insurance was obtained. No deduc- Generally, your deduction for investment inter-paid interest in 2011 that accrued in full by Janu-tion is allowed for the unamortized balance if the est expense is limited to the amount of your netary 15, 2012, this prepaid interest may bemortgage is satisfied before its term. This para- investment income.included in box 1 of Form 1098. However, yougraph does not apply to qualified mortgage in- You can carry over the amount of investmentcannot deduct the prepaid amount for Januarysurance provided by the Department of interest that you could not deduct because of2012 in 2011. (See Prepaid interest, earlier.)Veterans Affairs or the Rural Housing Service. this limit to the next tax year. The interest carriedYou will have to figure the interest that accruedSee the Example below. over is treated as investment interest paid orfor 2012 and subtract it from the amount in box
accrued in that next year.1. You will include the interest for January 2012Example. Ryan purchased a home in May You can carry over disallowed investmentwith the other interest you pay for 2012. Seeof 2010 and financed the home with a 15-year interest to the next tax year even if it is more thanHow To Report, later.mortgage. Ryan also prepaid all of the $9,240 in your taxable income in the year the interest was

private mortgage insurance required at the time Refunded interest. If you received a refund of paid or accrued.
of closing in May. Since the $9,240 in private mortgage interest you overpaid in an earlier
mortgage insurance is allocable to periods after year, you generally will receive a Form 1098
2010, Ryan must allocate the $9,240 over the showing the refund in box 3. See Refunds of Net Investment Income
shorter of the life of the mortgage or 84 months. interest, earlier.
Ryan’s adjusted gross income (AGI) for 2010 is Determine the amount of your net investment

Mortgage insurance premiums. The amount$76,000. Ryan can deduct $880 ($9,240 ÷ 84 × income by subtracting your investment ex-
of mortgage insurance premiums you paid dur-8 months) for qualified mortgage insurance pre- penses (other than interest expense) from your
ing 2011 may be shown in box 4 of Form 1098.miums in 2010. For 2011, Ryan can deduct investment income.
See Mortgage Insurance Premiums, earlier.$1,320 ($9,240 ÷ 84 × 12 months) if his AGI is

Investment income. This generally includes$100,000 or less.
your gross income from property held for invest-In this example, the mortgage insurance pre-
ment (such as interest, dividends, annuities, andmiums are allocated over 84 months, which is
royalties). Investment income does not includeshorter than the life of the mortgage of 15 years Investment Interest Alaska Permanent Fund dividends. It also does(180 months).
not include qualified dividends or net capital gain

This section discusses interest expenses you unless you choose to include them.Limit on deduction. If your adjusted gross may be able to deduct as an investor.
income on Form 1040, line 38, is more than Choosing to include qualified dividends.If you borrow money to buy property you hold
$100,000 ($50,000 if your filing status is married Investment income generally does not includefor investment, the interest you pay is invest-
filing separately), the amount of your mortgage qualified dividends, discussed in chapter 8.ment interest. You can deduct investment inter-
insurance premiums that are otherwise deducti- However, you can choose to include all or part ofest subject to the limit discussed later. However,
ble is reduced and may be eliminated. See Line your qualified dividends in investment income.you cannot deduct interest you incurred to pro-
13 in the instructions for Schedule A (Form You make this choice by completing Formduce tax-exempt income. Nor can you deduct
1040) and complete the Mortgage Insurance 4952, line 4g, according to its instructions.interest expenses on straddles.
Premiums Deduction Worksheet to figure the If you choose to include any amount of yourInvestment interest does not include any
amount you can deduct. If your adjusted gross qualified dividends in investment income, youqualified home mortgage interest or any interest
income is more than $109,000 ($54,500 if mar- must reduce your qualified dividends that aretaken into account in computing income or loss
ried filing separately), you cannot deduct your eligible for the lower capital gains tax rates byfrom a passive activity.
mortgage insurance premiums. the same amount.

Choosing to include net capital gain. In-Investment PropertyForm 1098, Mortgage vestment income generally does not include net
Property held for investment includes property capital gain from disposing of investment prop-Interest Statement
that produces interest, dividends, annuities, or erty (including capital gain distributions from mu-
royalties not derived in the ordinary course of a tual funds). However, you can choose to includeIf you paid $600 or more of mortgage interest
trade or business. It also includes property that all or part of your net capital gain in investment(including certain points and mortgage insur-
produces gain or loss (not derived in the ordi- income.ance premiums) during the year on any one
nary course of a trade or business) from the sale You make this choice by completing Formmortgage, you generally will receive a Form
or trade of property producing these types of 4952, line 4g, according to its instructions.1098 or a similar statement from the mortgage
income or held for investment (other than an If you choose to include any amount of yourholder. You will receive the statement if you pay
interest in a passive activity). Investment prop- net capital gain in investment income, you mustinterest to a person (including a financial institu-
erty also includes an interest in a trade or busi- reduce your net capital gain that is eligible fortion or a cooperative housing corporation) in the
ness activity in which you did not materially the lower capital gains tax rates by the samecourse of that person’s trade or business. A
participate (other than a passive activity). amount.governmental unit is a person for purposes of

furnishing the statement. Before making either choice, considerPartners, shareholders, and beneficiaries.
The statement for each year should be sent the overall effect on your tax liability.To determine your investment interest, combine

to you by January 31 of the following year. A Compare your tax if you make one oryour share of investment interest from a partner-
TIP

copy of this form will also be sent to the IRS. both of these choices with your tax if you do not.ship, S corporation, estate, or trust with your
The statement will show the total interest you other investment interest.

paid during the year, any mortgage insurance Investment income of child reported on par-
premiums you paid, and if you purchased a main ent’s return. Investment income includes theAllocation of Interesthome during the year, it also will show the de- part of your child’s interest and dividend income
ductible points paid during the year, including that you choose to report on your return. If theExpense
seller-paid points. However, it should not show child does not have qualified dividends, Alaska
any interest that was paid for you by a govern- If you borrow money for business or personal Permanent Fund dividends, or capital gain distri-
ment agency. purposes as well as for investment, you must butions, this is the amount on line 6 of Form
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8814, Parents’ Election To Report Child’s Inter-
Table 23-1.  Where To Deduct Your Interest Expenseest and Dividends.

Child’s qualified dividends. If part of the
amount you report is your child’s qualified divi- AND for more
dends, that part (which is reported on Form IF you have ... THEN deduct it on ... information go to ...
1040, line 9b) generally does not count as in-

deductible student loan interest Form 1040, line 33, or Publication 970.vestment income. However, you can choose to
Form 1040A, line 18include all or part of it in investment income, as

explained under Choosing to include qualified deductible home mortgage interest and Schedule A (Form 1040), Publication 936.
dividends, earlier. points reported on Form 1098 line 10

Your investment income also includes the
deductible home mortgage interest not Schedule A (Form 1040), Publication 936.amount on Form 8814, line 12, (or, if applicable,
reported on Form 1098 line 11the reduced amount figured next under Child’s

Alaska Permanent Fund dividends). deductible points not reported on Form Schedule A (Form 1040), Publication 936.
1098 line 12Child’s Alaska Permanent Fund dividends.

If part of the amount you report is your child’s deductible mortgage insurance Schedule A (Form 1040), Publication 936.
Alaska Permanent Fund dividends, that part premiums line 13
does not count as investment income. To figure

deductible investment interest (other Schedule A (Form 1040), Publication 550.the amount of your child’s income that you can
than incurred to produce rents or line 14consider your investment income, start with the
royalties)amount on Form 8814, line 6. Multiply that

amount by a percentage that is equal to the deductible business interest (non-farm) Schedule C or C-EZ (Form Publication 535.
Alaska Permanent Fund dividends divided by 1040)
the total amount on Form 8814, line 4. Subtract

deductible farm business interest Schedule F (Form 1040) Publications 225 and 535.the result from the amount on Form 8814, line
12. deductible interest incurred to produce Schedule E (Form 1040) Publications 527 and 535.

rents or royaltiesChild’s capital gain distributions. If part
of the amount you report is your child’s capital personal interest not deductible.
gain distributions, that part (which is reported on
Schedule D, line 13, or Form 1040, line 13)
generally does not count as investment income. • Your investment interest expense is not Penalties. You cannot deduct fines and pen-However, you can choose to include all or part of

alties paid to a government for violations of law,more than your investment income fromit in investment income, as explained in Choos-
regardless of their nature.interest and ordinary dividends minus anying to include net capital gain, earlier.

qualified dividends.Your investment income also includes the
amount on Form 8814, line 12 (or, if applicable, Personal Interest• You do not have any other deductible in-
the reduced amount figured under Child’s vestment expenses. Personal interest is not deductible. Personal in-Alaska Permanent Fund dividends, earlier).

terest is any interest that is not home mortgage• You have no carryover of investment inter-
Investment expenses. Investment expenses interest, investment interest, business interest,est expense from 2010.
are your allowed deductions (other than interest or other deductible interest. It includes the fol-

If you meet all of these tests, you can deduct allexpense) directly connected with the production lowing items.
of your investment interest.of investment income. Investment expenses • Interest on car loans (unless you use thethat are included as a miscellaneous itemized

car for business).More Informationdeduction on Schedule A (Form 1040), are al-
lowable deductions after applying the 2% limit • Interest on federal, state, or local income

For more information on investment interest,that applies to miscellaneous itemized deduc- tax. 
see Interest Expenses in chapter 3 of Publica-tions. Use the smaller of: • Finance charges on credit cards, retail in-tion 550.• The investment expenses included on stallment contracts, and revolving charge

Schedule A (Form 1040), line 23, or accounts incurred for personal expenses. 

• The amount on Schedule A, line 27. • Late payment charges by a public utility. 

Items You
Losses from passive activities. Income or You may be able to deduct interest you
expenses that you used in computing income or pay on a qualified student loan. ForCannot Deduct
loss from a passive activity are not included in details, see  Publication 970, Tax Ben-

TIP

determining your investment income or invest- efits for Education.Some interest payments are not deductible.
ment expenses (including investment interest Certain expenses similar to interest also are not
expense). See Publication 925, Passive Activity deductible. Nondeductible expenses include the
and At-Risk Rules, for information about passive following items.
activities. Allocation of Interest• Personal interest (discussed later). 

• Service charges (however, see Other Ex- If you use the proceeds of a loan for more thanForm 4952
penses in chapter 28). one purpose (for example, personal and busi-

ness), you must allocate the interest on the loanUse Form 4952, Investment Interest Expense • Annual fees for credit cards. 
to each use. However, you do not have to allo-Deduction, to figure your deduction for invest-

• Loan fees. cate home mortgage interest if it is fully deducti-ment interest.
ble, regardless of how the funds are used.• Credit investigation fees. 

Exception to use of Form 4952. You do not You allocate interest (other than fully deduct-
• Interest to purchase or carry tax-exempthave to complete Form 4952 or attach it to your ible home mortgage interest) on a loan in the

return if you meet all of the following tests. securities. same way as the loan itself is allocated. You do
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this by tracing disbursements of the debt pro- Mortgage proceeds used for business or ❏ 561 Determining the Value of Donated
investment. If your home mortgage interest Propertyceeds to specific uses. For details on how to do
deduction is limited, but all or part of the mort-this, see chapter 4 of Publication 535.
gage proceeds were used for business, invest- Form (and Instructions)
ment, or other deductible activities, see Table

❏ Schedule A (Form 1040) Itemized
23-1. It shows where to deduct the part of your

Deductions
excess interest that is for those activities.How To Report ❏ 8283 Noncash Charitable Contributions
Investment interest. Deduct investment in-
terest, subject to certain limits discussed in Pub-You must file Form 1040 to deduct any home
lication 550, on Schedule A (Form 1040), linemortgage interest expense on your tax return.
14.Where you deduct your interest expense gener-

ally depends on how you use the loan proceeds. Organizations ThatAmortization of bond premium. There are
See Table 23-1 for a summary of where to de- various ways to treat the premium you pay to
duct your interest expense. Qualify To Receivebuy taxable bonds. See Bond Premium Amorti-

zation in Publication 550. DeductibleHome mortgage interest and points. Deduct Income-producing rental or royalty interest.
the home mortgage interest and points reported Deduct interest on a loan for income-producing Contributions
to you on Form 1098 on Schedule A (Form rental or royalty property that is not used in your
1040), line 10. If you paid more deductible inter- business in Part I of Schedule E (Form 1040). You can deduct your contributions only if you
est to the financial institution than the amount make them to a qualified organization. To be-
shown on Form 1098, show the larger deducti- Example. You rent out part of your home come a qualified organization, most organiza-
ble amount on line 10. Attach a statement ex- and borrow money to make repairs. You can tions other than churches and governments, as

deduct only the interest payment for the rentedplaining the difference and print “See attached” described later, must apply to the IRS. 
part in Part I of Schedule E (Form 1040). Deductnext to line 10.

You can ask any organization whetherthe rest of the interest payment on Schedule A Deduct home mortgage interest that was not it is a qualified organization, and most(Form 1040) if it is deductible home mortgagereported to you on Form 1098 on Schedule A will be able to tell you. Or you can
TIP

interest.(Form 1040), line 11. If you paid home mortgage check IRS Publication 78, which lists most quali-
interest to the person from whom you bought fied organizations. You can find Publication 78
your home, show that person’s name, address, on the Internet at www.irs.gov/app/pub-78. You
and taxpayer identification number (TIN) on the can also call the IRS at 1-877-829-5500 to find
dotted lines next to line 11. The seller must give out if an organization is qualified. (For TTY/TDD
you this number and you must give the seller help, call 1-800-829-4059).
your TIN. A Form W-9, Request for Taxpayer 24.
Identification Number and Certification, can be Types of Qualifiedused for this purpose. Failure to meet any of
these requirements may result in a $50 penalty OrganizationsContributionsfor each failure. The TIN can be either a social

Generally, only the five following types of organi-security number, an individual taxpayer identifi-
zations can be qualified organizations.cation number (issued by the Internal Revenue

Service), or an employer identification number. Introduction 1. A community chest, corporation, trust,See Social Security Number in chapter 1 for
fund, or foundation organized or created inThis chapter explains how to claim a deductionmore information about TINs.
or under the laws of the United States, anyfor your charitable contributions. It discusses theIf you can take a deduction for points that state, the District of Columbia, or any pos-following topics.were not reported to you on Form 1098, deduct session of the United States (including

those points on Schedule A (Form 1040), line • Organizations that are qualified to receive Puerto Rico). It must be organized and op-
deductible charitable contributions.12. erated only for one or more of the following

purposes.Deduct mortgage insurance premiums on • The types of contributions you can deduct.
Schedule A (Form 1040), line 13. a. Religious.• How much you can deduct.

More than one borrower. If you and at • What records to keep. b. Charitable.least one other person (other than your spouse if
you file a joint return) were liable for and paid • How to report your charitable contribu- c. Educational.
interest on a mortgage that was for your home, tions.

d. Scientific.and the other person received a Form 1098
A charitable contribution is a donation or giftshowing the interest that was paid during the e. Literary.

to, or for the use of, a qualified organization. It isyear, attach a statement to your return explain-
f. The prevention of cruelty to children orvoluntary and is made without getting, or expect-ing this. Show how much of the interest each of

animals.ing to get, anything of equal value.you paid, and give the name and address of the
person who received the form. Deduct your Certain organizations that foster nationalForm 1040 required. To deduct a charitable
share of the interest on Schedule A (Form or international amateur sports competitioncontribution, you must file Form 1040 and item-
1040), line 11, and print “See attached” next to also qualify.ize deductions on Schedule A. The amount of
the line. Also, deduct your share of any qualified your deduction may be limited if certain rules 2. War veterans’ organizations, includingmortgage insurance premiums on Schedule A and limits explained in this chapter apply to you. posts, auxiliaries, trusts, or foundations, or-(Form 1040), line 13.

ganized in the United States or any of its
Similarly, if you are the payer of record on a Useful Items possessions.

mortgage on which there are other borrowers You may want to see:
3. Domestic fraternal societies, orders, andentitled to a deduction for the interest shown on

associations operating under the lodge sys-the Form 1098 you received, deduct only your Publication
tem.share of the interest on Schedule A (Form

❏ 78 Cumulative List of Organizations1040), line 10. You should let each of the other Note. Your contribution to this type of
borrowers know what his or her share is. ❏ 526 Charitable Contributions organization is deductible only if it is to be
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used solely for charitable, religious, scien-
Table 24-1. Examples of Charitable Contributions—A Quick Checktific, literary, or educational purposes, or for

the prevention of cruelty to children or ani-
mals. Use the following lists for a quick check of contributions you can or cannot deduct. See the

rest of this chapter for more information and additional rules and limits that may apply.4. Certain nonprofit cemetery companies or
corporations. Deductible As Not Deductible

 Note. Your contribution to this type of Charitable Contributions As Charitable Contributions
organization is not deductible if it can be
used for the care of a specific lot or mauso- Money or property you give to: Money or property you give to:
leum crypt. • Churches, synagogues, temples, • Civic leagues, social and sports clubs,

mosques, and other religious labor unions, and chambers of5. The United States or any state, the District
organizations commerceof Columbia, a U.S. possession (including

• Federal, state, and local governments, if • Most foreign organizationsPuerto Rico), a political subdivision of a
your contribution is solely for publicstate or U.S. possession, or an Indian tribal • Groups that are run for personal profit
purposes (for example, a gift to reducegovernment or any of its subdivisions that • Groups whose purpose is to lobby for
the public debt)perform substantial government functions. law changes

• Nonprofit schools and hospitalsNote. To be deductible, your contribution • Homeowners’ associations
to this type of organization must be made • Public parks and recreation facilities • Individuals
solely for public purposes. • Salvation Army, Red Cross, CARE, • Political groups or candidates for

Goodwill Industries, United Way, Boy public office
Scouts, Girl Scouts, Boys and GirlsExamples.   The following list gives some ex- • Cost of raffle, bingo, or lottery tickets
Clubs of America, etc.amples of qualified organizations. • Dues, fees, or bills paid to country• War veterans groups• Churches, a convention or association of clubs, lodges, fraternal orders, or• Charitable organizations listed inchurches, temples, synagogues, similar groups
Publication 78mosques, and other religious organiza- • Tuition• Expenses paid for a student living withtions. • Value of your time or services
you, sponsored by a qualified • Value of blood given to a blood bank• Most nonprofit charitable organizations organization

such as the Red Cross and the United • Out-of-pocket expenses when you serve
Way. a qualified organization as a volunteer

• Most nonprofit educational organizations,
including the Boy (and Girl) Scouts of
America, colleges, museums, and daycare when it is held in a legally enforceable trust for value is less than your payment. To figure the
centers if substantially all the child care the qualified organization or in a similar legal amount of your charitable contribution, you sub-
provided is to enable individuals (the par- arrangement. The contributions must be made tract the value of the benefit you receive ($25)
ents) to be gainfully employed and the to a qualified organization and not set aside for from your total payment ($65). You can deduct
services are available to the general pub- use by a specific person. $40 as a contribution to the church.
lic. However, if your contribution is a sub- If you give property to a qualified organiza-
stitute for tuition or other enrollment fee, it Example 2. At a fund-raising auction con-tion, you generally can deduct the fair market
is not deductible as a charitable contribu- ducted by a charity, you pay $600 for a week’svalue of the property at the time of the contribu-
tion, as explained later under Contribu- stay at a beach house. The amount you pay istion. See Contributions of Property, later in this
tions You Cannot Deduct. no more than the fair rental value. You have notchapter.

made a deductible charitable contribution.Your deduction for charitable contributions is• Nonprofit hospitals and medical research
generally limited to 50% of your adjusted grossorganizations. 

Athletic events. If you make a payment to, orincome, but in some cases 20% and 30% limits
• Utility company emergency energy pro- for the benefit of, a college or university and, asmay apply. See Limits on Deductions, later.

grams, if the utility company is an agent a result, you receive the right to buy tickets to anTable 24-1 lists some examples of contribu-
for a charitable organization that assists athletic event in the athletic stadium of the col-tions you can deduct and some that you cannot
individuals with emergency energy needs. lege or university, you can deduct 80% of thededuct.

payment as a charitable contribution.• Nonprofit volunteer fire companies. 
If any part of your payment is for ticketsContributions From• Public parks and recreation facilities.

(rather than the right to buy tickets), that part is
Which You Benefit• Civil defense organizations. not deductible. In that case, subtract the price of

the tickets from your payment. 80% of the re-
If you receive a benefit as a result of making a maining amount is a charitable contribution.Foreign charitable organizations. For infor- contribution to a qualified organization, you can

mation on the deduction of contributions to Ca- deduct only the amount of your contribution that Example 1. You pay $300 a year for mem-nadian charities, see Publication 597, is more than the value of the benefit you receive. bership in an athletic scholarship program main-Information on the United States–Canada In- Also, see Contributions From Which You Benefit tained by a university (a qualified organization).come Tax Treaty. For information on the deduct- under Contributions You Cannot Deduct, later. The only benefit of membership is that you haveibility of contributions to other foreign charities, If you pay more than fair market value to a the right to buy one season ticket for a seat in asee Publication 526. qualified organization for merchandise, goods, designated area of the stadium at the univer-
or services, the amount you pay that is more sity’s home football games. You can deduct
than the value of the item can be a charitable $240 (80% of $300) as a charitable contribution.
contribution. For the excess amount to qualify,

Contributions you must pay it with the intent to make a charita-
Example 2. The facts are the same as inble contribution.

Example 1 except that your $300 payment in-You Can Deduct
cluded the purchase of one season ticket for theExample 1. You pay $65 for a ticket to a
stated ticket price of $120. You must subtractGenerally, you can deduct your contributions of dinner-dance at a church. All of the proceeds of
the usual price of a ticket ($120) from your $300money or property that you make to, or for the the function go to the church. The ticket to the
payment. The result is $180. Your deductibleuse of, a qualified organization. A gift or contri- dinner-dance has a fair market value of $25.
charitable contribution is $144 (80% of $180).bution is “for the use of” a qualified organization When you buy your ticket, you know that its
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Table 24-2. Volunteers’ Questions and Answers

If you do volunteer work for a qualified organization, the following questions and answers may apply to you. All of the rules explained in
this chapter also apply. See, in particular, Out-of-Pocket Expenses in Giving Services.

Question Answer

I do volunteer work 6 hours a week in the office of a qualified No, you cannot deduct the value of your time or services.
organization. The receptionist is paid $10 an hour to do the same
work I do. Can I deduct $60 a week for my time? 

The office is 30 miles from my home. Can I deduct any of my car Yes, you can deduct the costs of gas and oil that are directly related
expenses for these trips? to getting to and from the place where you are a volunteer. If you

don’t want to figure your actual costs, you can deduct 14 cents for
each mile.

I volunteer as a Red Cross nurse’s aide at a hospital. Can I deduct Yes, you can deduct the cost of buying and cleaning your uniforms
the cost of uniforms that I must wear? if the hospital is a qualified organization, the uniforms are not

suitable for everyday use, and you must wear them when
volunteering.

I pay a babysitter to watch my children while I do volunteer work for No, you cannot deduct payments for child care expenses as a
a qualified organization. Can I deduct these costs? charitable contribution, even if they are necessary so you can do

volunteer work for a qualified organization. (If you have child care
expenses so you can work for pay, see chapter 31.)

Charity benefit events. If you pay a qualified 1. Any rights or privileges, other than those Exception. An organization will not have to
organization more than fair market value for the give you this statement if one of the following isdiscussed under Athletic events, earlier,
right to attend a charity ball, banquet, show, true.that you can use frequently while you are a
sporting event, or other benefit event, you can member, such as:

1. The organization is:deduct only the amount that is more than the
a. Free or discounted admission to the or-value of the privileges or other benefits you a. The type of organization described inganization’s facilities or events,receive. (5) under Types of Qualified Organiza-

If there is an established charge for the b. Free or discounted parking, tions, earlier, or
event, that charge is the value of your benefit. If

c. Preferred access to goods or services, b. Formed only for religious purposes, andthere is no established charge, your contribution
and the only benefit you receive is an intan-is that part of your payment that is more than the

gible religious benefit (such as admis-reasonable value of the right to attend the event. d. Discounts on the purchase of goods
sion to a religious ceremony) thatWhether you use the tickets or other privileges and services.
generally is not sold in commercialhas no effect on the amount you can deduct.
transactions outside the donative con-However, if you return the ticket to the qualified 2. Admission, while you are a member, to
text.organization for resale, you can deduct the en- events that are open only to members of

tire amount you paid for the ticket. the organization, if the organization rea- 2. You receive only items whose value is not
sonably projects that the cost per personEven if the ticket or other evidence of substantial as described under Token
(excluding any allocated overhead) is notpayment indicates that the payment is items, earlier.
more than $9.70.a “contribution,” this does not meanCAUTION

!
3. You receive only membership benefits thatyou can deduct the entire amount. If the ticket

can be disregarded, as described earlier.shows the price of admission and the amount of
Token items. You can deduct your entire pay-the contribution, you can deduct the contribution
ment to a qualified organization as a charitableamount. Expenses Paid for Studentcontribution if both of the following are true.

Living With YouExample. You pay $40 to see a special • You get a small item or other benefit of
showing of a movie for the benefit of a qualified token value.

You may be able to deduct some expenses oforganization. Printed on the ticket is “Contribu-
• The qualified organization correctly deter- having a student live with you. You can deducttion—$40.” If the regular price for the movie is

qualifying expenses for a foreign or Americanmines that the value of the item or benefit$8, your contribution is $32 ($40 payment − $8
student who:you received is not substantial and informsregular price).

you that you can deduct your payment in
1. Lives in your home under a written agree-full.

ment between you and a qualified organi-Membership fees or dues. You may be able
zation as part of a program of theto deduct membership fees or dues you pay to a

Written statement. A qualified organization organization to provide educational oppor-qualified organization. However, you can deduct
must give you a written statement if you make a tunities for the student,only the amount that is more than the value of
payment to it that is more than $75 and is partlythe benefits you receive. You cannot deduct 2. Is not your relative or dependent, anda contribution and partly for goods or services.dues, fees, or assessments paid to country

3. Is a full-time student in the twelfth or anyThe statement must tell you that you can deductclubs and other social organizations. They are
lower grade at a school in the Unitednot qualified organizations. only the amount of your payment that is more
States.than the value of the goods or services youCertain membership benefits can be disre-

received. It must also give you a good faithgarded. Both you and the organization can
estimate of the value of those goods or services.disregard certain membership benefits you get

The organization can give you the statementin return for an annual payment of $75 or less to
either when it solicits or when it receives thethe qualified organization. The benefits that can
payment from you.be disregarded are:
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You can deduct up to $50 a month for Unreimbursed expenses that you cannot de- Example 4. You spend the entire day at-
each full calendar month the student duct as charitable contributions may be consid- tending a charitable organization’s regional
lives with you. Any month when condi- ered support provided by you in determining meeting as a chosen representative. In the eve-

TIP

tions (1) through (3) are met for 15 days or more whether you can claim the foster child as a ning you go to the theater. You can claim your
counts as a full month. dependent. For details, see chapter 3. travel expenses as charitable contributions, but

you cannot claim the cost of your evening at theFor additional information, see Expenses
Example.  You cared for a foster child be-Paid for Student Living With You in Publication theater.

cause you wanted to adopt her, not to benefit the526.
Daily allowance (per diem). If you provideagency that placed her in your home. Your un-

services for a charitable organization and re-Mutual exchange program. You cannot de- reimbursed expenses are not deductible as
ceive a daily allowance to cover reasonableduct the costs of a foreign student living in your charitable contributions.
travel expenses, including meals and lodginghome under a mutual exchange program

Car expenses. You can deduct unreimbursed while away from home overnight, you must in-through which your child will live with a family in
out-of-pocket expenses, such as the cost of gasa foreign country. clude in income the amount of the allowance
and oil, that are directly related to the use of your that is more than your deductible travel ex-
car in giving services to a charitable organiza-

penses. You can deduct your necessary travelOut-of-Pocket Expenses in tion. You cannot deduct general repair and
expenses that are more than the allowance.maintenance expenses, depreciation, registra-Giving Services

tion fees, or the costs of tires or insurance. Deductible travel expenses. These in-
  If you do not want to deduct your actual clude:Although you cannot deduct the value of your

expenses, you can use a standard mileage rateservices given to a qualified organization, you • Air, rail, and bus transportation,of 14 cents a mile to figure your contribution.may be able to deduct some amounts you pay in
You can deduct parking fees and tolls • Out-of-pocket expenses for your car,giving services to a qualified organization. The

whether you use your actual expenses or theamounts must be: • Taxi fares or other costs of transportationstandard mileage rate.
between the airport or station and your• Unreimbursed, You must keep reliable written records of
hotel,your car expenses. For more information, see• Directly connected with the services,

Car expenses under Records To Keep, later. • Lodging costs, and• Expenses you had only because of the
Travel. Generally, you can claim a charitable • The cost of meals.services you gave, and
contribution deduction for travel expenses nec-

Because these travel expenses are not busi-• Not personal, living, or family expenses. essarily incurred while you are away from home
ness-related, they are not subject to the sameperforming services for a charitable organization

Table 24-2 contains questions and answers limits as business-related expenses. For infor-only if there is no significant element of personal
that apply to some individuals who volunteer mation on business travel expenses, see Travelpleasure, recreation, or vacation in the travel.
their services. Expenses in chapter 26.This applies whether you pay the expenses di-

rectly or indirectly. You are paying the expensesConventions. If you are a chosen representa-
indirectly if you make a payment to the charita-tive attending a convention of a qualified organi-
ble organization and the organization pays forzation, you can deduct unreimbursed expenses
your travel expenses. Contributionsfor travel and transportation, including a reason-

The deduction for travel expenses will not beable amount for meals and lodging, while away
denied simply because you enjoy providing You Cannot Deductfrom home overnight in connection with the con-
services to the charitable organization. Even ifvention. However, see Travel, later.
you enjoy the trip, you can take a charitable There are some contributions you cannot de-You cannot deduct personal expenses for
contribution deduction for your travel expenses duct, such as those made to specific individualssightseeing, fishing parties, theater tickets, or
if you are on duty in a genuine and substantialnightclubs. You also cannot deduct transporta- and those made to nonqualified organizations.
sense throughout the trip. However, if you havetion, meals and lodging, and other expenses for (See Contributions to Individuals and Contribu-
only nominal duties, or if for significant parts ofyour spouse or children. tions to Nonqualified Organizations, next.)
the trip you do not have any duties, you cannot You cannot deduct your expenses in attend- There are others you can deduct only part of, as
deduct your travel expenses.ing a church convention if you go only as a discussed later under Contributions From Which

member of your church rather than as a chosen You Benefit.Example 1. You are a troop leader for arepresentative. You can deduct unreimbursed
tax-exempt youth group and you help take theexpenses that are directly connected with giving
group on a camping trip. You are responsible for Contributions toservices for your church during the convention.
overseeing the setup of the camp and for provid- Individualsing adult supervision for other activities duringUniforms. You can deduct the cost and up-
the entire trip. You participate in the activities ofkeep of uniforms that are not suitable for every- You cannot deduct contributions to specific indi-
the group and really enjoy your time with them.day use and that you must wear while viduals, including the following.
You oversee the breaking of camp and you helpperforming donated services for a charitable or-

• Contributions to fraternal societies madetransport the group home. You can deduct yourganization.
for the purpose of paying medical or burialtravel expenses.

Foster parents. You may be able to deduct as expenses of deceased members. 
a charitable contribution some of the costs of Example 2. You sail from one island to an- • Contributions to individuals who are needybeing a foster parent (foster care provider) if you other and spend 8 hours a day counting whales

or worthy. This includes contributions to ahave no profit motive in providing the foster care and other forms of marine life. The project is
qualified organization if you indicate thatand are not, in fact, making a profit. A qualified sponsored by a charitable organization. In most
your contribution is for a specific person.organization must designate the individuals you circumstances, you cannot deduct your ex-
But you can deduct a contribution that youtake into your home for foster care. penses.
give to a qualified organization that in turnYou can deduct expenses that meet both of
helps needy or worthy individuals if you dothe following requirements. Example 3. You work for several hours
not indicate that your contribution is for aeach morning on an archaeological dig spon-

1. They are unreimbursed out-of-pocket ex- specific person.sored by a charitable organization. The rest of
penses to feed, clothe, and care for the Example. You can deduct contributionsthe day is free for recreation and sightseeing.
foster child. for flood relief, hurricane relief, or otherYou cannot take a charitable contribution deduc-

disaster relief to a qualified organization.2. They must be mainly to benefit the quali- tion even though you work very hard during
fied organization. those few hours. However, you cannot deduct contributions
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earmarked for relief of a particular individ- connection with, influencing specific legis-
ual or family. lation. 

Contributions• Payments to a member of the clergy that • Contributions to a retirement home that
can be spent as he or she wishes, such as are clearly for room, board, maintenance, of Property
for personal expenses. or admittance. Also, if the amount of your

contribution depends on the type or size of If you contribute property to a qualified organiza-• Expenses you paid for another person who
apartment you will occupy, it is not a chari- tion, the amount of your charitable contributionprovided services to a qualified organiza-
table contribution. is generally the fair market value of the propertytion.

at the time of the contribution. However, if the• Costs of raffles, bingo, lottery, etc. YouExample. Your son does missionary work.
property has increased in value, you may havecannot deduct as a charitable contributionYou pay his expenses. You cannot claim a
to make some adjustments to the amount ofamounts you pay to buy raffle or lotterydeduction for your son’s unreimbursed ex-
your deduction. See Giving Property That Hastickets or to play bingo or other games ofpenses related to his contribution of serv-
Increased in Value, later.chance. For information on how to reportices.

gambling winnings and losses, see Gam-
For information about the records you must• Payments to a hospital that are for a spe- bling winnings in chapter 12 and Miscella-

keep and the information you must furnish withcific patient’s care or for services for a neous Deductions in chapter 28. 
your return if you donate property, see Recordsspecific patient. You cannot deduct these

• Dues to fraternal orders and similar To Keep and How To Report, later.payments even if the hospital is operated
groups. However, see Membership fees orby a city, a state, or other qualified organi-
dues, earlier, under Contributions Youzation. Clothing and household items. You cannotCan Deduct.

take a deduction for clothing or household items
• Tuition, or amounts you pay instead of tui- you donate unless the clothing or householdContributions to tion, even if you pay them for children to items are in good used condition or better.

attend parochial schools or qualifying non-Nonqualified Exception. You can take a deduction for aprofit day-care centers. You also cannot
contribution of an item of clothing or householdOrganizations deduct any fixed amount you may be re-
item that is not in good used condition or better ifquired to pay in addition to the tuition fee

You cannot deduct contributions to organiza- you deduct more than $500 for it and include ato enroll in a private school, even if it is
tions that are not qualified to receive qualified appraisal of it with your return.designated as a “donation.” 
tax-deductible contributions, including the fol-

Household items. Household items in-lowing.
clude:

Value of Time or Services1. Certain state bar associations if: • Furniture and furnishings,

You cannot deduct the value of your time ora. The state bar is not a political subdivi- • Electronics,
services, including:sion of a state, • Appliances,

• Blood donations to the Red Cross or tob. The bar has private, as well as public, • Linens, andblood banks, andpurposes, such as promoting the pro-
fessional interests of members, and • Other similar items.• The value of income lost while you work

as an unpaid volunteer for a qualified or-c. Your contribution is unrestricted and
Household items do not include:ganization. can be used for private purposes.
• Food,

2. Chambers of commerce and other busi- • Paintings, antiques, and other objects ofPersonal Expensesness leagues or organizations (but see
art,chapter 28).

You cannot deduct personal, living, or family • Jewelry and gems, and
expenses, such as the following items.3. Civic leagues and associations.

• Collections.• The cost of meals you eat while you per-4. Communist organizations.
form services for a qualified organization

Cars, boats, and airplanes. The following5. Country clubs and other social clubs. unless it is necessary for you to be away
rules apply to any donation of a qualified vehicle.from home overnight while performing the

6. Most foreign organizations. For details and services. A qualified vehicle is:exceptions, see Publication 526.
• Adoption expenses, including fees paid to • A car or any motor vehicle manufactured

7. Homeowners’ associations. an adoption agency and the costs of keep- mainly for use on public streets, roads,
ing a child in your home before adoption is and highways,8. Labor unions (but see chapter 28). final (but see Adoption Credit in chapter

• A boat, or36, and the instructions for Form 8839,9. Political organizations and candidates.
Qualified Adoption Expenses). You also • An airplane.
may be able to claim an exemption for the
child. See Adopted child in chapter 3. Deduction more than $500. If you donate aContributions From

qualified vehicle to a qualified organization andWhich You Benefit you claim a deduction of more than $500, youAppraisal Fees can deduct the smaller of:
If you receive or expect to receive a financial or

Fees that you pay to find the fair market value ofeconomic benefit as a result of making a contri- • The gross proceeds from the sale of the
donated property are not deductible as contribu-bution to a qualified organization, you cannot vehicle by the organization, or
tions (but see chapter 28).deduct the part of the contribution that repre- • The vehicle’s fair market value on the date

sents the value of the benefit you receive. See
of the contribution. If the vehicle’s fair mar-

Contributions From Which You Benefit under
ket value was more than your cost or other

Contributions You Can Deduct, earlier. These
basis, you may have to reduce the fair

contributions include the following.
market value to figure the deductible

• Contributions for lobbying. This includes amount, as described under Giving Prop-
amounts that you earmark for use in, or in erty That Has Increased in Value, later.
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Form 1098-C. You must attach to your re- other statement) will show whether this excep- types of donated property. Publication 561 con-
turn Copy B of the Form 1098-C, Contributions tains a more complete discussion.tion applies.
of Motor Vehicles, Boats, and Airplanes, (or Fair market value is the price at which prop-This exception does not apply if the organi-
other statement containing the same informa- erty would change hands between a willingzation sells the vehicle at auction. In that case,
tion as Form 1098-C) you received from the buyer and a willing seller, neither having to buyyou cannot deduct the vehicle’s fair market
organization. The Form 1098-C (or other state- or sell, and both having reasonable knowledgevalue.
ment) will show the gross proceeds from the of all the relevant facts.
sale of the vehicle. Example. Anita donates a used car to a

Used clothing and household items. Gener-If you e-file your return, you must (a) attach qualified organization. She bought it 3 years ago
ally, the fair market value of used clothing andCopy B of Form 1098-C to Form 8453 and mail for $9,000. A used car guide shows the fair
household goods is far less than its original cost.the forms to the IRS, or (b) include Copy B of market value for this type of car is $6,000. How-

For used clothing, you should claim as theForm 1098-C as a pdf attachment if your ever, Anita gets a Form 1098-C from the organi-
value the price that buyers of used items actuallysoftware program allows it. zation showing the car was sold for $2,900.
pay in used clothing stores, such as consign-If you do not attach Form 1098-C (or other Neither exception 1 nor exception 2 applies. If
ment or thrift shops. See Household Goods instatement), you cannot deduct your contribu- Anita itemizes her deductions, she can deduct
Publication 561 for information on the valuationtion. You must get Form 1098-C (or other state- $2,900 for her donation. She must attach Form
of household goods, such as furniture, appli-ment) within 30 days of the sale of the vehicle. 1098-C and Form 8283 to her return.
ances, and linens.But if exception 1 or 2 (described next) applies,

Deduction $500 or less. If the qualified or-you must get Form 1098-C (or other statement)
ganization sells the vehicle for $500 or less and Example. Dawn Greene donated a coat to awithin 30 days of your donation.
exceptions 1 and 2 do not apply, you can deduct thrift store operated by her church. She paid

Filing deadline approaching and still no the smaller of: $300 for the coat 3 years ago. Similar coats in
Form 1098-C. If the filing deadline is ap- the thrift store sell for $50. The fair market value• $500, orproaching and you still do not have a Form of the coat is reasonably determined to be $50.
1098-C, you have two choices. • The vehicle’s fair market value on the date Dawn’s donation is limited to $50.

of the contribution. But if the vehicle’s fair• Request an automatic 6-month extension
Cars, boats, and airplanes. If you contributemarket value was more than your cost orof time to file your return. You can get this
a car, boat, or airplane to a charitable organiza-other basis, you may have to reduce theextension by filing Form 4868, Application
tion, you must determine its fair market value. fair market value to get the deductiblefor Automatic Extension of Time to File
Certain commercial firms and trade organiza-amount, as described under Giving Prop-U.S. Individual Income Tax Return. 
tions publish used car pricing guides, commonlyerty That Has Increased in Value, later.For more information, see 
called “blue books,” containing complete dealerAutomatic Extension  in chapter 1.
sale prices or dealer average prices for recentIf the vehicle’s fair market value is at least

• File the return on time without claiming the model years. The guides may be published$250 but not more than $500, you must have a
deduction for the qualified vehicle. After monthly or seasonally and for different regionswritten statement from the qualified organization
receiving the Form 1098-C, file an of the country. These guides also provide esti-acknowledging your donation. The statement
amended return, Form 1040X, claiming mates for adjusting for unusual equipment, unu-must contain the information and meet the tests
the deduction. Attach Copy B of Form sual mileage, and physical condition. The pricesfor an acknowledgment described under Deduc-
1098-C (or other statement) to the are not “official” and these publications are nottions of At Least $250 But Not More Than $500
amended return. For more information considered an appraisal of any specific donatedunder Records To Keep, later.
about amended returns, see property. But they do provide clues for making
Amended Returns and Claims for Refund an appraisal and suggest relative prices forPartial interest in property. Generally, you
in chapter 1. comparison with current sales and offerings incannot deduct a charitable contribution of less

your area.than your entire interest in property.

Exceptions. There are two exceptions to the Right to use property. A contribution of the Example. You donate a used car in poorrules just described for deductions of more than right to use property is a contribution of less than condition to a local high school for use by stu-$500. your entire interest in that property and is not dents studying car repair. A used car guide
deductible. For exceptions and more informa-Exception 1—vehicle used or improved by shows the dealer retail value for this type of car
tion, see Partial Interest in Property Not in Trustorganization. If the qualified organization in poor condition is $1,600. However, the guide
in Publication 561.makes a significant intervening use of or mate- shows the price for a private party sale of the car

rial improvement to the vehicle before transfer- is only $750. The fair market value of the car is
Future interests in tangible personal prop-ring it, and you claim a deduction of more than considered to be $750.
erty. You may be able to deduct the value of a$500, you generally can deduct the vehicle’s fair
charitable contribution of a future interest in tan- Large quantities. If you contribute a largemarket value at the time of the contribution. But
gible personal property only after all intervening number of the same item, fair market value is theif the vehicle’s fair market value was more than
interests in and rights to the actual possession price at which comparable numbers of the itemyour cost or other basis, you may have to reduce
or enjoyment of the property have either expired are being sold.the fair market value to get the deductible
or been turned over to someone other than your-amount, as described under Giving Property
self, a related person, or a related organization.That Has Increased in Value, later. The Form Giving Property That

1098-C (or other statement) will show whether Tangible personal property. This is any Has Decreased in Valuethis exception applies. property, other than land or buildings, that can
be seen or touched. It includes furniture, books,Exception 2—vehicle given or sold to If you contribute property with a fair market valuejewelry, paintings, and cars.needy individual. If the qualified organization that is less than your basis in it, your deduction is

will give the vehicle, or sell it for a price well Future interest. This is any interest that is limited to its fair market value. You cannot claim
below fair market value, to a needy individual to to begin at some future time, regardless of a deduction for the difference between the prop-
further the organization’s charitable purpose, whether it is designated as a future interest erty’s basis and its fair market value.
and you claim a deduction of more than $500, under state law.
you generally can deduct the vehicle’s fair mar- Giving Property Thatket value at the time of the contribution. But if the Determiningvehicle’s fair market value was more than your Has Increased in Value
cost or other basis, you may have to reduce the Fair Market Value
fair market value to get the deductible amount, If you contribute property with a fair market value

This section discusses general guidelines foras described under Giving Property That Has that is more than your basis in it, you may have
determining the fair market value of variousIncreased in Value, later. The Form 1098-C (or to reduce the fair market value by the amount of
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appreciation (increase in value) when you figure property (or in a later carryover year, as ex- you figure your deduction using fair market
your deduction. plained later under Carryovers). This applies value without reduction for appreciation. (See

Your basis in property is generally what you whether you use the cash or an accrual method Special 30% Limit for Capital Gain Property,
paid for it. See chapter 13 if you need more of accounting. later.)
information about basis.

Time of making contribution. Usually, you 50% limit organizations. You can ask anyDifferent rules apply to figuring your deduc-
make a contribution at the time of its uncondi- organization whether it is a 50% limit organiza-tion, depending on whether the property is:
tional delivery. tion and most will be able to tell you. Or you may• Ordinary income property, or check IRS Publication 78 or call the IRS atChecks. A check that you mail to a charity is• Capital gain property. 1-877-829-5500 (TTY/TDD 1-800-829-4059).considered delivered on the date you mail it.

The following is a partial list of the types of
Credit card.  Contributions charged on your organizations that are 50% limit organizations.Ordinary income property. Property is ordi- credit card are deductible in the year you make

nary income property if its sale at fair market • Churches and conventions or associationsthe charge.
value on the date it was contributed would have of churches. 

Pay-by-phone account.  If you use aresulted in ordinary income or in short-term capi- • Educational organizations with a regularpay-by-phone account, the date the financialtal gain. Examples of ordinary income property
faculty and curriculum that normally haveinstitution pays the amount is the date you makeare inventory, works of art created by the donor,
a regularly enrolled student body attendinga contribution.manuscripts prepared by the donor, and capital
classes on site. assets (defined in chapter 14) held 1 year or Stock certificate. A gift to a charity of a

less. • Hospitals and certain medical research or-properly endorsed stock certificate is completed
ganizations associated with these hospi-on the date of mailing or other delivery to theAmount of deduction. The amount you
tals. charity or to the charity’s agent. However, if youcan deduct for a contribution of ordinary income

give a stock certificate to your agent or to theproperty is its fair market value minus the • Publicly supported charities.
issuing corporation for transfer to the name ofamount that would be ordinary income or
the charity, your gift is not completed until theshort-term capital gain if you sold the property
date the stock is transferred on the books of the 30% Limitfor its fair market value. Generally, this rule limits
corporation.the deduction to your basis in the property.

A 30% limit applies to the following gifts.
Promissory note. If you issue and deliver a

Example. You donate stock that you held • Gifts to all qualified organizations otherpromissory note to a charitable organization as
for 5 months to your church. The fair market than 50% limit organizations. This includesa contribution, it is not a contribution until you
value of the stock on the day you donate it is gifts to veterans’ organizations, fraternalmake the note payments.
$1,000, but you paid only $800 (your basis). societies, nonprofit cemeteries, and cer-

Option.  If you grant an option to buy realBecause the $200 of appreciation would be tain private nonoperating foundations.
property at a bargain price to a charitable organi-short-term capital gain if you sold the stock, your

• Gifts for the use of any organization.zation, you cannot take a deduction until thededuction is limited to $800 (fair market value
organization exercises the option.minus the appreciation). However, if these gifts are of capital gain prop-

erty, they are subject to the 20% limit, describedBorrowed funds. If you make a contribu-Capital gain property. Property is capital
later, rather than the 30% limit.tion with borrowed funds, you can deduct thegain property if its sale at fair market value on

contribution in the year you make it, regardlessthe date of the contribution would have resulted
Student living with you. Amounts you spendof when you repay the loan.in long-term capital gain. It includes capital as-
on behalf of a student living with you are subjectsets held more than 1 year, as well as certain
to the 30% limit. These amounts are consideredreal property and depreciable property used in
a contribution for the use of a qualified organiza-your trade or business and, generally, held more
tion. See Expenses Paid for Student Living Withthan 1 year. Limits on Deductions
You, earlier.

Amount of deduction — general rule.
If your total contributions for the year are 20% orWhen figuring your deduction for a gift of capital
less of your adjusted gross income, you do not Special 30% Limit forgain property, you generally can use the fair
need to read this section. The limits discussed inmarket value of the gift. Capital Gain Propertythis section do not apply to you.

Exceptions. In certain situations, you must The amount of your deduction for charitable A special 30% limit applies to gifts of capital gainreduce the fair market value by any amount that contributions is limited to 50% of your adjusted property to 50% limit organizations. (For gifts ofwould have been long-term capital gain if you gross income and may be limited to 30% or 20% capital gain property to other organizations, seehad sold the property for its fair market value. of your adjusted gross income, depending on 20% Limit, later.) However, the special 30% limitGenerally, this means reducing the fair market the type of property you give and the type of does not apply when you choose to reduce thevalue to the property’s cost or other basis. organization you give it to. fair market value of the property by the amount
A different limit applies to certain qualifiedBargain sales. A bargain sale of property (a that would have been long-term capital gain if

conservation contributions. See Publication 526sale or exchange for less than the property’s fair you had sold the property. Instead, only the 50%
for details.market value) to a qualified organization is partly limit applies.

If your contributions are more than any of thea charitable contribution and partly a sale or
limits that apply, see Carryovers, later. Two separate 30% limits. This special 30%exchange. A bargain sale may result in a taxable

limit for capital gain property is separate from thegain.
other 30% limit. Therefore, the deduction of a50% Limit

More information. For more information on contribution subject to one 30% limit does not
donated appreciated property, see Giving Prop- reduce the amount you can deduct for contribu-This limit applies to the total of all charitable
erty That Has Increased in Value in Publication tions subject to the other 30% limit. However,contributions you make during the year. This
526. the total you deduct cannot be more than 50% ofmeans that your deduction for charitable contri-

your adjusted gross income.butions cannot be more than 50% of your ad-
justed gross income for the year.

Example. Your adjusted gross income isGenerally, the 50% limit is the only limit that
$50,000. During the year, you gave capital gainapplies to gifts to organizations listed under 50%When To Deduct
property with a fair market value of $15,000 to alimit organizations. But there is one exception. A
50% limit organization. You do not choose toYou can deduct your contributions only in the special 30% limit also applies to these gifts if
reduce the property’s fair market value by itsyear you actually make them in cash or other they are gifts of capital gain property for which
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appreciation in value. You also gave $10,000 c. A credit card statement. intangible religious benefit. An intangi-
cash to a qualified organization that is not a 50% ble religious benefit is a benefit that

2. A receipt (or a letter or other written com-limit organization. The $15,000 gift of property is generally is not sold in commercial
munication) from the qualified organizationsubject to the special 30% limit. The $10,000 transactions outside a donative (gift)
showing the name of the organization, thecash gift is subject to the other 30% limit. Both context. An example is admission to a
date of the contribution, and the amount ofgifts are fully deductible because neither is more religious ceremony.
the contribution.than the 30% limit that applies ($15,000 in each

3. You must get it on or before the earlier of:case) and together they are not more than the 3. The payroll deduction records described
50% limit ($25,000). next. a. The date you file your return for theFor more information, see the rules for elect-

year you make the contribution, oring the 50% limit for capital gain property under
Payroll deductions. If you make a contribu-How To Figure Your Deduction When Limits b. The due date, including extensions, for
tion by payroll deduction, you must keep:Apply in Publication 526. filing the return.

1. A pay stub, Form W-2, or other document
If the acknowledgment does not show the20% Limit furnished by your employer that shows the

date of the contribution, you must also have adate and amount of the contribution, and
bank record or receipt, as described earlier, thatThis limit applies to all gifts of capital gain prop-

2. A pledge card or other document prepared does show the date of the contribution. If theerty to or for the use of qualified organizations
by or for the qualified organization that acknowledgment does show the date of the con-(other than gifts of capital gain property to 50%
shows the name of the organization. tribution and meets the other tests just de-limit organizations).

scribed, you do not need any other records.If your employer withheld $250 or more from a
single paycheck, see Contributions of $250 orCarryovers Payroll deductions. If you make a contribu-
More, next.

tion by payroll deduction and your employer
You can carry over your contributions that you withheld $250 or more from a single paycheck,
are not able to deduct in the current year be- you must keep:Contributions of $250 or Morecause they exceed your adjusted-gross-income
limits. You can deduct the excess in each of the 1. A pay stub, Form W-2, or other document

You can claim a deduction for a contribution ofnext 5 years until it is used up, but not beyond furnished by your employer that shows the
$250 or more only if you have an acknowledg-that time. For more information, see Carryovers amount withheld as a contribution, and
ment of your contribution from the qualified or-in Publication 526.

2. A pledge card or other document preparedganization or certain payroll deduction records.
by or for the qualified organization thatIf you made more than one contribution of
shows the name of the organization and$250 or more, you must have either a separate
states the organization does not provideacknowledgment for each or one acknowledg-Records To Keep goods or services in return for any contri-ment that lists each contribution and the date of
bution made to it by payroll deduction.each contribution and shows your total contribu-

You must keep records to prove the amount of tions. A single pledge card may be kept for all contribu-the contributions you make during the year. The
tions made by payroll deduction regardless ofkind of records you must keep depends on the Amount of contribution. In figuring whether amount as long as it contains all the requiredamount of your contributions and whether they your contribution is $250 or more, do not com- information.are: bine separate contributions. For example, if you

If the pay stub, Form W-2, pledge card, or
gave your church $25 each week, your weekly• Cash contributions, other document does not show the date of the
payments do not have to be combined. Each

contribution, you must also have another docu-• Noncash contributions, or payment is a separate contribution.
ment that does show the date of the contribution.

If contributions are made by payroll deduc-• Out-of-pocket expenses when donating If the pay stub, Form W-2, pledge card, or other
tion, the deduction from each paycheck isyour services. document does show the date of the contribu-
treated as a separate contribution. tion, you do not need any other records except

If you made a payment that is partly for those just described in (1) and (2).
Note. An organization generally must give goods and services, as described earlier under

you a written statement if it receives a payment Contributions From Which You Benefit, your Noncash Contributionsfrom you that is more than $75 and is partly a contribution is the amount of the payment that is
contribution and partly for goods or services. more than the value of the goods and services.

For a contribution not made in cash, the records(See Contributions From Which You Benefit
you must keep depend on whether your deduc-Acknowledgment. The acknowledgmentunder Contributions You Can Deduct, earlier.)
tion for the contribution is:must meet these tests. Keep the statement for your records. It may

satisfy all or part of the recordkeeping require- 1. Less than $250,1. It must be written.ments explained in the following discussions.
2. At least $250 but not more than $500,2. It must include:
3. Over $500 but not more than $5,000, orCash Contributions a. The amount of cash you contributed,
4. Over $5,000.Cash contributions include those paid by cash, b. Whether the qualified organization gave

check, electronic funds transfer, credit card, or you any goods or services as a result of
Amount of deduction. In figuring whetherpayroll deduction. your contribution (other than certain to-
your deduction is $500 or more, combine yourken items and membership benefits),You cannot deduct a cash contribution, re-
claimed deductions for all similar items of prop-gardless of the amount, unless you keep one of c. A description and good faith estimate of erty donated to any charitable organization dur-the following. the value of any goods or services de- ing the year.

scribed in (b) (other than intangible re-1. A bank record that shows the name of the If you received goods or services in return,
ligious benefits), andqualified organization, the date of the con- as described earlier in Contributions From

tribution, and the amount of the contribu- d. A statement that the only benefit you Which You Benefit, reduce your contribution by
tion. Bank records may include: received was an intangible religious the value of those goods or services. If you

benefit, if that was the case. The ac- figure your deduction by reducing the fair market
a. A canceled check,

knowledgment does not need to de- value of the donated property by its apprecia-
b. A bank or credit union statement, or scribe or estimate the value of an tion, as described earlier in Giving Property That
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Has Increased in Value, your contribution is the any person in possession of the property, related to those services, the following three
reduced amount. other than the organization to which you rules apply.

contributed.
1. You must have adequate records to prove

• The terms of any conditions attached to the amount of the expenses.Deductions of Less Than $250
the gift of property.

2. You must get an acknowledgment from theIf you make any noncash contribution, you must
qualified organization that contains:get and keep a receipt from the charitable organ- Deductions of At Least $250ization showing: a. A description of the services you pro-But Not More Than $500

vided,1. The name of the charitable organization,
If you claim a deduction of at least $250 but not b. A statement of whether or not the or-2. The date and location of the charitable more than $500 for a noncash charitable contri- ganization provided you any goods orcontribution, and
bution, you must get and keep an acknowledg-

services to reimburse you for the ex-3. A reasonably detailed description of the ment of your contribution from the qualified
penses you incurred,property. organization. If you made more than one contri-

c. A description and a good faith estimatebution of $250 or more, you must have either a
A letter or other written communication of the value of any goods or servicesseparate acknowledgment for each or one ac-
from the charitable organization ac- (other than intangible religious benefits)knowledgment that shows your total contribu-
knowledging receipt of the contribution

TIP
provided to reimburse you, andtions.and containing the information in (1), (2), and (3)

The acknowledgment must contain the infor- d. A statement that the only benefit youwill serve as a receipt.
mation in items (1) through (3) listed under De- received was an intangible religiousYou are not required to have a receipt where
ductions of Less Than $250, earlier, and your benefit, if that was the case. The ac-it is impractical to get one (for example, if you
written records must include the informationleave property at a charity’s unattended drop knowledgment does not need to de-
listed in that discussion under Additional rec-site). scribe or estimate the value of an
ords. intangible religious benefit (defined ear-

Additional records. You must also keep reli- The acknowledgment must also meet these lier under Acknowledgment).
able written records for each item of donated tests.
property. Your written records must include the 3. You must get the acknowledgment on or

1. It must be written.following information. before the earlier of:
2. It must include:• The name and address of the organization a. The date you file your return for the

to which you contributed.
year you make the contribution, ora. A description (but not necessarily the

• The date and location of the contribution. value) of any property you contributed, b. The due date, including extensions, for
• A description of the property in detail rea- filing the return.b. Whether the qualified organization gave

sonable under the circumstances. For a you any goods or services as a result of
security, keep the name of the issuer, the your contribution (other than certain to-
type of security, and whether it is regularly ken items and membership benefits), Car expenses. If you claim expenses directlytraded on a stock exchange or in an and related to use of your car in giving services to aover-the-counter market.

qualified organization, you must keep reliablec. A description and good faith estimate of• The fair market value of the property at the written records of your expenses. Whether yourthe value of any goods or services de-
time of the contribution and how you fig-

records are considered reliable depends on allscribed in (b). If the only benefit youured the fair market value. If it was deter-
received was an intangible religious the facts and circumstances. Generally, theymined by appraisal, keep a signed copy of
benefit (such as admission to a relig- may be considered reliable if you made themthe appraisal. 
ious ceremony) that generally is not regularly and at or near the time you had the• The cost or other basis of the property if sold in a commercial transaction expenses.

you must reduce its fair market value by outside the donative context, the ac- Your records must show the name of theappreciation. Your records should also in-
knowledgment must say so and does organization you were serving and the dateclude the amount of the reduction and how
not need to describe or estimate theyou figured it. If you choose the 50% limit each time you used your car for a charitable
value of the benefit.instead of the special 30% limit on certain purpose. If you use the standard mileage rate of

capital gain property, you must keep a re- 14 cents a mile, your records must show the3. You must get it on or before the earlier of:cord showing the years for which you miles you drove your car for the charitable pur-
made the choice, contributions for the cur- pose. If you deduct your actual expenses, youra. The date you file your return for the
rent year to which the choice applies, and year you make the contribution, or records must show the costs of operating the car
carryovers from preceding years to which

that are directly related to a charitable purpose.b. The due date, including extensions, forthe choice applies. See How To Figure
See Car expenses under Out-of-Pocket Ex-Your Deduction When Limits Apply in Pub- filing the return.

lication 526 for information on how to penses in Giving Services, earlier, for the ex-
make the capital gain property election. penses you can deduct.

• The amount you claim as a deduction for Deductions Over $500the tax year as a result of the contribution,
if you contribute less than your entire inter- You are required to give additional information if
est in the property during the tax year. How To Reportyou claim a deduction over $500 for noncash
Your records must include the amount you

charitable contributions. See Records To Keepclaimed as a deduction in any earlier Report your charitable contributions on Sched-in Publication 526 for more information.years for contributions of other interests in ule A (Form 1040).
this property. They must also include the

If your total deduction for all noncash contri-name and address of each organization to Out-of-Pocket Expenses
butions for the year is over $500, you must alsowhich you contributed the other interests,
file Form 8283. See How To Report  in Publica-If you render services to a qualified organizationthe place where any such tangible prop-
tion 526 for more information.erty is located or kept, and the name of and have unreimbursed out-of-pocket expenses
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❏ Schedule D (Form 1040) Capital Gains Example. Your antique oriental rug was
damaged by your new puppy before it wasand Losses
housebroken. Because the damage was not un-

❏ 4684 Casualties and Thefts25. expected and unusual, the loss is not deductible
as a casualty loss.

Progressive deterioration. Loss of prop-
erty due to progressive deterioration is not de-Nonbusiness
ductible as a casualty loss. This is because theCasualty
damage results from a steadily operating cause
or a normal process, rather than from a suddenCasualty and A casualty is the damage, destruction, or loss of
event. The following are examples of damageproperty resulting from an identifiable event that
due to progressive deterioration.is sudden, unexpected, or unusual.Theft Losses

• The steady weakening of a building due to• A sudden event is one that is swift, not
normal wind and weather conditions.gradual or progressive.

• The deterioration and damage to a water• An unexpected event is one that is ordi-Introduction heater that bursts. However, the rust andnarily unanticipated and unintended.
water damage to rugs and drapes causedThis chapter explains the tax treatment of per-

• An unusual event is one that is not a by the bursting of a water heater doessonal (not business or investment related) casu-
qualify as a casualty. day-to-day occurrence and that is not typi-alty losses, theft losses, and losses on deposits.

cal of the activity in which you were en-The chapter also explains the following • Most losses of property caused by
gaged. topics. droughts. To be deductible, a

drought-related loss generally must be in-• How to figure the amount of your loss.
curred in a trade or business or in a trans-Deductible losses. Deductible casualty• How to treat insurance and other reim- action entered into for profit. losses can result from a number of different

bursements you receive. causes, including the following. • Termite or moth damage. 
• The deduction limits. • Car accidents (but see Nondeductible • The damage or destruction of trees,
• When and how to report a casualty or losses, next, for exceptions). shrubs, or other plants by a fungus, dis-

theft. ease, insects, worms, or similar pests.• Earthquakes.
However, a sudden destruction due to an

• Fires (but see Nondeductible losses, next, unexpected or unusual infestation of beet-Forms to file.   When you have a casualty or
for exceptions). les or other insects may result in a casu-theft, you have to file Form 4684. You will also

alty loss. have to file one or more of the following forms. • Floods.

• Schedule A (Form 1040), Itemized Deduc- • Government-ordered demolition or reloca- Damage from corrosive drywall. Under a
tions tion of a home that is unsafe to use be- special procedure, you may be able to claim a

cause of a disaster as discussed under casualty loss deduction for amounts you paid to• Schedule D (Form 1040), Capital Gains
repair damage to your home and householdDisaster Area Losses in Publication 547. and Losses
appliances that resulted from corrosive drywall.• Mine cave-ins. For details, see Publication 547.

Condemnations. For information on condem- • Shipwrecks. 
nations of property, see Involuntary Conver-

• Sonic booms. sions in chapter 1 of Publication 544.

• Storms, including hurricanes and torna- TheftWorkbook for casualties and thefts. Publi- does. 
cation 584 is available to help you make a list of

A theft is the taking and removing of money or• Terrorist attacks.your stolen or damaged personal-use property
property with the intent to deprive the owner of it.and figure your loss. It includes schedules to • Vandalism. The taking of property must be illegal under thehelp you figure the loss on your home, its con-
laws of the state where it occurred and it must• Volcanic eruptions.tents, and your motor vehicles.
have been done with criminal intent. You do not
need to show a conviction for theft.Other sources of information. For informa- Nondeductible losses. A casualty loss is not

tion on a casualty or theft loss of business or Theft includes the taking of money or prop-deductible if the damage or destruction is
income-producing property, see Publication erty by the following means.caused by the following.547. • Blackmail.• Accidentally breaking articles such as

glassware or china under normal condi- • Burglary.Useful Items
tions.You may want to see: • Embezzlement.

• A family pet (explained below). • Extortion.Publication • A fire if you willfully set it or pay someone • Kidnapping for ransom.
❏ 544 Sales and Other Dispositions else to set it. 

 of Assets • Larceny.• A car accident if your willful negligence or
❏ 547 Casualties, Disasters, and • Robbery.willful act caused it. The same is true if the

 Thefts willful act or willful negligence of someone
The taking of money or property through fraudacting for you caused the accident. ❏ 584 Casualty, Disaster, and Theft 

or misrepresentation is theft if it is illegal under Loss Workbook (Personal-Use • Progressive deterioration (explained later). state or local law. Property)

Family pet. Loss of property due to damage Decline in market value of stock. You can-
Form (and Instructions) by a family pet is not deductible as a casualty not deduct as a theft loss the decline in market

loss unless the requirements discussed earlier❏ Schedule A (Form 1040) Itemized value of stock acquired on the open market for
under Casualty are met.Deductions investment if the decline is caused by disclosure
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of accounting fraud or other illegal misconduct that is more than the estimated amount you • Whether a claim for reimbursement exists
by the officers or directors of the corporation that for which there is a reasonable expecta-deducted as a casualty or ordinary loss. Once
issued the stock. However, you can deduct as a tion of recovery.you make this choice, you cannot change it
capital loss the loss you sustain when you sell or without permission from the Internal Revenue
exchange the stock or the stock becomes com- Service.  It is important that you have records
pletely worthless. You report a capital loss on If you claim an ordinary loss, report it as a that will prove your deduction. If you do
Schedule D (Form 1040). For more information miscellaneous itemized deduction on Schedule not have the actual records to supportRECORDS
about stock sales, worthless stock, and capital A (Form 1040), line 23. The maximum amount your deduction, you can use other satisfactory
losses, see chapter 4 of Publication 550. you can claim is $20,000 ($10,000 if you are evidence to support it.

married filing separately) reduced by any ex-Mislaid or lost property. The simple disap-
pected state insurance proceeds. Your loss ispearance of money or property is not a theft.
subject to the 2%-of-adjusted-gross-incomeHowever, an accidental loss or disappearance
limit. You cannot choose to claim an ordinaryof property can qualify as a casualty if it results
loss if any part of the deposit is federally insured. Figuring a Lossfrom an identifiable event that is sudden, unex-

pected, or unusual. Sudden, unexpected, and
Figure the amount of your loss using the follow-Nonbusiness bad debt. If you do not chooseunusual events are defined earlier.
ing steps. to deduct the loss as a casualty loss or as an

ordinary loss, you must wait until the year theExample. A car door is accidentally 1. Determine your adjusted basis in the prop-actual loss is determined and deduct the loss asslammed on your hand, breaking the setting of erty before the casualty or theft.a nonbusiness bad debt in that year.your diamond ring. The diamond falls from the
2. Determine the decrease in fair marketring and is never found. The loss of the diamond

value of the property as a result of theHow to report. The kind of deduction youis a casualty.
casualty or theft.choose for your loss on deposits determines

Losses from Ponzi-type investment how you report your loss. If you choose: 3. From the smaller of the amounts you de-schemes. If you had a loss from a Ponzi-type
termined in (1) and (2), subtract any insur-• Casualty loss — report it on Form 4684investment scheme, see:
ance or other reimbursement you receivedfirst and then on Schedule A (Form 1040).

• Revenue Ruling 2009-9, 2009-14 I.R.B. or expect to receive.• Ordinary loss — report it on Schedule A735 (available at www.irs.gov/irb/
For personal-use property and property used in(Form 1040) as a miscellaneous itemized2009-14_IRB/ar07.html).
performing services as an employee, apply thededuction.

• Revenue Procedure 2009-20, 2009-14 deduction limits, discussed later, to determine• Nonbusiness bad debt — report it onI.R.B. 749 (available at www.irs.gov/irb/ the amount of your deductible loss.
Schedule D (Form 1040).2009-14_IRB/ar11.html).

Gain from reimbursement. If your reim-These losses are deductible as theft losses of
bursement is more than your adjusted basis inMore information. For more information, seeincome-producing property on your tax return for
the property, you have a gain. This is true even ifSpecial Treatment for Losses on Deposits inthe year the loss was discovered. You figure the
the decrease in the FMV of the property isInsolvent or Bankrupt Financial Institutions indeductible loss in Section B of Form 4684. If you
smaller than your adjusted basis. If you have athe Instructions for Form 4684 or Deposit inqualify to use Revenue Procedure 2009-20 and
gain, you may have to pay tax on it, or you mayInsolvent or Bankrupt Financial Institution inyou choose to follow the procedures in Revenue
be able to postpone reporting the gain. SeePublication 550.Procedure 2009-20, you also must complete
Publication 547 for more information on how toAppendix A of that procedure and write “Reve-
treat a gain from a reimbursement for a casualtynue Procedure 2009-20” across the top of Form
or theft.4684. For more information, see the above reve-

nue ruling and revenue procedure. Proof of Loss Leased property. If you are liable for casualty
damage to property you lease, your loss is the

To deduct a casualty or theft loss, you must be amount you must pay to repair the property
able to prove that you had a casualty or theft. minus any insurance or other reimbursement
You also must be able to support the amountLoss on Deposits you receive or expect to receive.
you take as a deduction.

A loss on deposits can occur when a bank, credit Decrease inCasualty loss proof. For a casualty loss, yourunion, or other financial institution becomes in-
records should show all the following.solvent or bankrupt. If you incurred this type of Fair Market Value

loss, you can choose one of the following ways • The type of casualty (car accident, fire,
Fair market value (FMV) is the price for whichto deduct the loss. storm, etc.) and when it occurred.
you could sell your property to a willing buyer• As a casualty loss. • That the loss was a direct result of the when neither of you has to sell or buy and both of

casualty. you know all the relevant facts.• As an ordinary loss.
The decrease in FMV used to figure the• That you were the owner of the property• As a nonbusiness bad debt.

amount of a casualty or theft loss is the differ-or, if you leased the property from some-
ence between the property’s fair market valueone else, that you were contractually liable

Casualty loss or ordinary loss. You can immediately before and immediately after theto the owner for the damage.
choose to deduct a loss on deposits as a casu- casualty or theft.

• Whether a claim for reimbursement existsalty loss or as an ordinary loss for any year in
for which there is a reasonable expecta-which you can reasonably estimate how much of FMV of stolen property. The FMV of property
tion of recovery.your deposits you have lost in an insolvent or immediately after a theft is considered to be

bankrupt financial institution. The choice is gen- zero, since you no longer have the property.
erally made on the return you file for that year Theft loss proof. For a theft loss, your rec-
and applies to all your losses on deposits for the Example. Several years ago, you pur-ords should show all the following.
year in that particular financial institution. If you chased silver dollars at face value for $150. This

• When you discovered that your propertytreat the loss as a casualty or ordinary loss, you is your adjusted basis in the property. Your silver
was missing.cannot treat the same amount of the loss as a dollars were stolen this year. The FMV of the

nonbusiness bad debt when it actually becomes coins was $1,000 just before they were stolen,• That your property was stolen.
worthless. However, you can take a nonbusi- and insurance did not cover them. Your theft

• That you were the owner of the property.ness bad debt deduction for any amount of loss loss is $150.
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Recovered stolen property. Recovered sto- • The value of the property after the repairs suffered a casualty, or that might again suffer a
is not, due to the repairs, more than the casualty, is not to be taken into consideration.len property is your property that was stolen and
value of the property before the casualty. You have a loss only for actual casualty damagelater returned to you. If you recovered property

to your property. However, if your home is in aafter you had already taken a theft loss deduc-
Landscaping. The cost of restoring land- federally declared disaster area, see Disastertion, you must refigure your loss using the

scaping to its original condition after a casualty Area Losses in Publication 547.smaller of the property’s adjusted basis (ex-
may indicate the decrease in FMV. You may beplained later) or the decrease in FMV from the

Costs of photographs and appraisals. Pho-able to measure your loss by what you spend ontime just before it was stolen until the time it was
tographs taken after a casualty will be helpful inthe following.recovered. Use this amount to refigure your total
establishing the condition and value of the prop-loss for the year in which the loss was deducted. • Removing destroyed or damaged trees erty after it was damaged. Photographs showingIf your refigured loss is less than the loss you and shrubs minus any salvage you re- the condition of the property after it was re-deducted, you generally have to report the dif- ceive. paired, restored, or replaced may also be help-ference as income in the recovery year. But
ful.• Pruning and other measures taken to pre-report the difference only up to the amount of the

serve damaged trees and shrubs.    Appraisals are used to figure the decreaseloss that reduced your tax. For more information
in FMV because of a casualty or theft. Seeon the amount to report, see Recoveries in • Replanting necessary to restore the prop-
Appraisal, earlier, under Figuring Decrease inchapter 12. erty to its approximate value before the
FMV — Items To Consider, for informationcasualty.
about appraisals.

The costs of photographs and appraisalsFiguring Decrease in FMV—
Car value.  Books issued by various automo- used as evidence of the value and condition ofItems To Consider bile organizations that list your car may be useful property damaged as a result of a casualty are
in figuring the value of your car. You can use the not a part of the loss. You can claim these costsTo figure the decrease in FMV because of a
book’s retail values and modify them by such as a miscellaneous itemized deduction subjectcasualty or theft, you generally need a compe-
factors as mileage and the condition of your car to the 2%-of-adjusted-gross-income limit ontent appraisal. However, other measures can
to figure its value. The prices are not official, but Schedule A (Form 1040). For information aboutalso be used to establish certain decreases.
they may be useful in determining value and miscellaneous deductions, see chapter 28.
suggesting relative prices for comparison withAppraisal. An appraisal to determine the dif-
current sales and offerings in your area. If yourference between the FMV of the property imme- Adjusted Basiscar is not listed in the books, determine its valuediately before a casualty or theft and
from other sources. A dealer’s offer for your carimmediately afterward should be made by a Adjusted basis is your basis in the property (usu-
as a trade-in on a new car is not usually acompetent appraiser. The appraiser must rec- ally cost) increased or decreased by various
measure of its true value.ognize the effects of any general market decline events, such as improvements and casualty

that may occur along with the casualty. This losses. For more information, see chapter 13.
information is needed to limit any deduction to

Figuring Decrease in FMV—the actual loss resulting from damage to the Insurance and OtherItems Not To Considerproperty.
ReimbursementsSeveral factors are important in evaluating

You generally should not consider the followingthe accuracy of an appraisal, including the fol-
items when attempting to establish the decrease If you receive an insurance payment or otherlowing.
in FMV of your property. type of reimbursement, you must subtract the

• The appraiser’s familiarity with your prop- reimbursement when you figure your loss. YouCost of protection. The cost of protectingerty before and after the casualty or theft. do not have a casualty or theft loss to the extentyour property against a casualty or theft is not
you are reimbursed.• The appraiser’s knowledge of sales of part of a casualty or theft loss. The amount you

If you expect to be reimbursed for part or allcomparable property in the area. spend on insurance or to board up your house
of your loss, you must subtract the expectedagainst a storm is not part of your loss.• The appraiser’s knowledge of conditions in reimbursement when you figure your loss. YouIf you make permanent improvements tothe area of the casualty. must reduce your loss even if you do not receiveyour property to protect it against a casualty or
payment until a later tax year. See Reimburse-• The appraiser’s method of appraisal. theft, add the cost of these improvements to
ment Received After Deducting Loss, later.your basis in the property. An example would be

the cost of a dike to prevent flooding.You may be able to use an appraisal Failure to file a claim for reimbursement. If
that you used to get a federal loan (or a Exception. You cannot increase your basis your property is covered by insurance, you must
federal loan guarantee) as the result of in the property by, or deduct as a business

TIP
file a timely insurance claim for reimbursement

a federally declared disaster to establish the expense, any expenditures you made with re- of your loss. Otherwise, you cannot deduct this
amount of your disaster loss. For more informa- spect to qualified disaster mitigation payments. loss as a casualty or theft loss. However, this
tion on disasters, see Disaster Area Losses, in See Disaster Area Losses in Publication 547. rule does not apply to the portion of the loss not
Pub. 547. covered by insurance (for example, a deducti-Related expenses. Any incidental expenses

ble).you have due to a casualty or theft, such as
Cost of cleaning up or making repairs. The expenses for the treatment of personal injuries,
cost of repairing damaged property is not part of Example. You have a car insurance policyfor temporary housing, or for a rental car, are not
a casualty loss. Neither is the cost of cleaning up with a $1000 deductible. Because your insur-part of your casualty or theft loss.
after a casualty. But you can use the cost of ance did not cover the first $1000 of an auto

Replacement cost. The cost of replacing sto-cleaning up or making repairs after a casualty as collision, the $1000 would be deductible (subject
len or destroyed property is not part of a casualtya measure of the decrease in FMV if you meet to the deduction limits discussed later). This is
or theft loss.all the following conditions. true even if you do not file an insurance claim,

because your insurance policy would never• The repairs are actually made. Sentimental value. Do not consider senti-
have reimbursed you for the deductible.mental value when determining your loss. If a• The repairs are necessary to bring the

family portrait, heirloom, or keepsake is dam-
property back to its condition before the

aged, destroyed, or stolen, you must base your
casualty. Types of Reimbursementsloss on its FMV.

• The amount spent for repairs is not exces-
Decline in market value of property in or near The most common type of reimbursement is ansive.
casualty area. A decrease in the value of your insurance payment for your stolen or damaged

• The repairs take care of the damage only. property because it is in or near an area that property. Other types of reimbursements are
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discussed next. Also see the Instructions for • Rent for suitable housing. Reimbursement Received After
Form 4684. Deducting Loss• Transportation.
Employer’s emergency disaster fund. If you • Food. If you figured your casualty or theft loss using
receive money from your employer’s emergency your expected reimbursement, you may have to• Utilities.disaster fund and you must use that money to adjust your tax return for the tax year in which
rehabilitate or replace property on which you are • Miscellaneous services. you receive your actual reimbursement. Thisclaiming a casualty loss deduction, you must

section explains the adjustment you may haveNormal living expenses consist of these sametake that money into consideration in computing
to make.expenses that you would have incurred but didthe casualty loss deduction. Take into consider-

not because of the casualty or the threat of one.ation only the amount you used to replace your
Actual reimbursement less than expected.destroyed or damaged property.
If you later receive less reimbursement than youExample. As a result of a fire, you vacated
expected, include that difference as a loss withyour apartment for a month and moved to aExample. Your home was extensively dam-

motel. You normally pay $525 a month for rent. your other losses (if any) on your return for theaged by a tornado. Your loss after reimburse-
None was charged for the month the apartment year in which you can reasonably expect noment from your insurance company was
was vacated. Your motel rent for this month was more reimbursement.$10,000. Your employer set up a disaster relief
$1,200. You normally pay $200 a month forfund for its employees. Employees receiving
food. Your food expenses for the month you Example. Your personal car had an FMV ofmoney from the fund had to use it to rehabilitate
lived in the motel were $400. You received $2,000 when it was destroyed in a collision withor replace their damaged or destroyed property.
$1,100 from your insurance company to cover another car in 2010. The accident was due to theYou received $4,000 from the fund and spent
your living expenses. You determine the pay- negligence of the other driver. At the end ofthe entire amount on repairs to your home. In
ment you must include in income as follows. 2010, there was a reasonable prospect that thefiguring your casualty loss, you must reduce

your unreimbursed loss ($10,000) by the $4,000 owner of the other car would reimburse you in
1) Insurance payment for livingyou received from your employer’s fund. Your full. You did not have a deductible loss in 2010.

expenses . . . . . . . . . . . . . . . . . . $1,100casualty loss before applying the deduction lim- In January 2011, the court awarded you a
2) Actual expenses during theits discussed later is $6,000. judgment of $2,000. However, in July it becamemonth you are unable to use

apparent that you will be unable to collect anyyour home because of fire . . . 1,600Cash gifts. If you receive excludable cash
amount from the other driver. You can deduct3) Normal living expenses . . . . . 725gifts as a disaster victim and there are no limits
the loss in 2011 subject to the limits discussed4) Temporary increase in living on how you can use the money, you do not
later.expenses: Subtract line 3reduce your casualty loss by these excludable

from line 2 . . . . . . . . . . . . . . . . . . 875cash gifts. This applies even if you use the
5) Amount of payment includible Actual reimbursement more than expected.money to pay for repairs to property damaged in

in income: Subtract line 4 If you later receive more reimbursement thanthe disaster.
from line 1 . . . . . . . . . . . . . . . . . . $ 225 you expected after you claimed a deduction for

the loss, you may have to include the extraExample. Your home was damaged by a
Tax year of inclusion. You include the tax- reimbursement in your income for the year youhurricane. Relatives and neighbors made cash

able part of the insurance payment in income for receive it. However, if any part of the originalgifts to you that were excludable from your in-
the year you regain the use of your main homecome. You used part of the cash gifts to pay for deduction did not reduce your tax for the earlier
or, if later, for the year you receive the taxablerepairs to your home. There were no limits or year, do not include that part of the reimburse-
part of the insurance payment.restrictions on how you could use the cash gifts. ment in your income. You do not refigure your

Because it was an excludable gift, the money tax for the year you claimed the deduction. For
Example. Your main home was destroyedyou received and used to pay for repairs to your more information, see Recoveries in chapter 12.

by a tornado in August 2009. You regained usehome does not reduce your casualty loss on the
If the total of all the reimbursementsof your home in November 2010. The insurancedamaged home.
you receive is more than your adjustedpayments you received in 2009 and 2010 were
basis in the destroyed or stolen prop-Insurance payments for living expenses. $1,500 more than the temporary increase in CAUTION

!
erty, you will have a gain on the casualty or theft.You do not reduce your casualty loss by insur- your living expenses during those years. You
If you have already taken a deduction for a lossance payments you receive to cover living ex- include this amount in income on your 2010
and you receive the reimbursement in a laterpenses in either of the following situations. Form 1040. If, in 2011, you receive further pay-
year, you may have to include the gain in yourments to cover the living expenses you had in• You lose the use of your main home be-
income for the later year. Include the gain as2009 and 2010, you must include those pay-cause of a casualty.
ordinary income up to the amount of your deduc-ments in income on your 2011 Form 1040.

• Government authorities do not allow you tion that reduced your tax for the earlier year.
access to your main home because of a Disaster relief. Food, medical supplies, and See Publication 547 for more information on
casualty or threat of one. other forms of assistance you receive do not how to treat a gain from the reimbursement of a

reduce your casualty loss unless they are casualty or theft.
Inclusion in income. If these insurance replacements for lost or destroyed property. Actual reimbursement same as expected. If

payments are more than the temporary increase
you receive exactly the reimbursement you ex-Qualified disaster relief payments youin your living expenses, you must include the
pected to receive, you do not have to includereceive for expenses you incurred as aexcess in your income. Report this amount on

result of a federally declared disaster any of the reimbursement in your income and
TIP

Form 1040, line 21. However, if the casualty
are not taxable income to you. For more infor- you cannot deduct any additional loss.occurs in a federally declared disaster area,
mation, see Disaster Area Losses in Publicationnone of the insurance payments are taxable.
547. Example. In December 2011, you had a col-See Qualified disaster relief payments, under

lision while driving your personal car. Repairs toDisaster unemployment assistance pay-Disaster Area Losses in Publication 547.
the car cost $950. You had $100 deductiblements are unemployment benefits that are tax-A temporary increase in your living expenses
collision insurance. Your insurance companyable.is the difference between the actual living ex-
agreed to reimburse you for the rest of the dam-Generally, disaster relief grants and qualifiedpenses you and your family incurred during the
age. Because you expected a reimbursementdisaster mitigation payments made under theperiod you could not use your home and your
from the insurance company, you did not have aRobert T. Stafford Disaster Relief and Emer-normal living expenses for that period. Actual
casualty loss deduction in 2011.gency Assistance Act or the National Flood In-living expenses are the reasonable and neces-

Due to the $100 rule (discussed later undersurance Act (as in effect on April 15, 2005) aresary expenses incurred because of the loss of
Deduction Limits), you cannot deduct the $100not includible in your income. See Disaster Areayour main home. Generally, these expenses in-

Losses in Publication 547. you paid as the deductible. When you receiveclude the amounts you pay for the following.
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Table 25-1. How To Apply the Deduction Limits for Personal-Use Property

$100 Rule 10% Rule

General Application You must reduce each casualty or theft loss by You must reduce your total casualty or theft
$100 when figuring your deduction. Apply this loss by 10% of your adjusted gross income.
rule after you have figured the amount of your Apply this rule after you reduce each loss by
loss. $100 (the $100 rule).

Single Event Apply this rule only once, even if many pieces Apply this rule only once, even if many
of property are affected. pieces of property are affected.

More Than One Event Apply to the loss from each event. Apply to the total of all your losses from all
events.

More Than One Person— Apply separately to each person. Apply separately to each person.
With Loss From the Same Event
(other than a married couple filing jointly)

Filing Jointly Apply as if you were one person. Apply as if you were one person.Married Couple—
With Loss From the

Filing Separately Apply separately to each spouse. Apply separately to each spouse.Same Event

More Than One Owner Apply separately to each owner of jointly Apply separately to each owner of jointly
(other than a married couple filing jointly) owned property. owned property.

the $850 from the insurance company in 2012, land and $140,000 for the house). You also These rules are explained next and Table
do not report it as income. 25-1 summarizes how to apply the $100 rule andspent $2,000 for landscaping. This year a fire

the 10% rule in various situations. For moredestroyed your home. The fire also damaged
detailed explanations and examples, see Publi-the shrubbery and trees in your yard. The fireSingle Casualty on
cation 547.was your only casualty or theft loss this year.Multiple Properties Competent appraisers valued the property as a Property used partly for business and partly

whole at $200,000 before the fire, but only for personal purposes. When property is
Personal property. Personal property is any $30,000 after the fire. (The loss to your house- used partly for personal purposes and partly for
property that is not real property. If your personal hold furnishings is not shown in this example. It business or income-producing purposes, the
property is stolen or is damaged or destroyed by would be figured separately on each item, as casualty or theft loss deduction must be figured
a casualty, you must figure your loss separately explained earlier under Personal property.) separately for the personal-use part and for the
for each item of property. Then combine these Shortly after the fire, the insurance company business or income-producing part. You must
separate losses to figure the total loss from that paid you $155,000 for the loss. You figure your figure each loss separately because the $100
casualty or theft. rule and the 10% rule apply only to the loss oncasualty loss as follows:

the personal-use part of the property.
Example. A fire in your home destroyed an 1) Adjusted basis of the entire

upholstered chair, an oriental rug, and an an- property (land, building, and $100 Ruletique table. You did not have fire insurance to landscaping) . . . . . . . . . . . . $162,000
cover your loss. (This was the only casualty or

2) FMV of entire property before After you have figured your casualty or theft losstheft you had during the year.) You paid $750 for
fire . . . . . . . . . . . . . . . . . . . $200,000 on personal-use property, you must reduce thatthe chair and you established that it had an FMV 3) FMV of entire property after fire 30,000 loss by $100. This reduction applies to each totalof $500 just before the fire. The rug cost $3,000 4) Decrease in FMV of entire casualty or theft loss. It does not matter howand had an FMV of $2,500 just before the fire. property . . . . . . . . . . . . . . . $170,000 many pieces of property are involved in anYou bought the table at an auction for $100

event. Only a single $100 reduction applies.5) Loss (smaller of (1) or (4)) . . . $162,000before discovering it was an antique. It had been
6) Subtract insurance . . . . . . . . 155,000appraised at $900 before the fire. You figure

Example. A hailstorm damages your home7) Amount of loss afteryour loss on each of these items as follows:
and your car. Determine the amount of loss, asreimbursement . . . . . . . . . . $7,000
discussed earlier, for each of these items. SinceChair Rug Table
the losses are due to a single event, you com-

1) Basis (cost) . . . . . . $750 $3,000 $100 bine the losses and reduce the combined
amount by $100.2) FMV before fire . . . $500 $2,500 $900

3) FMV after fire . . . . . –0– –0– –0– Single event. Generally, events closely re-Deduction Limits4) Decrease in FMV . . $500 $2,500 $900
lated in origin cause a single casualty. It is a5) Loss (smaller of (1) or
single casualty when the damage is from two orAfter you have figured your casualty or theft
more closely related causes, such as wind andloss, you must figure how much of the loss you(4)) . . . . . . . . . . . . $500 $2,500 $100
flood damage caused by the same storm.can deduct. If the loss was to property for your

6) Total loss . . . . . . . $3,100 personal use or your family’s use, there are two
limits on the amount you can deduct for your 10% Rule

Real property. In figuring a casualty loss on casualty or theft loss. 
You must reduce the total of all your casualty orpersonal-use real property, treat the entire prop-

1. You must reduce each casualty or theft theft losses on personal-use property by 10% oferty (including any improvements, such as build-
loss by $100 ($100 rule). your adjusted gross income. Apply this rule afterings, trees, and shrubs) as one item. Figure the

you reduce each loss by $100. For more infor-loss using the smaller of the adjusted basis or 2. You must further reduce the total of all
mation, see the Form 4684 instructions. If youthe decrease in FMV of the entire property. your casualty or theft losses by 10% of
have both gains and losses from casualties or

your adjusted gross income (10% rule).Example. You bought your home a few thefts, see Gains and losses, later in this discus-
years ago. You paid $160,000 ($20,000 for the You make these reductions on Form 4684. sion.
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Example 1. In June, you discovered that basis in the destroyed or stolen property, you procedure, notice, announcement, or other gui-
your house had been burglarized. Your loss have a gain from the casualty or theft. You must dance in the Internal Revenue Bulletin (IRB).
after insurance reimbursement was $2,000. include this gain in your income in the year you Who is eligible. If the IRS postpones a tax
Your adjusted gross income for the year you receive the reimbursement, unless you choose

deadline, the following taxpayers are eligible for
discovered the theft is $29,500. You first apply to postpone reporting the gain as explained in

the postponement.
the $100 rule and then the 10% rule. Figure your Publication 547.

• Any individual whose main home is lo-theft loss deduction as follows. If you have a loss, see Table 25-2.
cated in a covered disaster area (defined

1) Loss after insurance . . . . . . . . . . . $2,000 Losses. Generally, you can deduct a casualty next).
2) Subtract $100 . . . . . . . . . . . . . . . 100 loss that is not reimbursable only in the tax year • Any business entity or sole proprietor3) Loss after $100 rule . . . . . . . . . . . $1,900 in which the casualty occurred. This is true even

whose principal place of business is lo-4) Subtract 10% × $29,500 AGI . . . . . 2,950 if you do not repair or replace the damaged
cated in a covered disaster area.5) Theft loss deduction . . . . . . . . . –0– property until a later year.

• Any individual who is a relief worker affili-You can deduct theft losses that are notYou do not have a theft loss deduction be-
ated with a recognized government or phil-reimbursable only in the year you discover yourcause your loss after you apply the $100 rule
anthropic organization who is assisting inproperty was stolen.($1,900) is less than 10% of your adjusted gross
a covered disaster area.If you are not sure whether part of your casu-income ($2,950).

alty or theft loss will be reimbursed, do not de- • Any individual, business entity, or sole
duct that part until the tax year when youExample 2. In March, you had a car acci- proprietorship whose records are needed
become reasonably certain that it will not bedent that totally destroyed your car. You did not to meet a postponed tax deadline, pro-
reimbursed.have collision insurance on your car, so you did vided those records are maintained in a

not receive any insurance reimbursement. Your covered disaster area. The main home or
Loss on deposits. If your loss is a loss onloss on the car was $1,800. In November, a fire principal place of business does not have
deposits in an insolvent or bankrupt financialdamaged your basement and totally destroyed to be located in the covered disaster area.
institution, see Loss on Deposits, earlier.the furniture, washer, dryer, and other items • Any estate or trust that has tax recordsstored there. Your loss on the basement items

necessary to meet a postponed tax dead-after reimbursement was $2,100. Your adjusted Disaster Area Loss
line, provided those records are main-gross income for the year that the accident and
tained in a covered disaster area.You generally must deduct a casualty loss in thefire occurred is $25,000. You figure your casu-

year it occurred. However, if you have a casualtyalty loss deduction as follows. • The spouse on a joint return with a tax-
loss from a federally declared disaster that oc- payer who is eligible for postponements.

Base- curred in an area warranting public or individual • Any individual, business entity, or soleCar ment assistance (or both), you can choose to deduct
proprietorship not located in a covered dis-the loss on your tax return or amended return for1) Loss . . . . . . . . . . . . . . $1,800 $2,100 aster area, but whose records necessaryeither of the following years.2) Subtract $100 per incident 100 100 to meet a postponed tax deadline are lo-

3) Loss after $100 rule . . . . $1,700 $2,000 • The year the disaster occurred. cated in the covered disaster area.
4) Total loss . . . . . . . . . . . . . . . . $3,700 • The year immediately preceding the year • Any individual visiting the covered disaster5) Subtract 10% × $25,000 AGI . . . 2,500 the disaster occurred. area who was killed or injured as a result6) Casualty loss deduction . . . . . $1,200

of the disaster.

Gains.  Special rules apply if you choose to • Any other person determined by the IRSGains and losses. If you had both gains and postpone reporting gain on property damaged or to be affected by a federally declared dis-losses from casualties or thefts to personal-use destroyed in a federally declared disaster area. aster.property, you must compare your total gains to For those special rules, see Publication 547.
your total losses. Do this after you have reduced

Covered disaster area. This is an area of aeach loss by any reimbursements and by $100, Postponed tax deadlines. The IRS may federally declared disaster in which the IRS hasbut before you have reduced the losses by 10% postpone for up to 1 year certain tax deadlines of decided to postpone tax deadlines for up to 1of your adjusted gross income. taxpayers who are affected by a federally de- year.
clared disaster. The tax deadlines the IRS mayCasualty or theft gains do not include
postpone include those for filing income andgains you choose to postpone. See Abatement of interest and penalties. The
employment tax returns, paying income and em-Publication 547 for information on the IRS may abate the interest and penalties onCAUTION

!
ployment taxes, and making contributions to apostponement of gain. underpaid income tax for the length of any post-
traditional IRA or Roth IRA. ponement of tax deadlines.

Losses more than gains. If your losses are If any tax deadline is postponed, the IRS will
more than your recognized gains, subtract your publicize the postponement in your area by pub- More information. For more information, see
gains from your losses and reduce the result by lishing a news release, revenue ruling, revenue Disaster Area Losses in Publication 547.
10% of your adjusted gross income. The rest, if
any, is your deductible loss from personal-use

Table 25-2.  When To Deduct a Lossproperty.

Gains more than losses. If your recog-
IF you have a loss...  THEN deduct it in the year...nized gains are more than your losses, subtract

your losses from your gains. The difference is from a casualty, the loss occurred.
treated as capital gain and must be reported on
Schedule D (Form 1040). The 10% rule does not in a federally declared disaster area, the disaster occurred or the year immediately before the

disaster.apply to your gains. 

from a theft,  the theft was discovered.

on a deposit treated as a:

When To Report  • casualty,  • a reasonable estimate can be made.

 • bad debt,  • deposits are totally worthless.Gains and Losses
 • ordinary loss,  • a reasonable estimate can be made.Gains. If you receive an insurance or other

reimbursement that is more than your adjusted
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• 551/2 cents per mile from July 1 through Useful Items
December 31, 2011.How To Report You may want to see:

Car expenses and use of the standard mile-Gains and Losses Publication
age rate are explained under Transportation Ex-

❏ 463 Travel, Entertainment, Gift, and Carpenses, later.Use Form 4684 to report a gain or a deductible
Expensesloss from a casualty or theft. If you have more Depreciation limits on cars, trucks, and

than one casualty or theft, use a separate Form ❏ 535 Business Expensesvans. For 2011, the first-year limit on the total4684 to determine your gain or loss for each
section 179 deduction, special depreciation al- ❏ 1542 Per Diem Ratesevent. Combine the gains and losses on one
lowance, and depreciation deduction for carsForm 4684. Follow the form instructions as to
increases to $11,060 ($3,060 if you elect not to Form (and Instructions)which lines to fill out. In addition, you must use
claim the special depreciation allowance). Forthe appropriate schedule to report a gain or loss. ❏ Schedule A (Form 1040) Itemized
trucks and vans the first-year limit has increasedThe schedule you use depends on whether you Deductions
to $11,260 ($3,260 if you elect not to claim thehave a gain or loss.

❏ Schedule C (Form 1040) Profit or Lossspecial depreciation allowance). For more infor-
From Businessmation see Depreciation limits in PublicationIf you have a: Report it on:

463. ❏ Schedule C-EZ (Form 1040) Net ProfitGain . . . . . . . . . . Schedule D (Form
1040) From Business

Loss . . . . . . . . . . Schedule A (Form
❏ Schedule F (Form 1040) Profit or Loss1040)

From FarmingIntroduction
Adjustments to basis. If you have a casualty ❏ Form 2106 Employee Business

You may be able to deduct the ordinary andor theft loss, you must decrease your basis in Expensesnecessary business-related expenses you havethe property by any insurance or other reim-
❏ Form 2106-EZ Unreimbursed Employeefor:bursement you receive, and by any deductible

Business Expensesloss. Amounts you spend to restore your prop- • Travel,
erty after a casualty increase your adjusted ba- • Entertainment,sis. See Adjusted Basis in chapter 13 for more
information. • Gifts, or

• Transportation.Net operating loss (NOL). If your casualty or Travel Expenses
theft loss deduction causes your deductions for An ordinary expense is one that is common and
the year to be more than your income for the If you temporarily travel away from your taxaccepted in your trade or business. A necessary
year, you may have an NOL. You can use an home, you can use this section to determine ifexpense is one that is helpful and appropriate forNOL to lower your tax in an earlier year, allowing you have deductible travel expenses. This sec-your business. An expense does not have to beyou to get a refund for tax you have already paid. tion discusses:required to be considered necessary.Or, you can use it to lower your tax in a later

• Traveling away from home,year. You do not have to be in business to have This chapter explains the following.
an NOL from a casualty or theft loss. For more • Tax home,• What expenses are deductible.information, see Publication 536, Net Operating

• Temporary assignment or job, andLosses (NOLs) for Individuals, Estates, and • How to report your expenses on your re-
Trusts. turn. • What travel expenses are deductible.

• What records you need to prove your ex- It also discusses the standard meal allowance,
penses. rules for travel inside and outside the United

States, and deductible convention expenses.• How to treat any expense reimbursements
you may receive.

Travel expenses defined. For tax purposes,26. travel expenses are the ordinary and necessary
Who does not need to use this chapter. If expenses (defined earlier) of traveling away
you are an employee, you will not need to read

from home for your business, profession, or job.
this chapter if all of the following are true.

You will find examples of deductible travelCar Expenses • You fully accounted to your employer for expenses in Table 26-1.
your work-related expenses.and Other • You received full reimbursement for your Traveling Away From
expenses. HomeEmployee • Your employer required you to return any
excess reimbursement and you did so. You are traveling away from home if:Business • There is no amount shown with a code “L” • Your duties require you to be away from
in box 12 of your Form W-2, Wage and the general area of your tax home (defined
Tax Statement. later) substantially longer than an ordinaryExpenses

day’s work, andIf you meet all of these conditions, there is no
need to show the expenses or the reimburse- • You need to sleep or rest to meet the
ments on your return. See Reimbursements, demands of your work while away fromWhat’s New
later, if you would like more information on reim- home.
bursements and accounting to your employer.

Standard mileage rate. For 2011, the stan- This rest requirement is not satisfied by merely
dard mileage rate for the cost of operating your napping in your car. You do not have to be awayIf you meet these conditions and your
car for business use is: from your tax home for a whole day or from duskemployer included reimbursements on

to dawn as long as your relief from duty is long• 51 cents per mile from January 1 through your Form W-2 in error, ask your em-
TIP

enough to get necessary sleep or rest.June 30, 2011, and ployer for a corrected Form W-2.
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Example 1. You are a railroad conductor. Example. You live in Cincinnati where you considered as traveling away from home. See
have a seasonal job for 8 months each year and Example 2 later.You leave your home terminal on a regularly
earn $40,000. You work the other 4 months inscheduled round-trip run between two cities and

Example 1. You are a truck driver and youMiami, also at a seasonal job, and earn $15,000.return home 16 hours later. During the run, you
and your family live in Tucson. You are em-Cincinnati is your main place of work becausehave 6 hours off at your turnaround point where
ployed by a trucking firm that has its terminal inyou spend most of your time there and earnyou eat two meals and rent a hotel room to get
Phoenix. At the end of your long runs, you returnmost of your income there.necessary sleep before starting the return trip.
to your home terminal in Phoenix and spend oneYou are considered to be away from home.

No main place of business or work. You night there before returning home. You cannot
may have a tax home even if you do not have a deduct any expenses you have for meals andExample 2. You are a truck driver. You
regular or main place of business or work. Your lodging in Phoenix or the cost of traveling fromleave your terminal and return to it later the
tax home may be the home where you regularly Phoenix to Tucson. This is because Phoenix issame day. You get an hour off at your turn-
live. your tax home.around point to eat. Because you are not off to

get necessary sleep and the brief time off is not Factors used to determine tax home. If
Example 2. Your family home is in Pitts-an adequate rest period, you are not traveling you do not have a regular or main place of

burgh, where you work 12 weeks a year. Theaway from home. business or work, use the following three factors
rest of the year you work for the same employerto determine where your tax home is. 
in Baltimore. In Baltimore, you eat in restaurantsMembers of the Armed Forces. If you are a

1. You perform part of your business in the and sleep in a rooming house. Your salary is themember of the U.S. Armed Forces on a perma-
area of your main home and use that same whether you are in Pittsburgh or Balti-nent duty assignment overseas, you are not
home for lodging while doing business in more.traveling away from home. You cannot deduct
the area. Because you spend most of your workingyour expenses for meals and lodging. You can-

time and earn most of your salary in Baltimore,not deduct these expenses even if you have to 2. You have living expenses at your main
that city is your tax home. You cannot deductmaintain a home in the United States for your home that you duplicate because your
any expenses you have for meals and lodgingfamily members who are not allowed to accom- business requires you to be away from that
there. However, when you return to work inpany you overseas. If you are transferred from home.
Pittsburgh, you are away from your tax homeone permanent duty station to another, you may

3. You have not abandoned the area in which even though you stay at your family home. Youhave deductible moving expenses, which are
both your historical place of lodging and can deduct the cost of your round trip betweenexplained in Publication 521, Moving Expenses.
your claimed main home are located; you Baltimore and Pittsburgh. You can also deductA naval officer assigned to permanent duty have a member or members of your family your part of your family’s living expenses foraboard a ship that has regular eating and living living at your main home; or you often use meals and lodging while you are living and work-facilities has a tax home aboard ship for travel that home for lodging. ing in Pittsburgh.expense purposes.

If you satisfy all three factors, your tax home
is the home where you regularly live. If you Temporary AssignmentTax Home
satisfy only two factors, you may have a tax  or Jobhome depending on all the facts and circum-To determine whether you are traveling away
stances. If you satisfy only one factor, you are anfrom home, you must first determine the location You may regularly work at your tax home and
itinerant; your tax home is wherever you workof your tax home. also work at another location. It may not be
and you cannot deduct travel expenses. practical to return to your tax home from thisGenerally, your tax home is your regular

other location at the end of each work day.place of business or post of duty, regardless of Example. You are single and live in Boston
where you maintain your family home. It in- in an apartment you rent. You have worked for Temporary assignment vs. indefinite assign-
cludes the entire city or general area in which your employer in Boston for a number of years. ment. If your assignment or job away from
your business or work is located. Your employer enrolls you in a 12-month execu- your main place of work is temporary, your tax

If you have more than one regular place of tive training program. You do not expect to re- home does not change. You are considered to
business, your tax home is your main place of turn to work in Boston after you complete your be away from home for the whole period you are
business. See Main place of business or work, training. away from your main place of work. You can
later. During your training, you do not do any work deduct your travel expenses if they otherwise

If you do not have a regular or a main place in Boston. Instead, you receive classroom and qualify for deduction. Generally, a temporary
of business because of the nature of your work, on-the-job training throughout the United States. assignment in a single location is one that is
then your tax home may be the place where you You keep your apartment in Boston and return to realistically expected to last (and does in fact
regularly live. See No main place of business or it frequently. You use your apartment to conduct last) for 1 year or less.
work, later. your personal business. You also keep up your However, if your assignment or job is indefi-

community contacts in Boston. When you com- If you do not have a regular or a main place nite, the location of the assignment or job be-
plete your training, you are transferred to Losof business or post of duty and there is no place comes your new tax home and you cannot
Angeles.where you regularly live, you are considered an deduct your travel expenses while there. An

You do not satisfy factor (1) because you diditinerant (a transient) and your tax home is wher- assignment or job in a single location is consid-
not work in Boston. You satisfy factor (2) be-ever you work. As an itinerant, you cannot claim ered indefinite if it is realistically expected to last
cause you had duplicate living expenses. Youa travel expense deduction because you are for more than 1 year, whether or not it actually
also satisfy factor (3) because you did not aban-never considered to be traveling away from lasts for more than 1 year.
don your apartment in Boston as your mainhome. If your assignment is indefinite, you must
home, you kept your community contacts, and include in your income any amounts you receive
you frequently returned to live in your apartment. from your employer for living expenses, even ifMain place of business or work. If you have
Therefore, you have a tax home in Boston. they are called travel allowances and you ac-more than one place of business or work, con-

count to your employer for them. You may besider the following when determining which one
Tax home different from family home. If you able to deduct the cost of relocating to your newis your main place of business or work.
(and your family) do not live at your tax home tax home as a moving expense. See Publication• The total time you ordinarily spend in each (defined earlier), you cannot deduct the cost of 521 for more information.

place. traveling between your tax home and your family
home. You also cannot deduct the cost of meals Exception for federal crime investigations or• The level of your business activity in each
and lodging while at your tax home. See Exam- prosecutions. If you are a federal employeeplace.
ple 1 that follows. participating in a federal crime investigation or

• Whether your income from each place is If you are working temporarily in the same prosecution, you are not subject to the 1-year
significant or insignificant. city where you and your family live, you may be rule. This means you may be able to deduct

Page 178 Chapter 26 Car Expenses and Other Employee Business Expenses



Probationary work period. If you take a job
Table 26-1. Travel Expenses You Can Deduct that requires you to move, with the understand-

 This chart summarizes expenses you can deduct when you ing that you will keep the job if your work is
travel away from home for business purposes. satisfactory during a probationary period, the job

is indefinite. You cannot deduct any of your
expenses for meals and lodging during the pro-

IF you have bationary period.
expenses for... THEN you can deduct the cost of...

transportation travel by airplane, train, bus, or car between your home and What Travel Expenses Are
your business destination. If you were provided with a ticket or Deductible?you are riding free as a result of a frequent traveler or similar
program, your cost is zero. If you travel by ship, see Luxury Once you have determined that you are travel-
Water Travel and Cruise ships (under Conventions) in ing away from your tax home, you can determine
Publication 463 for additional rules and limits. what travel expenses are deductible.

You can deduct ordinary and necessary ex-taxi, commuter fares for these and other types of transportation that take you
penses you have when you travel away frombus, and airport between:
home on business. The type of expense you canlimousine • The airport or station and your hotel, and deduct depends on the facts and your circum-

• The hotel and the work location of your customers or stances.
clients, your business meeting place, or your temporary Table 26-1, later, summarizes travel ex-
work location. penses you may be able to deduct. You may

have other deductible travel expenses that arebaggage and sending baggage and sample or display material between your
not covered there, depending on the facts andshipping regular and temporary work locations.
your circumstances.

car operating and maintaining your car when traveling away from When you travel away from home on
home on business. You can deduct actual expenses or the business, you should keep records of
standard mileage rate as well as business-related tolls and all the expenses you have and anyRECORDS

parking. If you rent a car while away from home on business, advances you receive from your employer. You
you can deduct only the business-use portion of the expenses. can use a log, diary, notebook, or any other

written record to keep track of your expenses.lodging and meals your lodging and meals if your business trip is overnight or long The types of expenses you need to record,
enough that you need to stop for sleep or rest to properly along with supporting documentation, are de-
perform your duties. Meals include amounts spent for food, scribed in Table 26-2, later.
beverages, taxes, and related tips. See Meals and Incidental

Separating costs. If you have one expenseExpenses for additional rules and limits.
that includes the costs of meals, entertainment,
and other services (such as lodging or transpor-cleaning dry cleaning and laundry.
tation), you must allocate that expense between

telephone business calls while on your business trip. This includes the cost of meals and entertainment and the cost
business communication by fax machine or other of other services. You must have a reasonable
communication devices. basis for making this allocation. For example,

you must allocate your expenses if a hotel in-
tips tips you pay for any expenses in this chart. cludes one or more meals in its room charge.

other other similar ordinary and necessary expenses related to your
Travel expenses for another individual. If abusiness travel. These expenses might include transportation
spouse, dependent, or other individual goes withto or from a business meal, public stenographer’s fees,
you (or your employee) on a business trip or to acomputer rental fees, and operating and maintaining a house
business convention, you generally cannot de-trailer.
duct his or her travel expenses.

Employee. You can deduct the travel ex-
travel expenses even if you are away from your location, all for short periods but that together penses of someone who goes with you if that
tax home for more than 1 year, provided you person:cover a long period, may be considered an in-
meet the other requirements for deductibility. definite assignment.

1. Is your employee,
For you to qualify, the Attorney General (or

2. Has a bona fide business purpose for thehis or her designee) must certify that you are Going home on days off. If you go back to
travel, andtraveling:

your tax home from a temporary assignment on
3. Would otherwise be allowed to deduct the• For the federal government, your days off, you are not considered away from

travel expenses.home while you are in your hometown. You• In a temporary duty status, and
cannot deduct the cost of your meals and lodg-

Business associate. If a business associ-• To investigate or prosecute, or provide ing there. However, you can deduct your travel
ate travels with you and meets the conditions insupport services for the investigation or expenses, including meals and lodging, while
(2) and (3) above, you can deduct the travelprosecution of a federal crime.

traveling between your temporary place of work expenses you have for that person. A business
and your tax home. You can claim these ex- associate is someone with whom you could rea-

Determining temporary or indefinite. You penses up to the amount it would have cost you sonably expect to actively conduct business. A
must determine whether your assignment is to stay at your temporary place of work. business associate can be a current or prospec-
temporary or indefinite when you start work. If tive (likely to become) customer, client, supplier,If you keep your hotel room during your visityou expect an assignment or job to last for 1 employee, agent, partner, or professional advi-home, you can deduct the cost of your hotelyear or less, it is temporary unless there are sor.room. In addition, you can deduct your ex-facts and circumstances that indicate otherwise.

penses of returning home up to the amount you Bona fide business purpose. A bona fideAn assignment or job that is initially temporary
would have spent for meals had you stayed at business purpose exists if you can prove a realmay become indefinite due to changed circum-

business purpose for the individual’s presence.your temporary place of work.stances. A series of assignments to the same
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Incidental services, such as typing notes or as- allows you to use a set amount for your daily income-producing property. You can also use it
sisting in entertaining customers, are not to figure your meal expenses when you travel formeals and incidental expenses (M&IE), instead
enough to make the expenses deductible. qualifying educational purposes. You cannotof keeping records of your actual costs. The set

use the standard meal allowance to figure theamount varies depending on where and when
Example. Jerry drives to Chicago on busi- cost of your meals when you travel for medicalyou travel. In this chapter, “standard meal allow-

ness and takes his wife, Linda, with him. Linda is or charitable purposes.ance” refers to the federal rate for M&IE, dis-
not Jerry’s employee. Linda occasionally types cussed later under Amount of standard meal

Amount of standard meal allowance. Thenotes, performs similar services, and accompa- allowance. If you use the standard meal allow-
standard meal allowance is the federal M&IEnies Jerry to luncheons and dinners. The per- ance, you still must keep records to prove the
rate. For travel in 2011, the rate for most smallformance of these services does not establish time, place, and business purpose of your travel.
localities in the United States is $46 a day.that her presence on the trip is necessary to the See Recordkeeping, later.

conduct of Jerry’s business. Her expenses are Most major cities and many other localities inIncidental expenses. The term “incidentalnot deductible. the United States are designated as high-cost
expenses” means:Jerry pays $199 a day for a double room. A areas, qualifying for higher standard meal al-

single room costs $149 a day. He can deduct the • Fees and tips given to porters, baggage lowances. Locations qualifying for these rates
total cost of driving his car to and from Chicago, are listed in Publication 1542 which is availablecarriers, bellhops, hotel maids, stewards
but only $149 a day for his hotel room. If he uses on the Internet at IRS.gov.or stewardesses and others on ships, and
public transportation, he can deduct only his hotel servants in foreign countries, You can also find this information (or-fare.

ganized by state) on the Internet at• Transportation between places of lodging
www.gsa.gov. Click on “Per Diemor business and places where meals areMeals and Incidental Expenses Rates,” then select “2011” for the period Januarytaken, if suitable meals can be obtained at

1, 2011 –  September 30, 2011, and selectthe temporary duty site, andYou can deduct the cost of meals in either of the
“2012” for the period October 1, 2011 –  Decem-following situations. • Mailing costs associated with filing travel ber 31, 2011. However, you can apply the rates

vouchers and payment of em-• It is necessary for you to stop for substan- in effect before October 1, 2011, for expenses of
ployer-sponsored charge card billings.tial sleep or rest to properly perform your all travel within the United States for 2011 in-

duties while traveling away from home on stead of the updated rates. You must consist-Incidental expenses do not include expenses for
business. ently use either the rates for the first 9 monthslaundry, cleaning and pressing of clothing, lodg-

for all of 2011 or the updated rates for the perioding taxes, or the costs of telegrams or telephone• The meal is business-related entertain-
of October 1, 2011, through December 31,calls.ment.
2011.

Incidental expenses only method. You
If you travel to more than one location in oneBusiness-related entertainment is discussed can use an optional method (instead of actual

day, use the rate in effect for the area where youunder Entertainment Expenses, later. The fol- cost) for deducting incidental expenses only.
stop for sleep or rest. If you work in the transpor-lowing discussion deals only with meals (and The amount of the deduction is $5 a day. You
tation industry, however, see Special rate forincidental expenses) that are not busi- can use this method only if you did not pay or
transportation workers, later.ness-related entertainment. incur any meal expenses. You cannot use this

method on any day that you use the standard Standard meal allowance for areas outsideLavish or extravagant. You cannot deduct
meal allowance. the continental United States.  The standardexpenses for meals that are lavish or extrava-

meal allowance rates above do not apply togant. An expense is not considered lavish or Federal employees should refer to the
travel in Alaska, Hawaii, or any other locationextravagant if it is reasonable based on the facts Federal Travel Regulations at 
outside the continental United States. The De-and circumstances. Expenses will not be disal- www.gsa.gov. Find “What GSA Offers”CAUTION

!
partment of Defense establishes per diem rateslowed merely because they are more than a and click on “Regulations: FAR, FMR, FTR” for
for Alaska, Hawaii, Puerto Rico, American Sa-fixed dollar amount or take place at deluxe res- Federal Travel Regulation (FTR) for changes
moa, Guam, Midway, the Northern Mariana Is-taurants, hotels, nightclubs, or resorts. affecting claims for reimbursement.
lands, the U.S. Virgin Islands, Wake Island, and

50% limit on meals. You can figure your meal other non-foreign areas outside the continental50% limit may apply. If you use the stan-expenses using either of the following methods. United States. The Department of State estab-dard meal allowance method for meal expenses
lishes per diem rates for all other foreign areas.• Actual cost. and you are not reimbursed or you are reim-

bursed under a nonaccountable plan, you can You can access per diem rates for• The standard meal allowance.
generally deduct only 50% of the standard meal non-foreign areas outside the conti-

Both of these methods are explained below. But, allowance. If you are reimbursed under an ac- nental United States at:
regardless of the method you use, you generally countable plan and you are deducting amounts www.defensetravel.dod.mil/site/perdiemCalc.
can deduct only 50% of the unreimbursed cost that are more than your reimbursements, you cfm. You can access all other foreign per diem
of your meals. can deduct only 50% of the excess amount. The rates at www.state.gov/travel/. Click on “Travel

50% limit is explained later under Entertainment Per Diem Allowances for Foreign Areas” underIf you are reimbursed for the cost of your
Expenses. Accountable and nonaccountable “Foreign Per Diem Rates,” to obtain the latestmeals, how you apply the 50% limit depends on
plans are discussed later under Reimburse- foreign per diem rates.whether your employer’s reimbursement plan
ments.was accountable or nonaccountable. If you are

Special rate for transportation workers.not reimbursed, the 50% limit applies whether There is no optional standard lodging You can use a special standard meal allowancethe unreimbursed meal expense is for business amount similar to the standard meal if you work in the transportation industry. Youtravel or business entertainment. The 50% limit allowance. Your allowable lodging ex-CAUTION
!

are in the transportation industry if your work:is explained later under Entertainment Ex- pense deduction is your actual cost.
penses. Accountable and nonaccountable plans • Directly involves moving people or goods

Who can use the standard meal allowance.are discussed later under Reimbursements. by airplane, barge, bus, ship, train, or
You can use the standard meal allowance truck, andActual cost. You can use the actual cost of whether you are an employee or self-employed,

your meals to figure the amount of your expense • Regularly requires you to travel away fromand whether or not you are reimbursed for your
before reimbursement and application of the home and, during any single trip, usuallytraveling expenses. 
50% deduction limit. If you use this method, you involves travel to areas eligible for differ-
must keep records of your actual cost. ent standard meal allowance rates.Use of the standard meal allowance for other
Standard meal allowance. Generally, you travel. You can use the standard meal allow- If this applies to you, you can claim a standard
can use the “standard meal allowance” method ance to figure your meal expenses when you meal allowance of $59 a day ($65 for travel
as an alternative to the actual cost method. It travel in connection with investment and other outside the continental United States).
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Using the special rate for transportation work- Example. You work in Atlanta and take a Outside the United States apply to your trip from
business trip to New Orleans in May. On yourers eliminates the need for you to determine the the border to Mexico City and back to the border.
way home, you stop in Mobile to visit your par-standard meal allowance for every area where
ents. You spend $1,996 for the 9 days you areyou stop for sleep or rest. If you choose to use Travel Outside
away from home for travel, meals, lodging, andthe special rate for any trip, you must use the

the United Statesother travel expenses. If you had not stopped inspecial rate (and not use the regular standard
Mobile, you would have been gone only 6 days,meal allowance rates) for all trips you take that

If any part of your business travel is outside theand your total cost would have been $1,696.year.
United States, some of your deductions for theYou can deduct $1,696 for your trip, including
cost of getting to and from your destination maythe cost of round-trip transportation to and fromTravel for days you depart and return. For
be limited. For this purpose, the United StatesNew Orleans. The deduction for your meals isboth the day you depart for and the day you
includes the 50 states and the District of Colum-subject to the 50% limit on meals mentionedreturn from a business trip, you must prorate the
bia.earlier.standard meal allowance (figure a reduced

How much of your travel expenses you canamount for each day). You can do so by one of
deduct depends in part upon how much of yourtwo methods.

Trip Primarily for trip outside the United States was business re-• Method 1: You can claim 3/4 of the stan- lated.Personal Reasons
dard meal allowance.

See chapter 1 of Publication 463 for informa-
If your trip was primarily for personal reasons,• Method 2: You can prorate using any tion on luxury water travel.
such as a vacation, the entire cost of the trip is amethod that you consistently apply and
nondeductible personal expense. However, youthat is in accordance with reasonable busi-
can deduct any expenses you have while at yourness practice. Travel Entirely for Business
destination that are directly related to your busi- or Considered Entirelyness.

for BusinessExample. Jen is employed in New Orleans    A trip to a resort or on a cruise ship may be
as a convention planner. In March, her employer a vacation even if the promoter advertises that it

You can deduct all your travel expenses of get-sent her on a 3-day trip to Washington, DC, to is primarily for business. The scheduling of inci-
ting to and from your business destination if yourattend a planning seminar. She left her home in dental business activities during a trip, such as
trip is entirely for business or considered entirelyNew Orleans at 10 a.m. on Wednesday and viewing videotapes or attending lectures dealing
for business.arrived in Washington, DC, at 5:30 p.m. After with general subjects, will not change what is

spending two nights there, she flew back to New really a vacation into a business trip.
Travel entirely for business. If you travelOrleans on Friday and arrived back home at
outside the United States and you spend the8:00 p.m. Jen’s employer gave her a flat amount
entire time on business activities, you can de-to cover her expenses and included it with her Part of Trip Outside
duct all of your travel expenses.wages. the United States

Under Method 1, Jen can claim 21/2 days of
Travel considered entirely for business.If part of your trip is outside the United States,the standard meal allowance for Washington,
Even if you did not spend your entire time onuse the rules described later under TravelDC: 3/4 of the daily rate for Wednesday and
business activities, your trip is considered en-Outside the United States for that part of the trip.Friday (the days she departed and returned),
tirely for business if you meet at least one of theFor the part of your trip that is inside the Unitedand the full daily rate for Thursday.
following four exceptions.States, use the rules for travel in the UnitedUnder Method 2, Jen could also use any

States. Travel outside the United States doesmethod that she applies consistently and that is Exception 1 - No substantial control.
not include travel from one point in the Unitedin accordance with reasonable business prac- Your trip is considered entirely for business if
States to another point in the United States. Thetice. For example, she could claim 3 days of the you did not have substantial control over arrang-
following discussion can help you determinestandard meal allowance even though a federal ing the trip. The fact that you control the timing of
whether your trip was entirely within the Unitedemployee would have to use method 1 and be your trip does not, by itself, mean that you have
States.limited to only 21/2 days. substantial control over arranging your trip.
Public transportation. If you travel by public You do not have substantial control over
transportation, any place in the United States your trip if you:Travel in the
where that vehicle makes a scheduled stop is a • Are an employee who was reimbursed orUnited States point in the United States. Once the vehicle

paid a travel expense allowance,leaves the last scheduled stop in the United
The following discussion applies to travel in the States on its way to a point outside the United • Are not related to your employer, and
United States. For this purpose, the United States, you apply the rules under Travel Outside • Are not a managing executive.States includes the 50 states and the District of the United States.
Columbia. The treatment of your travel ex-

“Related to your employer” is defined later inpenses depends on how much of your trip was Example. You fly from New York to Puerto
this chapter under Per Diem and Car Al-business related and on how much of your trip Rico with a scheduled stop in Miami. You return
lowances.occurred within the United States. See Part of to New York nonstop. The flight from New York

Trip Outside the United States, later. A “managing executive” is an employee whoto Miami is in the United States, so only the flight
has the authority and responsibility, without be-from Miami to Puerto Rico is outside the United
ing subject to the veto of another, to decide onStates. Because there are no scheduled stops

Trip Primarily for Business the need for the business travel.between Puerto Rico and New York, all of the
 A self-employed person generally has sub-return trip is outside the United States.

You can deduct all your travel expenses if your stantial control over arranging business trips.
trip was entirely business related. If your trip was Private car. Travel by private car in the United

Exception 2 - Outside United States noprimarily for business and, while at your busi- States is travel between points in the United
more than a week. Your trip is consideredness destination, you extended your stay for a States, even when you are on your way to a
entirely for business if you were outside thevacation, made a personal side trip, or had other destination outside the United States.
United States for a week or less, combiningpersonal activities, you can deduct your busi-
business and nonbusiness activities. One weekness-related travel expenses. These expenses Example. You travel by car from Denver to
means 7 consecutive days. In counting theinclude the travel costs of getting to and from Mexico City and return. Your travel from Denver
days, do not count the day you leave the Unitedyour business destination and any busi- to the border and from the border back to Den-

ness-related expenses at your business desti- States, but do count the day you return to thever is travel in the United States, and the rules in
nation. United States.this section apply. The rules under Travel
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Exception 3 - Less than 25% of time on and responsibilities of your position. The agenda • Directly-related test.
personal activities. Your trip is considered does not have to deal specifically with your offi- • Associated test.
entirely for business if: cial duties and responsibilities; it will be enough

Both of these tests are explained in chapter 2 ofif the agenda is so related to your position that it• You were outside the United States for
shows your attendance was for business pur- Publication 463.more than a week, and
poses.

• You spent less than 25% of the total time The amount you can deduct for enter-
you were outside the United States on tainment expenses may be limited.Conventions held outside the North Ameri-
nonbusiness activities. Generally, you can deduct only 50% ofcan area. See chapter 1 of Publication 463 for CAUTION

!
your unreimbursed entertainment expenses.information on conventions held outside theFor this purpose, count both the day your trip
This limit is discussed next.North American area.began and the day it ended.

Exception 4 - Vacation not a major consid-
50% Limiteration. Your trip is considered entirely for

business if you can establish that a personal Entertainment In general, you can deduct only 50% of yourvacation was not a major consideration, even if
business-related meal and entertainment ex-you have substantial control over arranging the Expenses penses. (If you are subject to the Department oftrip.
Transportation’s “hours of service” limits, you

You may be able to deduct business-related can deduct 80% of your business-related meal
entertainment expenses you have for entertain- and entertainment expenses. See IndividualsTravel Primarily for Business
ing a client, customer, or employee.

subject to “hours of service” limits, later.)You can deduct entertainment expensesIf you travel outside the United States primarily
The 50% limit applies to employees or theironly if they are both ordinary and necessaryfor business but spend some of your time on

employers, and to self-employed persons (in-(defined earlier in the Introduction) and meetnonbusiness activities, you generally cannot de-
one of the following tests. cluding independent contractors) or their clients,duct all of your travel expenses. You can only

deduct the business portion of your cost of get-
ting to and from your destination. You must Figure 26-A. Does the 50% Limit Apply to Your Expenses?
allocate the costs between your business and
nonbusiness activities to determine your de- There are exceptions to these rules. See Exceptions to the 50% Limit.
ductible amount. These travel allocation rules
are discussed in chapter 1 of Publication 463.

You do not have to allocate your travel
expense deduction if you meet one of
the four exceptions listed earlier under

TIP

Travel considered entirely for business. In those
cases, you can deduct the total cost of getting to
and from your destination.

Travel Primarily for Personal
Reasons

If you travel outside the United States primarily
for vacation or for investment purposes, the en-
tire cost of the trip is a nondeductible personal
expense. If you spend some time attending brief
professional seminars or a continuing education
program, you can deduct your registration fees
and other expenses you have that are directly
related to your business.

Conventions
You can deduct your travel expenses when you
attend a convention if you can show that your
attendance benefits your trade or business. You
cannot deduct the travel expenses for your fam-
ily.

 If the convention is for investment, political,
social, or other purposes unrelated to your trade
or business, you cannot deduct the expenses.

Your appointment or election as a dele-
gate does not, in itself, determine
whether you can deduct travel ex-CAUTION

!
penses. You can deduct your travel expenses
only if your attendance is connected to your own
trade or business.

Convention agenda. The convention agenda
or program generally shows the purpose of the
convention. You can show your attendance at
the convention benefits your trade or business
by comparing the agenda with the official duties

All employees and self-employed persons can use this chart. For more information, see
50% Limit.

Were your meal and entertainment expenses reimbursed?
(Count only reimbursements your employer did not include
in box 1 of your Form W-2. If self-employed, count only
reimbursements from clients or customers that are not
included on Form 1099-MISC, Miscellaneous Income.)

If an employee, did you adequately account
to your employer under an accountable plan?
If self-employed, did you provide the payer
with adequate records? (See How To Report.)

Did your expenses exceed the reimbursement?

For the amount reimbursed. . . For the excess amount. . .

Your meal and entertainment
expenses are NOT subject to
the 50% limit. However,
since the reimbursement was
not treated as wages or as
other taxable income, you
cannot deduct the expenses.

Your meal and
entertainment expenses

ARE subject to
the 50% limit.

Yes

No
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Yes
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depending on whether the expenses are reim- Your meal or entertainment expense is not other services (such as lodging or transporta-
tion), you must allocate that expense betweenbursed. subject to the 50% limit if the expense meets
the cost of entertainment and the cost of otherone of the following exceptions.Figure 26-A summarizes the general rules
services. You must have a reasonable basis forexplained in this section.

Employee’s reimbursed expenses. If you making this allocation. For example, you mustThe 50% limit applies to business meals or
are an employee, you are not subject to the 50% allocate your expenses if a hotel includes enter-entertainment expenses you have while:
limit on expenses for which your employer reim- tainment in its lounge on the same bill with your

• Traveling away from home (whether eat- burses you under an accountable plan. Account- room charge.
ing alone or with others) on business, able plans are discussed later under

Taking turns paying for meals or entertain-Reimbursements.• Entertaining customers at your place of ment. If a group of business acquaintances
business, a restaurant, or other location, take turns picking up each others’ meal or enter-Individuals subject to “hours of service” lim-or tainment checks without regard to whether anyits. You can deduct a higher percentage of

business purposes are served, no member of• Attending a business convention or recep- your meal expenses while traveling away from
the group can deduct any part of the expense.tion, business meeting, or business lunch- your tax home if the meals take place during or

eon at a club. incident to any period subject to the Department Lavish or extravagant expenses. You can-
of Transportation’s “hours of service” limits. The not deduct expenses for entertainment that are
percentage is 80%. lavish or extravagant. An expense is not consid-Included expenses. Expenses subject to the

Individuals subject to the Department of ered lavish or extravagant if it is reasonable50% limit include:
Transportation’s “hours of service” limits include considering the facts and circumstances. Ex-

• Taxes and tips relating to a business meal the following persons. penses will not be disallowed just because they
or entertainment activity, are more than a fixed dollar amount or take• Certain air transportation workers (such as

place at deluxe restaurants, hotels, nightclubs,• Cover charges for admission to a night- pilots, crew, dispatchers, mechanics, and
or resorts.club, control tower operators) who are under

Federal Aviation Administration regula- Trade association meetings.  You can de-• Rent paid for a room in which you hold a
tions. duct entertainment expenses that are directlydinner or cocktail party, and

related to, and necessary for, attending busi-• Interstate truck operators and bus drivers• Amounts paid for parking at a sports ness meetings or conventions of certain exemptwho are under Department of Transporta-arena. organizations if the expenses of your attend-tion regulations.
ance are related to your active trade or busi-However, the cost of transportation to and from

• Certain railroad employees (such as engi- ness. These organizations include businessa business meal or a business-related entertain-
neers, conductors, train crews, dispatch- leagues, chambers of commerce, real estatement activity is not subject to the 50% limit.
ers, and control operations personnel) boards, trade associations, and professional as-
who are under Federal Railroad Adminis- sociations.Application of 50% limit. The 50% limit on
tration regulations.meal and entertainment expenses applies if the Entertainment tickets. Generally, you cannot

expense is otherwise deductible and is not cov- • Certain merchant mariners who are under deduct more than the face value of an entertain-
ered by one of the exceptions discussed later in Coast Guard regulations. ment ticket, even if you paid a higher price. For
this section. example, you cannot deduct service fees you

The 50% limit also applies to certain meal pay to ticket agencies or brokers or any amountOther exceptions. There are also exceptionsand entertainment expenses that are not busi- over the face value of the tickets you pay tofor the self-employed, advertising expenses,ness related. It applies to meal and entertain- scalpers.selling meals or entertainment, and charitablement expenses incurred for the production of
sports events. These are discussed in Publica-income, including rental or royalty income. It
tion 463. What Entertainmentalso applies to the cost of meals included in

deductible educational expenses. Expenses Are Not
What Entertainment Deductible?

When to apply the 50% limit. You apply the Expenses Are Deductible?50% limit after determining the amount that This section explains different types of entertain-
would otherwise qualify for a deduction. You first ment expenses you generally may not be able toThis section explains different types of entertain-
have to determine the amount of meal and en- deduct.ment expenses you may be able to deduct.
tertainment expenses that would be deductible

Club dues and membership fees. You can-under the other rules discussed in this chapter. Entertainment.  Entertainment includes any
not deduct dues (including initiation fees) foractivity generally considered to provide enter-
membership in any club organized for:Example 1. You spend $200 for a busi- tainment, amusement, or recreation. Examples

ness-related meal. If $110 of that amount is not include entertaining guests at nightclubs; at so- • Business,
allowable because it is lavish and extravagant, cial, athletic, and sporting clubs; at theaters; at • Pleasure,the remaining $90 is subject to the 50% limit. sporting events; on yachts; or on hunting, fish-
Your deduction cannot be more than $45 (.50 × ing, vacation, and similar trips. • Recreation, or
$90).

A meal as a form of entertainment. Enter- • Other social purpose.
tainment includes the cost of a meal you provideExample 2. You purchase two tickets to a This rule applies to any membership organiza-to a customer or client, whether the meal is aconcert and give them to a client. You pur- tion if one of its principal purposes is either:part of other entertainment or by itself. A mealchased the tickets through a ticket agent. You
expense includes the cost of food, beverages, • To conduct entertainment activities forpaid $200 for the two tickets, which had a face
taxes, and tips for the meal. To deduct an enter- members or their guests, orvalue of $80 each ($160 total). Your deduction
tainment-related meal, you or your employeecannot be more than $80 (.50 × $160). • To provide members or their guests withmust be present when the food or beverages are

access to entertainment facilities.provided.
Exceptions to the 50% Limit You cannot claim the cost of your meal The purposes and activities of a club, not its

both as an entertainment expense and name, will determine whether or not you canGenerally, business-related meal and entertain-
as a travel expense. deduct the dues. You cannot deduct dues paidCAUTION

!
ment expenses are subject to the 50% limit.

to:Separating costs. If you have one expenseFigure 26-A can help you determine if the 50%
that includes the costs of entertainment andlimit applies to you. • Country clubs,
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• Golf and athletic clubs, cost of gift wrapping is an incidental cost. How- your car while traveling away from home over-
ever, the purchase of an ornamental basket for night, use the rules in this section to figure your• Airline clubs,
packaging fruit is not an incidental cost if the car expense deduction. See Car Expenses,

• Hotel clubs, and value of the basket is substantial compared to later.
the value of the fruit.• Clubs operated to provide meals under cir-

Illustration of transportation expenses.cumstances generally considered to be Exceptions. The following items are not con- Figure 26-B illustrates the rules for when youconducive to business discussions. sidered gifts for purposes of the $25 limit. can deduct transportation expenses when you
have a regular or main job away from your

1. An item that costs $4 or less and:Entertainment facilities. Generally, you can- home. You may want to refer to it when deciding
not deduct any expense for the use of an enter- whether you can deduct your transportation ex-a. Has your name clearly and permanently
tainment facility. This includes expenses for penses. Daily transportation expenses you incurimprinted on the gift, and
depreciation and operating costs such as rent, while traveling from home to one or more regular

b. Is one of a number of identical itemsutilities, maintenance, and protection. places of business are generally nondeductible
you widely distribute. Examples includeAn entertainment facility is any property you commuting expenses. However, there are many
pens, desk sets, and plastic bags andown, rent, or use for entertainment. Examples exceptions for deducting transportation ex-
cases.include a yacht, hunting lodge, fishing camp, penses, like whether your work location is tem-

swimming pool, tennis court, bowling alley, car, porary (inside or outside the metropolitan area),
airplane, apartment, hotel suite, or home in a traveling for same trade or business, or if you2. Signs, display racks, or other promotional
vacation resort. have a home office.material to be used on the business prem-

ises of the recipient.Out-of-pocket expenses. You can deduct Temporary work location. If you have one or
out-of-pocket expenses, such as for food and more regular work locations away from your
beverages, catering, gas, and fishing bait, that Gift or entertainment. Any item that might be home and you commute to a temporary work
you provided during entertainment at a facility. considered either a gift or entertainment gener- location in the same trade or business, you can
These are not expenses for the use of an enter- ally will be considered entertainment. However, deduct the expenses of the daily round-trip
tainment facility. However, these expenses are if you give a customer packaged food or bever- transportation between your home and the tem-
subject to the directly-related and associated ages you intend the customer to use at a later porary location, regardless of distance.
tests and to the 50% limit discussed earlier. date, treat it as a gift. If your employment at a work location is

 If you give a customer tickets to a theater realistically expected to last (and does in fact
Additional information. For more information performance or sporting event and you do not go last) for 1 year or less, the employment is tempo-
on entertainment expenses, including discus- with the customer to the performance or event, rary unless there are facts and circumstances
sions of the directly-related and associated you have a choice. You can treat the cost of the that would indicate otherwise.
tests, see chapter 2 of Publication 463. tickets as either a gift expense or an entertain- If your employment at a work location is

ment expense, whichever is to your advantage. realistically expected to last for more than 1 year
or if there is no realistic expectation that theIf you go with the customer to the event, you
employment will last for 1 year or less, the em-must treat the cost of the tickets as an entertain-Gift Expenses ployment is not temporary, regardless ofment expense. You cannot choose, in this case,
whether it actually lasts for more than 1 year.to treat the cost of the tickets as a gift expense.

If you give gifts in the course of your trade or If employment at a work location initially is
business, you can deduct all or part of the cost. realistically expected to last for 1 year or less,
This section explains the limits and rules for but at some later date the employment is realisti-
deducting the costs of gifts. cally expected to last more than 1 year, thatTransportation employment will be treated as temporary (un-
$25 limit. You can deduct no more than $25 less there are facts and circumstances that
for business gifts you give directly or indirectly to Expenses would indicate otherwise) until your expectation
each person during your tax year. A gift to a changes. It will not be treated as temporary after
company that is intended for the eventual per- This section discusses expenses you can de- the date you determine it will last more than 1
sonal use or benefit of a particular person or a duct for business transportation when you are year.
limited class of people will be considered an not traveling away from home as defined earlier If the temporary work location is beyond the
indirect gift to that particular person or to the under Travel Expenses. These expenses in- general area of your regular place of work and
individuals within that class of people who re- clude the cost of transportation by air, rail, bus, you stay overnight, you are traveling away from
ceive the gift. taxi, etc., and the cost of driving and maintaining home. You may have deductible travel ex-

If you give a gift to a member of a customer’s your car. penses as discussed earlier in this chapter.
family, the gift is generally considered to be an Transportation expenses include the ordi-
indirect gift to the customer. This rule does not No regular place of work. If you have nonary and necessary costs of all of the following.
apply if you have a bona fide, independent busi- regular place of work but ordinarily work in the

• Getting from one workplace to another inness connection with that family member and metropolitan area where you live, you can de-
the course of your business or professionthe gift is not intended for the customer’s even- duct daily transportation costs between home
when you are traveling within the area oftual use. and a temporary work site outside that metropol-
your tax home. (Tax home is defined ear-If you and your spouse both give gifts, both of itan area.
lier under Travel Expenses.)you are treated as one taxpayer. It does not Generally, a metropolitan area includes the

matter whether you have separate businesses, area within the city limits and the suburbs that• Visiting clients or customers.
are separately employed, or whether each of are considered part of that metropolitan area.

• Going to a business meeting away fromyou has an independent connection with the You cannot deduct daily transportation costs
your regular workplace.recipient. If a partnership gives gifts, the partner- between your home and temporary work sites

ship and the partners are treated as one tax- within your metropolitan area. These are nonde-• Getting from your home to a temporary
payer. ductible commuting expenses.workplace when you have one or more

regular places of work. These temporary
Incidental costs. Incidental costs, such as Two places of work. If you work at two placesworkplaces can be either within the area
engraving on jewelry, or packaging, insuring, in one day, whether or not for the same em-of your tax home or outside that area.
and mailing, are generally not included in deter- ployer, you can deduct the expense of getting

Transportation expenses do not include ex-mining the cost of a gift for purposes of the $25 from one workplace to the other. However, if for
penses you have while traveling away fromlimit. some personal reason you do not go directly
home overnight. Those expenses are travel ex-A cost is incidental only if it does not add from one location to the other, you cannot de-
penses, discussed earlier. However, if you usesubstantial value to the gift. For example, the duct more than the amount it would have cost
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Forces reservists traveling more than 100 miles
Figure 26-B. When Are Transportation Expenses Deductible? from home under Special Rules, later.

Most employees and self-employed persons can use this chart. (Do not use this chart if your Commuting expenses. You cannot deduct
home is your principal place of business. See Office in the home.) the costs of taking a bus, trolley, subway, or taxi,

or of driving a car between your home and your
main or regular place of work. These costs are
personal commuting expenses. You cannot de-
duct commuting expenses no matter how far
your home is from your regular place of work.
You cannot deduct commuting expenses even if
you work during the commuting trip.

Example. You sometimes use your cell
phone to make business calls while commuting
to and from work. Sometimes business associ-
ates ride with you to and from work, and you
have a business discussion in the car. These
activities do not change the trip from personal to
business. You cannot deduct your commuting
expenses.

Parking fees. Fees you pay to park your car
at your place of business are nondeductible
commuting expenses. You can, however, de-
duct business-related parking fees when visiting
a customer or client.

Advertising display on car. Putting display
material that advertises your business on your
car does not change the use of your car from
personal use to business use. If you use this car
for commuting or other personal uses, you still
cannot deduct your expenses for those uses.

Car pools. You cannot deduct the cost of
using your car in a nonprofit car pool. Do not
include payments you receive from the passen-
gers in your income. These payments are con-
sidered reimbursements of your expenses.
However, if you operate a car pool for a profit,
you must include payments from passengers in
your income. You can then deduct your car
expenses (using the rules in this chapter).

Hauling tools or instruments. Hauling
tools or instruments in your car while commuting
to and from work does not make your car ex-
penses deductible. However, you can deduct
any additional costs you have for hauling tools or
instruments (such as for renting a trailer you tow
with your car).

Union members’ trips from a union hall. If
you get your work assignments at a union hall
and then go to your place of work, the costs of
getting from the union hall to your place of work
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Home: The place where you reside. Transportation expenses between your home and
your main or regular place of work are personal commuting expenses.

Regular or main job: Your principal place of business. If you have more than one job,
you must determine which one is your regular or main job. Consider the time you
spend at each, the activity you have at each, and the income you earn at each.

Temporary work location: A place where your work assignment is realistically
expected to last (and does in fact last) one year or less. Unless you have a regular
place of business, you can only deduct your transportation expenses to a temporary
work location outside your metropolitan area.

Second job: If you regularly work at two or more places in one day, whether or not
for the same employer, you can deduct your transportation expenses of getting from
one workplace to another. If you do not go directly from your first job to your second
job, you can only deduct the transportation expenses of going directly from your first
job to your second job. You cannot deduct your transportation expenses between
your home and a second job on a day off from your main job.

are nondeductible commuting expenses. Al-
though you need the union to get your work

you to go directly from the first location to the transportation expenses if the location of the assignments, you are employed where you
meeting is temporary and you have one or moresecond. work, not where the union hall is located.
regular places of work.Transportation expenses you have in going

Office in the home. If you have an office inbetween home and a part-time job on a day off If you ordinarily work in a particular metropol- your home that qualifies as a principal place of
from your main job are commuting expenses. itan area but not at any specific location and the business, you can deduct your daily transporta-
You cannot deduct them. reserve meeting is held at a temporary location tion costs between your home and another work

outside that metropolitan area, you can deduct location in the same trade or business. (SeeArmed Forces reservists. A meeting of an
your transportation expenses. chapter 28 for information on determining if yourArmed Forces reserve unit is a second place of

home office qualifies as a principal place ofIf you travel away from home overnight tobusiness if the meeting is held on a day on which
business.)attend a guard or reserve meeting, you canyou work at your regular job. You can deduct the

deduct your travel expenses. These expensesexpense of getting from one workplace to the Examples of deductible transportation. The
are discussed earlier under Travel Expenses.other as just discussed under Two places of following examples show when you can deduct

work, earlier. If you travel more than 100 miles away from transportation expenses based on the location
You usually cannot deduct the expense if the home in connection with your performance of of your work and your home.

reserve meeting is held on a day on which you services as a member of the reserves, you may
do not work at your regular job. In this case, your be able to deduct some of your reserve-related Example 1. You regularly work in an office
transportation generally is a nondeductible com- travel costs as an adjustment to income rather in the city where you live. Your employer sends
muting expense. However, you can deduct your than as an itemized deduction. See Armed you to a 1-week training session at a different
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office in the same city. You travel directly from • It is at the rate contained in the 1991 col- • Use five or more cars at the same time (as
your home to the training location and return in fleet operations),lective bargaining agreement. Any later
each day. You can deduct the cost of your daily agreement cannot increase the qualified • Claimed a depreciation deduction for the
round-trip transportation between your home reimbursement amount by more than the car using any method other than straight
and the training location. rate of inflation. line depreciation,

See your employer for information on your reim-Example 2. Your principal place of business • Claimed a section 179 deduction on the
bursement.is in your home. You can deduct the cost of car,

round-trip transportation between your qualify- • Claimed the special depreciation allow-If you are a rural mail carrier and re-ing home office and your client’s or customer’s
ance on the car,ceived a qualified reimbursement, youplace of business.

cannot use the standard mileage rate.CAUTION
!

• Claimed actual car expenses after 1997
Example 3. You have no regular office, and for a car you leased, or

you do not have an office in your home. In this • Are a rural mail carrier who received a
case, the location of your first business contact Standard Mileage Rate qualified reimbursement. (See Rural mail
inside the metropolitan area is considered your

carriers, earlier.)You may be able to use the standard mileageoffice. Transportation expenses between your
rate to figure the deductible costs of operatinghome and this first contact are nondeductible Five or more cars. If you own or lease fiveyour car for business purposes. For 2011, thecommuting expenses. Transportation expenses or more cars that are used for business at thestandard mileage rate for each mile of businessbetween your last business contact and your same time, you cannot use the standard mile-use is 51 cents per mile before July 1, 2011.home are also nondeductible commuting ex- age rate for the business use of any car. How-After June 30, 2011, the business mileage ratepenses. While you cannot deduct the costs of ever, you may be able to deduct your actualincreases to 551/2 cents per mile.these first and last trips, you can deduct the expenses for operating each of the cars in your

costs of going from one client or customer to If you use the standard mileage rate for business. See Actual Car Expenses in chapter 4
another. With no regular or home office, the a year, you cannot deduct your actual of Publication 463 for information on how to
costs of travel between two or more business car expenses for that year, but see figure your deduction.CAUTION

!
contacts in a metropolitan area are deductible Parking fees and tolls, later. You are not using five or more cars for busi-
while the costs of travel between the home to ness at the same time if you alternate using (useYou generally can use the standard mileage(and from) business contacts are not deductible. at different times) the cars for business.rate whether or not you are reimbursed and

whether or not any reimbursement is more orCar Expenses Note. Beginning in 2011, you can elect toless than the amount figured using the standard
use the standard mileage rate if you used a carmileage rate. See Reimbursements under How

If you use your car for business purposes, you for hire (such as a taxi).To Report, later.
may be able to deduct car expenses. You gener-

Parking fees and tolls. In addition to usingally can use one of the two following methods to Choosing the standard mileage rate. If you the standard mileage rate, you can deduct anyfigure your deductible expenses. want to use the standard mileage rate for a car business-related parking fees and tolls. (Parking
you own, you must choose to use it in the first• Standard mileage rate. fees you pay to park your car at your place of
year the car is available for use in your business. work are nondeductible commuting expenses.)• Actual car expenses. Then in later years, you can choose to use either
the standard mileage rate or actual expenses.

If you use actual car expenses to figure your
If you want to use the standard mileage rate Actual Car Expensesdeduction for a car you lease, there are rules

for a car you lease, you must use it for the entire
that affect the amount of your lease payments

lease period. For leases that began on or before If you do not use the standard mileage rate, youyou can deduct. See Leasing a car under Actual
December 31, 1997, the standard mileage rate may be able to deduct your actual car expenses.Car Expenses, later.
must be used for the entire portion of the lease

If you qualify to use both methods, youIn this chapter, “car” includes a van, pickup, period (including renewals) that is after 1997.
may want to figure your deduction bothor panel truck. You must make the choice to use the stan- ways to see which gives you a larger

TIP

dard mileage rate by the due date (includingYou may be entitled to a tax credit for deduction.
an alternative motor vehicle you place extensions) of your return. You cannot revoke
in service during the year. The vehicle the choice. However, in a later year, you can

TIP

Actual car expenses include:must meet certain requirements, and you do not switch from the standard mileage rate to the
have to use it in your business to qualify for the actual expenses method. If you change to the

Depreciation Lease Registration credit. For more information, see chapter 36. actual expenses method in a later year, but
Licenses payments fees

before your car is fully depreciated, you have toRural mail carriers. If you are a rural mail Gas Insurance Repairs
estimate the remaining useful life of the car andcarrier, you may be able to treat the amount of Oil Garage rent Tires
use straight line depreciation.qualified reimbursement you received as the Tolls Parking fees

amount of your allowable expense. Because the
Example. Larry is an employee who occa-qualified reimbursement is treated as paid under Business and personal use. If you use your

sionally uses his own car for business purposes.an accountable plan, your employer should not car for both business and personal purposes,
He purchased the car in 2009, but he did notinclude the amount of reimbursement in your you must divide your expenses between busi-
claim any unreimbursed employee expenses onincome. ness and personal use. You can divide your
his 2009 tax return. Because Larry did not useIf your vehicle expenses are more than the expense based on the miles driven for each
the standard mileage rate the first year the caramount of your reimbursement, you can deduct purpose.
was available for business use, he cannot usethe unreimbursed expenses as an itemized de-
the standard mileage rate in 2011 to claim un-duction on Schedule A (Form 1040). You must Example. You are a contractor and drive
reimbursed employee business expenses.complete Form 2106 and attach it to your Form your car 20,000 miles during the year: 12,000

For more information about depreciation in-1040. miles for business use and 8,000 miles for per-
cluded in the standard mileage rate, see the sonal use. You can claim only 60% (12,000 ÷A “qualified reimbursement” is the reim-
exception in Methods of depreciation under De- 20,000) of the cost of operating your car as abursement you receive that meets both of the
preciation Deduction in chapter 4 of Publication business expense.following conditions.
463.

• It is given as an equipment maintenance Interest on car loans. If you are an employee,
Standard mileage rate not allowed. Youallowance (EMA) to employees of the U.S. you cannot deduct any interest paid on a car
cannot use the standard mileage rate if you:Postal Service. loan. This interest is treated as personal interest
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and is not deductible. However, if you are mileage rate or actual car expenses to deduct • Your expense, other than lodging, is less
self-employed and use your car in that business, than $75.the business use of your car. Publication 544
see chapter 4 of Publication 535. has information on sales of property used in a • You have a transportation expense for

trade or business, and details on how to reportIf you use a home equity loan to which a receipt is not readily available.
the disposition.purchase your car, you may be able to

Adequate evidence. Documentary evi-deduct the interest. See chapter 23 for
TIP

dence ordinarily will be considered adequate if itmore information.
shows the amount, date, place, and essential

Taxes paid on your car. If you are an em- character of the expense.Recordkeeping
ployee, you can deduct personal property taxes For example, a hotel receipt is enough to
paid on your car if you itemize deductions. Enter support expenses for business travel if it has allIf you deduct travel, entertainment, gift, or trans-
the amount paid on line 7 of Schedule A (Form of the following information.portation expenses, you must be able to prove
1040). (See chapter 22 for more information on (substantiate) certain elements of the expense. • The name and location of the hotel.taxes.) If you are not an employee, see your This section discusses the records you need to
form instructions for information on how to de- • The dates you stayed there.keep to prove these expenses.
duct personal property taxes paid on your car. • Separate amounts for charges such asIf you keep timely and accurate rec-

Sales taxes. Generally, sales taxes on your lodging, meals, and telephone calls.ords, you will have support to show the
car are part of your car’s basis and are recov- IRS if your tax return is ever examined.RECORDS
ered through depreciation, discussed later. A restaurant receipt is enough to prove anYou will also have proof of expenses that your
However, to the extent the car is not used in your expense for a business meal if it has all of theemployer may require if you are reimbursedtrade or business, you can choose to deduct the following information.under an accountable plan. These plans arenonbusiness part of the qualified vehicle state or • The name and location of the restaurant.discussed later under Reimbursements.local sales tax on Schedule A (Form 1040), line
5 if you itemize deductions and choose not to • The number of people served.
deduct state and local income taxes. How To Prove Expenses • The date and amount of the expense.
Fines and collateral. You cannot deduct fines If a charge is made for items other than food andTable 26-2 is a summary of records you need toyou pay and forfeited collateral for traffic viola- beverages, the receipt must show that this is theprove each expense discussed in this chapter.tions. case.You must be able to prove the elements listed
Depreciation and section 179 deductions. across the top portion of the chart. You prove Canceled check. A canceled check, to-
Generally, the cost of a car, plus sales tax and them by having the information and receipts gether with a bill from the payee, ordinarily es-
improvements, is a capital expense. Because (where needed) for the expenses listed in the tablishes the cost. However, a canceled check
the benefits last longer than 1 year, you gener- first column. by itself does not prove a business expense
ally cannot deduct a capital expense. However, without other evidence to show that it was for aYou cannot deduct amounts that youyou can recover this cost through the section business purpose.approximate or estimate.179 deduction (the deduction allowed by section

CAUTION
!

179), special depreciation allowance, and de- Duplicate information. You do not have to
preciation deductions. Depreciation allows you record information in your account book or other
to recover the cost over more than 1 year by You should keep adequate records to prove record that duplicates information shown on a
deducting part of it each year. The section 179 receipt as long as your records and receiptsyour expenses or have sufficient evidence that
deduction, special depreciation allowance, and complement each other in an orderly manner.will support your own statement. You must gen-
the depreciation deduction are discussed in You do not have to record amounts yourerally prepare a written record for it to be consid-
more detail in chapter 4 of Publication 463. employer pays directly for any ticket or otherered adequate. This is because written evidence

Generally, there are limits on these deduc- travel item. However, if you charge these itemsis more reliable than oral evidence alone.
tions. Special rules apply if you use your car to your employer, through a credit card or other-

However, if you contemporaneously50% or less in your work or business. wise, you must keep a record of the amounts
prepare a record on a computer it is you spend.Leasing a car. If you lease a car, truck, or van considered an adequate record.

TIP

that you use in your business, you can use the Timely-kept records. You should record the
standard mileage rate or actual expenses to elements of an expense or of a business use at
figure your deductible car expense. or near the time of the expense or use andWhat Are Adequate Records?

support it with sufficient documentary evidence.Deductible payments. If you choose to use
A timely-kept record has more value than aactual expenses, you can deduct the part of You should keep the proof you need in an ac-
statement prepared later when generally there iseach lease payment that is for the use of the count book, diary, statement of expense, or sim-
a lack of accurate recall.vehicle in your business. You cannot deduct any ilar record. You should also keep documentary

You do not need to write down the elementspart of a lease payment that is for personal use evidence that, together with your records, will
of every expense on the day of the expense. Ifof the vehicle, such as commuting. support each element of an expense.
you maintain a log on a weekly basis whichYou must spread any advance payments
accounts for use during the week, the log isover the entire lease period. You cannot deduct Documentary evidence. You generally must
considered a timely-kept record.any payments you make to buy a vehicle, even if have documentary evidence, such as receipts,

If you give your employer, client, or customerthe payments are called lease payments. canceled checks, or bills, to support your ex-
an expense account statement, it can also beIf you lease a car, truck, or van for 30 days or

penses. considered a timely-kept record. This is true ifmore, you may have to reduce your lease pay-
you copy it from your account book, diary, state-ment deduction by an “inclusion amount.” For Exception. Documentary evidence is not
ment of expense, or similar record.information on reporting lease inclusion needed if any of the following conditions apply.

amounts, see Leasing a Car in chapter 4 of • You have meals or lodging expenses Proving business purpose. You must gener-Publication 463.
while traveling away from home for which ally provide a written statement of the business
you account to your employer under an purpose of an expense. However, the degree of
accountable plan and you use a per diem proof varies according to the circumstances inSale, Trade-In, or Other Disposition
allowance method that includes meals each case. If the business purpose of an ex-
and/or lodging. (Accountable plans andIf you sell, trade in, or otherwise dispose of your pense is clear from the surrounding circum-
per diem allowances are discussed latercar, you may have a taxable gain or a deductible stances, then you do not need to give a written

loss. This is true whether you used the standard under Reimbursements.) explanation.
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Table 26-2. How To Prove Certain Business Expenses

THEN you must keep records that show details of the following elements...

Place or Business Purpose and IF you have
Amount Time Description Business Relationshipexpenses for...

Travel Cost of each separate Dates you left Destination or area Purpose: Business purpose for the
expense for travel, lodging, and returned of your travel (name expense or the business benefit gained or
and meals. Incidental for each trip of city, town, or expected to be gained.
expenses may be totaled in and number of other designation).
reasonable categories such days spent on Relationship: N/A
as taxis, fees and tips, etc. business.

Entertainment Cost of each separate Date of Name and address Purpose: Business purpose for the
expense. Incidental entertainment. or location of place expense or the business benefit gained or
expenses such as taxis, (Also see of entertainment. expected to be gained. For entertainment,
telephones, etc., may be Business Type of the nature of the business discussion or
totaled on a daily basis. Purpose.) entertainment if not activity. If the entertainment was directly

otherwise apparent. before or after a business discussion: the
(Also see Business date, place, nature, and duration of the
Purpose.) business discussion, and the identities of

the persons who took part in both the
Gifts Cost of the gift. Date of the gift. Description of the business discussion and the

gift. entertainment activity.

Relationship: Occupations or other
information (such as names, titles, or
other designations) about the recipients
that shows their business relationship to
you. For entertainment, you must also
prove that you or your employee was
present if the entertainment was a
business meal.

Transportation Cost of each separate Date of the Your business Purpose: Business purpose for the
expense. For car expenses, expense. For destination. expense.
the cost of the car and any car expenses,
improvements, the date you the date of the Relationship: N/A
started using it for business, use of the car.
the mileage for each
business use, and the total
miles for the year.

Confidential information. You do not need to your records or expenses. Reasons beyond single expense. For example, if during entertain-
your control include fire, flood, and other casu- ment at a cocktail lounge, you pay separately forput confidential information relating to an ele-
alty. each serving of refreshments, the total expensement of a deductible expense (such as the

for the refreshments is treated as a single ex-place, business purpose, or business relation-
pense.ship) in your account book, diary, or other re-

Separating and Combiningcord. However, you do have to record the Allocating total cost. If you can prove theExpensesinformation elsewhere at or near the time of the total cost of travel or entertainment but you can-
expense and have it available to fully prove that not prove how much it cost for each person whoThis section explains when expenses must beelement of the expense. participated in the event, you may have to allo-kept separate and when expenses can be com-

cate the total cost among you and your guestsbined.
on a pro rata basis. An allocation would be

What if I Have Incomplete Separating expenses. Each separate pay- needed, for example, if you did not have a busi-
ment is generally considered a separate ex-Records? ness relationship with all of your guests.
pense. For example, if you entertain a customer

If your return is examined. If your return isIf you do not have complete records to prove an or client at dinner and then go to the theater, the
examined, you may have to provide additionalelement of an expense, then you must prove the dinner expense and the cost of the theater tick-
information to the IRS. This information could beelement with: ets are two separate expenses. You must record
needed to clarify or to establish the accuracy orthem separately in your records.• Your own written or oral statement, con- reliability of information contained in your rec-

taining specific information about the ele- Combining items. You can make one daily ords, statements, testimony, or documentary
ment, and entry in your record for reasonable categories of evidence before a deduction is allowed.

expenses. Examples are taxi fares, telephone• Other supporting evidence that is sufficient
calls, or other incidental travel costs. Mealsto establish the element. How Long To Keepshould be in a separate category. You can in-
clude tips for meal-related services with the Records and Receipts

Destroyed records. If you cannot produce a costs of the meals.
receipt because of reasons beyond your control, Expenses of a similar nature occurring dur- You must keep records as long as they may be
you can prove a deduction by reconstructing ing the course of a single event are considered a needed for the administration of any provision of
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the Internal Revenue Code. Generally, this 2106-EZ instead of Form 2106 if you meet all of see Completing Forms 2106 and 2106-EZ, later,
means you must keep your records that support the following conditions. for information on completing your tax return.
your deduction (or an item of income) for 3 years • You are an employee deducting expenses Reimbursement, allowance, or advance. Afrom the date you file the income tax return on

attributable to your job. reimbursement or other expense allowance ar-which the deduction is claimed. A return filed
rangement is a system or plan that an employer• You were not reimbursed by your em-early is considered filed on the due date. For a
uses to pay, substantiate, and recover the ex-ployer for your expenses (amounts in-more complete explanation, see Publication
penses, advances, reimbursements, andcluded in box 1 of your Form W-2 are not583, Starting a Business and Keeping Records.
amounts charged to the employer for employeeconsidered reimbursements).
business expenses. Arrangements include perReimbursed for expenses. Employees who

• If you claim car expenses, you use the diem and car allowances.give their records and documentation to their
standard mileage rate.   A per diem allowance is a fixed amount ofemployers and are reimbursed for their ex-

daily reimbursement your employer gives youpenses generally do not have to keep copies of
For more information on how to report your for your lodging, meal, and incidental expensesthis information. However, you may have to

expenses on Forms 2106 and 2106-EZ, see when you are away from home on business.prove your expenses if any of the following con-
Completing Forms 2106 and 2106-EZ, later. (The term “incidental expenses” is defined ear-ditions apply.

lier under Meals and Incidental Expenses.) A carGifts.  If you did not receive any reimburse-• You claim deductions for expenses that allowance is an amount your employer givesments (or the reimbursements were all includedare more than reimbursements. you for the business use of your car.in box 1 of your Form W-2), the only business
Your employer should tell you what method• Your expenses are reimbursed under a expense you are claiming is for gifts, and the

of reimbursement is used and what records younonaccountable plan. rules for certain individuals (such as performing
must provide.artists) discussed later under Special Rules do• Your employer does not use adequate ac-

not apply to you, do not complete Form 2106 orcounting procedures to verify expense ac-
2106-EZ. Instead, claim the amount of your de-counts. Accountable Plansductible gifts directly on line 21 of Schedule A

• You are related to your employer, as de- (Form 1040). To be an accountable plan, your employer’sfined later under Related to employer.
reimbursement or allowance arrangement mustStatutory employees.   If you received a
include all of the following rules.Form W-2 and the “Statutory employee” box inSee the next section, How To Report, for a

box 13 was checked, report your income anddiscussion of reimbursements, adequate ac- 1. Your expenses must have a business con-expenses related to that income on Schedule Ccounting, and nonaccountable plans. nection — that is, you must have paid oror C-EZ (Form 1040). Do not complete Form
incurred deductible expenses while per-Additional information. Chapter 5 of Publi- 2106 or 2106-EZ.
forming services as an employee of yourcation 463 has more information on recordkeep- Statutory employees include full-time life in- employer.ing, including examples. surance salespersons, certain agent or commis-

2. You must adequately account to your em-sion drivers, traveling salespersons, and certain
ployer for these expenses within a reason-homeworkers.
able period of time.

If you are entitled to a reimbursementHow To Report 3. You must return any excess reimburse-from your employer but you do not
ment or allowance within a reasonable pe-claim it, you cannot claim a deductionCAUTION

!
This section explains where and how to report riod of time.for the expenses to which that unclaimed reim-
the expenses discussed in this chapter. It dis- bursement applies. See Adequate Accounting and Returningcusses reimbursements and how to treat them

Reimbursement for personal expenses. If Excess Reimbursements, later.under accountable and nonaccountable plans. It
your employer reimburses you for nondeduct- An excess reimbursement or allowance isalso explains rules for independent contractors
ible personal expenses, such as for vacation any amount you are paid that is more than theand clients, fee-basis officials, certain perform-
trips, your employer must report the reimburse- business-related expenses that you adequatelying artists, Armed Forces reservists, and certain
ment as wage income in box 1 of your Form accounted for to your employer.disabled employees. This section ends with an
W-2. You cannot deduct personal expenses. The definition of a reasonable period of timeillustration of how to report travel, entertainment,

depends on the facts and circumstances of yourgift, and car expenses on Form 2106-EZ.
situation. However, regardless of the facts andReimbursements

Self-employed. You must report your income circumstances of your situation, actions that
and expenses on Schedule C or C-EZ (Form take place within the times specified in the fol-This section explains what to do when you re-
1040) if you are a sole proprietor, or on Sched- lowing list will be treated as taking place within aceive an advance or are reimbursed for any of
ule F (Form 1040) if you are a farmer. You do not reasonable period of time.the employee business expenses discussed in
use Form 2106 or 2106-EZ. See your form in- this chapter. • You receive an advance within 30 days of
structions for information on how to complete If you received an advance, allowance, or the time you have an expense.
your tax return. You can also find information in reimbursement for your expenses, how you re-
Publication 535 if you are a sole proprietor, or in • You adequately account for your ex-port this amount and your expenses depends on
Publication 225, Farmer’s Tax Guide, if you are penses within 60 days after they were paidwhether the reimbursement was paid to you
a farmer. or incurred.under an accountable plan or a nonaccountable

plan. • You return any excess reimbursementBoth self-employed and an employee.   If
within 120 days after the expense wasThis section explains the two types of plans,you are both self-employed and an employee,
paid or incurred.how per diem and car allowances simplify prov-you must keep separate records for each busi-

ing the amount of your expenses, and the taxness activity. Report your business expenses for • You are given a periodic statement (at
treatment of your reimbursements and ex-self-employment on Schedule C, C-EZ, or F least quarterly) that asks you to either re-
penses.(Form 1040), as discussed earlier. Report your turn or adequately account for outstanding

business expenses for your work as an em- advances and you comply within 120 daysNo reimbursement. You are not reimbursedployee on Form 2106 or 2106-EZ, as discussed of the statement.
or given an allowance for your expenses if younext.
are paid a salary or commission with the under-

Employees. If you are an employee, you gen- standing that you will pay your own expenses. In Employee meets accountable plan rules. If
erally must complete Form 2106 to deduct your this situation, you have no reimbursement or you meet the three rules for accountable plans,
travel, transportation, and entertainment ex- allowance arrangement, and you do not have to your employer should not include any reim-
penses. However, you can use the shorter Form read this section on reimbursements. Instead, bursements in your income in box 1 of your
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Form W-2. If your expenses equal your reim- on your return. You must pay back the amount of a. The standard mileage rate.
bursement, you do not complete Form 2106. any reimbursement or other expense allowance

b. A fixed and variable rate (FAVR).
You have no deduction since your expenses for which you do not adequately account or that
and reimbursement are equal. is more than the amount for which you ac-

For per diem amounts, use the rate incounted.
If your employer included reimburse- effect for the area where you stop for
ments in box 1 of your Form W-2 and sleep or rest.

TIP
you meet all the rules for accountable

TIP

Per Diem and Car Allowancesplans, ask your employer for a corrected Form Regular federal per diem rate. The regular
W-2. If your employer reimburses you for your ex- federal per diem rate is the highest amount that

penses using a per diem or car allowance, you the federal government will pay to its employees
Accountable plan rules not met. Even can generally use the allowance as proof of the for lodging, meal, and incidental expenses (or
though you are reimbursed under an accounta- amount of your expenses. A per diem or car meal and incidental expenses only) while they
ble plan, some of your expenses may not meet allowance satisfies the adequate accounting re- are traveling away from home in a particular
all the rules. Those expenses that fail to meet all quirements for the amount of your expenses area. The rates are different for different loca-
three rules for accountable plans are treated as only if all the following conditions apply. tions. Your employer should have these rates
having been reimbursed under a nonaccount- available. (Employers can get Publication 1542• Your employer reasonably limits paymentsable plan (discussed later). on IRS.gov, which gives the rates in the conti-of your expenses to those that are ordi-

nental United States for the current year.)Reimbursement of nondeductible ex- nary and necessary in the conduct of the
penses. You may be reimbursed under your trade or business. The standard meal allowance. The stan-
employer’s accountable plan for expenses re- dard meal allowance (discussed earlier) is the• The allowance is similar in form to and notlated to that employer’s business, some of which federal rate for meals and incidental expensesmore than the federal rate (discussedare deductible as employee business expenses (M&IE). The rate for most small localities in thelater).and some of which are not deductible. The reim- United States is $46 a day. Most major cities and
bursements you receive for the nondeductible • You prove the time (dates), place, and many other localities qualify for higher rates.
expenses do not meet rule (1) for accountable business purpose of your expenses to The rates for all localities within the continental
plans, and they are treated as paid under a your employer (as explained in Table United States are listed in Publication 1542. You
nonaccountable plan. 26-2) within a reasonable period of time. can also find this information on the Internet at

www.gsa.gov.• You are not related to your employer (asExample. Your employer’s plan reimburses
You receive an allowance only for meals anddefined next). If you are related to youryou for travel expenses while away from home

incidental expenses when your employer doesemployer, you must be able to prove youron business and also for meals when you work
one of the following.expenses to the IRS even if you have al-late at the office, even though you are not away

ready adequately accounted to your em-from home. The part of the arrangement that • Provides you with lodging (furnishes it in
ployer and returned any excessreimburses you for the nondeductible meals kind).
reimbursement.when you work late at the office is treated as • Reimburses you, based on your receipts,paid under a nonaccountable plan. If the IRS finds that an employer’s travel allow- for the actual cost of your lodging.

ance practices are not based on reasonablyThe employer makes the decision • Pays the hotel, motel, etc., directly for youraccurate estimates of travel costs (including rec-whether to reimburse employees
lodging.ognition of cost differences in different areas forunder an accountable plan or a nonac-

TIP

per diem amounts), you will not be considered tocountable plan. If you are an employee who • Does not have a reasonable belief that
have accounted to your employer. In this case,receives payments under a nonaccountable you had (or will have) lodging expenses,
you must be able to prove your expenses to theplan, you cannot convert these amounts to pay- such as when you stay with friends or rela-
IRS.ments under an accountable plan by voluntarily tives or sleep in the cab of your truck.

accounting to your employer for the expenses
Related to employer. You are related to your • Figures the allowance on a basis similar toand voluntarily returning excess reimburse-
employer if: that used in computing your compensa-ments to the employer.

tion, such as number of hours worked or
1. Your employer is your brother or sister, miles traveled.

half brother or half sister, spouse, ances-
Adequate Accounting tor, or lineal descendant, High-low rate. This is a simplified method

of computing the federal per diem rate for travel2. Your employer is a corporation in whichOne of the rules for an accountable plan is that
within the continental United States. It elimi-you own, directly or indirectly, more thanyou must adequately account to your employer
nates the need to keep a current list of the per10% in value of the outstanding stock, orfor your expenses. You adequately account by
diem rate for each city.giving your employer a statement of expense, 3. Certain relationships (such as grantor, fi- Under the high-low method, the per dieman account book, a diary, or a similar record in duciary, or beneficiary) exist between you, amount for travel during January through Sep-which you entered each expense at or near the a trust, and your employer. tember of 2011 is $233 (including $65 for M&IE)time you had it, along with documentary evi-
for certain high-cost locations. All other areasYou may be considered to indirectly own stock,dence (such as receipts) of your travel, mileage,
have a per diem amount of $160 (including $52for purposes of (2), if you have an interest in aand other employee business expenses. (See
for M&IE). (Employers can get Publication 1542corporation, partnership, estate, or trust thatTable 26-2, earlier, for details you need to enter
which gives the areas eligible for the $233 perowns the stock or if a member of your family orin your record and documents you need to prove
diem amount under the high-low method for allyour partner owns the stock.certain expenses.) A per diem or car allowance
or part of this period.)satisfies the adequate accounting requirement

The federal rate. The federal rate can be fig-under certain conditions. See Per Diem and Car Effective October 1, 2011, the per diem
ured using any one of the following methods.Allowances, later. rate for certain high-cost locations in-

creased to $242 (including $65 forYou must account for all amounts you re- CAUTION
!

1. For per diem amounts:
M&IE). The rate for all other locations increasedceived from your employer during the year as
to $163 (including $52 for M&IE). However, anadvances, reimbursements, or allowances. This a. The regular federal per diem rate.
employer can continue to use the rates de-includes amounts you charged to your employer

b. The standard meal allowance. scribed in the preceding paragraph for the re-by credit card or other method. You must give
mainder of 2011 if those rates and locations areyour employer the same type of records and c. The high-low rate.
used consistently during October, November,supporting information that you would have to
and December for all employees. Employersgive to the IRS if the IRS questioned a deduction 2. For car expenses:
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who did not use the high-low method during the  However, if your actual expenses are more deductible expense, before the 50% limit, is $96.
first 9 months of 2011 cannot begin to use it than your allowance, you can complete Form After he figures the 50% limit on his un-
before 2012. For more information see Revenue 2106 and deduct the excess amount on Sched- reimbursed meals and entertainment, he will
Procedure 2011-47, which can be found on the ule A (Form 1040). If you are using actual ex- include the balance, $48, as an itemized deduc-
Internet at www.irs.gov/irb/2011-42_IRB/ar12. penses, you must be able to prove to the IRS the tion on Schedule A (Form 1040).
html. Also see Publication 1542 on the Internet total amount of your expenses and reimburse-
at www.irs.gov/pub/irs-pdf/p1542.pdf. ments for the entire year. If you are using the

standard meal allowance or the standard mile- Returning Excess
Prorating the standard meal allowance on age rate, you do not have to prove that amount. Reimbursementspartial days of travel. The standard meal al-

lowance is for a full 24-hour day of travel. If you Example. Nicole drives 10,000 miles (5,000 Under an accountable plan, you are required to
travel for part of a day, such as on the days you miles from January 1 through June 30, and return any excess reimbursement or other ex-
depart and return, you must prorate the full-day 5,000 miles from July 1 through December 31) in pense allowances for your business expenses
M&IE rate. This rule also applies if your em- 2011 for business. Under her employer’s ac- to the person paying the reimbursement or al-
ployer uses the regular federal per diem rate or countable plan, she accounts for the time lowance. Excess reimbursement means any
the high-low rate. (dates), place, and business purpose of each amount for which you did not adequately ac-

You can use either of the following methods trip. Her employer pays her a mileage allowance count within a reasonable period of time. For
to figure the federal M&IE for that day. of 40 cents a mile. example, if you received a travel advance and

Since Nicole’s $5,325 expense computed you did not spend all the money on busi-1. Method 1:
under the standard mileage rate [(5,000 miles x ness-related expenses or you do not have proof
51 cents) + (5,000 miles x 55 1/2 cents)] is more of all your expenses, you have an excess reim-a. For the day you depart, add 3/4 of the
than her $4,000 reimbursement (10,000 miles × bursement.standard meal allowance amount for
40 cents), she itemizes her deductions to claimthat day. “Adequate accounting” and “reasonable pe-
the excess expense. Nicole completes Form riod of time” were discussed earlier in this chap-b. For the day you return, add 3/4 of the 2106 (showing all her expenses and reimburse- ter.standard meal allowance amount for ments) and enters $1,325 ($5,325 − $4,000) as

the preceding day. an itemized deduction. Travel advance. You receive a travel ad-
vance if your employer provides you with anAllowance more than the federal rate. If2. Method 2: Prorate the standard meal al-
expense allowance before you actually have theyour allowance is more than the federal rate,lowance using any method you consist-
expense, and the allowance is reasonably ex-your employer must include the allowanceently apply in accordance with reasonable
pected to be no more than your expense. Underamount up to the federal rate in box 12 of yourbusiness practice.
an accountable plan, you are required to ade-Form W-2. This amount is not taxable. However,
quately account to your employer for this ad-the excess allowance will be included in box 1 ofThe standard mileage rate. This is a set
vance and to return any excess within ayour Form W-2. You must report this part of yourrate per mile that you can use to compute your
reasonable period of time.allowance as if it were wage income.deductible car expenses. For 2011, the standard

If you do not adequately account for or do notIf your actual expenses are less than ormileage rate for the cost of operating your car is
return any excess advance within a reasonableequal to the federal rate, you do not complete51 cents per mile (551/2 cents per mile after June
period of time, the amount you do not accountForm 2106 or claim any of your expenses on30, 2011).
for or return will be treated as having been paidyour return.

Fixed and variable rate (FAVR). This is an under a nonaccountable plan (discussed later).However, if your actual expenses are more
allowance your employer may use to reimburse than the federal rate, you can complete Form Unproven amounts. If you do not proveyour car expenses. Under this method, your 2106 and deduct those excess expenses. You that you actually traveled on each day for whichemployer pays an allowance that includes a must report on Form 2106 your reimbursements you received a per diem or car allowance (prov-combination of payments covering fixed and va- up to the federal rate (as shown in box 12 of your ing the elements described in Table 26-2), youriable costs, such as a cents-per-mile rate to Form W-2) and all your expenses. You should must return this unproved amount of the travelcover your variable operating costs (such as be able to prove these amounts to the IRS. advance within a reasonable period of time. Ifgas, oil, etc.) plus a flat amount to cover your

you do not do this, the unproved amount will befixed costs (such as depreciation (or lease pay- Example. Joe lives and works in Austin. In considered paid under a nonaccountable planments), insurance, etc.). If your employer May his employer sent him to San Diego for 4 (discussed later).chooses to use this method, your employer will days and paid the hotel directly for Joe’s hotel
request the necessary records from you. Per diem allowance more than federal rate.bill. The employer reimbursed Joe $75 a day for

If your employer’s accountable plan pays you anhis meals and incidental expenses. The federalReporting your expenses with a per diem or
allowance that is higher than the federal rate,rate for San Diego is $71 a day.car allowance. If your reimbursement is in the
you do not have to return the difference betweenJoe can prove that his actual meal expensesform of an allowance received under an ac-
the two rates for the period you can prove busi-totaled $380. His employer’s accountable plancountable plan, the following facts affect your
ness-related travel expenses. However, the dif-will not pay more than $75 a day for travel to Sanreporting.
ference will be reported as wages on your FormDiego, so Joe does not give his employer the• The federal rate. W-2. This excess amount is considered paidrecords that prove that he actually spent $380.
under a nonaccountable plan (discussed later).However, he does account for the time, place,• Whether the allowance or your actual ex-

and business purpose of the trip. This is Joe’spenses were more than the federal rate.
Example. Your employer sends you on aonly business trip this year.

The following discussions explain where to re- 5-day business trip to Phoenix in March 2011Joe was reimbursed $300 ($75 × 4 days),
port your expenses depending upon how the and gives you a $400 ($80 × 5 days) advance towhich is $16 more than the federal rate of $284
amount of your allowance compares to the fed- cover your meals and incidental expenses. The($71 × 4 days). His employer includes the $16 as
eral rate. federal per diem for meals and incidental ex-income on Joe’s Form W-2 in box 1. His em-

penses for Phoenix is $71. Your trip lasts only 3ployer also enters $284 in box 12 of Joe’s FormAllowance less than or equal to the federal
days. Under your employer’s accountable plan,W-2.rate. If your allowance is less than or equal to
you must return the $160 ($80 × 2 days) ad-the federal rate, the allowance will not be in- Joe completes Form 2106 to figure his de-
vance for the 2 days you did not travel. For the 3cluded in box 1 of your Form W-2. You do not ductible expenses. He enters the total of his
days you did travel you do not have to return theneed to report the related expenses or the allow- actual expenses for the year ($380) on Form
$27 difference between the allowance you re-ance on your return if your expenses are equal 2106. He also enters the reimbursements that
ceived and the federal rate for Phoenix (($80 −to or less than the allowance. were not included in his income ($284). His total
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Example. Kim’s employer gives her $1,000
Table 26-3. Reporting Travel, Entertainment, Gift, and Car Expenses and a month ($12,000 for the year) for her business

Reimbursements expenses. Kim does not have to provide any
proof of her expenses to her employer, and Kim
can keep any funds that she does not spend.IF the type of reimbursement (or THEN the employer AND the employee

Kim is being reimbursed under a nonac-other expense allowance) reports on Form reports on
countable plan. Her employer will include thearrangement is under: W-2: Form 2106: *
$12,000 on Kim’s Form W-2 as if it were wages.

An accountable plan with: If Kim wants to deduct her business expenses,
she must complete Form 2106 or 2106-EZ andActual expense reimbursement: No amount. No amount.
itemize her deductions.

Adequate accounting made and excess
returned.

Completing Forms
Actual expense reimbursement: The excess amount No amount. 2106 and 2106-EZAdequate accounting and return of as wages in box 1.
excess both required but excess not This section briefly describes how employees
returned. complete Forms 2106 and 2106-EZ. Table 26-3

explains what the employer reports on FormPer diem or mileage allowance up to the No amount. All expenses and
W-2 and what the employee reports on Formfederal rate: reimbursements only
2106. The instructions for the forms have moreAdequate accounting made and excess if excess expenses
information on completing them.returned. are claimed.

If you are self-employed, do not fileOtherwise, form is not
Form 2106 or 2106-EZ. Report yourfiled.
expenses on Schedule C, C-EZ, or FCAUTION

!
Per diem or mileage allowance up to the The excess amount No amount. (Form 1040). See the instructions for the form
federal rate: as wages in box 1. that you must file.
Adequate accounting and return of The amount up to Form 2106-EZ. You may be able to use the
excess both required but excess not the federal rate is shorter Form 2106-EZ to claim your employee
returned. reported only in box business expenses. You can use this form if you

12—it is not meet all the following conditions.
reported in box 1. • You are an employee deducting expenses

attributable to your job.Per diem or mileage allowance exceeds The excess amount All expenses (and
the federal rate: as wages in box 1. reimbursement • You were not reimbursed by your em-
Adequate accounting up to the federal The amount up to reported on Form ployer for your expenses (amounts in-
rate only and excess not returned. the federal rate is W-2, box 12) only if cluded in box 1 of your Form W-2 are not

reported only in box expenses in excess of considered reimbursements).
12—it is not the federal rate are

• If you are claiming car expenses, you usereported in box 1. claimed. Otherwise,
the standard mileage rate.form is not required.

A nonaccountable plan with: Car expenses. If you used a car to perform
your job as an employee, you may be able toEither adequate accounting or return of The entire amount All expenses.
deduct certain car expenses. These are gener-excess, or both, not required by plan as wages in box 1.
ally figured on Form 2106, Part II, and then
claimed on Form 2106, Part I, line 1, Column A.No reimbursement plan: The entire amount All expenses.
Car expenses using the standard mileage rateas wages in box 1.
can also be figured on Form 2106-EZ by com-

* You may be able to use Form 2106-EZ. See Completing Forms 2106 and 2106-EZ. pleting Part II and Part I, line 1.

Transportation expenses. Show your trans-
portation expenses that did not involve overnight$71) × 3 days). However, the $27 will be re- If you are not sure if the reimbursement or
travel on Form 2106, line 2, Column A, or onexpense allowance arrangement is an account-ported on your Form W-2 as wages.
Form 2106-EZ, Part I, line 2. Also include on thisable or nonaccountable plan, ask your em-
line business expenses you have for parkingployer.
fees and tolls. Do not include expenses of oper-Nonaccountable Plans
ating your car or expenses of commuting be-

Reporting your expenses under a nonac- tween your home and work.A nonaccountable plan is a reimbursement or countable plan. Your employer will combine
expense allowance arrangement that does not Employee business expenses other thanthe amount of any reimbursement or other ex-
meet one or more of the three rules listed earlier meals and entertainment. Show your otherpense allowance paid to you under a nonac-
under Accountable Plans. employee business expenses on Form 2106,countable plan with your wages, salary, or other

lines 3 and 4, Column A, or Form 2106-EZ, linespay. Your employer will report the total in box 1In addition, even if your employer has an
3 and 4. Do not include expenses for meals andof your Form W-2.accountable plan, the following payments will be
entertainment on those lines. Line 4 is for ex-treated as being paid under a nonaccountable  You must complete Form 2106 or 2106-EZ
penses such as gifts, educational expenses (tui-plan. and itemize your deductions to deduct your ex-
tion and books), office-in-the-home expenses,penses for travel, transportation, meals, or en-• Excess reimbursements you fail to return and trade and professional publications.tertainment. Your meal and entertainmentto your employer.

expenses will be subject to the 50% limit dis- If line 4 expenses are the only ones you
• Reimbursement of nondeductible ex- cussed earlier under Entertainment Expenses. are claiming, you received no reim-

penses related to your employer’s busi- Also, your total expenses will be subject to the bursements (or the reimbursements
TIP

ness. See Reimbursement of 2%-of-adjusted-gross-income limit that applies were all included in box 1 of your Form W-2),
nondeductible expenses earlier under Ac- to most miscellaneous itemized deductions on and the Special Rules discussed later do not
countable Plans. Schedule A (Form 1040). apply to you, do not complete Form 2106 or
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Reimbursement Allocation 2106-EZ. Claim these amounts directly on amount of expenses you can deduct as an ad-
WorksheetSchedule A (Form 1040), line 21. List the type justment to gross income is limited to the regular

(keep for your records)and amount of each expense on the dotted lines federal per diem rate (for lodging, meals, and
and include the total on line 21. incidental expenses) and the standard mileage

1. Enter the total amount of rate (for car expenses) plus any parking fees,Meal and entertainment expenses. Show reimbursements your employer gave ferry fees, and tolls. The federal rate is explainedthe full amount of your expenses for busi- you that were not reported to you in earlier under Per Diem and Car Allowances. Anyness-related meals and entertainment on Form box 1 of Form W-2 . . . . . . . . . . . . $7,000 expenses in excess of these amounts can be2106, line 5, Column B. Include meals while 2. Enter the total amount of your
claimed only as a miscellaneous itemized de-away from your tax home overnight and other expenses for the periods covered by
duction subject to the 2% limit.business meals and entertainment. Enter 50% this reimbursement . . . . . . . . . . . . 8,500

of the line 8, Column B, meal and entertainment 3. Of the amount on line 2, enter your Member of a reserve component. You are
expenses on line 9, Column B. total expense for meals and a member of a reserve component of the Armed

If you file Form 2106-EZ, enter the full entertainment . . . . . . . . . . . . . . . 4,500 Forces of the United States if you are in the
amount of your meals and entertainment on the 4. Divide line 3 by line 2. Enter the Army, Navy, Marine Corps, Air Force, or Coast

result as a decimal (rounded to atline to the left of line 5 and multiply the total by Guard Reserve, the Army National Guard of the
least three places) . . . . . . . . . . . . .52950%. Enter the result on line 5. United States, the Air National Guard of the

United States, or the Reserve Corps of the Pub-5. Multiply line 1 by line 4. Enter theHours of service limits. If you are subject
result here and in Column B, line 7 3,703 lic Health Service.to the Department of Transportation’s “hours of

6. Subtract line 5 from line 1. Enter theservice” limits, use 80% instead of 50% for How to report. If you have reserve-relatedresult here and in Column A, line 7 $3,297meals while away from your tax home. travel that takes you more than 100 miles from
On line 7 of Form 2106, Rob enters $8,297 home, you should first complete Form 2106 orReimbursements. Enter on Form 2106, line
($5,000 airfare and $3,297 of the $7,000) in Form 2106-EZ. Then include your expenses for7, the amounts your employer (or third party)
Column A and $3,703 (of the $7,000) in Column reserve travel over 100 miles from home, up toreimbursed you that were not included in box 1
B. the federal rate, from Form 2106, line 10, orof your Form W-2. (You cannot use Form

Form 2106-EZ, line 6, in the total on Form 1040,2106-EZ.) This includes any reimbursement re-
After you complete the form. After you have line 24. Subtract this amount from the total onported under code L in box 12 of Form W-2.
completed your Form 2106 or 2106-EZ, follow Form 2106, line 10, or Form 2106-EZ, line 6, and

Allocating your reimbursement. If you the directions on that form to deduct your ex- deduct the balance as an itemized deduction on
were reimbursed under an accountable plan and penses on the appropriate line of your tax return. Schedule A (Form 1040), line 21.
want to deduct excess expenses that were not For most taxpayers, this is line 21 of Schedule A You cannot deduct expenses of travel that
reimbursed, you may have to allocate your reim- (Form 1040). However, if you are a government does not take you more than 100 miles from
bursement. This is necessary if your employer official paid on a fee basis, a performing artist, home as an adjustment to gross income. In-
pays your reimbursement in the following man- an Armed Forces reservist, or a disabled em- stead, you must complete Form 2106 or
ner: ployee with impairment-related work expenses, 2106-EZ and deduct those expenses as an

see Special Rules, later.• Pays you a single amount that covers itemized deduction on Schedule A (Form 1040),
meals and/or entertainment, as well as line 21.

Limits on employee business expenses.other business expenses, and
Your employee business expenses may be sub-

Officials paid on a fee basis. Certain• Does not clearly identify how much is for ject to either of the limits described next. These
fee-basis officials can claim their employee busi-deductible meals and/or entertainment. limits are figured in the following order on the
ness expenses whether or not they itemize theirspecified form.You must allocate that single payment so that other deductions on Schedule A (Form 1040).

you know how much to enter on Form 2106, line 1. Limit on meals and entertainment. Cer- Fee-basis officials are persons who are em-
7, Column A and Column B. tain meal and entertainment expenses are sub- ployed by a state or local government and who

ject to a 50% limit. If you are an employee, you are paid in whole or in part on a fee basis. They
Example. Rob’s employer paid him an ex- figure this limit on line 9 of Form 2106 or line 5 of can deduct their business expenses in perform-

pense allowance of $12,000 this year under an Form 2106-EZ. See 50% Limit under Entertain- ing services in that job as an adjustment to gross
accountable plan. The $12,000 payment con- ment Expenses, earlier. income rather than as a miscellaneous itemized
sisted of $5,000 for airfare and $7,000 for enter- deduction.2. Limit on miscellaneous itemized deduc-tainment and car expenses. Rob’s employer did If you are a fee-basis official, include yourtions. If you are an employee, deduct em-not clearly show how much of the $7,000 was for employee business expenses from Form 2106,ployee business expenses (as figured on Formthe cost of deductible entertainment. Rob actu- line 10, or Form 2106-EZ, line 6, on Form 1040,2106 or 2106-EZ) on line 21 of Schedule Aally spent $14,000 during the year ($5,500 for line 24.(Form 1040). Most miscellaneous itemized de-airfare, $4,500 for entertainment, and $4,000 for

ductions, including employee business ex-car expenses).
penses, are subject to a 2% limit. This limit is Expenses of certain performing artists. IfSince the airfare allowance was clearly iden-
figured on line 26 of Schedule A (Form 1040). you are a performing artist, you may qualify totified, Rob knows that $5,000 of the payment

deduct your employee business expenses as angoes in Column A, line 7 of Form 2106. To
adjustment to gross income rather than as aallocate the remaining $7,000, Rob uses the Special Rules
miscellaneous itemized deduction. To qualify,worksheet from the instructions for Form 2106.
you must meet all of the following requirements. This section discusses special rules that applyHis completed worksheet follows.

to Armed Forces reservists, government offi- 1. During the tax year, you perform services
cials who are paid on a fee basis, performing in the performing arts as an employee for
artists, and disabled employees with impair- at least two employers.
ment-related work expenses.

2. You receive at least $200 each from any
two of these employers.Armed Forces reservists traveling more than

100 miles from home. If you are a member of 3. Your related performing-arts business ex-
a reserve component of the Armed Forces of the penses are more than 10% of your gross
United States and you travel more than 100 income from the performance of those
miles away from home in connection with your services.
performance of services as a member of the

4. Your adjusted gross income is not morereserves, you can deduct your travel expenses
than $16,000 before deducting these busi-as an adjustment to gross income rather than as
ness expenses.a miscellaneous itemized deduction. The
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Special rules for married persons. If you your employee business expenses that are un- lodging and for any other expenses of $75 or
are married, you must file a joint return unless more.related to your disability from Form 2106, line
you lived apart from your spouse at all times 10, or Form 2106-EZ, line 6, on Schedule A, line During the year, Bill drove a total of 25,000
during the tax year. 21. miles of which 20,000 miles (10,000 miles from

If you file a joint return, you must figure re- Impairment-related work expenses are your January 1 through June 30 and 10,000 miles
quirements (1), (2), and (3) separately for both allowable expenses for attendant care at your from July 1 through December 31) were for
you and your spouse. However, requirement (4) business. He answers all the questions in Part IIworkplace and other expenses you have in con-
applies to your and your spouse’s combined of Form 2106-EZ and figures his car expense tonection with your workplace that are necessary
adjusted gross income. be $10,650 [(10,000 x 51 cents per mile) +for you to be able to work. For more information,

(10,000 x 551/2 cents per mile)] .Where to report.  If you meet all of the see chapter 21.
above requirements, you should first complete His total employee business expenses are
Form 2106 or 2106-EZ. Then you include your shown in the following table.Illustrated Exampleperforming-arts-related expenses from line 10 of
Form 2106 or line 6 of Form 2106-EZ in the total  Type of Expense AmountBill Wilson is an employee of Fashion Clothing
on line 24 of Form 1040. Co. in Manhattan, NY. In a typical travel week, Parking fees and tolls . . . . $ 520If you do not meet all of the above require-

Bill leaves his home on Long Island on Monday Car expenses . . . . . . . . . . 10,650ments, you do not qualify to deduct your ex-
Meals . . . . . . . . . . . . . . . 3,861morning and drives to Albany to exhibit thepenses as an adjustment to gross income. Lodging, laundry, dry  Fashion line for 3 days to prospective custom-Instead, you must complete Form 2106 or cleaning . . . . . . . . . . . . . 18,318ers. Then he drives to Troy to show Fashion’s2106-EZ and deduct your employee business Entertainment . . . . . . . . . 3,250new line of merchandise to Town Departmentexpenses as an itemized deduction on Schedule Gifts, education, etc. . . . . . 650Store, an old customer. While in Troy, he talksA (Form 1040), line 21. Total . . . . . . . . . . . . . . . $37,249

with Tom Brown, purchasing agent for Town
Impairment-related work expenses of dis- Department Store, to discuss the new line. He

Bill received an allowance of $33,000abled employees. If you are an employee later takes John Smith of Attire Co. out to dinner
($2,750 per month) to help offset his expenses.with a physical or mental disability, your impair-

to discuss Attire Co.’s buying Fashion’s new line Bill did not have to account to his employer forment-related work expenses are not subject to
of clothing. the reimbursement, and the $33,000 was in-the 2%-of-adjusted-gross-income limit that ap-

Bill purchased his car on January 3, 2008. cluded as income in box 1 of his Form W-2.plies to most other employee business ex-
He uses the standard mileage rate for car ex-penses. After you complete Form 2106 or Because Bill’s reimbursement was included
pense purposes. He records his total mileage,2106-EZ, enter your impairment-related work in his income and he is using the standard mile-
business mileage, parking fees, and tolls for theexpenses from Form 2106, line 10, or Form age rate for his car expenses, he files Form
year. Bill records his expenses and other perti-2106-EZ, line 6, on Schedule A (Form 1040), 2106-EZ with his tax return. His filled-in form is
nent information in a travel expense log (notline 28, and identify the type and amount of this shown on the next page.
shown). He obtains receipts for his expenses forexpense on the dotted line next to line 28. Enter
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Form  2106-EZ
Department of the Treasury  
Internal Revenue Service   (99)

Unreimbursed Employee Business Expenses

▶ Attach to Form 1040 or Form 1040NR.

OMB No. 1545-0074

2011
Attachment 
Sequence No.  129A

Your name Occupation in which you incurred expenses Social security number

You Can Use This Form Only if All of the Following Apply.

You are an employee deducting ordinary and necessary expenses attributable to your job. An ordinary expense is one that is 
common and accepted in your field of trade, business, or profession. A necessary expense is one that is helpful and appropriate for 
your business. An expense does not have to be required to be considered necessary.

You do not get reimbursed by your employer for any expenses (amounts your employer included in box 1 of your Form W-2 are not 
considered reimbursements for this purpose).

Caution: You can use the standard mileage rate for 2011 only if: (a) you owned the vehicle and used the standard mileage rate for the first year 
you placed the vehicle in service, or (b) you leased the vehicle and used the standard mileage rate for the portion of the lease period after 1997.

Part I Figure Your Expenses

1 Complete Part II. Multiply line 8a by 51¢ (.51) for miles driven before July 1, 2011, and by 55.5¢ 
(.555) for miles driven after June 30, 2011. Add the amounts , then enter the result here . . . 1 

2 Parking fees, tolls, and transportation, including train, bus, etc., that did not involve overnight 
travel or commuting to and from work . . . . . . . . . . . . . . . . . . . 2 

3 Travel expense while away from home overnight, including lodging, airplane, car rental, etc. Do 

not include meals and entertainment . . . . . . . . . . . . . . . . . . . . 3 

4 Business expenses not included on lines 1 through 3. Do not include meals and 
entertainment . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 

5 Meals and entertainment expenses:   $ ×  50% (.50). (Employees subject to
Department of Transportation (DOT) hours of service limits: Multiply meal expenses incurred 
while away from home on business by 80% (.80) instead of 50%. For details, see instructions.) 5 

6 

 

 

6 

Part II Information on Your Vehicle. Complete this part only if you are claiming vehicle expense on line 1.

7 When did you place your vehicle in service for business use? (month, day, year) ▶ / /

8 Of the total number of miles you drove your vehicle during 2011, enter the number of miles you used your vehicle for:

a Business b Commuting (see instructions) c Other

9 Was your vehicle available for personal use during off-duty hours? . . . . . . . . . . . . . . Yes No

10 Do you (or your spouse) have another vehicle available for personal use? . . . . . . . . . . . . Yes No

11a Do you have evidence to support your deduction? . . . . . . . . . . . . . . . . . . . Yes No

b If “Yes,” is the evidence written? . . . . . . . . . . . . . . . . . . . . . . . . . Yes No

For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 20604Q Form 2106-EZ (2011)

Total expenses. Add lines 1 through 5. Enter here and on Schedule A (Form 1040), line 21 (or 
on Schedule A (Form 1040NR), line 7). (Armed Forces reservists, fee-basis state or local 
government officials, qualified performing artists, and individuals with disabilities: See the
instructions for special rules on where to enter this amount.) . . . . . . . . . . . .

Bill Wilson Sales 555 00 5555
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650
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When you figure your taxes, you may • The education is not part of a program that
want to compare these tax benefits so will qualify you for a new trade or busi-
you can choose the method(s) that ness.

TIP

27. give you the lowest tax liability.
When you get more education than your em-

ployer or the law requires, the additional educa-Useful Items
tion can be qualifying work-related educationTax Benefits for You may want to see: only if it maintains or improves skills required in
your present work. See Education To MaintainPublicationWork-Related or Improve Skills, later.

❏ 463 Travel, Entertainment, Gift, and Car
Expenses Example. You are a teacher who has satis-Education

fied the minimum requirements for teaching.❏ 970 Tax Benefits for Education
Your employer requires you to take an additional
college course each year to keep your teachingForm (and Instructions)
job. If the courses will not qualify you for a newWhat’s New ❏ 2106 Employee Business Expenses
trade or business, they are qualifying

❏ 2106-EZ Unreimbursed Employee work-related education even if you eventuallyStandard mileage rate. Generally, if you
Business Expenses receive a master’s degree and an increase inclaim a business deduction for work-related ed-

ucation and you drive your car to and from salary because of this extra education.❏ Schedule A (Form 1040) Itemized
school, the amount you can deduct for miles Deductions
driven from January 1, 2011, through June 30, Education To Maintain
2011, is 51 cents per mile. The amount you can
deduct for miles driven from July 1, 2011, or Improve Skills
through December 31, 2011, is 55 1/2 cents per

If your education is not required by your em-mile. This is up from 50 cents per mile in 2010. Qualifying Work-
For more information, see Transportation Ex- ployer or the law, it can be qualifying work-
penses under What Expenses Can Be De- related education only if it maintains or improvesRelated Education
ducted. skills needed in your present work. This could

include refresher courses, courses on currentYou can deduct the costs of qualifying
developments, and academic or vocationalwork-related education as business expenses.

This is education that meets at least one of the courses.
following two tests.Introduction

Example. You repair televisions, radios,• The education is required by your em-This chapter discusses work-related education
and stereo systems for XYZ Store. To keep upployer or the law to keep your presentexpenses that you may be able to deduct as
with the latest changes, you take specialsalary, status, or job. The required educa-business expenses.
courses in radio and stereo service. Thesetion must serve a bona fide business pur-To claim such a deduction, you must:
courses maintain and improve skills required inpose of your employer.

• Be working, your work.• The education maintains or improves skills
• Itemize your deductions on Schedule A needed in your present work.

(Form 1040) if you are an employee, Maintaining skills vs. qualifying for new job.
However, even if the education meets one or Education to maintain or improve skills needed• File Schedule C (Form 1040), Schedule

both of the above tests, it is not qualifyingC-EZ (Form 1040), or Schedule F (Form in your present work is not qualifying education if
work-related education if it:1040) if you are self-employed, and it will also qualify you for a new trade or busi-

ness.• Is needed to meet the minimum educa-• Have expenses for education that meet
tional requirements of your present tradethe requirements discussed under Qualify- Education during temporary absence. If
or business, oring Work-Related Education. you stop working for a year or less in order to get

• Is part of a program of study that will qual- education to maintain or improve skills needed
If you are an employee and can itemize your ify you for a new trade or business. in your present work and then return to the same

deductions, you may be able to claim a deduc-
general type of work, your absence is consid-tion for the expenses you pay for your You can deduct the costs of qualifying ered temporary. Education that you get during awork-related education. Your deduction will be work-related education as a business expense
temporary absence is qualifying work-relatedthe amount by which your qualifying even if the education could lead to a degree.
education if it maintains or improves skillswork-related education expenses plus other job

Use Figure 27-A, later, as a quick check to needed in your present work.and certain miscellaneous expenses is greater
see if your education qualifies.than 2% of your adjusted gross income. See

Example. You quit your biology researchchapter 28.
job to become a full-time biology graduate stu-If you are self-employed, you deduct your Education Required by
dent for one year. If you return to work in biologyexpenses for qualifying work-related education Employer or by Law

directly from your self-employment income. research after completing the courses, the edu-
cation is related to your present work even if youYour work-related education expenses may Once you have met the minimum educational

also qualify you for other tax benefits, such as do not go back to work with the same employer.requirements for your job, your employer or the
the American opportunity and lifetime learning law may require you to get more education. This Education during indefinite absence. Ifcredits (see chapter 34). You may qualify for additional education is qualifying work-related you stop work for more than a year, your ab-these other benefits even if you do not meet the education if all three of the following require-

sence from your job is considered indefinite.requirements listed earlier. ments are met.
Education during an indefinite absence, even if itAlso, keep in mind that your work-related • It is required for you to keep your present maintains or improves skills needed in the workeducation expenses may qualify you to claim

salary, status, or job, from which you are absent, is considered tomore than one tax benefit. Generally, you may
qualify you for a new trade or business. There-claim any number of benefits as long as you use • The requirement serves a bona fide busi-
fore, it is not qualifying work-related education.different expenses to figure each one. ness purpose of your employer, and
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Example 1. The law in your state requires you have already met the minimum educationalEducation To Meet
beginning secondary school teachers to have a requirements.
bachelor’s degree, including 10 professional ed-Minimum Requirements
ucation courses. In addition, to keep the job a Example 3. Assume the same facts as in

Education you need to meet the minimum edu- teacher must complete a fifth year of training Example 1 except that you are hired with only 3
cational requirements for your present trade or within 10 years from the date of hire. If the years of college. The courses you take that lead

employing school certifies to the state Depart-business is not qualifying work-related educa- to a bachelor’s degree (including those in edu-
ment of Education that qualified teachers cannottion. The minimum educational requirements cation) are not qualifying work-related educa-
be found, the school can hire persons with only 3are determined by: tion. They are needed to meet the minimum
years of college. However, to keep their jobs, educational requirements for employment as a• Laws and regulations, these teachers must get a bachelor’s degree teacher.
and the required professional education courses• Standards of your profession, trade, or
within 3 years. Example 4. You have a bachelor’s degreebusiness, and

Under these facts, the bachelor’s degree, and you work as a temporary instructor at a• Your employer.
whether or not it includes the 10 professional university. At the same time, you take graduate
education courses, is considered the minimum courses toward an advanced degree. The rulesOnce you have met the minimum educational
educational requirement for qualification as a of the university state that you can become arequirements that were in effect when you were teacher in your state. faculty member only if you get a graduate de-

hired, you do not have to meet any new mini-
gree. Also, you can keep your job as an instruc-If you have all the required education exceptmum educational requirements. This means tor only as long as you show satisfactorythe fifth year, you have met the minimum educa-

that if the minimum requirements change after progress toward getting this degree. You havetional requirements. The fifth year of training is
you were hired, any education you need to meet not met the minimum educational requirementsqualifying work-related education unless it is
the new requirements can be qualifying educa- to qualify you as a faculty member. The gradu-part of a program of study that will qualify you for
tion. ate courses are not qualifying work-related edu-a new trade or business.

cation.You have not necessarily met the mini-
Example 2. Assume the same facts as inmum educational requirements of your

Certification in a new state. Once you haveExample 1 except that you have a bachelor’strade or business simply because youCAUTION
!

met the minimum educational requirements fordegree and only six professional educationare already doing the work.
teachers for your state, you are considered tocourses. The additional four education courses
have met the minimum educational require-can be qualifying work-related education. Al-Example 1. You are a full-time engineering
ments in all states. This is true even if you mustthough you do not have all the required courses,student. Although you have not received your

degree or certification, you work part-time as an
engineer for a firm that will employ you as a Figure 27-A Does Your Work-Related Education Qualify?
full-time engineer after you finish college. Al-
though your college engineering courses im-
prove your skills in your present job, they are
also needed to meet the minimum job require-
ments for a full-time engineer. The education is
not qualifying work-related education.

Example 2. You are an accountant and you
have met the minimum educational require-
ments of your employer. Your employer later
changes the minimum educational requirements
and requires you to take college courses to keep
your job. These additional courses can be quali-
fying work-related education because you have
already satisfied the minimum requirements that
were in effect when you were hired.

Requirements for Teachers

States or school districts usually set the mini-
mum educational requirements for teachers.
The requirement is the college degree or the
minimum number of college hours usually re-
quired of a person hired for that position.

If there are no requirements, you will have
met the minimum educational requirements
when you become a faculty member. You gen-
erally will be considered a faculty member when
one or more of the following occurs.

• You have tenure.

• Your years of service count toward ob-
taining tenure.

• You have a vote in faculty decisions.

• Your school makes contributions for you to
a retirement plan other than social security
or a similar program.

Start Here

Yes

Is the education required
by your employer or the
law to keep your present
salary, status, or job?

Does the requirement
serve a bona fide
business requirement of
your employer?

Is the education needed to meet
the minimum educational
requirements of your present
trade or business?

Is the education part of a
program of study that will
qualify you for a new
trade or business?

Does the education
maintain or improve skills
needed in your present
work?

Your education is not
qualifying work-related
education.

�

No

�

No

�

�

No

Yes

Yes

No

�

Yes

�

Yes

�

Your education is
qualifying work-related
education.

�

�

No

�
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get additional education to be certified in an- duties in any of the following ways is not consid- at a later date your attendance is reasona-
other state. Any additional education you need ered a change to a new business. bly expected to last more than 1 year. Your
is qualifying work-related education. You have attendance is temporary up to the date you• Elementary school teacher to secondary
already met the minimum requirements for determine it will last more than 1 year.school teacher.
teaching. Teaching in another state is not a new

• Teacher of one subject, such as biology,trade or business.
Note. If you are in either situation (1) or (2)to teacher of another subject, such as art.

above, your attendance is not temporary if factsExample. You hold a permanent teaching • Classroom teacher to guidance counselor. and circumstances indicate otherwise.certificate in State A and are employed as a
• Classroom teacher to school administra-teacher in that state for several years. You move Attendance not on a temporary basis.

tor.to State B and are promptly hired as a teacher. You do not go to school on a temporary basis if
You are required, however, to complete certain either of the following situations apply to you.
prescribed courses to get a permanent teaching

1. Your attendance at school is realisticallycertificate in State B. These additional courses
expected to last more than 1 year. It doesare qualifying work-related education because
not matter how long you actually attend.What Expenses Can Bethe teaching position in State B involves the

same general kind of work for which you were 2. Initially, your attendance at school is realis-Deductedqualified in State A. tically expected to last 1 year or less, but
at a later date your attendance is reasona-

If your education meets the requirements de-
bly expected to last more than 1 year. YourEducation That scribed earlier under Qualifying Work-Related
attendance is not temporary after the dateEducation, you can generally deduct your edu-Qualifies You for a you determine it will last more than 1 year.cation expenses as business expenses. If youNew Trade or Business are not self-employed, you can deduct business

expenses only if you itemize your deductions.Education that is part of a program of study that
You cannot deduct expenses related to Deductible Transportationwill qualify you for a new trade or business is not

tax-exempt and excluded income. Expensesqualifying work-related education. This is true
even if you do not plan to enter that trade or Deductible expenses. The following educa- If you are regularly employed and go directlybusiness. tion expenses can be deducted. from home to school on a temporary basis, youIf you are an employee, a change of duties

can deduct the round-trip costs of transportation• Tuition, books, supplies, lab fees, and sim-that involves the same general kind of work is
between your home and school. This is trueilar items.not a new trade or business.
regardless of the location of the school, the• Certain transportation and travel costs. distance traveled, or whether you attend schoolExample 1. You are an accountant. Your
on nonwork days.• Other education expenses, such as costsemployer requires you to get a law degree at

of research and typing when writing a pa- Transportation expenses include the actualyour own expense. You register at a law school
per as part of an educational program. costs of bus, subway, cab, or other fares, as wellfor the regular curriculum that leads to a law

as the costs of using your car. Transportationdegree. Even if you do not intend to become a
expenses do not include amounts spent forlawyer, the education is not qualifying because Nondeductible expenses. You cannot de-
travel, meals, or lodging while you are awaythe law degree will qualify you for a new trade or duct personal or capital expenses. For example,
from home overnight.business. you cannot deduct the dollar value of vacation

time or annual leave you take to attend classes.
Example 1. You regularly work in a nearbyExample 2. You are a general practitioner This amount is a personal expense.

town, and go directly from work to home. Youof medicine. You take a 2-week course to review
Unclaimed reimbursement. If you do not also attend school every work night for 3 monthsdevelopments in several specialized fields of

claim reimbursement that you are entitled to to take a course that improves your job skills.medicine. The course does not qualify you for a
receive from your employer, you cannot deduct Since you are attending school on a temporarynew profession. It is qualifying work-related edu-
the expenses that apply to the reimbursement. basis, you can deduct your daily round-tripcation because it maintains or improves skills

transportation expenses in going between homerequired in your present profession.
Example. Your employer agrees to pay and school. This is true regardless of the dis-

your education expenses if you file a voucher tance traveled.Example 3. While working in the private
showing your expenses. You do not file apractice of psychiatry, you enter a program to
voucher, and you do not get reimbursed. Be- Example 2. Assume the same facts as instudy and train at an accredited psychoanalytic
cause you did not file a voucher, you cannot Example 1 except that on certain nights you goinstitute. The program will lead to qualifying you
deduct the expenses on your tax return. directly from work to school and then home. Youto practice psychoanalysis. The psychoanalytic

can deduct your transportation expenses fromtraining does not qualify you for a new profes-
your regular work site to school and then home.sion. It is qualifying work-related education be- Transportation Expenses

cause it maintains or improves skills required in
Example 3. Assume the same facts as inIf your education qualifies, you can deduct localyour present profession.

Example 1 except that you attend the school fortransportation costs of going directly from work
9 months on Saturdays, nonwork days. Sinceto school. If you are regularly employed and go
you are attending school on a temporary basis,to school on a temporary basis, you can alsoBar or CPA Review Course
you can deduct your round-trip transportationdeduct the costs of returning from school to
expenses in going between home and school.Review courses to prepare for the bar examina- home.

tion or the certified public accountant (CPA) ex-
Temporary basis. You go to school on a Example 4. Assume the same facts as inamination are not qualifying work-related

temporary basis if either of the following situa- Example 1 except that you attend classes twiceeducation. They are part of a program of study
tions applies to you. a week for 15 months. Since your attendance inthat can qualify you for a new profession.

school is not considered temporary, you cannot
1. Your attendance at school is realistically

deduct your transportation expenses in going
expected to last 1 year or less and does

between home and school. If you go directlyTeaching and Related Duties indeed last for 1 year or less.
from work to school, you can deduct the

All teaching and related duties are considered 2. Initially, your attendance at school is realis- one-way transportation expenses of going from
the same general kind of work. A change in tically expected to last 1 year or less, but work to school. If you go from work to home to
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school and return home, your transportation ex- time. She cannot deduct the cost of her • Deduct work-related education expenses
penses cannot be more than if you had gone round-trip train ticket to Michigan. She can de- paid with tax-free scholarship, grant, or
directly from work to school. duct one-fourth of the meals (subject to the 50% employer-provided educational assis-

limit) and lodging costs for the time she attended tance. See Adjustments to Qualifying
Using your car. If you use your car (whether the university. Work-Related Education Expenses, be-
you own or lease it) for transportation to school,

low.you can deduct your actual expenses or use the Example 3. Dave works in Nashville and
standard mileage rate to figure the amount you recently traveled to California to take a 2-week
can deduct. The standard mileage rate for miles Adjustments to Qualifyingseminar. The seminar is qualifying work-related
driven from January 1, 2011, through June 30, education. Work-Related Education Expenses
2011, is 51 cents per mile. The amount you can

While there, he spent an extra 8 weeks ondeduct for miles driven from July 1, 2011, If you pay qualifying work-related education ex-personal activities. The facts, including the extrathrough December 31, 2011, is 55 1/2 cents per penses with certain tax-free funds, you cannot8-week stay, show that his main purpose was tomile. Whichever method you use, you can also claim a deduction for those amounts. You musttake a vacation.deduct parking fees and tolls. See chapter 26 for
reduce the qualifying expenses by the amount ofinformation on deducting your actual expenses Dave cannot deduct his round-trip airfare or
any tax-free educational assistance you re-of using a car. his meals and lodging for the 8 weeks. He can
ceived.deduct only his expenses for meals (subject to

Tax-free educational assistance includes:the 50% limit) and lodging for the 2 weeks heTravel Expenses
attended the seminar. • The tax-free part of scholarships and fel-

You can deduct expenses for travel, meals (see lowships (see chapter 1 of Publication
50% limit on meals, later), and lodging if you Cruises and conventions. Certain cruises 970),
travel overnight mainly to obtain qualifying and conventions offer seminars or courses as • Pell grants (see chapter 1 of Publicationwork-related education. part of their itinerary. Even if the seminars or

970),Travel expenses for qualifying work-related courses are work-related, your deduction for
education are treated the same as travel ex- • Employer-provided educational assistancetravel may be limited. This applies to:
penses for other employee business purposes. (see chapter 11 of Publication 970),• Travel by ocean liner, cruise ship, or otherFor more information, see chapter 26.

form of luxury water transportation, and • Veterans’ educational assistance (see
You cannot deduct expenses for per-

chapter 1 of Publication 970), and• Conventions outside the North Americansonal activities, such as sightseeing,
area.visiting, or entertaining. • Any other nontaxable (tax-free) paymentsCAUTION

!
(other than gifts or inheritances) receivedMainly personal travel. If your travel away For a discussion of the limits on travel ex- for education assistance.from home is mainly personal, you cannot de- pense deductions that apply to cruises and con-

duct all of your expenses for travel, meals, and ventions, see Luxury Water Travel and
lodging. You can deduct only your expenses for Amounts that do not reduce qualifyingConventions in chapter 1 of Publication 463.
lodging and 50% of your expenses for meals work-related education expenses. Do not
during the time you attend the qualified educa- reduce the qualifying work-related education ex-
tional activities. 50% limit on meals. You can deduct only penses by amounts paid with funds the student

50% of the cost of your meals while travelingWhether a trip’s purpose is mainly personal receives as:
away from home to obtain qualifyingor educational depends upon the facts and cir-

• Payment for services, such as wages,cumstances. An important factor is the compari- work-related education. You cannot have been
son of time spent on personal activities with time reimbursed for the meals. • A loan,
spent on educational activities. If you spend Employees must use Form 2106 or Form • A gift,more time on personal activities, the trip is con- 2106-EZ to apply the 50% limit.
sidered mainly educational only if you can show • An inheritance, or
a substantial nonpersonal reason for traveling to

• A withdrawal from the student’s personala particular location. Travel as Education
savings.

Example 1. John works in Newark, New You cannot deduct the cost of travel as a form of
Jersey. He traveled to Chicago to take a deducti- Also, do not reduce the quali fyingeducation even if it is directly related to your
ble 1-week course at the request of his em- work-related education expenses by any schol-duties in your work or business.
ployer. His main reason for going to Chicago arship or fellowship reported as income on the
was to take the course. Example. You are a French language student’s return or any scholarship which, by its

While there, he took a sightseeing trip, enter- teacher. While on sabbatical leave granted for terms, cannot be applied to qualifying
tained some friends, and took a side trip to travel, you traveled through France to improve work-related education expenses. 
Pleasantville for a day. your knowledge of the French language. You

Since the trip was mainly for business, John chose your itinerary and most of your activities
can deduct his round-trip airfare to Chicago. He to improve your French language skills. You
cannot deduct his transportation expenses of cannot deduct your travel expenses as educa- Reimbursementsgoing to Pleasantville. He can deduct only the tion expenses. This is true even if you spent
meals (subject to the 50% limit) and lodging most of your time learning French by visiting

How you treat reimbursements depends on theconnected with his educational activities. French schools and families, attending movies
arrangement you have with your employer.or plays, and engaging in similar activities.

Example 2. Sue works in Boston. She went There are two basic types of reimbursement
to a university in Michigan to take a course for arrangements—accountable plans and nonac-No Double Benefit Allowedwork. The course is qualifying work-related edu-

countable plans. You can tell the type of plan
cation.

you are reimbursed under by the way the reim-You cannot do either of the following.She took one course, which is one-fourth of a
bursement is reported on your Form W-2.full course load of study. She spent the rest of • Deduct work-related education expenses

For information about how to treat reim-the time on personal activities. Her reasons for as business expenses if you benefit from
bursements under both accountable and nonac-taking the course in Michigan were all personal. these expenses under any other provision
countable plans, see Reimbursements inof the law, for example, as a tuition andSue’s trip is mainly personal because

three-fourths of her time is considered personal fees deduction (see chapter 34). chapter 26.
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and for impairment-related work expenses are
explained later.)Deducting Business

Using Form 2106-EZ. This form is shorter 28.
and easier to use than Form 2106. Generally,Expenses
you can use this form if:

Self-employed persons and employees report • All reimbursements, if any, are included in Miscellaneousbusiness expenses differently. box 1 of your Form W-2, and
The following information explains what • You are using the standard mileage rate ifforms you must use to deduct the cost of your Deductionsyou are claiming vehicle expenses.qualifying work-related education as a business

expense.
If you do not meet both of these requirements,

use Form 2106. What’s NewSelf-Employed Persons
Standard mileage rate. The 2011 rate forPerforming Artists andIf you are self-employed, you must report the
business use of a vehicle is 51 cents per mile forcost of your qualifying work-related education on Fee-Basis Officials miles driven before July 1, 2011, and 55.5 centsthe appropriate form used to report your busi-
per mile for miles driven after June 30, 2011.ness income and expenses (generally Schedule If you are a qualified performing artist, or a state

C, C-EZ, or F). If your educational expenses (or local) government official who is paid in
include expenses for a car or truck, travel, or whole or in part on a fee basis, you can deduct
meals, report those expenses the same way you the cost of your qualifying work-related educa-

Introductionreport other business expenses for those items. tion as an adjustment to gross income rather
See the instructions for the form you file for than as an itemized deduction. This chapter explains which expenses you can
information on how to complete it. Include the cost of your qualifying claim as miscellaneous itemized deductions on

work-related education with any other employee Schedule A (Form 1040). You must reduce the
business expenses on Form 1040, line 24. YouEmployees total of most miscellaneous itemized deductions
do not have to itemize your deductions on by 2% of your adjusted gross income. This chap-
Schedule A (Form 1040), and, therefore, theIf you are an employee, you can deduct the cost ter covers the following topics.
d e d u c t i o n  i s  n o t  s u b j e c t  t o  t h eof qualifying work-related education only if you: • Deductions subject to the 2% limit.2%-of-adjusted-gross-income limit. You must
complete Form 2106 or 2106-EZ to figure your1. Did not receive any reimbursement from • Deductions not subject to the 2% limit.
deduction, even if you meet the requirementsyour employer,

• Expenses you cannot deduct.described earlier under Form not required.
2. Were reimbursed under a nonaccountable For more information on qualified performing

plan (amount is included in box 1 of Form artists, see chapter 6 of Publication 463. You must keep records to verify yourW-2), or
deductions. You should keep receipts,

3. Received reimbursement under an ac- canceled checks, substitute checks, fi-Impairment-Related Work RECORDS

countable plan, but the amount received nancial account statements, and other docu-Expenseswas less than your expenses. mentary evidence. For more information on
recordkeeping, get Publication 552, Record-If either (1) or (2) applies, you can deduct the If you are disabled and have impairment-related
keeping for Individuals. total qualifying cost. If (3) applies, you can de- work expenses that are necessary for you to be

duct only the qualifying costs that were more able to get qualifying work-related education,
than your reimbursement. you can deduct these expenses on Schedule A Useful Items

In order to deduct the cost of your qualifying (Form 1040), line 28. They are not subject to the You may want to see:
work-related education as a business expense, 2%-of-adjusted-gross-income limit. To deduct
include the amount with your deduction for any these expenses, you must complete Form 2106 Publication
other employee business expenses on Sched- or 2106-EZ even if you meet the requirements

❏ 463 Travel, Entertainment, Gift, and Carule A (Form 1040), line 21. (Special rules for described earlier under Form not required.
Expensesexpenses of certain performing artists and For more information on impairment-related

fee-basis officials and for impairment-related work expenses, see chapter 6 of Publication ❏ 525 Taxable and Nontaxable Income
work expenses are explained later.) 463.

❏ 529 Miscellaneous Deductions
This deduct ion is subject  to the

❏ 535 Business Expenses2%-of-adjusted-gross-income limit that applies
to most miscellaneous itemized deductions. See ❏ 587 Business Use of Your Home
chapter 28. Recordkeeping (Including Use by Daycare

Providers)
Form 2106 or 2106-EZ. To figure your deduc- You must keep records as proof of any ❏ 946 How To Depreciate Propertytion for employee business expenses, including deduction claimed on your tax return.
qualifying work-related education, you generally Generally, you should keep your rec-RECORDS Form (and Instructions)must complete Form 2106 or Form 2106-EZ. ords for 3 years from the date of filing the tax

❏ Schedule A (Form 1040) Itemizedreturn and claiming the deduction.Form not required. Do not complete either
DeductionsForm 2106 or Form 2106-EZ if: For specific information about keeping rec-

ords of business expenses, see Recordkeeping ❏ 2106 Employee Business Expenses• All reimbursements, if any, are included in
in chapter 26.box 1 of your Form W-2, and ❏ 2106-EZ Unreimbursed Employee

Business Expenses• You are not claiming travel, transportation,
meal, or entertainment expenses.

If you meet both of these requirements, enter
the expenses directly on Schedule A (Form
1040), line 21. (Special rules for expenses of
certain performing artists and fee-basis officials
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Business Liability Insurance Home Office
Deductions Subject You can deduct insurance premiums you paid If you use a part of your home regularly and

for protection against personal liability for exclusively for business purposes, you may beto the 2% Limit wrongful acts on the job. able to deduct a part of the operating expenses
and depreciation of your home.

You can deduct certain expenses as miscellane-
You can claim this deduction for the busi-ous itemized deductions on Schedule A Damages for Breach of ness use of a part of your home only if you use(Form 1040). You can claim the amount of ex- Employment Contract that part of your home regularly and exclusively:penses that is more than 2% of your adjusted

gross income. You figure your deduction on • As your principal place of business for anyIf you break an employment contract, you can
Schedule A by subtracting 2% of your adjusted trade or business,deduct damages you pay your former employer
gross income from the total amount of these that are attributable to the pay you received from • As a place to meet or deal with your pa-expenses. Your adjusted gross income is the that employer. tients, clients, or customers in the normalamount on Form 1040, line 38.

course of your trade or business, or
Generally, you apply the 2% limit after you

• In the case of a separate structure notapply any other deduction limit. For example, Depreciation on Computers
attached to your home, in connection withyou apply the 50% (or 80%) limit on busi-

You can claim a depreciation deduction for a your trade or business.ness-related meals and entertainment (dis-
computer that you use in your work as an em-cussed in chapter 26) before you apply the 2%
ployee if its use is: The regular and exclusive business use mustlimit.

be for the convenience of your employer and notDeductions subject to the 2% limit are dis- • For the convenience of your employer,
just appropriate and helpful in your job. Seecussed in the three categories in which you and
Publication 587 for more detailed informationreport them on Schedule A (Form 1040). • Required as a condition of your employ- and a worksheet.

• Unreimbursed employee expenses (line ment.
21).

For more information about the rules and ex- Job Search Expenses• Tax preparation fees (line 22).
ceptions to the rules affecting the allowable de-

You can deduct certain expenses you have in• Other expenses (line 23). ductions for a home computer, see Publication
looking for a new job in your present occupation,529.
even if you do not get a new job. You cannot
deduct these expenses if:Unreimbursed Employee

Dues to Chambers of Commerce • You are looking for a job in a new occupa-Expenses (Line 21)
and Professional Societies tion,

Generally, the following expenses are deducti- • There was a substantial break betweenYou may be able to deduct dues paid to profes-ble on Schedule A (Form 1040), line 21.
the ending of your last job and your look-sional organizations (such as bar associations

You can deduct only unreimbursed em- ing for a new one, orand medical associations) and to chambers of
ployee expenses that are: commerce and similar organizations, if member- • You are looking for a job for the first time.

ship helps you carry out the duties of your job.• Paid or incurred during your tax year,
Similar organizations include:• For carrying on your trade or business of Employment and outplacement agency fees.• Boards of trade,being an employee, and You can deduct employment and outplacement

agency fees you pay in looking for a new job in• Business leagues,• Ordinary and necessary.
your present occupation.• Civic or public service organizations,

 An expense is ordinary if it is common and Employer pays you back. If, in a later year,• Real estate boards, andaccepted in your trade, business, or profession. your employer pays you back for employment
An expense is necessary if it is appropriate and agency fees, you must include the amount you• Trade associations.
helpful to your business. An expense does not receive in your gross income up to the amount of
have to be required to be considered necessary. your tax benefit in the earlier year. (See Recov-

Lobbying and political activities. You may eries in chapter 12.)Examples of unreimbursed employee ex-
not be able to deduct that part of your dues thatpenses are listed next. The list is followed by Employer pays the employment agency.is for certain lobbying and political activities. Seediscussions of additional unreimbursed em- If your employer pays the fees directly to theDues used for lobbying under Nondeductibleployee expenses. employment agency and you are not responsi-Expenses, later.

ble for them, you do not include them in your• Business bad debt of an employee.
gross income.• Education that is work related. (See chap-

Educator Expensester 27.)
Résumé. You can deduct amounts you spend

If you were an eligible educator in 2011, you can• Legal fees related to your job. for preparing and mailing copies of a résumé to
deduct up to $250 of qualified expenses you prospective employers if you are looking for a• Licenses and regulatory fees. paid in 2011 as an adjustment to gross income new job in your present occupation.
on Form 1040, line 23, rather than as a miscella-• Malpractice insurance premiums.
neous itemized deduction. If you file Form

Travel and transportation expenses. If you• Medical examinations required by an em- 1040A, you can deduct these expenses on line
travel to an area and, while there, you look for aployer. 16. If you and your spouse are filing jointly and
new job in your present occupation, you may beboth of you were eligible educators, the maxi-• Occupational taxes. able to deduct travel expenses to and from themum deduction is $500. However, neither
area. You can deduct the travel expenses if the• Passport for a business trip. spouse can deduct more than $250 of his or her
trip is primarily to look for a new job. The amountqualified expenses.• Subscriptions to professional journals and
of time you spend on personal activity compared

trade magazines related to your work.
to the amount of time you spend in looking for

• Travel, transportation, entertainment, and work is important in determining whether the trip
gifts related to your work. (See chapter is primarily personal or is primarily to look for a
26.) new job.
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Even if you cannot deduct the travel ex- Also, you cannot deduct contributions to a pen- Tax Preparation Fees 
sion fund, even if the union requires you to makepenses to and from an area, you can deduct the

(Line 22)the contributions.expenses of looking for a new job in your pres-
ent occupation while in the area. You may not be able to deduct amounts you

You can usually deduct tax preparation fees inpay to the union that are related to certain lobby-You can choose to use the standard mileage
the year you pay them. Thus, on your 2011ing and political activities. See Lobbying Ex-rate to figure your car expenses. The 2011 rate return, you can deduct fees paid in 2011 forpenses under Nondeductible Expenses, later.for business use of a vehicle is 51 cents per mile preparing your 2010 return. These fees include

(55.5 cents per mile after June 30, 2011). See the cost of tax preparation software programs
chapter 26 for more information. and tax publications. They also include any feeWork Clothes and Uniforms

you paid for electronic filing of your return.

You can deduct the cost and upkeep of workLicenses and Regulatory Fees
clothes if the following two requirements are Other Expenses (Line 23)
met.You can deduct the amount you pay each year

You can deduct certain other expenses as mis-to state or local governments for licenses and • You must wear them as a condition of
cellaneous itemized deductions subject to theregulatory fees for your trade, business, or pro- your employment.
2% limit. On Schedule A (Form 1040), line 23,fession. • The clothes are not suitable for everyday you can deduct expenses that you pay:

wear.
1. To produce or collect income that must beOccupational Taxes included in your gross income,

It is not enough that you wear distinc-
You can deduct an occupational tax charged at 2. To manage, conserve, or maintain prop-tive clothing. The clothing must be spe-
a flat rate by a locality for the privilege of working erty held for producing such income, orcifically required by your employer. NorCAUTION

!
or conducting a business in the locality. If you is it enough that you do not, in fact, wear your 3. To determine, contest, pay, or claim a re-
are an employee, you can claim occupational work clothes away from work. The clothing must fund of any tax.
taxes only as a miscellaneous deduction subject not be suitable for taking the place of your regu-

You can deduct expenses you pay for the pur-to the 2% limit; you cannot claim them as a lar clothing.
poses in (1) and (2) above only if they are rea-deduction for taxes elsewhere on your return. Examples of workers who may be able to
sonably and closely related to these purposes.deduct the cost and upkeep of work clothes are:
Some of these other expenses are explained in

delivery workers, firefighters, health care work-
the following discussions.Repayment of Income Aid Payment ers, law enforcement officers, letter carriers,

If the expenses you pay produce income thatprofessional athletes, and transportation work-An “income aid payment” is one that is received is only partially taxable, see Tax-Exempt Incomeers (air, rail, bus, etc.). under an employer’s plan to aid employees who Expenses, later, under Nondeductible Ex-Musicians and entertainers can deduct thelose their jobs because of lack of work. If you penses.
cost of theatrical clothing and accessories thatrepay a lump-sum income aid payment that you
are not suitable for everyday wear.received and included in income in an earlier

However, work clothing consisting of whiteyear, you can deduct the repayment. Appraisal Fees
cap, white shirt or white jacket, white bib over-
alls, and standard work shoes, which a painter is You can deduct appraisal fees if you pay them to
required by his union to wear on the job, is not figure a casualty loss or the fair market value ofResearch Expenses of a College
distinctive in character or in the nature of a donated property.Professor uniform. Similarly, the costs of buying and main-
taining blue work clothes worn by a welder at theIf you are a college professor, you can deduct
request of a foreman are not deductible. Casualty and Theft Lossesresearch expenses, including travel expenses,

for teaching, lecturing, or writing and publishing
You can deduct a casualty or theft loss as aProtective clothing. You can deduct the coston subjects that relate directly to your teaching
miscellaneous itemized deduction subject to theof protective clothing required in your work, suchduties. You must have undertaken the research
2% limit if you used the damaged or stolenas safety shoes or boots, safety glasses, hardas a means of carrying out the duties expected property in performing services as an employee.hats, and work gloves.of a professor and without expectation of profit First report the loss in Section B of Form 4684,Examples of workers who may be required toapart from salary. However, you cannot deduct Casualties and Thefts. You may also have towear safety items are: carpenters, cement work-the cost of travel as a form of education. include the loss on Form 4797, Sales of Busi-ers, chemical workers, electricians, fishing boat
ness Property, if you are otherwise required tocrew members, machinists, oil field workers,
file that form. To figure your deduction, add allpipe fitters, steamfitters, and truck drivers.Tools Used in Your Work casualty or theft losses from this type of property
included on Form 4684, lines 32 and 38b, orMilitary uniforms. You generally cannot de-Generally, you can deduct amounts you spend
Form 4797, line 18a. For other casualty and theftduct the cost of your uniforms if you are onfor tools used in your work if the tools wear out
losses, see chapter 25.full-time active duty in the armed forces. How-and are thrown away within 1 year from the date

ever, if you are an armed forces reservist, youof purchase. You can depreciate the cost of
can deduct the unreimbursed cost of your uni-tools that have a useful life substantially beyond Clerical Help and Office Rentform if military regulations restrict you fromthe tax year. For more information about depre-
wearing it except while on duty as a reservist. Inciation, see Publication 946. You can deduct office expenses, such as rent
figuring the deduction, you must reduce the cost and clerical help, that you have in connection
by any nontaxable allowance you receive for with your investments and collecting the taxable
these expenses.Union Dues and Expenses income on them.

If local military rules do not allow you to wear
You can deduct dues and initiation fees you pay fatigue uniforms when you are off duty, you can
for union membership. deduct the amount by which the cost of buying Credit or Debit Card Convenience

and keeping up these uniforms is more than theYou can also deduct assessments for benefit Fees
uniform allowance you receive.payments to unemployed union members. How-

ever, you cannot deduct the part of the assess- You can deduct the cost of your uniforms if You can deduct the convenience fee charged by
you are a civilian faculty or staff member of aments or contributions that provides funds for the card processor for paying your income tax
military school.the payment of sick, accident, or death benefits. (including estimated tax payments) by credit or
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debit card. The fees are deductible in the year Example. You are a member of an invest- You can deduct expenses of resolving tax
ment club that is formed solely to invest in secur-paid. issues relating to profit or loss from business
ities. The club is treated as a partnership. The (Schedule C or C-EZ), rentals or royalties
partnership’s income is solely from taxable divi- (Schedule E), or farm income and expenses
dends, interest, and gains from sales of securi-Depreciation on Home Computer (Schedule F) on the appropriate schedule. You
ties. In this case, you can deduct your share of deduct expenses of resolving nonbusiness tax

You can deduct depreciation on your home the partnership’s operating expenses as miscel- issues on Schedule A (Form 1040). See Tax
computer if you use it to produce income (for laneous itemized deductions subject to the 2%

Preparation Fees, earlier.limit. However, if the investment club partner-example, to manage your investments that pro-
ship has investments that also produce nontax-duce taxable income). You generally must de-
able income, you cannot deduct your share ofpreciate the computer using the straight line Loss on Depositsthe partnership’s expenses that produce themethod over the Alternative Depreciation Sys-
nontaxable income.tem (ADS) recovery period. But if you work as an For information on whether, and if so, how, you

employee and also use the computer in that may deduct a loss on your deposit in a qualifiedPublicly offered mutual funds. Publicly of-
work, see Publication 946. financial institution, see Loss on Deposits infered mutual funds do not pass deductions for

chapter 25.investment expenses through to shareholders.
A mutual fund is “publicly offered” if it is:

Excess Deductions of an Estate
• Continuously offered pursuant to a public Repayments of Income

offering,If an estate’s total deductions in its last tax year
are more than its gross income for that year, the If you had to repay an amount that you included• Regularly traded on an established securi-

in income in an earlier year, you may be able tobeneficiaries succeeding to the estate’s prop- ties market, or
deduct the amount you repaid. If the amount youerty can deduct the excess. Do not include de-

• Held by or for at least 500 persons at all had to repay was ordinary income of $3,000 orductions for the estate’s personal exemption
times during the tax year. less, the deduction is subject to the 2% limit. If itand charitable contributions when figuring the

was more than $3,000, see Repayments Underestate’s total deductions. The beneficiaries can A publicly offered mutual fund will send you a
Claim of Right under Deductions Not Subject toclaim the deduction only for the tax year in Form 1099-DIV, Dividends and Distributions, or
the 2% Limit, later.which, or with which, the estate terminates, a substitute form, showing the net amount of

whether the year of termination is a normal year dividend income (gross dividends minus invest-
or a short tax year. For more information, see ment expenses). This net figure is the amount

Repayments of Social SecurityTermination of Estate in Publication 559, Survi- you report on your return as income. You cannot
Benefitsdeduct investment expenses.vors, Executors, and Administrators.

For information on how to deduct your repay-Information returns. You should receive in-
formation returns from pass-through entities. ments of certain social security benefits, seeFees to Collect Interest and

Repayments More Than Gross Benefits in chap-Partnerships and S corporations. TheseDividends
ter 11.entities issue Schedule K-1, which lists the items

You can deduct fees you pay to a broker, bank, and amounts you must report and identifies the
trustee, or similar agent to collect your taxable tax return schedules and lines to use.

Safe Deposit Box Rentbond interest or dividends on shares of stock. Nonpublicly offered mutual funds. These
But you cannot deduct a fee you pay to a broker funds will send you a Form 1099-DIV, Dividends You can deduct safe deposit box rent if you use
to buy investment property, such as stocks or and Distributions or a substitute form, showing the box to store taxable income-producing
bonds. You must add the fee to the cost of the your share of gross income and investment ex- stocks, bonds, or investment-related papers and
property. penses. You can claim the expenses only as a documents. You cannot deduct the rent if you

miscellaneous itemized deduction subject to theYou cannot deduct the fee you pay to a use the box only for jewelry, other personal
2% limit.broker to sell securities. You can use the fee items, or tax-exempt securities.

only to figure gain or loss from the sale. See the
instructions for Schedule D (Form 1040), col-

Investment Fees and Expenses Service Charges on Dividendumns (d) and (e), for information on how to
report the fee. Reinvestment PlansYou can deduct investment fees, custodial fees,

trust administration fees, and other expenses
You can deduct service charges you pay as ayou paid for managing your investments that
subscriber in a dividend reinvestment plan.Hobby Expenses produce taxable income.
These service charges include payments for:

You can generally deduct hobby expenses, but
• Holding shares acquired through a plan,only up to the amount of hobby income. A hobby Legal Expenses

is not a business because it is not carried on to • Collecting and reinvesting cash dividends,
make a profit. See Activity not for profit in chap- andYou can usually deduct legal expenses that you
ter 12 under Other Income. incur in attempting to produce or collect taxable • Keeping individual records and providing

income or that you pay in connection with the detailed statements of accounts. 
determination, collection, or refund of any tax.

You can also deduct legal expenses that are:Indirect Deductions of
Trustee’s Administrative Fees forPass-Through Entities • Related to either doing or keeping your
IRAjob, such as those you paid to defend

Pass-through entities include partnerships, S yourself against criminal charges arising
corporations, and mutual funds that are not pub- Trustee’s administrative fees that are billed sep-out of your trade or business,
licly offered. Deductions of pass-through entities arately and paid by you in connection with your

• For tax advice related to a divorce, if theare passed through to the partners or sharehold- individual retirement arrangement (IRA) are de-
bill specifies how much is for tax adviceers. The partners or shareholders can deduct ductible (if they are ordinary and necessary) as a
and it is determined in a reasonable way,their share of passed-through deductions for miscellaneous itemized deduction subject to the
orinvestment expenses as miscellaneous item- 2% limit. For more information about IRAs, see

ized deductions subject to the 2% limit. • To collect taxable alimony. chapter 17.

Chapter 28 Miscellaneous Deductions Page 203



Federal Estate Tax on Income in Loss From Other Activities From
Schedule K-1 (Form 1065-B), Box 2Respect of a DecedentDeductions Not
If the amount reported in Schedule K-1 (FormYou can deduct the federal estate tax attributa-Subject to the 2% Limit 1065-B), box 2, is a loss, report it on Schedule Able to income in respect of a decedent that you
(Form 1040), line 28. It is not subject to theas a beneficiary include in your gross income.

You can deduct the items listed below as miscel- passive activity limitations.Income in respect of the decedent is gross in-
laneous itemized deductions. They are not sub-

come that the decedent would have receivedject to the 2% limit. Report these items on
had death not occurred and that was not prop-Schedule A (Form 1040), line 28. Repayments Under Claim of Righterly includible in the decedent’s final income tax
return. See Publication 559 for more informa- If you had to repay more than $3,000 that youList of Deductions
tion. included in your income in an earlier year be-

Each of the following items is discussed in detail cause at the time you thought you had an un-
after the list. restricted right to it, you may be able to deduct

Gambling Losses Up to the the amount you repaid or take a credit against• Amortizable premium on taxable bonds. Amount of Gambling Winnings your tax. See Repayments in chapter 12 for
• Casualty and theft losses from income- more information.You must report the full amount of your gamblingproducing property.

winnings for the year on Form 1040, line 21. You• Federal estate tax on income in respect of
deduct your gambling losses for the year on Unrecovered Investment ina decedent.
Schedule A (Form 1040), line 28. You cannot Annuity• Gambling losses up to the amount of gam- deduct gambling losses that are more than your

bling winnings. winnings. A retiree who contributed to the cost of an annu-
ity can exclude from income a part of each• Impairment-related work expenses of per- You cannot reduce your gambling win-

sons with disabilities. payment received as a tax-free return of thenings by your gambling losses and re-
retiree’s investment. If the retiree dies before theport the difference. You must report the• Loss from other activities from Schedule CAUTION

!
entire investment is recovered tax free, any un-full amount of your winnings as income andK-1 (Form 1065-B), box 2.
recovered investment can be deducted on theclaim your losses (up to the amount of winnings)• Losses from Ponzi-type investment retiree’s final income tax return. See chapter 10as an itemized deduction. Therefore, your rec-

schemes. for more information about the tax treatment ofords should show your winnings separately from
pensions and annuities.• Repayments of more than $3,000 under a your losses.

claim of right.
Diary of winnings and losses. You• Unrecovered investment in an annuity. must keep an accurate diary or similar
record of your losses and winnings.RECORDS NondeductibleYour diary should contain at least the followingAmortizable Premium on Taxable

information.Bonds Expenses
• The date and type of your specific wager

In general, if the amount you pay for a bond is
or wagering activity. Examples of nondeductible expenses are listedgreater than its stated principal amount, the ex-

next. The list is followed by discussions of addi-cess is bond premium. You can elect to amortize • The name and address or location of the
tional nondeductible expenses.the premium on taxable bonds. The amortization gambling establishment.

of the premium is generally an offset to interest • The names of other persons present withincome on the bond rather than a separate de- List of Nondeductibleyou at the gambling establishment.duction item. Expenses• The amount(s) you won or lost.Part of the premium on some bonds may be
a miscellaneous deduction not subject to the 2% • Broker’s commissions that you paid inSee Publication 529 for more information.limit. For more information, see Amortizable

connection with your IRA or other invest-Premium on Taxable Bonds in Publication 529,
ment property.and Bond Premium Amortization in chapter 3 of

Impairment-Related WorkPublication 550, Investment Income and Ex- • Burial or funeral expenses, including the
penses. Expenses cost of a cemetery lot.  

• Capital expenses.If you have a physical or mental disability that
limits your being employed, or substantially lim-Casualty and Theft Losses of • Fees and licenses, such as car licenses,
its one or more of your major life activities, suchIncome-Producing Property marriage licenses, and dog tags. 
as performing manual tasks, walking, speaking, • Hobby losses, but see Hobby Expenses,You can deduct a casualty or theft loss as a breathing, learning, and working, you can de-

earlier.miscellaneous itemized deduction not subject to duct your impairment-related work expenses.
the 2% limit if the damaged or stolen property • Home repairs, insurance, and rent.Impairment-related work expenses are ordi-was income-producing property (property held

nary and necessary business expenses for at- • Illegal bribes and kickbacks—See Bribesfor investment, such as stocks, notes, bonds,
and kickbacks in chapter 11 of Publicationtendant care services at your place of work andgold, silver, vacant lots, and works of art). First,
535. for other expenses in connection with your placereport the loss in Form 4684, Section B. You

may also have to include the loss on Form 4797, of work that are necessary for you to be able to • Losses from the sale of your home, furni-
Sales of Business Property if you are otherwise work. ture, personal car, etc.
required to file that form. To figure your deduc-

Self-employed. If you are self-employed, • Personal disability insurance premiums.tion, add all casualty or theft losses from this
enter your impairment-related work expensestype of property included on Form 4684, lines 32 • Personal, living, or family expenses.on the appropriate form (Schedule C, C-EZ, E,and 38B, or Form 4797, line 18a. For more
or F) used to report your business income and • The value of wages never received or lostinformation on casualty and theft losses, see

chapter 25. expenses. vacation time.
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physical condition, such as might be required of your diamond ring. The diamond falls from theAdoption Expenses
a law enforcement officer. ring and is never found. The loss of the diamond

You cannot deduct the expenses of adopting a is a casualty.
child, but you may be able to take a credit for
those expenses. See chapter 36. Home Security System

Lunches with Co-workers
You cannot deduct the cost of a home security
system as a miscellaneous deduction. However,Campaign Expenses You cannot deduct the expenses of lunches with
you may be able to claim a deduction for a home co-workers, except while traveling away from

You cannot deduct campaign expenses of a security system as a business expense if you home on business. See chapter 26 for informa-
candidate for any office, even if the candidate is have a home office. See Home Office under tion on deductible expenses while traveling
running for reelection to the office. These in- Unreimbursed Employee Expenses, earlier, and away from home.clude qualification and registration fees for pri- Security System under Deducting Expenses in
mary elections. Publication 587.

Legal fees. You cannot deduct legal fees Meals While Working Late
paid to defend charges that arise from partici-

Investment-Related Seminars You cannot deduct the cost of meals while work-pation in a political campaign.
ing late. However, you may be able to claim a

You cannot deduct any expenses for attending a
deduction if the cost of meals is a deductibleconvention, seminar, or similar meeting for in-Check-Writing Fees on Personal entertainment expense, or if you are travelingvestment purposes.

Account away from home. See chapter 26 for information
on deductible entertainment expenses and ex-

If you have a personal checking account, you penses while traveling away from home.Life Insurance Premiumscannot deduct fees charged by the bank for the
privilege of writing checks, even if the account You cannot deduct premiums you pay on your
pays interest. life insurance. You may be able to deduct, as Personal Legal Expenses

alimony, premiums you pay on life insurance
You cannot deduct personal legal expensespolicies assigned to your former spouse. SeeClub Dues such as those for the following.chapter 18 for information on alimony.

Generally, you cannot deduct the cost of mem- • Custody of children.
bership in any club organized for business, plea- • Breach of promise to marry suit.Lobbying Expensessure, recreation, or other social purpose. This
includes business, social, athletic, luncheon, • Civil or criminal charges resulting from aYou generally cannot deduct amounts paid or
sporting, airline, hotel, golf, and country clubs. personal relationship.incurred for lobbying expenses. These include

You cannot deduct dues paid to an organiza- expenses to: • Damages for personal injury, except fortion if one of its main purposes is to:
certain unlawful discrimination and• Influence legislation,• Conduct entertainment activities for mem- whistleblower claims.

• Participate or intervene in any politicalbers or their guests, or
• Preparation of a title (or defense or perfec-campaign for, or against, any candidate• Provide members or their guests with ac- tion of a title).for public office,

cess to entertainment facilities.
• Preparation of a will.• Attempt to influence the general public, or

 Dues paid to airline, hotel, and luncheon segments of the public, about elections, • Property claims or property settlement in a
clubs are not deductible. legislative matters, or referendums, or divorce.

• Communicate directly with covered execu-
You cannot deduct these expenses even if ative branch officials in any attempt to influ-Commuting Expenses result of the legal proceeding is the loss of in-ence the official actions or positions of

those officials. come-producing property.You cannot deduct commuting expenses (the
cost of transportation between your home and Lobbying expenses also include any amounts
your main or regular place of work). If you haul paid or incurred for research, preparation, plan- Political Contributionstools, instruments, or other items, in your car to ning, or coordination of any of these activities.
and from work, you can deduct only the addi-

You cannot deduct contributions made to a polit-Dues used for lobbying. If a tax-exempttional cost of hauling the items such as the rent
ical candidate, a campaign committee, or aorganization notifies you that part of the dues oron a trailer to carry the items.

other amounts you pay to the organization are newsletter fund. Advertisements in convention
used to pay nondeductible lobbying expenses, bulletins and admissions to dinners or programs
you cannot deduct that part. See Lobbying Ex- that benefit a political party or political candidateFines or Penalties
penses in Publication 529 for information on are not deductible.
exceptions.You cannot deduct fines or penalties you pay to

a governmental unit for violating a law. This
includes an amount paid in settlement of your Professional Accreditation Fees
actual or potential liability for a fine or penalty Lost or Mislaid Cash or Property
(civil or criminal). Fines or penalties include You cannot deduct professional accreditation

You cannot deduct a loss based on the mereparking tickets, tax penalties, and penalties de- fees such as the following.
disappearance of money or property. However,ducted from teachers’ paychecks after an illegal • Accounting certificate fees paid for the ini-an accidental loss or disappearance of propertystrike.

tial right to practice accounting.can qualify as a casualty if it results from an
identifiable event that is sudden, unexpected, or • Bar exam fees and incidental expenses in
unusual. See chapter 25.Health Spa Expenses securing initial admission to the bar.

• Medical and dental license fees paid to getExample. A car door is accidentallyYou cannot deduct health spa expenses, even if
there is a job requirement to stay in excellent slammed on your hand, breaking the setting of initial licensing.
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other individual who accompanies you (or yourProfessional Reputation Tax-Exempt Income Expenses
employee) on business or personal travel unless

You cannot deduct expenses of radio and TV You cannot deduct expenses to produce the spouse, dependent, or other individual is an
appearances to increase your personal prestige tax-exempt income. You cannot deduct interest employee of the taxpayer, the travel is for a bona
or establish your professional reputation. on a debt incurred or continued to buy or carry fide business purpose, and such expenses

tax-exempt securities. would otherwise be deductible by the spouse,
If you have expenses to produce both tax- dependent, or other individual. See chapter 26

able and tax-exempt income, but you cannotRelief Fund Contributions for more information on deductible travel ex-
identify the expenses that produce each type of penses.

You cannot deduct contributions paid to a pri- income, you must divide the expenses based on
vate plan that pays benefits to any covered em- the amount of each type of income to determine
ployee who cannot work because of any injury or the amount that you can deduct. Voluntary Unemployment
illness not related to the job. Benefit Fund Contributions

Example. During the year, you received
taxable interest of $4,800 and tax-exempt inter- You cannot deduct voluntary unemployment

Residential Telephone Service est of $1,200. In earning this income, you had benefit fund contributions you make to a union
total expenses of $500 during the year. You fund or a private fund. However, you can deduct

You cannot deduct any charge (including taxes) cannot identify the amount of each expense item contributions as taxes if state law requires you to
for basic local telephone service for the first that is for each income item. Therefore, 80% make them to a state unemployment fund that
telephone line to your residence, even if it is ($4,800/$6,000) of the expense is for the taxable covers you for the loss of wages from unemploy-
used in a trade or business. interest and 20% ($1,200/$6,000) is for the ment caused by business conditions.

tax-exempt interest. You can deduct, subject to
the 2% limit, expenses of $400 (80% of $500).

Stockholders’ Meetings Wristwatches
You cannot deduct transportation and other ex- You cannot deduct the cost of a wristwatch,Travel Expenses for Anotherpenses you pay to attend stockholders’ meet- even if there is a job requirement that you knowIndividualings of companies in which you own stock but the correct time to properly perform your duties.
have no other interest. You cannot deduct these You generally cannot deduct travel expenses
expenses even if you are attending the meeting you pay or incur for a spouse, dependent, or
to get information that would be useful in making
further investments.
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Part Six.

The eight chapters in this part explain how to figure your tax and how to figureFiguring Your
the tax of certain children who have more than $1,900 of investment income.
They also discuss tax credits that, unlike deductions, are subtracted directlyTaxes and from your tax and reduce your tax, dollar for dollar. Chapter 35 discusses the
earned income credit. Chapter 36 discusses a wide variety of other credits,Credits such as the adoption credit.

• Foreign earned income exclusion or the • Work opportunity credit. See Form 5884.
housing exclusion. (See Form 2555, For- • Credit for employer social security and
eign Earned Income, or Form 2555-EZ, Medicare taxes paid on certain employee29. Foreign Earned Income Exclusion, and the

tips. See Form 8846.Foreign Earned Income Tax Worksheet in
the Form 1040 instructions.)

Other taxes. After you subtract your tax cred-How To Figure
its, determine whether there are any other taxesCredits. After you figure your income tax and
you must pay. This chapter does not explainany alternative minimum tax (discussed later),Your Tax these other taxes. You can find that informationdetermine your tax credits. This chapter does
in other chapters of this publication and yournot explain whether you are eligible for these
form instructions. See the following table forcredits. You can find that information in chapters
other taxes you may need to add to your income31 through 36 and your form instructions. SeeIntroduction tax.the following table for credits you may be able to

After you have figured your income and deduc- subtract from your income tax.
tions as explained in Parts One through Five, OTHER TAXES
your next step is to figure your tax. This chapter SeeCREDITSdiscusses: For information on: chapter:See

• The general steps you take to figure your For information on: chapter: Additional taxes on qualified retirement
tax, plans and IRAs . . . . . . . . . . . . . . 10, 17Adoption . . . . . . . . . . . . . . . . . . 36 First-time homebuyer credit • An additional tax you may have to pay Alternative motor vehicle . . . . . . . 36 repayment . . . . . . . . . . . . . . . . . 36Alternative fuel vehicle refueling called the alternative minimum tax, and Household employment taxes . . . . . 31property . . . . . . . . . . . . . . . . . 36 Recapture of an education credit . . . 34• The conditions you must meet if you want Child and dependent care . . . . . . 31 Social security and Medicare tax onthe IRS to figure your tax. Child tax credit . . . . . . . . . . . . . . 33 wages . . . . . . . . . . . . . . . . . . . . 5Credit to holders of tax credit Social security and Medicare tax onbonds . . . . . . . . . . . . . . . . . . 36 tips . . . . . . . . . . . . . . . . . . . . . . 6Figuring Your Tax Education . . . . . . . . . . . . . . . . . 34 Uncollected social security andElderly or disabled . . . . . . . . . . . 32 Medicare tax on tips . . . . . . . . . . 6Your income tax is based on your taxable in- Electric vehicle credits . . . . . . . . . 36

come. After you figure your income tax and any Foreign tax . . . . . . . . . . . . . . . . 36 Another tax you may have to pay, the alter-alternative minimum tax, subtract your tax cred- Mortgage interest . . . . . . . . . . . . 36 native minimum tax, is discussed later in thisits and add any other taxes you may owe. The Prior year minimum tax . . . . . . . . 36
chapter.Residential energy . . . . . . . . . . . 36result is your total tax. Compare your total tax

There are other taxes that are not discussedRetirement savings contributions . . 36with your total payments to determine whether
in this publication. These include the followingyou are entitled to a refund or owe additional tax. Some credits (such as the earned income items.This section provides a general outline of credit) are not listed above because they are

how to figure your tax. You can find step-by-step treated as payments. See Payments, later. 1. Self-employment tax. You must figure this
directions in the Instructions for Forms 1040EZ, There are other credits that are not dis- tax if either of the following applies to you
1040A, and 1040. If you are unsure of which tax cussed in this publication. These include the (or your spouse if you file a joint return).
form you should file, see Which Form Should I following credits.
Use? in chapter 1. a. Your net earnings from• General business credit, which is made up self-employment from other than church

of several separate business-related cred-Tax. Most taxpayers use either the Tax Table employee income were $400 or more.
its. These generally are reported on Formor the Tax Computation Worksheet to figure The term “net earnings from
3800, General Business Credit, and aretheir income tax. However, there are special self-employment” may include certain
discussed in chapter 4 of Publication 334,methods if your income includes any of the fol- nonemployee compensation and other
Tax Guide for Small Business.lowing items. amounts reported to you on Form

1099-MISC, Miscellaneous Income. If• Empowerment zone and renewal commu-• A net capital gain. (See chapter 16.)
you received a Form 1099-MISC, seenity employment credit. See Form 8844.• Qualified dividends taxed at the same the Instructions for Recipients on the• District of Columbia first-time homebuyerrates as a net capital gain. (See chapters back. Also see the Instructions for

credit. See Form 8859.8 and 16.) Schedule SE (Form 1040),
Self-Employment Tax; and Publication• Credit for alcohol used as fuel. See Form• Lump-sum distributions. (See chapter 10.)
334, Tax Guide for Small Business.6478.• Farming or fishing income. (See Schedule

b. You had church employee income of• Renewable electricity, refined coal, and In-J (Form 1040), Income Averaging for
$108.28 or more.dian coal production credit for electricityFarmers and Fishermen.)

and refined coal produced at facilities• Investment income over $1,900 for certain 2. Recapture taxes. You may have to payplaced in service after October 22, 2004,
children. (See chapter 30.) these taxes if you previously claimed anand Indian coal produced at facilities

investment credit, a District of Columbia• Parents’ election to report child’s interest placed in service after August 8, 2005.
first-time homebuyer credit, a low-incomeand dividends. (See chapter 30.) See Form 8835, Part II.
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housing credit, a new markets credit, a group in which you were an officer, direc- have to pay at least a minimum amount of tax
tor, or more-than-10% owner. For more in- through an additional tax. This additional tax isqualified plug-in electric vehicle credit, an
formation, see the instructions for Form called the alternative minimum tax (AMT).alternative motor vehicle credit, a credit for
1040, line 60. You may have to pay the AMT if your taxableemployer-provided child care facilities, an

income for regular tax purposes, combined withIndian employment credit, or other credits 11. Additional tax on income you received
certain adjustments and tax preference items, islisted in the instructions for Form 1040, line from a nonqualified deferred compensation
more than a certain amount. See Form 6251,60. For more information, see the instruc- plan that fails to meet certain require-
Alternative Minimum Tax — Individuals.tions for Form 1040, line 60. ments. This income should be shown in

Form W-2, box 12, with code Z, or in Form3. Section 72(m)(5) excess benefits tax. If Adjustments and tax preference items. The1099-MISC, box 15b. For more informa-
you are (or were) a 5% owner of a busi- more common adjustments and tax preferencetion, see the instructions for Form 1040,
ness and you received a distribution that items include:line 60.
exceeds the benefits provided for you • Addition of personal exemptions,12. Interest on the tax due on installment in-under the qualified pension or annuity plan

come from the sale of certain residential • Addition of the standard deduction (ifformula, you may have to pay this addi-
lots and timeshares. For more information, claimed),tional tax. See Tax on Excess Benefits in
see the instructions for Form 1040, line 60.chapter 4 of Publication 560, Retirement • Addition of itemized deductions claimed

Plans for Small Business (SEP, SIMPLE, 13. Interest on the deferred tax on gain from for state and local taxes, certain interest,
certain installment sales with a sales priceand Qualified Plans). most miscellaneous deductions, and part
over $150,000. For more information, see of medical expenses,4. Uncollected social security and Medicare the instructions for Form 1040, line 60. • Subtraction of any refund of state and lo-tax on group-term life insurance. If your

cal taxes included in gross income,former employer provides you with more
Payments. After you determine your total tax,than $50,000 of group-term life insurance • Changes to accelerated depreciation offigure the total payments you have alreadycoverage, you must pay the employee part certain property,made for the year. Include credits that are

of social security and Medicare taxes on treated as payments. This chapter does not ex- • Difference between gain or loss on thethose premiums. The amount should be plain these payments and credits. You can find sale of property reported for regular taxshown in box 12 of your Form W-2 with that information in other chapters of this publica- purposes and AMT purposes,codes M and N. tion and your form instructions. See the follow-
• Addition of certain income from incentiveing table for amounts you can include in your5. Tax on golden parachute payments. This stock options,total payments.tax applies if you received an “excess par-
• Change in certain passive activity loss de-achute payment” (EPP) due to a change in PAYMENTS

ductions,Seea corporation’s ownership or control. The
For information on: chapter:amount should be shown in box 12 of your • Addition of certain depletion that is more

Form W-2 with code K. See the instruc- than the adjusted basis of the property,Child tax credit (additional) . . . . . . 33
tions for Form 1040, line 60. Earned income credit . . . . . . . . . 35 • Addition of part of the deduction for certainEstimated tax paid . . . . . . . . . . . 46. Tax on accumulation distribution of trusts. intangible drilling costs, andExcess social security 
This applies if you are the beneficiary of a and RRTA tax withheld . . . . . . . 36 • Addition of tax-exempt interest on certaintrust that accumulated its income instead Federal income tax withheld . . . . . 4 private activity bonds.
of distributing it currently. See Form 4970 First-time homebuyer credit . . . . . 36
and its instructions. Health coverage tax credit . . . . . . 36

More information. For more informationRegulated investment company 7. Additional tax on HSAs or MSAs. If about the AMT, see the instructions for Formcredit . . . . . . . . . . . . . . . . . . . 36
amounts contributed to, or distributed from, Refundable credit for 1040, line 45, and Form 6251.
your health savings account or medical prior year minimum tax . . . . . . .  36
savings account do not meet the rules for Tax paid with extension . . . . . . . . 1
these accounts, you may have to pay addi-

Another credit that is treated as a payment istional taxes. See Publication 969, Health the credit for federal excise tax paid on fuels. Tax Figured by IRSSavings Accounts and Other Tax-Favored This credit is for persons who have a nontaxable
Health Plans; Form 8853, Archer MSAs use of certain fuels, such as diesel fuel and If you file by April 17, 2012, you can have theand Long-Term Care Insurance Contracts; kerosene. It is claimed on Form 1040, line 70. IRS figure your tax for you on Form 1040EZ,
Form 8889, Health Savings Accounts See Form 4136, Credit for Federal Tax Paid on Form 1040A, or Form 1040.
(HSAs); and Form 5329, Additional Taxes Fuels. If the IRS figures your tax and you paid tooon Qualified Plans (Including IRAs) and

much, you will receive a refund. If you did notRefund or balance due. To determineOther Tax-Favored Accounts. pay enough, you will receive a bill for the bal-whether you are entitled to a refund or owe
ance. To avoid interest or the penalty for late8. Additional tax on Coverdell ESAs. This ap- additional tax, compare your total payments with
payment, you must pay the bill within 30 days ofplies if amounts contributed to, or distrib- your total tax. If you are entitled to a refund, see
the date of the bill or by the due date for youruted from, your Coverdell ESA do not meet your form instructions for information on having
return, whichever is later.the rules for these accounts. See Publica- it directly deposited into one or more of your

The IRS will also figure the credit for thetion 970, Tax Benefits for Education, and accounts, or to purchase U.S. savings bonds,
elderly or the disabled and the earned incomeForm 5329. instead of receiving a paper check.
credit for you.

9. Additional tax on qualified tuition pro-
grams. This applies to amounts distributed When the IRS cannot figure your tax. The
from qualified tuition programs that do not IRS cannot figure your tax for you if any of theAlternativemeet the rules for these accounts. See following apply.
Publication 970 and Form 5329. Minimum Tax 1. You want your refund directly deposited

10. Excise tax on insider stock compensation into your accounts.
from an expatriated corporation. You may This section briefly discusses an additional tax

2. You want any part of your refund appliedowe a 15% excise tax on the value of non- you may have to pay.
to your 2012 estimated tax.statutory stock options and certain other The tax law gives special treatment to some

stock-based compensation held by you or kinds of income and allows special deductions 3. You had income for the year from sources
a member of your family from an expatri- and credits for some kinds of expenses. Taxpay- other than wages, salaries, tips, interest,
ated corporation or its expanded affiliated ers who benefit from the law in these ways may dividends, taxable social security benefits,
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unemployment compensation, IRA distri- copy of each of your Forms W-2 to your return. figure it for you. Enter “EIC” to the left of the entry
butions, pensions, and annuities. Also attach any Form 1099-R you received that space for line 38a. Enter the nontaxable combat

has withholding tax in box 4. pay you elect to include in earned income on 4. Your taxable income is $100,000 or more.
Mail your return to the Internal Revenue line 38b.

5. You itemize deductions. Service Center for the area where you live. A list  If you have a qualifying child, you must fill in
of Service Center addresses is shown near the Schedule EIC, Earned Income Credit, and at-6. You file any of the following forms.
end of this publication. tach it to your return. If you do not provide the

a. Form 2555, Foreign Earned Income. child’s social security number on Schedule EIC,
line 2, the credit will be reduced or disallowedb. Form 2555-EZ, Foreign Earned Income Form 1040EZ Line Entries unless the child was born and died in 2011.Exclusion.

If your credit for any year after 1996 wasRead lines 1 through 8b and fill in the lines thatc. Form 4137, Social Security and Medi- reduced or disallowed by the IRS, you may alsoapply to you. Do not complete lines 9 throughcare Tax on Unreported Tip Income. have to file Form 8862, Information To Claim12. If you are filing a joint return, use the space
Earned Income Credit After Disallowance, withd. Form 4970, Tax on Accumulation Distri- to the left of line 6 to separately show your
your return. For details, see the Form 1040Abution of Trusts. taxable income and your spouse’s taxable in-
Instructions.come.e. Form 4972, Tax on Lump-Sum Distribu-

tions.
Payments. Enter any federal income tax with-

f. Form 6198, At-Risk Limitations. Form 1040 Line Entriesheld on line 7. Federal income tax withheld is
shown on Form W-2, box 2 or Form 1099, box 4.g. Form 6251, Alternative Minimum Tax— Read lines 1 through 43 and fill in the lines that

Individuals. apply to you. Do not complete line 44.
Earned income credit. If you can take this

If you are filing a joint return, use the spaceh. Form 8606, Nondeductible IRAs. credit, as discussed in chapter 35, the IRS can
under the words “Adjusted Gross Income” onfigure it for you. Enter “EIC” in the space to thei. Form 8615, Tax for Certain Children
line 37 on the front of your return to separatelyleft of line 8a. Enter the nontaxable combat payWho Have Investment Income of More
show your taxable income and your spouse’syou elect to include in earned income on line 8b.Than $1,900.
taxable income.If your credit for any year after 1996 was

j. Form 8814, Parents’ Election To Report Read lines 45 through 71. Fill in the lines thatreduced or disallowed by the IRS, you may also
Child’s Interest and Dividends. apply to you, but do not fill in lines 54, 61, andhave to file Form 8862, Information To Claim

72. Also, do not complete line 55 and lines 73Earned Income Credit After Disallowance, withk. Form 8839, Qualified Adoption Ex-
through 77. Do not fill in line 53, box “c,” if youyour return. For details, see the Form 1040EZpenses.
are completing Schedule R (Form 1040A orInstructions.

l. Form 8853, Archer MSAs and 1040), or line 64a if you want the IRS to figure
Long-Term Care Insurance Contracts. the credits shown on those lines.

m. Form 8889, Health Savings Accounts Form 1040A Line Entries
(HSAs). Payments. Enter any federal income tax with-

Read lines 1 through 27 and fill in the lines that held that is shown on Form W-2, box 2, or Formn. Form 8919, Uncollected Social Security apply to you. If you are filing a joint return, use 1099, box 4, on line 62. Enter any estimated taxand Medicare Tax on Wages. the space to the left of the entry space for line 27 payments you made on line 63.
to separately show your taxable income ando. Form 8930, Qualified Disaster Recov-
your spouse’s taxable income. Do not completeery Assistance Retirement Plan Distri- Credit for child and dependent care ex-
line 28. Complete lines 29 through 33 and 36butions and Repayments. penses. If you can take this credit, as dis-
through 40 if they apply to you. However, do not cussed in chapter 31, complete Form 2441 andfill in lines 30, 38a, and 40 if you want the IRS to

attach it to your return. Enter the amount of thefigure the credits shown on those lines. Also,
credit on line 48. The IRS will not figure thisFiling the Return enter any write-in information that applies to you
credit.in the space to the left of line 41. Do not com-After you complete the line entries for the tax

plete lines 34, 35, and 42 through 46.form you are filing, fill in your name and address. Credit for the elderly or the disabled. If you
Enter your social security number in the space can take this credit, as discussed in chapter 32,Payments. Enter any federal income tax with-provided. If you are married, enter the social the IRS will figure it for you. Enter “CFE” on theheld that is shown on Form W-2, box 2, or Formsecurity numbers of you and your spouse even if line next to line 53, check box “c,” and attach1099, box 4, on line 36. Enter any estimated taxyou file separately. Sign and date your return Schedule R (Form 1040A or 1040) to your re-payments you made on line 37.and enter your occupation(s). If you are filing a turn. On Schedule R (Form 1040A or 1040)
joint return, both you and your spouse must sign check the box in Part I for your filing status andCredit for child and dependent care ex-it. Enter your daytime phone number in the age. Complete Part II and Part III, lines 11 andpenses. If you can take this credit, as dis-space provided. This may help speed the 13, if they apply.cussed in chapter 31, complete Form 2441,processing of your return if we have a question

Child and Dependent Care Expenses, and at-that can be answered over the phone. If you are Earned income credit. If you can take thistach it to your return. Enter the amount of thefiling a joint return, you may enter either your or credit, as discussed in chapter 35, the IRS willcredit on line 29. The IRS will not figure thisyour spouse’s daytime phone number. figure it for you. Enter “EIC” on the dotted linecredit.If you want to allow a friend, family member, next to Form 1040, line 64a. Enter the nontax-
or any other person you choose to discuss your able combat pay you elect to include in earnedCredit for the elderly or the disabled. If you2011 tax return with the IRS, check the “Yes” income on line 64b.can take this credit, as discussed in chapter 32,box in the “Third party designee” area on your

If you have a qualifying child, you must fill inthe IRS will figure it for you. Enter “CFE” in thereturn. Also enter the designee’s name, phone
Schedule EIC and attach it to your return. If youspace to the left of line 30 and attach Schedulenumber, and any five digits the designee
do not provide the child’s social security numberR (Form 1040A or 1040), Credit for the Elderly orchooses as his or her personal identification
on Schedule EIC, line 2, the credit will be re-the Disabled, to your return. On Schedule Rnumber (PIN). If you check the “Yes” box, you,
duced or disallowed unless the child was born(Form 1040A or 1040), check the box in Part I forand your spouse if filing a joint return, are au-
and died in 2011.your filing status and age. Complete Part II andthorizing the IRS to call the designee to answer

Part III, lines 11 and 13, if they apply. If your credit for any year after 1996 wasany questions that may arise during the
reduced or disallowed by the IRS, you may alsoprocessing of your return.
have to file Form 8862 with your return. ForFill in and attach any schedules and forms Earned income credit. If you can take this
details, see the Form 1040 Instructions.asked for on the lines you completed. Attach a credit, as discussed in chapter 35, the IRS will
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• Your child had income only from interestParents Who Do Not File a
and dividends (including capital gain distri-

Joint Return butions and Alaska Permanent Fund divi-
dends).30.

For parents who do not file a joint return, the
• The child’s gross income was less thanfollowing discussions explain which parent’s tax

$9,500.return must be used to figure the tax.
Only the parent whose tax return is used can • The child is required to file a return unlessTax on make the election described under Parent’s you make this election.

Election To Report Child’s Interest and Divi- • The child does not file a joint return for thedends.
year.Investment

• No estimated tax payment was made forParents are married. If the child’s parents file
the year, and no overpayment from theseparate returns, use the return of the parentIncome of
previous year (or from any amended re-with the greater taxable income.
turn) was applied to this year under your

Parents not living together. If the child’s child’s name and social security number.Certain Children parents are married to each other but not living
• No federal income tax was taken out oftogether, and the parent with whom the child

your child’s income under the backup with-lives (the custodial parent) is considered unmar-
holding rules.ried, use the return of the custodial parent. If theIntroduction custodial parent is not considered unmarried, • You are the parent whose return must be

use the return of the parent with the greaterThis chapter discusses the following two rules used when applying the special tax rules
taxable income.that may affect the tax on investment income of for children. (See Which Parent’s Return

For an explanation of when a married personcertain children. To Use, earlier.)
living apart from his or her spouse is considered

These conditions are also shown in Figure 30-A.1. If the child’s interest and dividend income unmarried, see Head of Household in chapter 2.
(including capital gain distributions) total

Certain January 1 birthdays. A child born onParents are divorced. If the child’s parentsless than $9,500, the child’s parent may be
January 1, 1993, is considered to be age 19 atare divorced or legally separated, and the parentable to choose to include that income on
the end of 2011. You cannot make this electionwho had custody of the child for the greater partthe parent’s return rather than file a return for such a child unless the child was a full-timeof the year (the custodial parent) has not remar-for the child. (See Parent’s Election To Re- student.ried, use the return of the custodial parent.port Child’s Interest and Dividends, later.) A child born on January 1, 1988, is consid-

Custodial parent remarried. If the custo- ered to be age 24 at the end of 2011. You cannot2. If the child’s interest, dividends, and other
dial parent has remarried, the stepparent (rather make this election for such a child.investment income total more than $1,900, than the noncustodial parent) is treated as the

part of that income may be taxed at the child’s other parent. Therefore, if the custodial Full-time student. A full-time student is a
parent’s tax rate instead of the child’s tax parent and the stepparent file a joint return, use child who during some part of each of any 5
rate. (See Tax for Certain Children Who that joint return. Do not use the return of the calendar months of the year was enrolled as a
Have Investment Income of More Than noncustodial parent. full-time student at a school, or took a full-time
$1,900, later.) on-farm training course given by a school or aIf the custodial parent and the stepparent are

state, county, or local government agency. Amarried, but file separate returns, use the returnFor these rules, the term “child” includes a le-
school includes a technical, trade, or mechani-of the one with the greater taxable income. If the

gally adopted child and a stepchild. These rules cal school. It does not include an on-the-jobcustodial parent and the stepparent are married
apply whether or not the child is a dependent. training course, correspondence school, orbut not living together, the earlier discussion

school offering courses only through the In-under Parents not living together applies.
Useful Items ternet.

Parents never married. If a child’s parentsYou may want to see: How to make the election. Make the electionhave never been married to each other, but lived
by attaching Form 8814 to your Form 1040. (Iftogether all year, use the return of the parentPublication you make this election, you cannot file Formwith the greater taxable income. If the parents
1040A or Form 1040EZ.) Attach a separate❏ 929 Tax Rules for Children and did not live together all year, the rules explained
Form 8814 for each child for whom you makeDependents earlier under Parents are divorced apply.
the election. You can make the election for one
or more children and not for others.Form (and Instructions) Widowed parent remarried. If a widow or

widower remarries, the new spouse is treated as❏ 8615 Tax for Certain Children Who Have
the child’s other parent. The rules explained Effect of Making theInvestment Income of More Than
earlier under Custodial parent remarried apply.$1,900 Election

❏ 8814 Parents’ Election To Report Child’s The federal income tax on your child’s income
Interest and Dividends may be more if you make the Form 8814 elec-

tion.Parent’s Election
Rate may be higher. If your child receivedTo Report Child’s
qualified dividends or capital gain distributions,
you may pay up to $95 more tax if you make thisWhich Parent’s Interest and Dividends
election instead of filing a separate tax return for
the child. This is because the tax rate on theReturn To Use You may be able to elect to include your child’s
child’s income between $950 and $1,900 is 10%interest and dividend income (including capital
if you make this election. However, if you file aIf a child’s parents are married to each other and gain distributions) on your tax return. If you do,
separate return for the child, the tax rate may beyour child will not have to file a return.file a joint return, use the joint return to figure the
as low as 0% (zero percent) because of theYou can make this election only if all thetax on the child’s investment income. The tax
preferential tax rates for qualified dividends andfollowing conditions are met.rate and other return information from that return capital gain distributions.

are used to figure the child’s tax as explained • Your child was under age 19 (or under
later under Tax for Certain Children Who Have age 24 if a full-time student) at the end of Deductions you cannot take. By making the
Investment Income of More Than $1,900. the year. Form 8814 election, you cannot take any of the
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following deductions that the child would be enti-
Figure 30-A. Can You Include Your Child’s Income On Your Tax Return?tled to on his or her return.

• The additional standard deduction if the
child is blind.

• The deduction for a penalty on an early
withdrawal of your child’s savings.

• Itemized deductions (such as your child’s
investment expenses or charitable contri-
butions).

Reduced deductions or credits. If you use
Form 8814, your increased adjusted gross in-
come may reduce certain deductions or credits
on your return including the following.

• Deduction for contributions to a traditional
individual retirement arrangement (IRA).

• Deduction for student loan interest.

• Itemized deductions for medical expenses,
casualty and theft losses, and certain mis-
cellaneous expenses.

• Credit for child and dependent care ex-
penses.

• Child tax credit.

• Education tax credits.

• Earned income credit.

• First-time homebuyer credit.

Penalty for underpayment of estimated tax.
If you make this election for 2011 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 2012, you may need to increase your
federal income tax withholding or your estimated
tax payments to avoid the penalty. See chapter
4 for more information. 

Figuring Child’s Income
Use Form 8814, Part I, to figure your child’s
interest and dividend income to report on your
return. Only the amount over $1,900 is added to
your income. The amount over $1,900 is shown
on Form 8814, line 6. Unless the child’s income
includes qualified dividends or capital gain distri-
butions (discussed next), the same amount is
shown on Form 8814, line 12. Include the
amount from Form 8814, line 12, on Form 1040,
line 21. Enter “Form 8814” on the dotted line
next to line 21. If you file more than one Form
8814, include the total amounts from line 12 of
all your Forms 8814 on Form 1040, line 21.

Capital gain distributions and qualified divi-
dends. If your child’s dividend income in-
cluded any capital gain distributions, see Capital
gain distributions under Figuring Child’s Income
in Publication 929, Part 2. If your child’s dividend
income included any qualified dividends, see
Qualified dividends under Figuring Child’s In-
come in Publication 929, Part 2.

Figuring Additional Tax
Use Form 8814, Part II, to figure the tax on the
$1,900 of your child’s interest and dividends that
you do not include in your income. This tax is

Start Here

�

Was your child under age 19 at the end
of 2011?

No

�

Is your child required to file a tax return
for 2011 if you do not make this
election?

�
Yes

Was the child’s only income interest and
dividends (including capital gain
distributions and Alaska Permanent Fund
dividends)?

�
Yes

Was the child’s income less than
$9,500?

�
No

Did the child make any estimated tax
payments for 2011?

�
No

Did the child have an overpayment of tax
on his or her 2010 return (or on any
amended return) applied to the 2011
estimated tax?

�
No

Was any federal income tax withheld from
the child’s income under backup
withholding rules?

�
No

Are you the parent whose return must
be used?*

�
Yes

You can include your child’s income on
your tax return by completing Form 8814
and attaching it to your return. If you do,
your child is not required to file a return.

You cannot include
your child’s income
on your return.

No
�

No
�

No
�

Yes
�

Yes
�

Yes
�

No
�

*See Which Parent’s Return To Use

Is your child filing a joint return for 2011?

�
Yes

Yes
�

Yes

Was your child under age 24 at the end
of 2011?

Yes

No

�

�

Was your child a full-time student in
2011?

Yes

No
�

�

�

added to the tax figured on your income.
This additional tax is the smaller of:
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1. 10% × (your child’s gross income − $950),
Figure 30-B. Do You Have To Use Form 8615 To Figure Your Child’s Tax? or

2. $95.

Include the amount from line 15 of all your
Forms 8814 in the total on Form 1040, line 44.
Check box a on Form 1040, line 44.

Illustrated Example
David and Linda Parks are married and will file
separate tax returns for 2011. Their only child,
Philip, is 8. Philip received a Form 1099-INT
showing $1,650 taxable interest income and a
Form 1099-DIV showing $1,150 ordinary divi-
dends. All the dividends were qualified divi-
dends. His parents decide to include that
income on one of their returns so they will not
have to file a return for Philip.

First, David and Linda each figure their tax-
able income (Form 1040, line 43) without regard
to Philip’s income. David’s taxable income is
$56,700 and Linda’s is $74,300. Because her
taxable income is greater, Linda can elect to
include Philip’s income on her return. See Which
Parent’s Return To Use, earlier.

On Form 8814 (see illustrated form), Linda
enters her name and social security number,
then Philip’s name and social security number.
She enters Philip’s taxable interest income,
$1,650, on line 1a. Philip had no tax-exempt
interest income, so she leaves line 1b blank.
She enters Philip’s ordinary dividends, $1,150,
on line 2a. All of Philip’s ordinary dividends were
qualified dividends, so Linda also enters $1,150
on line 2b. Philip did not have any capital gain
distributions, so she leaves line 3 blank.

Linda adds lines 1a and 2a and enters the
result, $2,800, on line 4. Because Philip had
qualified dividends, Linda must complete lines 7
through 11 of Form 8814. She includes the
amount from line 9 of Form 8814 ($370) on lines
9a and 9b of her Form 1040. On the dotted lines
next to lines 9a and 9b, she enters “Form
8814–$370.”

Linda includes $530 in the total on line 21 of
her Form 1040 (not illustrated) and in the space
next to that line writes “Form 8814–$530.” Ad-
ding that amount, plus the $370 of qualified
dividends, to her income increases each of the
amounts on lines 22, 37, 38, 41, and 43 of her
Form 1040 by $900. Linda is not claiming any
deductions that are affected by the increase to
her income. Therefore, her revised taxable in-
come on line 43 is $75,200 ($74,300 + $370 +
$530).

On Form 8814, Linda subtracts the $950
shown on line 13 from the $2,800 on line 4 and
enters the result, $1,850, on line 14. Because
that amount is not less than $950, she enters
$95 on line 15. This is the tax on the first $1,900
of Philip’s income, which Linda did not have to
add to her income. She must add this additional
tax to the tax figured on her revised taxable
income.

The tax on her $75,200 revised taxable in-
come, figured using the Qualified Dividends and
Capital Gain Tax Worksheet in the Form 1040
instructions, is $15,098. She adds $95, and en-
ters $15,193 on Form 1040, line 44, and checks
box a.

Start Here

�

Was the child’s investment income more than $1,900?

Yes

No

�

Is the child required to file a tax return for 2011?

�

Yes

Use Form 8615 to figure the child’s tax. Attach it to the
child’s return.

�

No
�

Note: If the child’s parent* chooses to report the child’s income
by filing Form 8814, the child is not required to file a tax return.
Do not use Form 8615. (See Parent’s Election To Report Child’s
Interest and Dividends.)

Do not use
Form 8615 to
figure the
child’s tax.

*See Which Parent’s Return To Use

Is the child filing a joint return for 2011?

�

No

Yes
�

Was the child under age 18 at the end of 2011?

�

No

Was the child age 18 at the end of 2011?

�

No

Yes

Yes

Was the child under age 24 at the end of 2011?
No

�

�

Yes

Was the child a full-time student in 2011?
No

�

Yes

�

Did the child have earned income that was more than
half of his or her support?

Yes

�

No

�

Was at least one of the child’s parents alive at the end
of 2011?

No

�

Yes

��

�

Linda attaches Form 8814 to her Form 1040.
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Form 8814 
Department of the Treasury  
Internal Revenue Service (99)

Parents' Election To Report  
Child's Interest and Dividends

▶ See instructions.  

▶ Attach to parents' Form 1040 or Form 1040NR.

OMB No. 1545-0074

2011
Attachment   
Sequence No. 40

Name(s) shown on your return Your social security number

Caution. The federal income tax on your child’s income, including qualified dividends and capital gain distributions, may be less if you 
file a separate tax return for the child instead of making this election. This is because you cannot take certain tax benefits that your 
child could take on his or her own return. For details, see Tax benefits you cannot take in the instructions. 

A   Child's name (first, initial, and last) B   Child’s social security number 

C   If more than one Form 8814 is attached, check here . . . . . . . . . . . . . . . . . . . . .  ▶

Part I Child’s Interest and Dividends To Report on Your Return 

1 a Enter your child’s taxable interest. If this amount is different from the amounts shown on the 
child’s Forms 1099-INT and 1099-OID, see the instructions . . . . . . . . . . . .  1a 

b Enter your child’s tax-exempt interest. Do not include this amount 
on line 1a . . . . . . . . . . . . . . . . . . .  1b 

2 a Enter your child’s ordinary dividends, including any Alaska Permanent Fund dividends. If your 
child received any ordinary dividends as a nominee, see the instructions . . . . . . . .  2a 

b Enter your child’s qualified dividends included on line 2a. See the 
instructions . . . . . . . . . . . . . . . . . .  2b 

3 Enter your child’s capital gain distributions. If your child received any capital gain distributions 
as a nominee, see the instructions . . . . . . . . . . . . . . . . . . . . 3 

4 Add lines 1a, 2a, and 3. If the total is $1,900 or less, skip lines 5 through 12 and go to line 13. If
the total is $9,500 or more, do not file this form. Your child must file his or her own return to 
report the income . . . . . . . . . . . . . . . . . . . . . . . . . .  4 

5 Base amount . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 

6 Subtract line 5 from line 4 . . . . . . . . . . . . . . . . . . . . . . .  6 

If both lines 2b and 3 are zero or blank, skip lines 7 through 10, enter -0- on line 11, and go 

to line 12. Otherwise, go to line 7. 

7 Divide line 2b by line 4. Enter the result as a decimal (rounded to at 
least three places) . . . . . . . . . . . . . . . . 7 .

8 Divide line 3 by line 4. Enter the result as a decimal (rounded to at 
least three places) . . . . . . . . . . . . . . . .  8 .

9 Multiply line 6 by line 7. Enter the result here. See the instructions 
for where to report this amount on your return . . . . . . .  9 

10 Multiply line 6 by line 8. Enter the result here. See the instructions 
for where to report this amount on your return . . . . . . .  10 

11 Add lines 9 and 10 . . . . . . . . . . . . . . . . . . . . . . . . . .  11 

12 Subtract line 11 from line 6. Include this amount in the total on Form 1040, line 21, or Form 
1040NR, line 21. In the space next to line 21, enter “Form 8814” and show the amount. If you 
checked the box on line C above, see the instructions. Go to line 13 below . . . . . . .  12 

Part II Tax on the First $1,900 of Child’s Interest and Dividends 

13 Amount not taxed . . . . . . . . . . . . . . . . . . . . . . . . . .  13 

14 Subtract line 13 from line 4. If the result is zero or less, enter -0- . . . . . . . . . . . 14 

15 Tax.  Is the amount on line 14 less than $950? 
No. Enter $95 here and see the Note below. 
Yes. Multiply line 14 by 10% (.10). Enter the result here and see the Note below. } . . . 15 

Note.  If you checked the box on line C above, see the instructions. Otherwise, include the amount from line 15 in the tax you enter 
on Form 1040, line 44, or Form 1040NR, line 42. Be sure to check box a on Form 1040, line 44, or Form 1040NR, line 42. 
For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 10750J Form 8814 (2011) 

Linda Parks 111-00-1111

Philip Parks 000-00-0000

1,650

1,150

1,150

2,800
1,900 00

900

370

530

370

411

950 00
1,850

95✓
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If the child had earned income, figure theIF a child was THEN, at the end
amount to enter on Form 8615, line 1, by usingborn on... of 2011, the childTax for Certain
the worksheet in the instructions for the form.is considered to

be... However, if the child has:Children Who Have
• excluded any foreign earned income,January 1, 1988 24***Investment Income of
• deducted either a loss from*This child is not under age 18. The child

self-employment, orMore Than $1,900 meets condition 3 only if the child did not
have earned income that was more than half • deducted a net operating loss from an-
of the child’s support.If a child’s interest, dividends, and other invest- other year,**This child meets condition 3 only if thement income total more than $1,900, part of that
child was a full-time student who did not then use the Alternate Worksheet for Formincome may be taxed at the parent’s tax rate
have earned income that was more than halfinstead of the child’s tax rate. If the parent does 8615, Line 1, in Publication 929 to figure the
of the child’s support.not or cannot choose to include the child’s in- amount to enter on Form 8615, line 1.
***Do not use Form 8615 for this child.come on the parent’s return, use Form 8615 to

Investment income defined. Investmentfigure the child’s tax. Attach the completed form
income is generally all income other than sala-to the child’s Form 1040 or Form 1040A.
ries, wages, and other amounts received as pay

Providing Parental for work actually done. It includes taxable inter-When Form 8615 must be filed. Form 8615
est, dividends (including capital gain distribu-must be filed for a child if all of the following Information 
t ions),  capi ta l  gains,  unemploymentstatements are true. (Form 8615, lines A–C) compensation, the taxable part of social security

1. The child’s investment income was more and pension payments, and certain distributionsOn Form 8615, lines A and B, enter the parent’sthan $1,900. from trusts. Investment income includesname and social security number. (If the parents
amounts produced by assets the child obtained2. The child is required to file a return for filed a joint return, enter the name and social
with earned income (such as interest on a sav-2011. security number listed first on the joint return.)
ings account into which the child depositedOn line C, check the box for the parent’s filing3. The child either: wages).status.

a. Was under age 18 at the end of the See Which Parent’s Return To Use at the Nontaxable income. For this purpose, in-
year, beginning of this chapter for information on vestment income includes only amounts the

which parent’s return information must be used child must include in total income. Nontaxableb. Was age 18 at the end of the year and
on Form 8615. investment income, such as tax-exempt interestdid not have earned income that was

and the nontaxable part of social security andmore than half of his or her support, or
Parent with different tax year. If the parent pension payments, is not included.

c. Was a full-time student over age 18 and and the child do not have the same tax year,
Income from property received as a gift.under age 24 at the end of the year and complete Form 8615 using the information on

A child’s investment income includes all incomedid not have earned income that was the parent’s return for the tax year that ends in
produced by property belonging to the child.more than half of his or her support. the child’s tax year.
This is true even if the property was transferred
to the child, regardless of when the property was4. At least one of the child’s parents was Parent’s return information not known

alive at the end of 2011. transferred or purchased or who transferred it.timely. If the information needed from the par-
A child’s investment income includes incomeent’s return is not known by the time the child’s5. The child does not file a joint return for

produced by property given as a gift to the child.return is due (usually April 15), you can file the2011.
This includes gifts to the child from grandparentsreturn using estimates.

These conditions are also shown in or any other person and gifts made under theYou can use any reasonable estimate. ThisFigure 30-B. Uniform Gift to Minors Act.includes using information from last year’s re-
turn. If you use an estimated amount on FormEarned income. Earned income includes Example. Amanda Black, age 13, received8615, enter “Estimated” on the line next to thewages, tips, and other payments received for the following income.amount.personal services performed. It does not include

When you get the correct information, file an • Dividends — $600investment income as defined later in this chap-
amended return on Form 1040X, Amended U.S.ter. • Wages — $2,100Individual Income Tax Return.

Support. Your child’s support includes all • Taxable interest — $1,200Instead of using estimates, you can get an
amounts spent to provide the child with food, automatic 6-month extension of time to file if, by • Tax-exempt interest — $100lodging, clothing, education, medical and dental the date your return is due, you file Form 4868,
care, recreation, transportation, and similar ne- • Net capital gains — $100Application for Automatic Extension of Time To
cessities. To figure your child’s support, count File U.S. Individual Income Tax Return. Exten- The dividends were qualified dividends on stocksupport provided by you, your child, and others. sions are discussed in chapter 1. given to her by her grandparents.However, a scholarship received by your child is
not considered support if your child is a full-time Amanda’s investment income is $1,900. ThisStep 1. Figuring thestudent. See chapter 3 for details about support. is the total of the dividends ($600), taxable inter-

est ($1,200), and net capital gains ($100). HerChild’s Net Investment
Certain January 1 birthdays. Use the follow- wages are earned (not investment) income be-Incomeing chart to determine whether certain children cause they are received for work actually done.
with January 1 birthdays meet condition 3 under (Form 8615, Part I) Her tax-exempt interest is not included because
When Form 8615 must be filed. it is nontaxable.

The first step in figuring a child’s tax using Form
Trust income. If a child is the beneficiary ofIF a child was THEN, at the end 8615 is to figure the child’s net investment in-

a trust, distributions of taxable interest, divi-come. To do that, use Form 8615, Part I.born on... of 2011, the child
dends, capital gains, and other investment in-is considered to
come from the trust are investment income tobe... Line 1 (investment income). If the child had
the child.no earned income, enter on this line the adjusted

January 1, 1994 18* However, for purposes of completing Formgross income shown on the child’s return. Ad-
8615, a taxable distribution from a qualified disa-justed gross income is shown on Form 1040,January 1, 1993 19**

line 38, or Form 1040A, line 22. Form 1040EZ bility trust is considered earned income, not in-
cannot be used if Form 8615 must be filed. vestment income.
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Line 2 (deductions). If the child does not Lines 12a and 12b (dividing the tentativeStep 2. Figuring Tentative 
itemize deductions on Schedule A (Form 1040), tax). If an amount is entered on line 7, divide

Tax at the Parent’s Taxenter $1,900 on line 2. the tentative tax shown on line 11 among the
If the child does itemize deductions, enter on children according to each child’s share of theRate

line 2 the larger of: total net investment income. This is done on(Form 8615, Part II) lines 12a, 12b, and 13. Add the amount on line 7
1. $950 plus the portion of the child’s item- to the amount on line 5 and enter the total on line

The next step in completing Form 8615 is toized deductions on Schedule A (Form 12a. Divide the amount on line 5 by the amount
figure a tentative tax on the child’s net invest-1040), line 29, that are directly connected on line 12a and enter the result, as a decimal, on
ment income at the parent’s tax rate. The tenta-with the production of investment income line 12b.
tive tax at the parent’s tax rate is the differenceentered on line 1, or
between the tax on the parent’s taxable income Example. In the earlier example under Line2. $1,900. figured with the child’s net investment income 7 (net investment income of other children),
(plus the net investment income of any other Sharon’s Form 8615 shows $1,600 on line 7.Directly connected. Itemized deductions
child whose Form 8615 includes the tax return The amount entered on line 12a is $2,400, theare directly connected with the production of
information of that parent) and the tax figured total of the amounts on lines 5 and 7 ($800 +investment income if they are for expenses paid
without it. $1,600). The decimal on line 12b is .333, figuredto produce or collect taxable income or to man-

When figuring the tentative tax at the par- as follows and rounded to three places.age, conserve, or maintain property held for
ent’s tax rate on Form 8615, do not refigure anyproducing income. These expenses include $800of the exclusions, deductions, or credits on thecustodian fees and service charges, service = .333parent’s return because of the child’s net invest- $2,400fees to collect taxable interest and dividends,
ment income. For example, do not refigure theand certain investment counsel fees.
medical expense deduction.These expenses are added to certain other

 Figure the tentative tax on Form 8615, lines Step 3. Figuring themiscellaneous itemized deductions on Schedule
6 through 13.A (Form 1040). Only the amount greater than Child’s Tax 

2% of the child’s adjusted gross income can be Note. If the child or parent has any capital (Form 8615, Part III)deducted. See chapter 28 for more information. gains or losses, get Publication 929 for help in
completing Form 8615, Part II. The final step in figuring a child’s tax using FormExample 1. Roger, age 12, has investment

8615 is to determine the larger of:income of $8,000, no other income, no adjust- Line 6 (parent’s taxable income). Enter on
ments to income, and itemized deductions of line 6 the parent’s taxable income from Form 1. The total of:
$300 (net of the 2% limit) that are directly con- 1040, line 43, or Form 1040A, line 27.
nected with his investment income. His adjusted If the Foreign Earned Income Tax Worksheet a. The child’s share of the tentative tax
gross income is $8,000, which is entered on (in the Form 1040 instructions) was used to based on the parent’s tax rate, plus
Form 1040, line 38, and on Form 8615, line 1. figure the parent’s tax, enter the amount from

b. The tax on the child’s taxable income inRoger enters $1,900 on line 2 because that is line 3 of that worksheet instead of the parent’s
excess of net investment income, fig-more than the total of $950 plus his directly taxable income.
ured at the child’s tax rate, orconnected itemized deductions of $300.

Line 7 (net investment income of other chil-
2. The tax on the child’s taxable income, fig-dren). If the tax return information of the par-Example 2. Eleanor, age 8, has investment

ured at the child’s tax rate.ent is also used on any other child’s Form 8615,income of $16,000 and an early withdrawal pen-
enter on line 7 the total of the amounts from linealty of $100. She has no other income. She has This is the child’s tax. It is figured on Form
5 of all the other children’s Forms 8615. Do notitemized deductions of $1,050 (net of the 2% 8615, lines 14 through 18.
include the amount from line 5 of the Form 8615limit) that are directly connected with the produc-
being completed.tion of her investment income. Her adjusted Alternative minimum tax. A child may be

gross income, entered on line 1, is $15,900 subject to alternative minimum tax (AMT) if he orExample. Paul and Jane Persimmon have($16,000 − $100). The amount on line 2 is she has certain items given preferential treat-three children, Sharon, Jerry, and Mike, who$2,000. This is the larger of: ment under the tax law. See Alternative Mini-must attach Form 8615 to their tax returns. The
mum Tax in chapter 29.1. $950 plus the $1,050 of directly connected children’s net investment income amounts on

For more information on who is liable foritemized deductions, or line 5 of their Forms 8615 are:
AMT and how to figure it, see Form 6251, Alter-

2. $1,900. • Sharon — $800 native Minimum Tax—Individuals. For informa-
tion on special limits that apply to a child who• Jerry — $600
files Form 6251, see Alternative Minimum Tax inLine 3. Subtract line 2 from line 1 and enter the • Mike — $1,000 Publication 929.result on this line. If zero or less, do not complete

the rest of the form. However, you must still
Line 7 of Sharon’s Form 8615 will showattach Form 8615 to the child’s tax return. Figure Illustrated Example$1,600, the total of the amounts on line 5 ofthe tax on the child’s taxable income in the

Jerry’s and Mike’s Forms 8615.normal manner. The following example includes a completedLine 7 of Jerry’s Form 8615 will show $1,800
Form 8615. Form 1040A is not shown.($800 + $1,000).Line 4 (child’s taxable income). Enter on line John and Laura Brown have one child, Sara.Line 7 of Mike’s Form 8615 will show $1,4004 the child’s taxable income from Form 1040, She is 13 and has $2,800 taxable interest in-($800 + $600).line 43, or Form 1040A, line 27. come and $1,500 earned income. She does notHowever, if the child files Form 2555 or Other children’s information not available. itemize deductions. John and Laura file a joint2555-EZ to claim the foreign earned income If the net investment income of the other children return with John’s name and social securityexclusion, housing exclusion, or housing deduc- is not available when the return is due, either file number listed first. They claim three exemp-tion, see the Form 8615 instructions or Pub. 929. the return using estimates or get an extension of tions, including an exemption for Sara, on their

time to file. See Parent’s return information not return.Line 5 (net investment income). A child’s net known timely, earlier. Because Sara is under age 18 and has moreinvestment income cannot be more than his or
than $1,900 investment income, part of her in-her taxable income. Enter on Form 8615, line 5, Line 11 (tentative tax). Subtract line 10 from
come may be subject to tax at her parents’ rate.the smaller of line 3 or line 4. This is the child’s line 9 and enter the result on this line. This is the
A completed Form 8615 must be attached to hernet investment income. tentative tax.
return.If zero or less, do not complete the rest of the If line 7 is blank, skip lines 12a and 12b and

Sara’s father, John, fills out Sara’s return forform. However, you must still attach Form 8615 enter the amount from line 11 on line 13. Also
her. He completes her Form 1040A through lineto the child’s tax return. Figure the tax on the skip the discussion for lines 12a and 12b that
27, then begins completing her Form 8615.child’s taxable income in the normal manner. follows.
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John enters his name and social security John enters $48,000 on line 6. This is the 14. Using the column for single filing status in
number on Sara’s Form 8615 because his name taxable income from line 43 of John and Laura’s the Tax Table, John finds the tax on $1,600 and
and number are listed first on the joint return he joint Form 1040 return. Sara is an only child, so enters this tax, $161, on line 15. He adds lines
and Laura are filing. He checks the box for line 7 is blank. He adds line 5 ($900), line 6 13 ($135) and 15 ($161) and enters $296 on line
married filing jointly. ($48,000), and line 7 (blank), and enters 16.

He enters Sara’s investment income, $48,900 on line 8. Using the column for single filing status in the$2,800, on line 1. Sara does not itemize deduc- Using the column for married filing jointly in Tax Table, John finds the tax on $2,500 (line 4)tions, so John enters $1,900 on line 2. He enters the Tax Table, John finds the tax on $48,900. He and enters this tax, $251, on line 17.$900 ($2,800 − $1,900) on line 3. enters the tax, $6,489, on line 9. He enters
Sara’s taxable income on her Form 1040A, John compares lines 16 and 17 and enters$6,354 on line 10. This is the tax from line 44 ofline 27, is $2,500. This is her total income the larger amount, $296, on line 18 of Sara’sJohn and Laura’s Form 1040. He enters $135 on($4,300) minus her standard deduction Form 8615. He also enters that amount on lineline 11 ($6,489 − $6,354).($1,800). Her standard deduction is limited to 28 of Sara’s Form 1040A.Because line 7 is blank, John skips lines 12athe amount of her earned income plus $300.

and 12b and enters $135 on line 13. John also completes Schedule B (FormJohn enters $2,500 on line 4.
John subtracts line 5 ($900) from line 4John compares lines 3 and 4 and enters the 1040A or 1040) for Sara.

($2,500) and enters the result, $1,600, on linesmaller amount, $900, on line 5.  
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Form  8615
Department of the Treasury  
Internal Revenue Service (99)

Tax for Certain Children Who Have Investment 
Income of More Than $1,900

▶ Attach only to the child's Form 1040, Form 1040A, or Form 1040NR.

 ▶ See separate instructions.

OMB No. 1545-0074

2011
Attachment   
Sequence No. 33

Child’s name shown on return Child's social security number 

Before you begin:  If the child, the parent, or any of the parent’s other children for whom Form 8615 must be filed must use the Schedule 
D Tax Worksheet or has income from farming or fishing, see Pub. 929, Tax Rules for Children and Dependents. It 
explains how to figure the child’s tax using the Schedule D Tax Worksheet or Schedule J (Form 1040). 

A  Parent’s name (first, initial, and last). Caution: See instructions before completing. B  Parent’s social security number 

C  Parent’s filing status (check one): 

Single Married filing jointly Married filing separately Head of household Qualifying widow(er)

Part I Child’s Net Investment Income 

1 Enter the child’s investment income (see instructions) . . . . . . . . . . . . . . . 1 

2 If the child did not itemize deductions on Schedule A (Form 1040 or Form 1040NR), enter 
$1,900. Otherwise, see instructions . . . . . . . . . . . . . . . . . . . . . 2 

3 Subtract line 2 from line 1. If zero or less, stop; do not complete the rest of this form but do 

attach it to the child’s return . . . . . . . . . . . . . . . . . . . . . . . 3 

4 Enter the child’s taxable income from Form 1040, line 43; Form 1040A, line 27; or Form 1040NR, 
line 41. If the child files Form 2555 or 2555-EZ, see the instructions . . . . . . . . . . 4 

5 Enter the smaller of line 3 or line 4. If zero, stop; do not complete the rest of this form but do 

attach it to the child’s return . . . . . . . . . . . . . . . . . . . . . . . 5 

Part II Tentative Tax Based on the Tax Rate of the Parent 

6 Enter the parent’s  taxable income  from Form 1040, line 43; Form 1040A, line 27; Form 1040EZ, 
line 6; Form 1040NR, line 41; or Form 1040NR-EZ, line 14. If zero or less, enter -0-. If the parent 
files Form 2555 or 2555-EZ, see the instructions . . . . . . . . . . . . . . . . . 6

7 Enter the total, if any, from Forms 8615, line 5, of all other children of the parent named above. 
Do not include the amount from line 5 above . . . . . . . . . . . . . . . . . . 7 

8 Add lines 5, 6, and 7 (see instructions) . . . . . . . . . . . . . . . . . . . . 8 

9 Enter the tax on the amount on line 8 based on the parent’s filing status above (see instructions). 
If the Qualified Dividends and Capital Gain Tax Worksheet, Schedule D Tax Worksheet, or 
Schedule J (Form 1040) is used to figure the tax, check here . . . . . . . . .  ▶ 9 

10 Enter the parent’s tax from Form 1040, line 44; Form 1040A, line 28, minus any alternative 
minimum tax; Form 1040EZ, line 10; Form 1040NR, line 42; or Form 1040NR-EZ, line 15. Do not 
include any tax from Form 4972 or 8814 or any tax from recapture of an education credit. If the 
parent files Form 2555 or 2555-EZ, see the instructions. If the Qualified Dividends and Capital 
Gain Tax Worksheet, Schedule D Tax Worksheet, or Schedule J (Form 1040) was used to figure 
the tax, check here . . . . . . . . . . . . . . . . . . . . . .  ▶ 10 

11 Subtract line 10 from line 9 and enter the result. If line 7 is blank, also enter this amount on line 
13 and go to Part III . . . . . . . . . . . . . . . . . . . . . . . . . . 11 

12a Add lines 5 and 7 . . . . . . . . . . . . . . . . . . 12a 

b Divide line 5 by line 12a. Enter the result as a decimal (rounded to at least three places) . . . . 12b ×   . 
13 Multiply line 11 by line 12b . . . . . . . . . . . . . . . . . . . . . . . . 13 

Part III Child’s Tax—If lines 4 and 5 above are the same, enter -0- on line 15 and go to line 16. 

14 Subtract line 5 from line 4 . . . . . . . . . . . . . . . 14 

15 Enter the tax on the amount on line 14 based on the child’s filing status (see instructions). If 
the Qualified Dividends and Capital Gain Tax Worksheet, Schedule D Tax Worksheet, or 
Schedule J (Form 1040) is used to figure the tax, check here . . . . . . . . .  ▶ 15 

16 Add lines 13 and 15 . . . . . . . . . . . . . . . . . . . . . . . . . . 16 

17 Enter the tax on the amount on line 4 based on the child’s filing status (see instructions). If 
the Qualified Dividends and Capital Gain Tax Worksheet, Schedule D Tax Worksheet, or 
Schedule J (Form 1040) is used to figure the tax, check here . . . . . . . . .  ▶ 17 

18 Enter the larger of line 16 or line 17 here and on the child’s Form 1040, line 44; Form 1040A, 
line  28; or Form 1040NR, line 42. If the child files Form 2555 or 2555-EZ, see the  instructions 18 

For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 64113U Form 8615 (2011) 

Sara L. Brown 117-00-1111

John J. Brown 007-00-0001

�

2,800

1,900

900

2,500

900

48,000

48,900

6,489

6,354

135

135

1,600

161

296

296

251
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Figure 31-A. Can You Claim the Credit?

Start Here

�

Was the care for one or more qualifying persons?

No

No

�

�

No
�

No
�

�

Were your payments made to your spouse or to the parent of your
qualifying person who is your qualifying child and under age 13?

Yes

Yes
�

�

Did you1 have earned income during the year?

Yes

No
�

�

Did you pay the expenses to allow you1 to work or look for work?

Yes

No
�

�

Were your payments made to someone you or your spouse could
claim as a dependent?

No

Yes
�

�

Were your payments made to your child who was under the age of
19 at the end of the year?

No

Yes
�

Are you single? Are you filing a joint return?

Do you meet the requirements
to be considered unmarried?

Do you know the care provider’s name, address,
and identifying number?

Did you make a reasonable effort to get this
information? (See Due diligence.)

Did you pay expenses for more than one
qualifying person?

You may be able to claim the child and
dependent care credit. Fill out Form 2441.

You CANNOT claim the child
and dependent care credit.2

�

No

�
No

�
Yes

� No

� Yes

� No

�

Yes

�

Yes

�

Yes

This also applies to your spouse, unless your spouse was disabled or a full-time student.
If you had expenses that met the requirements for 2010, except that you did not pay them until 2011, you may be able to claim those expenses in 2011.
See Expenses not paid until the following year under How To Figure the Credit.

�

Yes

1

2

Are you excluding or deducting at least $3,000 of
dependent care benefits?

Yes
�

� No

�

�
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❏ 503 Child and Dependent Care exclude or deduct will always be less than
the dollar limit, since the amount you canExpenses
exclude or deduct is limited to $5,000. See

❏ 926 Household Employer’s Tax Guide31. Reduced Dollar Limit under How To Figure
the Credit, later.)Form (and Instructions)

These tests are presented in Figure 31-A and
❏ 2441 Child and Dependent Care are also explained in detail in this chapter.Child and Expenses

❏ Schedule H (Form 1040) Household Qualifying Person TestDependent Care Employment Taxes

Your child and dependent care expenses must❏ W-7 Application for IRS Individual
be for the care of one or more qualifying per-Taxpayer Identification NumberCredit
sons.

❏ W-10 Dependent Care Provider’s A qualifying person is:
Identification and Certification

1. Your qualifying child who is your depen-Reminders dent and who was under age 13 when the
care was provided (but see Note later),

Taxpayer identification number needed for
2. Your spouse who was not physically oreach qualifying person. You must include on Tests To Claim mentally able to care for himself or herselfline 2 of Form 2441 the name and taxpayer

and lived with you for more than half theidentification number (generally the social se- the Credit year, orcurity number) of each qualifying person. See
Taxpayer identification number under Qualifying 3. A person who was not physically or men-To be able to claim the credit for child and
Person Test, later. tally able to care for himself or herself,dependent care expenses, you must file Form

lived with you for more than half the year,1040 or Form 1040A, not Form 1040EZ, and
You may have to pay employment taxes. If and either:meet all the following tests.
you pay someone to come to your home and
care for your dependent or spouse, you may be a. Was your dependent, or1. The care must be for one or more qualify-
a household employer who has to pay employ- ing persons who are identified on the form b. Would have been your dependent ex-
ment taxes. Usually, you are not a household you use to claim the credit. (See Qualifying cept that:
employer if the person who cares for your de- Person Test.)
pendent or spouse does so at his or her home or i. He or she received gross income of2. You (and your spouse if filing jointly) mustplace of business. See Employment Taxes for $3,700 or more,have earned income during the year.Household Employers, later.

ii. He or she filed a joint return, or(However, see Rule for student-spouse or
spouse not able to care for self under iii. You, or your spouse if filing jointly,
Earned Income Test, later.) could be claimed as a dependent on

someone else’s 2011 return.3. You must pay child and dependent careIntroduction
expenses so you (and your spouse if filing

This chapter discusses the credit for child and jointly) can work or look for work. (See
dependent care expenses and covers the fol- Work-Related Expense Test, later.) Note. If you are divorced or separated, seelowing topics. Child of divorced or separated parents or par-4. You must make payments for child and

• Tests you must meet to claim the credit. ents living apart, later, to determine which par-dependent care to someone you (and your
ent may treat the child as a qualifying person.spouse) cannot claim as a dependent. If• How to figure the credit.

you make payments to your child, he or Dependent defined. A dependent is a per-• How to claim the credit. she cannot be your dependent and must son, other than you or your spouse, for whom
be age 19 or older by the end of the year.• Employment taxes you may have to pay you can claim an exemption. To be your depen-
You cannot make payments to: as a household employer. dent, a person must be your qualifying child (or

your qualifying relative).a. Your spouse, or
You may be able to claim the credit if you pay

Qualifying child. To be your qualifyingb. The parent of your qualifying person ifsomeone to care for your dependent who is
child, a child must live with you for more thanyour qualifying person is your child andunder age 13 or for your spouse or dependent
half the year and meet other requirements.under age 13.who is not able to care for himself or herself. The

credit can be up to 35% of your expenses. To More information. For more information(See Payments to Relatives or Depen-
qualify, you must pay these expenses so you about who is a dependent or a qualifying child,dents under Work-Related Expense Test,
can work or look for work. see chapter 3.later.)

This credit should not be confused with Physically or mentally not able to care for5. Your filing status may be single, head of
the child tax credit discussed in chapter oneself. Persons who cannot dress, clean, orhousehold, or qualifying widow(er) with de-
33.CAUTION

!
feed themselves because of physical or mentalpendent child. If you are married, you must
problems are considered not able to care forfile a joint return, unless an exception ap-Dependent care benefits. If you received any
themselves. Also, persons who must have con-plies to you. (See Joint Return Test, later.)dependent care benefits from your employer
stant attention to prevent them from injuringduring the year, you may be able to exclude from 6. You must identify the care provider on your themselves or others are considered not able toyour income all or part of them. You must com- tax return. (See Provider Identification care for themselves.plete Form 2441, Part III before you can figure Test, later.)

the amount of your credit. See Dependent Care Person qualifying for part of year. You de-
7. If you exclude or deduct dependent careBenefits under How To Figure the Credit, later. termine a person’s qualifying status each day.

benefits provided by a dependent care For example, if the person for whom you pay
benefits plan, the total amount you excludeUseful Items child and dependent care expenses no longer
or deduct must be less than the dollar limit qualifies on September 16, count only thoseYou may want to see: for qualifying expenses (generally, $3,000 expenses through September 15. Also see
if one qualifying person was cared for or Yearly Limit under Dollar Limit, later.Publication
$6,000 if two or more qualifying persons

❏ 501 Exemptions, Standard Deduction, were cared for). (If two or more qualifying Birth or death of otherwise qualifying per-
and Filing Information persons were cared for, the amount you son. In determining whether a person is a
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qualifying person, a person who was born or filing a joint return and both you and your spouse Work-Related Expense
died in 2011 is treated as having lived with you received nontaxable combat pay, you can each Testfor all of 2011 if your home was the person’s make your own election. You should figure your
home the entire time he or she was alive in credit both ways and make the election if it gives Child and dependent care expenses must be2011. you a greater tax benefit. work-related to qualify for the credit. Expenses
Taxpayer identification number. You must are considered work-related only if both of theMembers of certain religious faiths op-
include on your return the name and taxpayer following are true.posed to social security. Certain income
identification number (generally the social se- earned by persons who are members of certain • They allow you (and your spouse if filingcurity number) of the qualifying person(s). If the religious faiths that are opposed to participation jointly) to work or look for work.correct information is not shown, the credit may

in Social Security Act programs and have anbe reduced or disallowed. • They are for a qualifying person’s care.
IRS-approved form that exempts certain income

Individual taxpayer identification number from social security and Medicare taxes may not
(ITIN) for aliens. If your qualifying person is a Working or Looking for Workbe considered earned income for this purpose.
nonresident or resident alien who does not have See Earned Income Test in Publication 503.

To be work-related, your expenses must allowand cannot get a social security number (SSN),
you to work or look for work. If you are married,use that person’s ITIN. The ITIN is entered
generally both you and your spouse must workwherever an SSN is requested on a tax return. Not earned income. Earned income does not
or look for work. Your spouse is treated as work-To apply for an ITIN, see Form W-7. include:
ing during any month he or she is a full-timeAn ITIN is for tax use only. It does not entitle • Pensions and annuities, student or is not physically or mentally able tothe holder to social security benefits or change
care for himself or herself.the holder’s employment or immigration status • Social security and railroad retirement

Your work can be for others or in your ownunder U.S. law. benefits,
business or partnership. It can be either full time

Adoption taxpayer identification number • Workers’ compensation, or part time.
(ATIN). If your qualifying person is a child who Work also includes actively looking for work.• Interest and dividends,was placed in your home for adoption and for However, if you do not find a job and have no
whom you do not have an SSN, you must get an • Unemployment compensation, earned income for the year, you cannot take this
ATIN for the child. File Form W-7A, Application credit. See Earned Income Test, earlier.• Scholarship or fellowship grants, exceptfor Taxpayer Identification Number for Pending An expense is not considered work-relatedfor those reported on a Form W-2 andU.S. Adoptions. merely because you had it while you were work-paid to you for teaching or other services,

ing. The purpose of the expense must be toChild of divorced or separated parents or • Nontaxable workfare payments, allow you to work. Whether your expenses allowparents living apart. Even if you cannot claim
you to work or look for work depends on theyour child as a dependent, he or she is treated • Child support payments received by you,
facts.as your qualifying person if: • Income of nonresident aliens that is not

• The child was under age 13 or was not effectively connected with a U.S. trade or Example 1. The cost of a babysitter while
physically or mentally able to care for him- you and your spouse go out to eat is not nor-business, or
self or herself, mally a work-related expense.• Any amount received for work while an

• The child received over half of his or her inmate in a penal institution. Example 2. You work during the day. Yoursupport during the calendar year from one
spouse works at night and sleeps during theor both parents who are divorced or legally
day. You pay for care of your 5-year-old childRule for student-spouse or spouse not ableseparated under a decree of divorce or
during the hours when you are working and yourto care for self. Your spouse is treated asseparate maintenance, are separated
spouse is sleeping. Your expenses are consid-under a written separation agreement, or having earned income for any month that he or
ered work-related.lived apart at all times during the last 6 she is:

months of the calendar year, Volunteer work.  For this purpose, you are1. A full-time student, or• The child was in the custody of one or not considered to be working if you do unpaid
2. Physically or mentally not able to care forboth parents for more than half the year, volunteer work or volunteer work for a nominal

himself or herself. (Your spouse also mustand salary.
live with you for more than half the year.)• You were the child’s custodial parent (the Work for part of year. If you work or actively

parent with whom the child lived for the Figure the earned income of the nonworking look for work during only part of the period cov-
greater part of 2011). spouse described under (1) or (2) above as ered by the expenses, then you must figure your

explained under Earned Income Limit, later. expenses for each day. For example, if you work
The noncustodial parent cannot treat the child all year and pay care expenses of $250 a monthThis rule applies to only one spouse for anyas a qualifying person even if that parent is ($3,000 for the year), all the expenses areone month. If, in the same month, both you andentitled to claim the child as a dependent under work-related. However, if you work or look foryour spouse do not work and are either full-timethe special rules for a child of divorced or sepa- work for only 2 months and 15 days during the

students or not physically or mentally able torated parents. year and pay expenses of $250 a month, your
care for yourselves, only one of you can be work-related expenses are limited to $625 (21/2
treated as having earned income in that month. months × $250).Earned Income Test

Full-time student. You are a full-time stu- Temporary absence from work. You do notTo claim the credit, you (and your spouse if filing dent if you are enrolled at a school for the num- have to figure your expenses for each day dur-jointly) must have earned income during the ber of hours or classes that the school considers ing a short, temporary absence from work, suchyear. 
full time. You must have been a full-time student as for vacation or a minor illness, if you have to
for some part of each of 5 calendar monthsEarned income. Earned income includes pay for care anyway. Instead, you can figure
during the year. (The months need not be con-wages, salaries, tips, other taxable employee your credit including the expenses you paid for

compensation, and net earnings from the period of absence.secutive.)
se l f -emp loyment .  A  ne t  loss  f rom An absence of 2 weeks or less is a short,

School. The term “school” includes highself-employment reduces earned income. temporary absence. An absence of more than 2
schools, colleges, universities, and technical,Earned income also includes strike benefits and weeks may be considered a short, temporary
trade, and mechanical schools. A school doesany disability pay you report as wages. absence, depending on the circumstances.
not include an on-the-job training course, corre-Generally, only taxable compensation is in-
spondence school, or school offering coursescluded. However, you can elect to include non- Example. You pay a nanny to care for your
only through the Internet.taxable combat pay in earned income. If you are 2-year-old son and 4-year-old daughter so you
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can work. You become ill and miss 4 months of time. Only the part of the boarding school ex- In this chapter, the term housekeeper refers
work but receive sick pay. You continue to pay to any household employee whose services in-pense that is for the care of your child is a
the nanny to care for the children while you are clude the care of a qualifying person.work-related expense. You can count that part
ill. Your absence is not a short, temporary ab- of the expense in figuring your credit if it can be Taxes paid on wages. The taxes you pay
sence, and your expenses are not considered separated from the cost of education. You can- on wages for qualifying child and dependent
work-related. not count any part of the amount you pay the care services are work-related expenses. See

school for your child’s education. Employment Taxes for Household Employers,Part-time work. If you work part-time, you
later.generally must figure your expenses for each Care outside your home. You can count the

day. However, if you have to pay for care cost of care provided outside your home if the
weekly, monthly, or in another way that includes care is for your dependent under age 13 or any Payments to Relatives orboth days worked and days not worked, you can other qualifying person who regularly spends at
figure your credit including the expenses you Dependentsleast 8 hours each day in your home.
paid for days you did not work. Any day when

You can count work-related payments you makeDependent care center. You can countyou work at least 1 hour is a day of work.
to relatives who are not your dependents, even ifcare provided outside your home by a depen-
they live in your home. However, do not countdent care center only if the center complies withExample 1. You work 3 days a week. While
any amounts you pay to:all state and local regulations that apply to theseyou work, your 6-year-old child attends a depen-

dent care center, which complies with all state centers.
1. A dependent for whom you (or yourand local regulations. You can pay the center A dependent care center is a place that pro-

spouse if filing jointly) can claim an exemp-$150 for any 3 days a week or $250 for 5 days a vides care for more than six persons (other than tion,week. Your child attends the center 5 days a persons who live there) and receives a fee,
week. Your work-related expenses are limited to 2. Your child who was under age 19 at thepayment, or grant for providing services for any
$150 a week. end of the year, even if he or she is notof those persons, even if the center is not run for

your dependent,profit.
Example 2. The facts are the same as in

3. A person who was your spouse any timeCamp. The cost of sending your child to anExample 1 except the center does not offer a
during the year, orovernight camp is not considered a work-related3-day option. The entire $250 weekly fee may be

expense. The cost of sending your child to a daya work-related expense. 4. The parent of your qualifying person if your
camp may be a work-related expense, even if qualifying person is your child and under
the camp specializes in a particular activity, age 13.
such as computers or soccer.Care of a Qualifying Person
Transportation. If a care provider takes aTo be work-related, your expenses must be to Joint Return Test
qualifying person to or from a place where careprovide care for a qualifying person.
is provided, that transportation is for the care ofYou do not have to choose the least expen- Generally, married couples must file a joint re-
the qualifying person. This includes transporta-sive way of providing care. The cost of a paid turn to take the credit. However, if you are legally
tion by bus, subway, taxi, or private car. How-care provider may be an expense for the care of separated or living apart from your spouse, you
ever, transportation not provided by a carea qualifying person even if another care provider may be able to file a separate return and still
provider is not for the care of a qualifying person.is available at no cost. take the credit.
Also, if you pay the transportation cost for theExpenses are for the care of a qualifying

Legally separated. You are not consideredcare provider to come to your home, that ex-person only if their main purpose is the person’s
married if you are legally separated from yourpense is not for care of a qualifying person.well-being and protection. 
spouse under a decree of divorce or separateExpenses for household services qualify if
maintenance. You may be eligible to take theFees and deposits. Fees you paid to anpart of the services is for the care of qualifying
credit on your return using Head of Householdagency to get the services of a care provider,persons. See Household services, later.
filing status.deposits you paid to an agency or pre-school,

Expenses not for care. Expenses for care do application fees, and other indirect expenses Married and living apart. You are not consid-not include amounts you pay for food, lodging, are work-related expenses if you have to pay ered married and are eligible to take the credit ifclothing, education, and entertainment. How- them to get care, even though they are not all the following apply.ever, you can include small amounts paid for directly for care. However, a forfeited deposit is
these items if they are incident to and cannot be not for the care of a qualifying person if care is 1. You file a return apart from your spouse.
separated from the cost of caring for the qualify- not provided.

2. Your home is the home of a qualifying per-ing person.
son for more than half the year.Example 1. You paid a fee to an agency toEducation. Expenses for a child in nursery

get the services of the nanny who cares for your 3. You pay more than half the cost of keepingschool, pre-school, or similar programs for chil-
2-year-old daughter while you work. The fee you up your home for the year.dren below the level of kindergarten are ex-
paid is a work-related expense.penses for care. Expenses to attend 4. Your spouse does not live in your home for

kindergarten or a higher grade are not expenses the last 6 months of the year.Example 2. You placed a deposit with afor care. Do not use these expenses to figure
pre-school to reserve a place for your 3-year-oldyour credit. Costs of keeping up a home. The costs ofchild. You later sent your child to a differentHowever, expenses for before- or after- keeping up a home normally include propertypre-school and forfeited the deposit. The for-school care of a child in kindergarten or a higher taxes, mortgage interest, rent, utility charges,feited deposit is not for care and so is not agrade may be expenses for care. home repairs, insurance on the home, and foodwork-related expense.Summer school and tutoring programs are eaten at home.

not for care. The costs of keeping up a home do notHousehold services. Expenses you pay for
include payments for clothing, education, medi-household services meet the work-related ex-Example 1. You take your 3-year-old child cal treatment, vacations, life insurance, trans-pense test if they are at least partly for theto a nursery school that provides lunch and portation, or mortgage principal.well-being and protection of a qualifying person.educational activities as a part of its preschool They also do not include the purchase, per-

Household services are ordinary and usualchildcare service. The lunch and educational manent improvement, or replacement of prop-
services done in and around your home that areactivities are incident to the childcare, and their erty. For example, you cannot include the cost of
necessary to run your home. They include thecost cannot be separated from the cost of care. replacing a water heater. However, you can in-
services of a housekeeper, maid, or cook. How-You can count the total cost when you figure the clude the cost of repairing a water heater.
ever, they do not include the services of a chauf-credit.
feur, bartender, or gardener. See Household Death of spouse. If your spouse died during
Services in Publication 503 for more informa-Example 2. You place your 10-year-old the year and you do not remarry before the end
tion.child in a boarding school so you can work full of the year, you generally must file a joint return
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to take the credit. If you do remarry before the report whatever information you have (such as same expenses to claim both a credit and a
end of the year, the credit can be claimed on the name and address) on the form you use to medical expense deduction.
your deceased spouse’s own return. claim the credit. Enter “See Attached Statement” If you use these expenses to figure the credit

in the columns calling for the information you do and they are more than the earned income limit
not have. Then attach a statement explaining or the dollar limit, discussed later, you can addProvider Identification Test
that you requested the information from the care the excess to your medical expenses. However,
provider, but the provider did not give you the if you use your total expenses to figure yourYou must identify all persons or organizations
information. Be sure to write your name and medical expense deduction, you cannot use anythat provide care for your child or dependent.
social security number on this statement. The part of them to figure your credit.Use Form 2441, Part I to show the information.
statement will show that you used due diligence Amounts excluded from your income
in trying to furnish the necessary information.Note. If you did not have a qualifying person under your employer’s dependent care

and any care providers for 2011, and you are benefits plan cannot be used to claim aU.S. citizens and resident aliens living CAUTION
!

filing Form 2441 only to report taxable income in medical expense deduction.abroad. If you are living abroad, your care
Part III, enter “none” in line 1, column (a). provider may not have, and may not be required

to get, a U.S. taxpayer identification number (forInformation needed. To identify the care pro-
example, an SSN or EIN). If so, enter “LAFCP” Dependent Care Benefitsvider, you must give the provider’s:
(Living Abroad Foreign Care Provider) in the
space for the care provider’s taxpayer identifica- If you receive dependent care benefits, your1. Name,
tion number. dollar limit for purposes of the credit may be

2. Address, and reduced. See Reduced Dollar Limit, later. But,
even if you cannot take the credit, you may be3. Taxpayer identification number.
able to take an exclusion or deduction for the

If the care provider is an individual, the tax- dependent care benefits.How To Figure payer identification number is his or her social
security number or individual taxpayer identifi- Dependent care benefits. Dependent carethe Creditcation number. If the care provider is an organi- benefits include:
zation, then it is the employer identification

Your credit is a percentage of your work-related 1. Amounts your employer paid directly to ei-number (EIN).
expenses. Your expenses are subject to the ther you or your care provider for the careYou do not have to show the taxpayer identi-
earned income limit and the dollar limit. The of your qualifying person while you work,fication number if the care provider is a
percentage is based on your adjusted grosstax-exempt organization (such as a church or 2. The fair market value of care in a daycareincome.school). In this case, enter “Tax-Exempt” in the facility provided or sponsored by your em-

space where the tax form calls for the number. ployer, and
If you cannot provide all of the information or Figuring Total 

3. Pre-tax contributions you made under aif the information is incorrect you must be able to Work-Related Expenses dependent care flexible spending arrange-show that you used due diligence (discussed
ment.later) in trying to furnish the necessary informa- To figure the credit for 2011 work-related ex-

tion. Your salary may have been reduced to pay forpenses, count only those you paid by December
these benefits. If you received benefits as an31, 2011.Getting the information. You can use Form
employee, they should be shown in box 10 ofW-10 to request the required information from Expenses prepaid in an earlier year. If you your Form W-2. See Statement for employee,the care provider. If you do not use Form W-10, pay for services before they are provided, you later. Benefits you received as a partner shouldyou can get the information from one of the other can count the prepaid expenses only in the year be shown in box 13 of your Schedule K-1 (Formsources listed in the instructions for Form W-10 the care is received. Claim the expenses for the 1065) with code O. Enter the amount of theseincluding: later year as if they were actually paid in that benefits on Form 2441, Part III, line 12.

later year.1. A copy of the provider’s social security
Exclusion or deduction. If your employercard, Expenses not paid until the following year.
provides dependent care benefits under a quali-Do not count 2010 expenses that you paid in2. A copy of the provider’s completed Form fied plan, you may be able to exclude these2011 as work-related expenses for 2011. YouW-4 if he or she is your household em- benefits from your income. Your employer canmay be able to claim an additional credit forployee, tell you whether your benefit plan qualifies. Tothem on your 2011 return, but you must figure it
claim the exclusion, you must complete Part III3. A copy of the statement furnished by your separately. See Payments for previous year’s
of Form 2441. You cannot use Form 1040EZ.employer if the provider is your employer’s expenses under Amount of Credit in Publication

If you are self-employed and receive benefitsdependent care plan, or 503.
from a qualified dependent care benefit plan,

4. A letter or invoice from the provider if it If you had expenses in 2011 that you you are treated as both employer and employee.
shows the information. did not pay until 2012, you cannot Therefore, you would not get an exclusion from

count them when figuring your 2011 wages. Instead, you would get a deduction on
TIP

You should keep this information with credit. You may be able to claim a credit for them Form 1040, Schedule C, line 14; Schedule E,
your tax records. Do not send Form on your 2012 return. line 19 or 28; or Schedule F, line 15. To claim the
W-10 (or other document containingRECORDS deduction, you must use Form 2441.

Expenses reimbursed. If a state social serv-this information) to the Internal Revenue Serv- The amount you can exclude or deduct is
ices agency pays you a nontaxable amount toice. limited to the smallest of:
reimburse you for some of your child and depen-
dent care expenses, you cannot count the ex-Due diligence. If the care provider information 1. The total amount of dependent care bene-
penses that are reimbursed as work-relatedyou give is incorrect or incomplete, your credit fits you received during the year,
expenses.may not be allowed. However, if you can show

2. The total amount of qualified expenses youthat you used due diligence in trying to supply
incurred during the year,Example. You paid work-related expensesthe information, you can still claim the credit.

of $3,000. You are reimbursed $2,000 by a stateYou can show due diligence by getting and 3. Your earned income,
social services agency. You can use onlykeeping the provider’s completed Form W-10 or

4. Your spouse’s earned income, or$1,000 to figure your credit.one of the other sources of information listed
earlier. Care providers can be penalized if they 5. $5,000 ($2,500 if married filing separately).Medical expenses. Some expenses for the
do not provide this information to you or if they See Earned Income Limit, below.care of qualifying persons who are not able to
provide incorrect information. care for themselves may qualify as work-related The definition of earned income for the exclu-

Provider refusal. If the provider refuses to expenses and also as medical expenses. You sion or deduction is the same as the definition
give you their identifying information, you should can use them either way, but you cannot use the used when figuring the credit except that earned
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income for the exclusion or deduction does not have this earned income of $250 (or $500) for IF your adjusted gross THEN the
include any dependent care benefits you re- that month. income is: percentage
ceive. For details or if you or your spouse had But not is:
nontaxable combat pay, see the instructions for Over overDollar Limit
Form 2441.

$ 0 $15,000 35%
There is a dollar limit on the amount of yourStatement for employee. Your employer 15,000 17,000 34%
work-related expenses you can use to figure themust give you a Form W-2 (or similar statement) 17,000 19,000 33%
credit. This limit is $3,000 for one qualifying 19,000 21,000 32%showing in box 10 the total amount of dependent
person, or $6,000 for two or more qualifying 21,000 23,000 31%care benefits provided to you during the year
persons. 23,000 25,000 30%under a qualified plan. Your employer will also

25,000 27,000 29%include any dependent care benefits over If you paid work-related expenses for 27,000 29,000 28%$5,000 in your wages shown on your Form W-2 the care of two or more qualifying per- 29,000 31,000 27%in box 10. sons, the $6,000 limit (because you
TIP

31,000 33,000 26%
have 2 or more qualifying persons) does notEffect of exclusion. If you exclude dependent 33,000 35,000 25%
need to be divided equally among them. Forcare benefits from your income, the amount of 35,000 37,000 24%
example, if your work-related expenses for the 37,000 39,000 23%the excluded benefits:
care of one qualifying person are $3,200 and 39,000 41,000 22%

1. Is not included in your work-related ex- 41,000 43,000 21%your work-related expenses for another qualify-
penses, and 43,000 No limit 20%ing person are $2,800, you can use the total,

$6,000, when figuring the credit.2. Reduces the dollar limit, discussed later.
Yearly limit. The dollar limit is a yearly limit.
The amount of the dollar limit remains the same
no matter how long, during the year, you have aEarned Income Limit How To Claim the
qualifying person in your household. Use the

The amount of work-related expenses you use $3,000 limit if you paid work-related expenses Creditto figure your credit cannot be more than: for the care of one qualifying person at any time
during the year. Use $6,000 if you paid To claim the credit, you can file Form 1040 or1. Your earned income for the year if you are work-related expenses for the care of more than Form 1040A. You cannot claim the credit onsingle at the end of the year, or one qualifying person at any time during the Form 1040EZ.
year.2. The smaller of your or your spouse’s

earned income for the year if you are mar- Form 1040 or 1040A. You must complete
ried at the end of the year. Form 2441 and attach it to your Form 1040 or

1040A. Enter the credit on Form 1040, line 48, orReduced Dollar LimitEarned income is defined under Earned Income
Form 1040A, line 29. An example of a filled-inTest, earlier. If you received dependent care benefits that you Form 2441 is shown at the end of this chapter.

exclude or deduct from your income, you mustFor purposes of item (2), use your
Limit on credit. The amount of credit you cansubtract that amount from the dollar limit thatspouse’s earned income for the entire
claim is generally limited to the amount of yourapplies to you. Your reduced dollar limit is fig-year, even if you were married for only

TIP

tax. For more information, see the Instructionsured on Form 2441, Part III. See Dependentpart of the year.
for Form 2441.Care Benefits, earlier, for information on exclud-Separated spouse. If you are legally sepa-

ing or deducting these benefits. Tax credit not refundable. You cannot getrated or married and living apart from your
a refund for any part of the credit that is morespouse (as described under Joint Return Test,

Example. George is a widower with one than this limit.earlier), you are not considered married for pur-
child and earns $24,000 a year. He paysposes of the earned income limit. Use only your Recordkeeping. You should keep rec-work-related expenses of $2,900 for the care ofincome in figuring the earned income limit. ords of your work-related expenses.his 4-year-old child and qualifies to claim the

Also, if your dependent or spouse isSurviving spouse. If your spouse died during RECORDScredit for child and dependent care expenses.
not able to care for himself or herself, your rec-the year and you file a joint return as a surviving His employer pays an additional $1,000 under a
ords should show both the nature and the lengthspouse, you may, but are not required, to take dependent care benefit plan. This $1,000 is ex-
of the disability. Other records you should keepinto account the earned income of your spouse cluded from George’s income.
to support your claim for the credit are describedwho died during the year. Although the dollar limit for his work-related
earlier under Provider Identification Test.expenses is $3,000 (one qualifying person),Community property laws. You should dis-

George figures his credit on only $2,000 of theregard community property laws when you fig-
$2,900 work-related expenses he paid. This isure earned income for this credit.
because his dollar limit is reduced as shown

Student-spouse or spouse not able to care next. Employment Taxes forfor self. Your spouse who is either a full-time
student or not able to care for himself or herself George’s Reduced Dollar Limit Household Employers
is treated as having earned income. His or her

1) Maximum allowable expensesearned income for each month is considered to If you pay someone to come to your home andfor one qualifying person . . . . . $3,000be at least $250 if there is one qualifying person care for your dependent or spouse, you may be2) Minus: Dependent care benefitsin your home, or at least $500 if there are two or a household employer. If you are a householdGeorge excludes from income −1,000more. employer, you will need an employer identifica-3) Reduced dollar limit on expenses
George can use for the credit . . $2,000 tion number (EIN) and you may have to paySpouse works. If your spouse works during

employment taxes. If the individuals who work inthat month, use the higher of $250 (or $500) or
your home are self-employed, you are not liablehis or her actual earned income for that month.
for any of the taxes discussed in this section.Amount of CreditSpouse qualifies for part of month.  If Self-employed persons who are in business for

your spouse is a full-time student or not able to To determine the amount of your credit, multiply themselves are not household employees. Usu-
care for himself or herself for only part of a your work-related expenses (after applying the ally, you are not a household employer if the
month, the full $250 (or $500) still applies for that earned income and dollar limits) by a percent- person who cares for your dependent or spouse
month. age. This percentage depends on your adjusted does so at his or her home or place of business.

gross income shown on Form 1040, line 38, orBoth spouses qualify. If, in the same If you use a placement agency that exercises
Form 1040A, line 22. The following table showsmonth, both you and your spouse are either control over what work is done and how it will be
the percentage to use based on adjusted grossfull-time students or not able to care for your- done by a babysitter or companion who works in

selves, only one spouse can be considered to income. your home, the worker is not your employee.
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This control could include providing rules of con- unemployment tax office for information. You $3,000 for the year. This $3,000 is shown on her
duct and appearance and requiring regular re- Form W-2 in box 10, but is not included in tax-should also find out whether you need to pay or
ports. In this case, you do not have to pay able wages in box 1.collect other state employment taxes or carry
employment taxes. But, if an agency merely A neighbor cares for Joan’s older child (Seth)workers’ compensation insurance. A list of state
gives you a list of sitters and you hire one from after school, on holidays, and during the sum-employment tax agencies, including addresses
that list, and pay the sitter directly, the sitter may mer. Joan pays her neighbor $2,400 for thisand phone numbers, is in Publication 926.
be your employee. care.

If you have a household employee, you may Joan figures her credit on Form 2441 as
be subject to: follows.

1. Social security and Medicare taxes, 1) Work-related expenses Joan paid $ 2,400Example
2) Dollar limit (2 or more qualified2. Federal unemployment tax, and

individuals) . . . . . . . . . . . . . . . $ 6,000The following example shows how to figure the
3. Federal income tax withholding. 3) Minus: Dependent care benefitscredit for child and dependent care expenses for

excluded from Joan’s income . . . -3,000two children when employer-provided depen-Social security and Medicare taxes are gener- 4) Reduced dollar limit . . . . . . . . . $ 3,000
ally withheld from the employee’s pay and dent care benefits are involved. The filled-in 5) Lesser of expenses paid ($2,400)
matched by the employer. Federal unemploy- Form 2441 is shown at the end of this chapter. or dollar limit ($3,000) . . . . . . . . $ 2,400
ment (FUTA) tax is paid by the employer only 6) Percentage for AGI of $29,000
and provides for payments of unemployment (28%) . . . . . . . . . . . . . . . . . . . .28Illustrated example. Joan Thomas is di-compensation to workers who have lost their 7) Multiply the amount on line 5 by

vorced and has two children, ages 3 and 9. Shejobs. Federal income tax is withheld from the the percentage on line 6 ($2,400
works at ACME Computers. Her adjusted grossemployee’s total pay if the employee asks you to x .28) . . . . . . . . . . . . . . . . . . . $ 672
income (AGI) is $29,000, and the entire amount 8) Enter the tax liability limit fromdo so and you agree.
is earned income. Form 2441, line 10 . . . . . . . . . . $ 943For more information on a household em-

9) Credit (Enter the smaller of line 7ployer’s tax responsibilities, see Publication 926 Joan’s younger child (Susan) stays at her
or line 8) . . . . . . . . . . . . . . . . . $ 672and Schedule H (Form 1040) and its instruc- employer’s on-site childcare center while she

tions. works. The benefits from this childcare center
qualify to be excluded from her income. HerState employment tax. You may also have to

pay state unemployment tax. Contact your state employer reports the value of this service as
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Form    2441
Department of the Treasury  
Internal Revenue Service (99) 

     Child and Dependent Care Expenses
  

▶ Attach to Form 1040, Form 1040A, or Form 1040NR.       

▶ See separate instructions.

1040A 
. . . . . . . . . . 
1040 

2441

◀
. . . . . . . . . . 

1040NR 

OMB No. 1545-0074

2011
Attachment   
Sequence No. 21

Name(s) shown on return Your social security number

Part I Persons or Organizations Who Provided the Care—You must complete this part.   
(If you have more than two care providers, see the instructions.)

1 (a)  Care provider’s  
name

(b)  Address  
(number, street, apt. no., city, state, and ZIP code)

(c)  Identifying number 
(SSN or EIN)

(d)  Amount paid  
(see instructions)

Did you receive  
dependent care benefits?

No ▶ Complete only Part II below.

Yes ▶ Complete Part III on the back next.
Caution. If the care was provided in your home, you may owe employment taxes. If you do, you cannot file Form 1040A. For details, 
see the instructions for Form 1040, line 59a, or Form 1040NR, line 58a.

Part II Credit for Child and Dependent Care Expenses

2 Information about your qualifying person(s). If you have more than two qualifying persons, see the instructions.
(a)  Qualifying person’s name

First Last

(b)  Qualifying person’s social 
security number

(c) Qualified expenses you 
 incurred and paid in 2011 for the 

person listed in column (a)  

3 Add the amounts in column (c) of line 2. Do not enter more than $3,000 for one qualifying 
person or $6,000 for two or more persons. If you completed Part III, enter the amount 
from line 31 . . . . . . . . . . . . . . . . . . . . . . . . . . 3 

4 Enter your earned income. See instructions . . . . . . . . . . . . . . . 4 

5 If married filing jointly, enter your spouse’s earned income (if your spouse was a student 
or was disabled, see the instructions); all others, enter the amount from line 4 . . . . 5 

6 Enter the smallest of line 3, 4, or 5 . . . . . . . . . . . . . . . . . . 6 

7 Enter the amount from Form 1040, line 38; Form 
1040A,  line 22; or Form 1040NR, line 37. . . . . 7 

8 Enter on line 8 the decimal amount shown below that applies to the amount on line 7
If line 7 is:

Over

But not  

over

Decimal  

amount is

$0—15,000 .35

15,000—17,000 .34

17,000—19,000 .33

19,000—21,000 .32

21,000—23,000 .31

23,000—25,000 .30

25,000—27,000 .29

27,000—29,000 .28

If line 7 is:

Over

But not  

over

Decimal  

amount is

$29,000—31,000 .27

31,000—33,000 .26

33,000—35,000 .25

35,000—37,000 .24

37,000—39,000 .23

39,000—41,000 .22

41,000—43,000 .21

43,000—No limit .20

8 X .

9 Multiply line 6 by the decimal amount on line 8. If you paid 2010 expenses in 2011, see 
the instructions . . . . . . . . . . . . . . . . . . . . . . . . . 9 

10 Tax liability limit. Enter the amount from the Credit 
Limit Worksheet in the instructions. . . . . . . 10 

11 Credit for child and dependent care expenses. Enter the smaller of line 9 or line 10 

here and on Form 1040, line 48; Form 1040A, line 29; or Form 1040NR, line 46 . . . . 11 

For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 11862M Form 2441 (2011)

Joan Thomas 559-00-3436

12 Ash Avenue
Hometown, TX 75240
(See W-2)

Pat Green

ACME Computers

240-00-3811 2,400

Seth

Susan

Thomas

Thomas

559-00-1234

559-00-5678

2,400

2,400
29,000

29,000
2,400

29,000

28

672

672

943
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Form 2441 (2011) Page 2

Part III   Dependent Care Benefits

12 Enter the total amount of dependent care benefits you received in 2011. Amounts you
received as an employee should be shown in box 10 of your Form(s) W-2. Do not include
amounts reported as wages in box 1 of Form(s) W-2. If you were self-employed or a 
partner, include amounts you received under a dependent care assistance program from
your sole proprietorship or partnership . . . . . . . . . . . . . . . . . . 12 

13 Enter the amount, if any, you carried over from 2010 and used in 2011 during the grace 
period. See instructions . . . . . . . . . . . . . . . . . . . . . . . 13 

14 Enter the amount, if any, you forfeited or carried forward to 2012. See instructions . . . 14 ( )
15 Combine lines 12 through 14. See instructions . . . . . . . . . . . . . . . 15 

16 Enter the total amount of qualified expenses incurred 
in 2011 for the care of the qualifying person(s) . . .  16 

17 Enter the smaller of line 15 or 16 . . . . . . . . 17 

18 Enter your earned income. See instructions . . . .  18 

19 Enter    the    amount    shown    below    that    applies  
to you.    

• If   married   filing   jointly,   enter   your 
spouse’s  earned  income  (if  your 
spouse was a student or was disabled, 
see the instructions for line 5).

• If   married   filing  separately, see  
instructions.

• All others, enter the amount from line 18.

} . . . 19 

20 Enter the smallest of line 17, 18, or 19 . . . . . . 20 

21 Enter $5,000 ($2,500 if married filing separately and 
you were required to enter your spouse’s earned 
income on line 19) . . . . . . . . . . . . . 21 

22 Is any amount on line 12 from your sole proprietorship or partnership? (Form 1040A filers 
go to line 25.)

No. Enter -0-.
Yes. Enter the amount here . . . . . . . . . . . . . . . . . . . . 22 

23 Subtract line 22 from line 15 . . . . . . . . . 23 

24 Deductible benefits. Enter the smallest of line 20, 21, or 22. Also, include this amount on
the appropriate line(s) of your return. See instructions . . . . . . . . . . . . . 24 

25 Excluded benefits. Form 1040 and 1040NR filers: If you checked "No" on line 22, enter 
the smaller of line 20 or 21. Otherwise, subtract line 24 from the smaller of line 20 or line
21. If zero or less, enter -0-. Form 1040A filers: Enter the smaller of line 20 or line 21 . . 25 

26 Taxable benefits. Form 1040 and 1040NR filers: Subtract line 25 from line 23. If zero or 
less, enter -0-. Also, include this amount on Form 1040, line 7; or Form 1040NR, line 8. On
the dotted line next to Form 1040, line 7; or Form 1040NR, line 8, enter “DCB.”
Form 1040A filers: Subtract line 25 from line 15. Also, include this amount on Form 1040A, 
line 7. In the space to the left of line 7, enter “DCB” . . . . . . . . . . . . . . 26 

To claim the child and dependent care  
credit, complete lines 27 through 31 below.

27 Enter $3,000 ($6,000 if two or more qualifying persons) . . . . . . . . . . . . 27 

28 Form 1040 and 1040NR filers: Add lines 24 and 25. Form 1040A filers: Enter the amount 
from line 25 . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 

29 Subtract line 28 from line 27. If zero or less, stop. You cannot take the credit. 
Exception. If you paid 2010 expenses in 2011, see the instructions for line 9 . . . . . 29 

30 Complete line 2 on the front of this form. Do not include in column (c) any benefits shown 
on line 28 above. Then, add the amounts in column (c) and enter the total here. . . . . 30 

31 Enter the smaller of line 29 or 30. Also, enter this amount on line 3 on the front of this form
and complete lines 4 through 11 . . . . . . . . . . . . . . . . . . . . 31 

Form 2441 (2011)

3,000

3,000

3,000

3,000

3,000

3,000

3,000

-0-

6,000

2,400

2,400

5,400

29,000

29,000

5,000
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permanent and total disability (discussed next)Qualified Individual
and have taxable disability income (discussed
later under Disability income). You are retired onYou are a qualified individual for this credit if you32. permanent and total disability if:are a U.S. citizen or resident alien, and either of

the following applies. • You were permanently and totally disabled
when you retired, and

1. You were age 65 or older at the end ofCredit for the • You retired on disability before the close of2011.
the tax year.

2. You were under age 65 at the end of 2011Elderly or the
and all three of the following statements Even if you do not retire formally, you may be
are true. considered retired on disability when you haveDisabled stopped working because of your disability.a. You retired on permanent and total dis-

If you retired on disability before 1977, andability (explained later).
were not permanently and totally disabled at the

b. You received taxable disability income time, you can qualify for the credit if you wereIntroduction
for 2011. permanently and totally disabled on January 1,

If you qualify, you may be able to reduce the tax 1976, or January 1, 1977.c. On January 1, 2011, you had notyou owe by taking the credit for the elderly or the
reached mandatory retirement age (de- Permanent and total disability. You are per-disabled which is figured on Schedule R (Form
fined later under Disability income). manently and totally disabled if you cannot en-1040A or 1040).

gage in any substantial gainful activity becauseThis chapter explains the following.
of your physical or mental condition. A qualifiedAge 65. You are considered to be age 65 on• Who qualifies for the credit for the elderly physician must certify that the condition hasthe day before your 65th birthday. Therefore, ifor the disabled. lasted or can be expected to last continuouslyyou were born on January 1, 1947, you are
for 12 months or more, or that the condition can• How to figure the credit. considered to be age 65 at the end of 2011.
be expected to result in death. See Physician’s
statement, later. You may be able to take the credit for the

elderly or the disabled if: U.S. Citizen or Resident Alien Substantial gainful activity. Substantial
gainful activity is the performance of significant• You are age 65 or older at the end of You must be a U.S. citizen or resident alien (or duties over a reasonable period of time while2011, or be treated as a resident alien) to take the credit. working for pay or profit, or in work generally

Generally, you cannot take the credit if you were• You retired on permanent and total disabil- done for pay or profit. Full-time work (or
a nonresident alien at any time during the taxity and have taxable disability income. part-time work done at your employer’s conve-
year. nience) in a competitive work situation for at

least the minimum wage conclusively showsExceptions. You may be able to take theUseful Items that you are able to engage in substantial gainfulcredit if you are a nonresident alien who is mar-You may want to see: activity.ried to a U.S. citizen or resident alien at the end
Substantial gainful activity is not work you doof the tax year and you and your spouse choosePublication to take care of yourself or your home. It is notto treat you as a U.S. resident alien. If you make

unpaid work on hobbies, institutional therapy orthat choice, both you and your spouse are taxed❏ 524 Credit for the Elderly or the
training, school attendance, clubs, social pro-on your worldwide incomes.Disabled
grams, and similar activities. However, doingIf you were a nonresident alien at the begin-

❏ 554 Tax Guide for Seniors this kind of work may show that you are able toning of the year and a resident alien at the end of
engage in substantial gainful activity.the year, and you were married to a U.S. citizen

Form (and Instruction) The fact that you have not worked for someor resident alien at the end of the year, you may
time is not, of itself, conclusive evidence that yoube able to choose to be treated as a U.S. resi-❏ Schedule R (Form 1040A or 1040)
cannot engage in substantial gainful activity.dent alien for the entire year. In that case, youCredit for the Elderly or the

may be allowed to take the credit.Disabled Sheltered employment. Certain work of-
 For information on these choices, see chap- fered at qualified locations to physically or men-

ter 1 of Publication 519, U.S. Tax Guide for tally impaired persons is considered sheltered
Aliens. employment. These qualified locations are in

sheltered workshops, hospitals, and similar in-Are You Eligible stitutions, homebound programs, and Depart-Married Persons ment of Veterans Affairs (VA) sponsoredfor the Credit? homes.Generally, if you are married at the end of the tax
Compared to commercial employment, payyear, you and your spouse must file a joint returnYou can take the credit for the elderly or the is lower for sheltered employment. Therefore,to take the credit. However, if you and yourdisabled if you meet both of the following re- one usually does not look for sheltered employ-spouse did not live in the same household at anyquirements. ment if he or she can get other employment. Thetime during the tax year, you can file either joint

fact that one has accepted sheltered employ-• You are a qualified individual. or separate returns and still take the credit.
ment is not proof of the person’s ability to en-

• Your income is not more than certain lim- Head of household. You can file as head of gage in substantial gainful activity.
its. household and qualify to take the credit, even if

Physician’s statement. If you are under ageyour spouse lived with you during the first 6You can use Figure 32-A and Figure 32-B as 65, you must have your physician complete amonths of the year, if you meet all the tests. Seeguides to see if you are eligible for the credit. statement certifying that you were permanentlyHead of Household in chapter 2 for the tests you
and totally disabled on the date you retired. YouUse Figure 32-A first to see if you are a quali- must meet.
can use the statement in the Instructions forfied individual. If you are, go to Figure 32-B to
Schedule R.make sure your income is not too high to take

the credit. Under Age 65
You can take the credit only if you file If you are under age 65 at the end of 2011, you
Form 1040 or Form 1040A. You cannot can qualify for the credit only if you are retired on
take the credit if you file Form 1040EZ.

TIP
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Figure 32-A. Are You a Qualified Individual? and Figure 32-B. Income Limits

Were you married at the end of the tax
year?

No

Yes

No

Yes

Yes

Did you receive taxable disability
benefits this year?

You are a qualified
individual and may be able
to take the credit for the
elderly or the disabled
unless your income
exceeds the limits in
Figure 32-B.

Yes

You are not a qualified
individual and cannot
take the credit for the
elderly or the disabled.

Yes

No

Yes

If you were a nonresident alien at any time during the tax year and were married to a U.S. citizen or resident alien at the end of the tax year, see U.S. Citizen or
Resident Alien under Qualified Individual. If you and your spouse choose to treat you as a U.S. resident alien, answer “Yes” to this question.

Mandatory retirement age is the age set by your employer at which you would have been required to retire, had you not become disabled.

Figure 32-B. Income Limits

IF your filing status is ...
Your adjusted gross income (AGI)*
is equal to or more than ...

single, head of household, or
qualifying widow(er) with
dependent child

$17,500

married filing jointly and
both spouses qualify in
Figure 32-A

$25,000

married filing jointly and
only one spouse qualifies
in Figure 32-A

$20,000

married filing separately and
you lived apart from your spouse
for all of 2011

$12,500

THEN even if you qualify (see Figure 32-A), you CANNOT take the
credit if ...

OR the total of your nontaxable
social security and other nontaxable
pension(s), annuities, or disability
income is equal to or more than ...

$5,000

$7,500

$5,000

$3,750

*AGI is the amount on Form 1040A, line 22, or Form 1040, line 38.

START HERE

2

3

Did you live with your
spouse at any time
during the year?

Are you a U.S. citizen or resident alien? 2

No

Yes

Are you filing a joint
return with your spouse?

Yes

Were you 65 or older at the end of
the tax year?

No

Are you retired on permanent and
total disability?

No

No

Did you reach mandatory retirement
age before this year? 3

No

1

 However, you may be able to claim this credit if you lived with your spouse during the first 6 months of the year and you qualify to file as head of household. You
 qualify to file as head of household if you are considered unmarried and meet certain other conditions. See Publication 501 for more information.

1       
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Table 32-1. Initial Amounts Credit Figured for You
You can figure the credit yourself, or the InternalTHEN enter on line 10 Revenue Service (IRS) will figure it for you. See

IF your filing status is ... of Schedule R... Figuring the Credit Yourself next.
If you choose to have the IRS figure thesingle, head of household, or qualifying

credit for you, read the following discussion forwidow(er) with dependent child and, by the end
the form you will file (Form 1040 or 1040A).of 2011, you were  If you want the IRS to figure your tax, see

• 65 or older . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,000 chapter 29.
• under 65 and retired on permanent and total disability1 $5,000

Form 1040. If you want the IRS to figure yourmarried filing a joint return and by the end of
credit, see Form 1040 Line Entries under Tax2011
Figured by IRS in chapter 29.• both of you were 65 or older . . . . . . . . . . . . . . . . . . $7,500
Form 1040A. If you want the IRS to figure your• both of you were under 65 and one of you retired on $5,000 credit, see Form 1040A Line Entries under Taxpermanent and total disability1 . . . . . . . . . . . . . . . . . .
Figured by IRS in chapter 29.• both of you were under 65 and both of you retired on $7,500permanent and total disability2 . . . . . . . . . . . . . . . . . .

• one of you was 65 or older, and the other was under $7,50065 and retired on permanent and total disability3 . . . . . Figuring the Credit• one of you was 65 or older, and the other was under $5,00065 and not retired on permanent and total disability . . . Yourself
married filing a separate return and you did not

If you figure the credit yourself, fill out the front oflive with your spouse at any time during the year
Schedule R. Next, fill out Part III of Schedule R.and, by the end of 2011, you were If you file Form 1040A, enter the amount from

• 65 or older . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,750 Schedule R, line 22, on Form 1040A, line 30. If
• under 65 and retired on permanent and total disability1 $3,750 you file Form 1040, include the amount from

Schedule R, line 22, on line 53; check box c, and
1Amount cannot be more than the taxable disability income. enter “Sch R” on the line next to that box.
2Amount cannot be more than your combined taxable disability income.

There are five steps in Part III to deter-3Amount is $5,000 plus the taxable disability income of the spouse under age 65, but not more than $7,500.
mine the amount of your credit:

You do not have to file this statement with Social security disability is included in
taxable income.your Form 1040 or Form 1040A, but you must

keep it for your records. 1. Determine your initial amount (lines
TIP

10–12).Veterans. If the Department of Veterans Af- Payments that are not disability income.
fairs (VA) certifies that you are permanently and 2. Determine the total of any nontaxable so-Any payment you receive from a plan that does

cial security and certain other nontaxabletotally disabled, you can substitute VA Form not provide for disability retirement is not disabil-
pensions, annuities, and disability benefits21-0172, Certification of Permanent and Total ity income. Any lump-sum payment for accrued
you received (lines 13a, 13b, and 13c).Disability, for the physician’s statement you are annual leave that you receive when you retire on

required to keep. VA Form 21-0172 must be disability is a salary payment and is not disability 3. Determine your excess adjusted gross in-
signed by a person authorized by the VA to do income. come (lines 14–17).
so. You can get this form from your local VA For purposes of the credit for the elderly or

4. Determine the total of Steps 2 and 3 (lineregional office. the disabled, disability income does not include
18).amounts you receive after you reach mandatoryPhysician’s statement obtained in earlier

retirement age. Mandatory retirement age is the 5. Determine your credit (lines 19–22).year. If you got a physician’s statement in an
age set by your employer at which you wouldearlier year and, due to your continued disabled These steps are discussed in more detail next.have had to retire, had you not become dis-condition, you were unable to engage in any
abled.substantial gainful activity during 2011, you may

not need to get another physician’s statement
for 2011. For a detailed explanation of the condi- Income Limits
tions you must meet, see the instructions for Step 1. Determine 
Part II of Schedule R. If you meet the required To determine if you can claim the credit, you Initial Amountconditions, check the box on your Schedule R, must consider two income limits. The first limit is
Part II, line 2. the amount of your adjusted gross income To figure the credit, you must first determine

(AGI). The second limit is the amount of nontax-If you checked box 4, 5, or 6 in Part I of your initial amount using lines 10 through 12.
able social security and other nontaxable pen-Schedule R, enter in the space above the box on See Table 32-1. Your initial amount is on line 12.
sions you received. The limits are shown inline 2 in Part II the first name(s) of the spouse(s)

Initial amounts for persons under age 65. IfFigure 32-B.for whom the box is checked.
you are a qualified individual under age 65, yourIf both your AGI and nontaxable pensions
initial amount cannot be more than your taxableare less than the income limits, you may be ableDisability income. If you are under age 65,
disability income.to claim the credit. See Figuring the Credit Your-you must also have taxable disability income to

self, later.qualify for the credit. Disability income must Special rules for joint returns. If you are a
meet both of the following requirements. qualified individual under age 65, and yourIf either your AGI or your nontaxable

spouse is also a qualified individual, your initialpensions are equal to or more than the• It must be paid under your employer’s ac-
amount is your taxable disability income plusincome limits, you cannot take theCAUTION

!
cident or health plan or pension plan.

$5,000.credit.
• It must be included in your income as If you are a qualified individual, and both you

wages (or payments instead of wages) for and your spouse are under age 65, your initial
the time you are absent from work be- amount cannot be more than your combined
cause of permanent and total disability. taxable disability income.
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You cannot take the credit because yourStep 2. Total Certain Step 3. Determine Excess
nontaxable social security (line 2) plus your ex-

Nontaxable Pensions and Adjusted Gross Income cess adjusted gross income (line 3) is more than
your initial amount (line 1).Benefits You also must reduce your initial amount by your
Limit on credit. The amount of credit you canexcess adjusted gross income. Figure your ex-Step 2 is to figure the total amount of nontaxable claim is generally limited to the amount of yourcess adjusted gross income on lines 14–17.social security and certain other nontaxable pay- tax. Use the Credit Limit Worksheet in the In-You figure your excess adjusted gross in-ments you received during the year. You must structions for Schedule R to determine if yourcome as follows:reduce your initial amount by these payments. credit is limited.

Enter these nontaxable payments on lines 1. Subtract from your adjusted gross income
13a or 13b, and total them on line 13c. If you are (Form 1040, line 38 or Form 1040A, line
married filing jointly, you must enter the com- 22) the amount shown for your filing status Example
bined amount of nontaxable payments both you below.
and your spouse receive. The following example illustrates the credit for

a. $7,500 if you are single, a head of the elderly or the disabled. The initial amount isWorksheets are provided in the in- household, or a qualifying widow(er) taken from Table 32-1, shown earlier.structions for Forms 1040 and 1040A with dependent child,to help you determine if any of your
TIP

James Davis is 58 years old. In 2009 he re-b. $10,000 if you are married filing jointly,social security benefits (or equivalent railroad
tired on permanent and total disability, and he isorretirement benefits) are taxable. 
still permanently and totally disabled. He got the

Nontaxable payments. Include the following c. $5,000 if you are married filing sepa- required physician’s statement in 2009, and kept
nontaxable payments in the amounts you enter rately and you and your spouse did not it with his tax records. His physician signed on
on lines 13a and 13b. live in the same household at any time line B of the statement. This year James checks

during the tax year. the box in Part II of Schedule R. He does not• Nontaxable social security payments. This
need to get another statement for 2011.is the nontaxable part of the benefits

2. Divide the result of (1) by 2. He received the following income for theshown in box 5 of Form SSA-1099, Social
year:Security Benefit Statement, before deduct-

ing any amounts withheld to pay premi- Nontaxable social security . . . . . . . . $1,500Step 4. Determine the Totalums on supplementary Medicare Interest (taxable) . . . . . . . . . . . . . . 100
insurance, and before any reduction be- Taxable disability pension . . . . . . . . 11,400of Steps 2 and 3
cause of benefits received under workers’
compensation. (Do not include a To determine if you can take the credit, you must

James’ adjusted gross income is $11,500lump-sum death benefit payment you may add (on line 18) the amounts you figured in Step
($11,400 + $100). He figures the credit onreceive as a surviving spouse, or a surviv- 2 (line 13c) and Step 3 (line 17).
Schedule R as follows:ing child’s insurance benefit payments you
1) Initial amount . . . . . . . . . . . . . $5,000may receive as a guardian.) Step 5. Determine Your 2) Taxable disability pension . . . . 11,400• Nontaxable railroad retirement pension 3) Smaller of (1) or (2) . . . . . . . . . 5,000Credit

payments treated as social security. This 4) Nontaxable social
is the nontaxable part of the benefits security benefits . . . . . $1,500Subtract the amount determined in Step 4 (line
shown in box 5 of Form RRB-1099, Pay- 5) Excess adjusted gross18) from the amount determined in Step 1 (line
ments by the Railroad Retirement Board. income 12) and multiply the result by 15% (.15).

($11,500 –  $7,500) ÷ 2 2,000In certain cases, the amount of your credit• Nontaxable pension or annuity payments
6) Add lines 4 and 5 . . . . 3,500may be limited. See Limit on credit, later.or disability benefits that are paid under a 7) Subtract line 6 from line 3

law administered by the Department of (Do not enter less than -0-) . . . . 1,500Example. You are 66 years old and yourVeterans Affairs (VA). (Do not include 8) Multiply line 7 by 15% (.15) . . . 225spouse is 64. Your spouse is not disabled. Youamounts received as a pension, annuity, 9) Enter the amount from
file a joint return on Form 1040. Your adjustedor similar allowance for personal injuries the Credit Limit
gross income is $14,630. Together you receivedor sickness resulting from active service in Worksheet in the
$3,200 from social security, which was nontax-the armed forces of any country or in the Instructions for 
able. You figure the credit as follows:National Oceanic and Atmospheric Admin- Schedule R . . . . . . . . 201

istration, or the Public Health Service, or 10) Credit (Enter the smaller
Applying the 5 Step Process Amount of line 8 or line 9) . . . . $201as a disability annuity under section 808 of
1) Initial amount . . . . . . . . . . . . . $5,000the Foreign Service Act of 1980.) He enters $201 on line 30 of Form 1040A.2) Total nontaxable social

The Schedule R for James Davis is not shown.• Pension or annuity payments or disability security and other
benefits that are excluded from income nontaxable pensions $3,200

3) Excess adjusted grossunder any provision of federal law other
incomethan the Internal Revenue Code. (Do not
($14,630 − $10,000) ÷ 2 2,315include amounts that are a return of your

4) Add line 2 and line 3 5,515cost of a pension or annuity. These
5) Subtract line 4 from line 1 amounts do not reduce your initial

(Do not enter less than -0-) . . . . -0-amount.) 

You should be sure to take into ac-
count all of the nontaxable amounts
you receive. These amounts are veri-CAUTION

!
fied by the IRS through information supplied by
other government agencies.
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7. Was a U.S. citizen, a U.S. national, or a • Any amount excluded from income be-
resident of the United States. If the child cause of the exclusion of income from 
was adopted, see Adopted child below. Puerto Rico. On the dotted line next to33.

Form 1040, line 38, enter the amount ex-For each qualifying child you must check the
cluded and identify it as “EPRI.” Also at-box on Form 1040 or Form 1040A, line 6c,
tach a copy of any Form(s) 499R-2/column (4).
W-2PR to your return.Child Tax Credit

Example. Your son turned 17 on December • Any amount on line 45 or line 50 of Form30, 2011. He is a citizen of the United States and
2555, Foreign Earned Income.you claimed him as a dependent on your return.Introduction He is not a qualifying child for the child tax credit • Any amount on line 18 of Form 2555-EZ,

because he was not under age 17 at the end of Foreign Earned Income Exclusion.The child tax credit is a credit that may reduce
2011.your tax by as much as $1,000 for each of your • Any amount on line 15 of Form 4563, Ex-

qualifying children. clusion of Income for Bona Fide ResidentsAdopted child. An adopted child is always
The additional child tax credit is a credit you of American Samoa.treated as your own child. An adopted child

may be able to take if you are not able to claim includes a child lawfully placed with you for legal
the full amount of the child tax credit. If you do not have any of the above, youradoption.

This chapter explains the following. If you are a U.S. citizen or U.S. national and modified AGI is the same as your AGI.
your adopted child lived with you all year as a• Who is a qualifying child. AGI. Your AGI is the amount on Form 1040,member of your household in 2011, that child• The amount of the credit. line 38, or Form 1040A, line 22.meets condition (7) above to be a qualifying
child for the child tax credit.• How to claim the credit.

• Why you should check your tax withhold- Exceptions to time lived with you. A child is
ing. considered to have lived with you for all of 2011 Claiming the Credit

if the child was born or died in 2011 and your
home was this child’s home for the entire time heThe child tax credit and the additional To claim the child tax credit, you must file Form
or she was alive. Temporary absences by you orchild tax credit should not be confused 1040 or Form 1040A. You cannot claim the childthe child for special circumstances, such as forwith the child and dependent careCAUTION

!
tax credit on Form 1040EZ. You must provideschool, vacation, business, medical care, mili-credit discussed in chapter 31.
the name and identification number (usually atary service, or detention in a juvenile facility,If you have no tax. Credits, such as the child social security number) on your tax return forcount as time the child lived with you.tax credit or the credit for child and dependent each qualifying child.There are also exceptions for kidnapped chil-care expenses, are used to reduce tax. If your

dren and children of divorced or separated par- If you are filing Form 1040, answer the Ques-tax on Form 1040, line 46, or Form 1040A, line
ents. For details, see Residency Test in chapter tions in your form instructions for line 51, Form28, is zero, do not figure the child tax credit
3. 1040, to find out which child tax credit worksheetbecause there is no tax to reduce. However, you

may qualify for the additional child tax credit on you can use to figure the credit.Qualifying child of more than one person. A
line 65 (Form 1040) or line 39 (Form 1040A). If you answer “Yes” to question 1 or 2 in yourspecial rule applies if your qualifying child is the

qualifying child of more than one person. For Form 1040 instructions, you must complete the
Useful Items details, see Special Rule for Qualifying Child of child tax credit worksheet in Publication 972.
You may want to see: More Than One Person in chapter 3. Otherwise, you can use the Child Tax Credit

Worksheet in your Form 1040 or Form 1040A
Publication instructions. (See Example, later.)
❏ 972 Child Tax Credit Amount of Credit
Form (and Instructions)

The maximum amount you can claim for the
❏ 8812 Additional Child Tax Credit Additional Child Taxcredit is $1,000 for each qualifying child.
❏ W-4 Employee’s Withholding Allowance CreditCertificate Limits on the Credit

This credit is for certain individuals who get less
You must reduce your child tax credit if either (1)

than the full amount of the child tax credit. Theor (2) applies.
additional child tax credit may give you a refund

Qualifying Child even if you do not owe any tax.1. The amount on line 46, Form 1040, or line
28, Form 1040A, is less than the credit. If

A qualifying child for purposes of the child tax this amount is zero, you cannot take this
How to claim the additional child tax credit.credit is a child who: credit because there is no tax to reduce.
To claim the additional child tax credit, follow theBut you may be able to take the additional

1. Is your son, daughter, stepchild, foster steps below.child tax credit. See Additional Child Tax
child, brother, sister, stepbrother, stepsis- Credit, later. 1. Make sure you figured the amount, if any,ter, or a descendant of any of them (for

2. Your modified adjusted gross income of your child tax credit. See Claiming theexample, your grandchild, niece, or
(AGI) is above the amount shown belownephew), Credit, earlier.
for your filing status.

2. Was under age 17 at the end of 2011, 2. If you answered “Yes” on line 9 or line 10
a. Married filing jointly - $110,000. of the Child Tax Credit Worksheet in the3. Did not provide over half of his or her own

Form 1040 or Form 1040A instructions, orsupport for 2011, b. Single, head of household, or qualifying
line 13 of the Child Tax Credit Worksheetwidow(er) - $75,000.4. Lived with you for more than half of 2011 in Publication 972, use Form 8812 to see if

(see Exceptions to time lived with you c. Married filing separately - $55,000. you can take the additional child tax credit.later),

3. If you have an additional child tax credit on5. Is claimed as a dependent on your return, Modified AGI. For purposes of the child tax line 13 of Form 8812, carry it to Form
6. Does not file a joint return for the year (or credit, your modified AGI is your AGI plus the

1040, line 65, or Form 1040A, line 39.files it only as a claim for refund), and following amounts that may apply to you.
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Checking Your
Withholding
The child tax credit decreases your tax. You can
check your tax withholding by using Publication
505, Tax Withholding and Estimated Tax.

If you are having too much tax withheld, and
you prefer to have the money during the year,
you may be able to decrease your withholding.
You do this by completing a new Form W-4 and
giving it to your employer.

Example
Amy Brown files as head of household and has
two dependent children under age 17. The chil-
dren are qualifying children for purposes of the
child tax credit. Amy’s only income is her salary
of $30,450. Amy chooses to itemize her deduc-
tions and files Form 1040. Her AGI, shown on
line 38 of her Form 1040, is $30,450. This is her
taxable earned income.

Amy does not file Form 2555, 2555-EZ, or
4563. She does not exclude income from Puerto
Rico. Her modified AGI is $30,450.

Amy’s tax, shown on line 46 of her Form
1040, is $1,108. She claims a $225 credit for
child and dependent care expenses on line 48
and a $2,082 earned income credit on line 64a.
She has no other credits.

After answering the Questions in the Form
1040 instructions for line 51, she completes the
child tax credit worksheet to figure her child tax
credit of $883. Amy’s completed questions and
child tax credit worksheet are shown later.

Amy reads the TIP in the worksheet and
finds that she may be able to take the additional
child tax credit. See Additional Child Tax Credit
and Amy’s completed Form 8812, later.

Filled-in Questions for Amy Brown

Who Must Use
Pub. 972

Questions Pub.
972

Keep this graphic. Ask for text changes. From SGML conversion.

�

2. Are you excluding income from Puerto Rico or are you
filing any of the following forms?

● Form 2555 or 2555-EZ (relating to foreign earned
income).

● Form 4563 (exclusion of income for residents of
American Samoa).

No. Continue

Yes.
You must use Pub. 972 to
figure your credit.

�

STOP

1. Are you claiming any of the following credits?

No. Use the 
Child Tax Credit
Worksheet to figure
your credit.

Yes. 
You must use
Pub. 972 to figure your
child tax credit. You will
also need the form(s) listed
above for any credit(s) you
are claiming.

�

● Mortgage interest credit, Form 8396.

● District of Columbia first-time homebuyer credit, 
Form 8859.

STOP

● Residential energy efficient property credit, Form 5695,
Part II.
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Child Tax Credit Worksheet—Line 51

Yes. Subtract line 3 from line 2.

To be a qualifying child for the child tax credit, the child must be your dependent, under age 17 at the end
of 2011, and meet all the conditions in Steps 1 through 3 in the instructions for line 6c. 

Do not use this worksheet if you answered “Yes” to question 1 or 2 on the previous page. Instead, use Pub. 972. 

1.

4.

5.

1Number of qualifying children: $1,000.
Enter the result.

Is the amount on line 2 more than the amount on line 3?

If the result is not a multiple of $1,000,
increase it to the next multiple of $1,000.
For example, increase $425 to $1,000,
increase $1,025 to $2,000, etc.

No. Leave line 4 blank. Enter -0- on line 5, and go
to line 6. 

Multiply the amount on line 4 by 5% (.05). Enter the result.

4

2. 2Enter the amount from Form 1040, line 38.

3. Enter the amount shown below for your status.

3

Keep for Your Records

CAUTION

Married jointly — $110,000

Single, head of household, or
qualifying widow(er) — $75,000

Married separately — $55,000

No.
STOP

6. Is the amount on line 1 more than the amount on line 5?

You cannot take the child tax credit on Form 1040,
line 51. You also cannot take the additional child
tax credit on Form 1040, line 65. Complete the rest
of your Form 1040.

Yes. Subtract line 5 from line 1. Enter the result.
Go to Part 2 on the next page.

5

Part 1

6

If you do not have a qualifying child, you cannot claim the child tax credit.

2
2,000

30,450

75,000

-0-

2,000
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Child Tax Credit Worksheet—Continued from the previous page

1040

Yes.
STOP

9.

10.

Are the amounts on lines 7 and 8 the same?

You cannot take this credit because there is no tax
to reduce. However, you may be able to take the
additional child tax credit. See the TIP below.

No. Subtract line 8 from line 7.

Is the amount on line 6 more than the amount on line 9?

Yes. Enter the amount from line 9.
Also, you may be able to take the
additional child tax credit. See the
TIP below.

No. Enter the amount from line 6.

This is your child tax
credit.

Enter this amount on
Form 1040, line 51.

You may be able to take the additional child tax credit

on Form 1040, line 65, if you answered “Yes” on line 9 or
line 10 above. 

First, complete your Form 1040 through lines 64a and 64b.

Then, use Form 8812 to re any additional child tax
credit.

9

10

7. 7Enter the amount from Form 1040, line 46.

8. Add any amounts from:

8

Keep for Your Records

TIP

Form 1040, line 47

+Form 1040, line 48

Enter the total.

Part 2

+Form 5695, line 14

+Schedule R, line 22

Before you begin Part 2: Figure the amount of any credits you are claiming on Form 5695, Part I; Form 8834,
Part I; Form 8910; Form 8936; or Schedule R.

+Form 1040, line 50

+Form 1040, line 49

+Form 8834, line 23

+Form 8910, line 22

+Form 8936, line 15

1,108

225

225

883

883
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Form     8812
Department of the Treasury  
Internal Revenue Service (99) 

Additional Child Tax Credit

Complete and attach to Form 1040, Form 1040A, or Form 1040NR. 

1040A 

1040 

8812

1040NR 

OMB No. 1545-0074

2011
Attachment   
Sequence No. 47 

Name(s) shown on return Your social security number 

Part I All Filers 

1 1040 filers: Enter the amount from line 6 of your Child Tax Credit Worksheet (see the 
Instructions for Form 1040, line 51).

1040A filers: Enter the amount from line 6 of your Child Tax Credit Worksheet (see the 
Instructions for Form 1040A, line 33).

1040NR filers: Enter the amount from line 6 of your Child Tax Credit Worksheet (see the 
Instructions for Form 1040NR, line 48).

If you used Pub. 972, enter the amount from line 8 of the Child Tax Credit Worksheet in the publication.

} 1

2 Enter the amount from Form 1040, line 51, Form 1040A, line 33, or Form 1040NR, line 48 . . . . . . 2 
3 Subtract line 2 from line 1. If zero, stop; you cannot take this credit . . . . . . . . . . . . . 3 
4a Earned income (see instructions on back) . . . . . . . . . . . . 4a 

b Nontaxable combat pay (see instructions on 
back) . . . . . . . . . . . . . 4b 

5 Is the amount on line 4a more than $3,000? 
No. Leave line 5 blank and enter -0- on line 6. 
Yes. Subtract $3,000 from the amount on line 4a. Enter the result . . . 5

6 Multiply the amount on line 5 by 15% (.15) and enter the result . . . . . . . . . . . . . . 6 
Next.  Do you have three or more qualifying children? 

No. If line 6 is zero, stop; you cannot take this credit. Otherwise, skip Part II and enter the smaller of 
line 3 or line 6 on line 13. 

Yes. If line 6 is equal to or more than line 3, skip Part II and enter the amount from line 3 on line 13. 
Otherwise, go to line 7. 

Part II Certain Filers Who Have Three or More Qualifying Children 

7 Withheld social security and Medicare taxes from Form(s) W-2, boxes 4 and  6. 
If married filing jointly, include your spouse’s amounts with yours. If you 
worked for a railroad, see instructions on back . . . . . . . . . . 7 

8 1040 filers: Enter the total of the amounts from Form 1040, lines 
27 and 57, plus any taxes that you identified using code 
“UT” and entered on line 60. 

1040A filers: Enter -0-. 

1040NR filers: Enter the total of the amounts from Form 1040NR, lines 
27 and 55, plus any taxes that you identified using code 
“UT”  and entered on line 59. 

} 8 

9 Add lines 7 and 8 . . . . . . . . . . . . . . . . . . . 9 

10 1040 filers: Enter the total of the amounts from Form 1040, lines 
64a and 69. 

1040A filers: Enter the total of the amount from Form 1040A, line 
38a, plus any excess social security and tier 1 RRTA 
taxes withheld that you entered to the left of line 41 
(see instructions on back). 

1040NR filers: Enter the amount from Form 1040NR, line 65. 

} 10 

11 Subtract line 10 from line 9. If zero or less, enter -0- . . . . . . . . . . . . . . . . . 11 
12 Enter the larger of line 6 or line 11 . . . . . . . . . . . . . . . . . . . . . . 12 

Next, enter the smaller of line 3 or line 12 on line 13. 

Part III Additional Child Tax Credit 

13 This is your additional child tax credit . . . . . . . . . . . . . . . . . . . 13 

1040A 

1040 

1040NR 

Enter this amount on 
Form 1040, line 65, 
Form 1040A, line 39, or 
Form 1040NR, line 63.

For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 10644E Form 8812 (2011)

Amy Brown 012-00-5678

2,000

883
1,117

1,117

4,118

30,450

27,450

Chapter 33 Child Tax Credit Page 235



and the lifetime learning credits on a be able to use that $1,500 in figuring your 2011
per-student, per-year basis. This means that, for education credit(s).
example, you can claim the American opportu- You cannot use any amount paid in34. nity credit for one student and the lifetime learn- 2010 or 2012 to figure your 2011 edu-
ing credit for another student in the same year. cation credit(s).CAUTION

!
Differences between the American opportu- Academic period. An academic period in-Education nity and lifetime learning credits. There are cludes a semester, trimester, quarter, or other
several differences between these two credits. period of study (such as a summer school ses-
These differences are summarized in Table sion) as reasonably determined by an educa-Credits
34-1, later. tional institution. In the case of an educational

institution that uses credit hours or clock hours
and does not have academic terms, each pay-Useful Items
ment period can be treated as an academicIntroduction You may want to see:
period.

For 2011, there are two tax credits available to
Publicationpersons who pay expenses for higher (postsec- Eligible educational institution. An eligible

ondary) education. They are: educational institution is any college, university,❏ 970 Tax Benefits for Education
vocational school, or other postsecondary edu-• The American opportunity credit, and
cational institution eligible to participate in a stu-Form (and Instructions)

• The lifetime learning credit. dent aid program administered by the U.S.
❏ 8863 Education Credits (American Department of Education. It includes virtually allThe chapter will present an overview of these Opportunity and Lifetime Learning accredited public, nonprofit, and proprietary (pri-education credits. To get the detailed informa- Credits) vately owned profit-making) postsecondary in-tion you will need to claim either of the credits,

stitutions. The educational institution should beand for examples illustrating that information,
able to tell you if it is an eligible educationalsee chapters 2 and 3 of Publication 970.
institution.

Certain educational institutions locatedCan you claim more than one education Who Can Claim an outside the United States also participate in thecredit this year? For each student, you can
U.S. Department of Education’s Federal Stu-choose for any year only one of the credits. For Education Credit dent Aid (FSA) programs.example, if you choose to take the American

opportunity credit for a child on your 2011 tax You may be able to claim an education credit if Who can claim a dependent’s expenses. If
return, you cannot, for that same child, also you, your spouse, or a dependent you claim on a student is claimed as a dependent on another
claim the lifetime learning credit for 2011. your tax return was a student enrolled at or person’s tax return, only the person who claims

If you are eligible to claim the American op- attending an eligible educational institution. The the student as a dependent can claim a credit for
portunity credit and you are also eligible to claim credits are based on the amount of qualified the student’s qualified education expenses. If a
the lifetime learning credit for the same student education expenses paid for the student in 2011 student is not claimed as a dependent on an-
in the same year, you can choose to claim either for academic periods beginning in 2011 and in other person’s tax return, only the student can
credit, but not both. the first 3 months of 2012. claim a credit.

If you pay qualified education expenses for For example, if you paid $1,500 in December Generally, qualified education expenses
more than one student in the same year, you 2011 for qualified tuition for the spring 2012 paid on behalf of the student by someone other
can choose to take the American opportunity semester beginning in January 2012, you may than the student (such as a relative) are treated

Table 34-1. Comparison of Education Credits

Caution. You can claim both the American opportunity credit and the lifetime learning credit on the same return—but not for the same student.

American Opportunity Credit Lifetime Learning Credit

Maximum credit Up to $2,500 credit per eligible student Up to $2,000 credit per return

Limit on modified adjusted $180,000 if married filling jointly; $122,000 if married filling jointly; 
gross income (MAGI) $90,000 if single, head of household, or qualifying $61,000 if single, head of household, or qualifying

widow(er) widow(er)

Refundable or 40% of credit may be refundable Credit limited to the amount of tax you must pay on your
nonrefundable taxable income

Number of years of Available ONLY for the first 4 years of postsecondary Available for all years of postsecondary education and for
postsecondary education education courses to acquire or improve job skills

Number of tax years credit Available ONLY for 4 tax years per eligible student Available for an unlimited number of years
available

Type of degree required Student must be pursuing a degree or other recognized Student does not need to be pursuing a degree or other
education credential recognized education credential

Number of courses Student must be enrolled at least half time for at least Available for one or more courses
one academic period beginning during the tax year

Felony drug conviction No felony drug convictions as of the end of the tax year Felony drug convictions are permitted

Qualified expenses Tuition, fees, and course materials required for Tuition and fees required for enrollment or attendance
enrollment. Course-related books, supplies, and (including amounts required to be paid to the institution
equipment do not need to be purchased from the for course-related books, supplies, and equipment).
institution in order to qualify.

Payments for academic Payments made in 2011 for academic periods beginning in 2011 and in the first 3 months of 2012
periods
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Figure 34-A. Can You Claim an Education Credit for 2011?

Yes
�

Did you* pay qualified education expenses in 2011 for an eligible student?

�

No

Did the academic period for which you paid qualified education
expenses begin in 2011 or the first 3 months of 2012?

Is the eligible student you, your spouse (if married filing jointly), or your
dependent for whom you claim an exemption on your tax return?

Are you listed as a dependent on another person’s tax return?

Is your filing status married filing separately?

For any part of 2011, were you (or your spouse) a nonresident alien
who did not elect to be treated as a resident alien for tax purposes?

Is your modified adjusted gross income (MAGI) less than $61,000
($122,000 if married filing jointly) for lifetime learning credit or less than
$90,000 ($180,000 if married filing jointly) for the American opportunity
credit?

Did you use the same expenses to claim a deduction, or to figure
the tax-free portion of a Coverdell ESA or QTP distribution?**

Were the same expenses paid with tax-free scholarship, fellowship,
grant, or employer-provided educational assistance?

Did you, or someone else who paid these expenses on behalf of a
student, receive a refund of all the expenses?

�
No

Yes
�

Yes
�

�
No

�
No

Yes
�

�
No

�
No

�
No

No

No

Yes

Yes

Yes

No

Yes

Yes

Yes
�

�

�

�

�

�

�

�

�

�

You cannot
claim an education

credit for 2011

You can claim
an education credit

for 2011***

You cannot use the same expenses to claim both a lifetime learning credit and an American opportunity credit.**
Qualified education expenses paid by a dependent for whom you claim an exemption, or by a third party for that dependent, are considered paid by you.*

Your education credits may be limited to your tax liability minus certain credits. See Form 8863 for more details.***
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as paid by the student. However, qualified edu- Qualified education expenses do not include • Pell grants (see chapter 1 of Publication
cation expenses paid (or treated as paid) by a amounts paid for: 970),
student who is claimed as a dependent on your • Room and board, insurance, medical ex- • Employer-provided educational assistancetax return are treated as paid by you. Therefore,

penses (including student health fees), (see chapter 11 of Publication 970),you are treated as having paid expenses that
transportation, or other similar personal,were paid from your dependent student’s earn- • Veterans’ educational assistance (seeliving, or family expenses.ings, gifts, inheritances, savings, etc. chapter 1 of Publication 970), and

• Any course or other education involving
• Any other nontaxable (tax-free) paymentsWho cannot claim a credit. You cannot take sports, games, or hobbies, or any non-

(other than gifts or inheritances) receivedan education credit if any of the following apply. credit course, unless such course or other
as educational assistance.education is part of the student’s degree

1. You are claimed as a dependent on an- program or (for the lifetime learning credit
other person’s tax return, such as your only) helps the student acquire or improve Refunds. Qualified education expenses doparent’s return. job skills. not include expenses for which you, or someone

2. Your filing status is married filing sepa- • Nonacademic fees, such as student activ- else who paid qualified education expenses on
rately. ity fees, athletic fees, insurance expenses, behalf of a student, receive a refund. For more

or other expenses unrelated to the aca-3. You (or your spouse) were a nonresident information, see Refunds in chapters 2 and 3 of
demic course of instruction.alien for any part of 2011 and did not elect Publication 970.

to be treated as a resident alien for tax
purposes. Paid with borrowed funds. You can claim an Amounts that do not reduce qualified educa-

education credit for qualified education ex-4. Your MAGI is one of the following. tion expenses. Do not reduce qualified edu-
penses paid with the proceeds of a loan. Use the

cation expenses by amounts paid with funds thea. American opportunity credit: $180,000 expenses to figure the credit for the year in
student receives as:or more if married filing jointly, or which the expenses are paid, not the year in

$90,000 or more if single, head of which the loan is repaid. Treat loan payments • Payment for services, such as wages,
household, or qualifying widow(er). sent directly to the educational institution as paid • A loan,on the date the institution credits the student’sb. Lifetime learning credit: $122,000 or

account. • A gift,more if married filing jointly, or $61,000
or more if single, head of household, or • An inheritance, or

Student withdraws from class(es). You canqualifying widow(er).
• A withdrawal from the student’s personalclaim an education credit for qualified education

expenses not refunded when a student with-Figure 34-A may be helpful in determining if savings.
draws.you can claim an education credit on your tax

return. Do not reduce the qualified education ex-
penses by any scholarship or fellowship re-No Double Benefit AllowedThere are a number of factors, such as
ported as income on the student’s tax return inyour filing status, your MAGI, and

 You cannot do any of the following. the following situations.whether you are subject to the alterna-
TIP

tive minimum tax, that will affect the amount of • Deduct higher education expenses on • The use of the money is restricted to costs
any education credit you are eligible to claim. your income tax return (as, for example, a of attendance (such as room and board)
When you figure your taxes, you may want to business expense) and also claim an edu- other than qualified education expenses.
compare the different education credits in order cation credit based on those same ex-

• The use of the money is not restricted andto choose the method(s) that gives you the low- penses.
est tax liability. If you qualify, you may find that a is used to pay education expenses that

• Claim more than one education creditcombination of credit(s) and other education are not qualified (such as room and
based on the same qualified education ex-benefit(s) gives you the lowest tax. See Publica- board).penses.tion 970 for information on other benefits.

• Claim an education credit based on the For examples, see chapter 2 in Publication
same expenses used to figure the tax-free 970.
portion of a distribution from a Coverdell
education savings account (ESA) or quali-Qualified Education
fied tuition program (QTP).

Expenses • Claim an education credit based on quali- When Must the Credit
fied education expenses paid with educa-

Generally, qualified education expenses are tional assistance, such as a tax-free Be Repaidamounts paid in 2011 for tuition and fees re- scholarship, grant, or employer-provided
quired for the student’s enrollment or attend- educational assistance. See Adjustments (Recaptured)ance at an eligible educational institution. It does to Qualified Education Expenses, next.
not matter whether the expenses were paid in

If, after you file your 2011 tax return, you orcash, by check, by credit or debit card, or with
someone else receives tax-free educational as-borrowed funds. Adjustments to Qualified
sistance for, or a refund of, an expense you used Only certain expenses for course-related Education Expenses to figure an education credit on that return, youbooks, supplies, and equipment qualify.
may have to repay all or part of the credit. YouIf you pay qualified education expenses with• American opportunity credit: Qualified ed-
must refigure your education credit(s) for 2011certain tax-free funds, you cannot claim an edu-ucation expenses include amounts spent
as if the assistance or refund was received incation credit for those amounts. You must re-on books, supplies, and equipment
2011. Next you must refigure your tax liabilityduce the qualified education expenses by theneeded for a course of study, whether or
using the revised education credit. The in-amount of any tax-free educational assistancenot the materials are purchased from the

and refund(s) you received. creased tax liability is the amount you musteducational institution as a condition of en-
rollment or attendance. repay. Add the repayment (recapture) to your

Tax-free educational assistance. This in- tax liability for the year in which you receive the• Lifetime learning credit: Qualified educa- cludes: assistance or refund. See the instructions fortion expenses include only amounts for
your tax return for that year to find out how to• Tax-free parts of scholarships and fellow-books, supplies, and equipment required
report the recapture amount. Your original 2011ships (see chapter 12 of this publicationto be paid to the institution as a condition

and chapter 1 of Publication 970), tax return does not change.of enrollment or attendance.
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address, and telephone number of the IRS em- Table 35-1, Earned Income Credit in a Nut-
ployee assigned to your case. The process of shell. Use Table 35-1 as a guide to Parts A, B,
establishing your eligibility will delay your re- C, and D. The table is a summary of all the rules35. fund. in each part.

Do you have a qualifying child? You have a
qualifying child only if you have a child whoEarned Income meets the four tests described in Rule 8 andIntroduction
illustrated in Figure 35-1.

The earned income credit (EIC) is a tax credit forCredit (EIC) certain people who work and have less than If Improper Claim $49,078 of earned income. A tax credit usually
means more money in your pocket. It reduces Made in Prior Year
the amount of tax you owe. The EIC may alsoWhat’s New give you a refund. If your EIC for any year after 1996 was denied or

reduced for any reason other than a math or
Earned income amount is more. The maxi- How do you get the earned income credit? clerical error, you must attach a completed Form
mum amount of income you can earn and still To claim the EIC, you must: 8862 to your next tax return to claim the EIC.
get the credit has increased. You may be able to You must also qualify to claim the EIC by meet-

1. Qualify by meeting certain rules, andtake the credit if: ing all the rules described in this chapter.
2. File a tax return, even if you: However, if your EIC was denied or reduced• You have three or more qualifying children

as a result of a math or clerical error, do notand you earned less than $43,998
a. Do not owe any tax, attach Form 8862 to your next tax return. For($49,078 if married filing jointly),

example, if your arithmetic is incorrect, the IRSb. Did not earn enough money to file a• You have two qualifying children and you can correct it. If you do not provide a correctreturn, orearned less than $40,964 ($46,044 if mar- social security number, the IRS can deny the
ried filing jointly), c. Did not have income taxes withheld EIC. These kinds of errors are called math or

from your pay. clerical errors.• You have one qualifying child and you
earned less than $36,052 ($41,132 if mar- If your EIC for any year after 1996 was de-When you complete your return, you can
ried filing jointly), or nied and it was determined that your error wasfigure your EIC by using a worksheet in the

due to reckless or intentional disregard of theinstructions for Form 1040, Form 1040A, or• You do not have a qualifying child and you
EIC rules, then you cannot claim the EIC for theForm 1040EZ. Or, if you prefer, you can let theearned less than $13,660 ($18,740 if mar-
next 2 years. If your error was due to fraud, thenIRS figure the credit for you.ried filing jointly).
you cannot claim the EIC for the next 10 years.

Your adjusted gross income also must be less How will this chapter help you? This chapter
than the amount in the above list that applies to More information. See chapter 5 in Publica-will explain the following.
you. For details, see Rules 1 and 15. tion 596 for more detailed information about the

• The rules you must meet to qualify for the disallowance period and Form 8862.
Investment income amount is more. The EIC.
maximum amount of investment income you can • How to figure the EIC.have and still get the credit has increased to
$3,150. See Rule 6. Part A. Rules forUseful Items

You may want to see: Everyone
PublicationReminders This part of the chapter discusses Rules 1

through 7. You must meet all seven rules to❏ 596 Earned Income Credit (EIC)
Advance earned income credit no longer al- qualify for the earned income credit. If you do not
lowed. You can no longer get advance pay- meet all seven rules, you cannot get the creditForm (and Instructions)
ments of the credit in your pay during the year as and you do not need to read the rest of the
you could in 2010 and earlier years. This is chapter.❏ Schedule EIC Earned Income Credit
because the law has changed. However, if you (Qualifying Child Information) If you meet all seven rules in this part, then
are eligible, you will still be able to claim the read either Part B or Part C (whichever applies)❏ 8862 Information To Claim Earnedcredit on your return, as explained in this chap- for more rules you must meet.Income Credit After Disallowanceter.

Rule 1. Your AGI Must BeIncreased EIC on certain joint returns. A
married person filing a joint return may get more Less Than:
EIC than someone with the same income but a Do You Qualify for thedifferent filing status. As a result, the EIC table

• $43,998 ($49,078 for married filing jointly)has different columns for married persons filing
if you have three or more qualifying chil-Credit?jointly than for everyone else. When you look up
dren,your EIC in the EIC Table, be sure to use the

To qualify to claim the EIC, you must first meetcorrect column for your filing status and the • $40,964 ($46,044 for married filing jointly)
all of the rules explained in Part A, Rules fornumber of children you have. if you have two qualifying children,
Everyone. Then you must meet the rules in Part

• $36,052 ($41,132 for married filing jointly)B, Rules If You Have a Qualifying Child, or PartOnline help. You can use the EITC Assistant
if you have one qualifying child, orC, Rules If You Do Not Have a Qualifying Child.at www.irs.gov/eitc to find out if you are eligible

There is one final rule you must meet in Part D,for the credit. The EITC Assistant is available in • $13,660 ($18,740 for married filing jointly)
Figuring and Claiming the EIC. You qualify forEnglish and Spanish. if you do not have a qualifying child.
the credit if you meet all the rules in each part

EIC questioned by IRS. The IRS may ask you that applies to you.
to provide documents to prove you are entitled Adjusted gross income (AGI). AGI is the• If you have a qualifying child, the rules into claim the EIC. We will tell you what docu- amount on line 38 (Form 1040), line 22 (Form

Parts A, B, and D apply to you.ments to send us. These may include: birth 1040A), or line 4 (Form 1040EZ). If your AGI is
certificates, school records, medical records, equal to or more than the applicable limit listed• If you do not have a qualifying child, the
etc. We will also send you a letter with the name, above, you cannot claim the EIC.rules in Parts A, C, and D apply to you.
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Table 35-1. Earned Income Credit in a Nutshell

First, you must meet all the rules in this column. Second, you must meet all the rules in one of Third, you must meet the
these columns, whichever applies. rule in this column.

Part A. Part B. Part C. Part D.
Rules for Everyone Rules If You Have a Rules If You Do Not Figuring and Claiming the

Qualifying Child Have a Qualifying EIC
Child

1. Your adjusted gross 2. You must have a valid 8. Your child must meet 11. You must be at 15. Your earned income must
income (AGI) must be social security number. the relationship, age, least age 25 but under be less than:
less than: 3. Your filing status residency, and joint return age 65. • $43,998 ($49,078 for
• $43,998 ($49,078 for cannot be “Married filing tests. 12. You cannot be the married filing jointly) if you
married filing jointly) if separately.” 9. Your qualifying child dependent of another have three or more qualifying
you have three or more 4. You must be a U.S. cannot be used by more person. children,
qualifying children, citizen or resident alien than one person to claim 13. You cannot be a

all year. the EIC. qualifying child of • $40,964 ($46,044 for
• $40,964 ($46,044 for 5. You cannot file Form 10. You cannot be a another person. married filing jointly) if you
married filing jointly) if 2555 or Form 2555-EZ qualifying child of another 14. You must have have two qualifying children,
you have two qualifying (relating to foreign person. lived in the United
children, earned income). States more than half • $36,052 ($41,132 for

6. Your investment of the year. married filing jointly) if you
• $36,052 ($41,132 for income must be $3,150 have one qualifying child, or 
married filing jointly) if or less. 
you have one qualifying 7. You must have earned • $13,660 ($18,740 for
child, or income. married filing jointly) if you do

not have a qualifying child.
• $13,660 ($18,740 for
married filing jointly) if
you do not have a
qualifying child.

Example. Your AGI is $36,550, you are sin- Valid for work only with INS or DHS authori- U.S. Individual Income Tax Return) claim-
zation. If your social security card reads “Validgle, and you have one qualifying child. You can- ing the EIC. Attach a filled-in Schedule EIC
for work only with INS authorization,” or “Validnot claim the EIC because your AGI is not less if you have a qualifying child.
for work only with DHS authorization,” you havethan $36,052. However, if your filing status was
a valid SSN.married filing jointly, you might be able to claim

Rule 3. Your Filing Statusthe EIC because your AGI is less than $41,132.
SSN missing or incorrect. If an SSN for you

Community property. If you are married, Cannot Be Married Filingor your spouse is missing from your tax return or
but qualify to file as head of household under is incorrect, you may not get the EIC. Separatelyspecial rules for married taxpayers living apart

Other taxpayer identification number. You(see Rule 3), and live in a state that has commu- If you are married, you usually must file a jointcannot get the EIC if, instead of an SSN, you (ornity property laws, your AGI includes that portion return to claim the EIC. Your filing status cannotyour spouse if filing a joint return) have an indi-of both your and your spouse’s wages that you be “Married filing separately.”vidual taxpayer identification number (ITIN).are required to include in gross income. This is
ITINs are issued by the Internal Revenue Serv-different from the community property rules that

Spouse did not live with you. If you are mar-ice to noncitizens who cannot get an SSN.apply under Rule 7.
ried and your spouse did not live in your home at

No SSN. If you do not have a valid SSN, put any time during the last 6 months of the year,
“No” next to line 64a (Form 1040), line 38aRule 2. You Must Have a you may be able to file as head of household,
(Form 1040A), or line 8a (Form 1040EZ). You instead of married filing separately. In that case,Valid Social Security cannot claim the EIC. you may be able to claim the EIC. For detailedNumber (SSN) information about filing as head of household,Getting an SSN. If you (or your spouse if

see chapter 2. filing a joint return) do not have an SSN, you canTo claim the EIC, you (and your spouse if filing a
apply for one by filing Form SS-5, Application forjoint return) must have a valid SSN issued by the
a Social Security Card, with the SSA. You can Rule 4. You Must Be a Social Security Administration (SSA). Any quali-
get Form SS-5 online at www.socialsecurity.fying child listed on Schedule EIC also must U.S. Citizen or Resident gov, from your local SSA office, or by calling thehave a valid SSN. (See Rule 8 if you have a
SSA at 1-800-772-1213. Alien All Yearqualifying child.)

Filing deadline approaching and still noIf your social security card (or your spouse’s
If you (or your spouse, if married) were a nonres-SSN. If the filing deadline is approaching andif filing a joint return) says “Not valid for employ-
ident alien for any part of the year, you cannotyou still do not have an SSN, you have twoment” and your SSN was issued so that you (or
claim the earned income credit unless your filingchoices.your spouse) could get a federally funded bene-
status is married filing jointly. You can use thatfit, you cannot get the EIC. An example of a

1. Request an automatic 6-month extension filing status only if one spouse is a U.S. citizen orfederally funded benefit is Medicaid.
of time to file your return. You can get this resident alien and you choose to treat the non-If you have a card with the legend “Not valid extension by filing Form 4868, Application resident spouse as a U.S. resident. If you makefor employment” and your immigration status for Automatic Extension of Time to File this choice, you and your spouse are taxed onhas changed so that you are now a U.S. citizen U.S. Individual Income Tax Return. For your worldwide income. If you (or your spouse, ifor permanent resident, ask the SSA for a new more information, see chapter 1. married) were a nonresident alien for any part ofsocial security card without the legend.

the year and your filing status is not married2. File the return on time without claiming the
filing jointly, enter “No” on the dotted line next toU. S. citizen. If you were a U. S. citizen when EIC. After receiving the SSN, file an
line 64a (Form 1040) or in the space to the left ofyou received your SSN, you have a valid SSN. amended return (Form 1040X, Amended
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line 38a (Form 1040A). If you need more infor- 1. Wages, salaries, tips, and other taxable count as earned income. Also, in figuring earned
employee pay. Employee pay is earned income, do not subtract losses on Schedule C,mation on making this choice, get Publication
income only if it is taxable. Nontaxable em- C-EZ, or F from wages on line 7 of Form 1040. 519, U.S. Tax Guide for Aliens.
ployee pay, such as certain dependent
care benefits and adoption benefits, is notRule 5. You Cannot File earned income. But there is an exception Disability Benefits
for nontaxable combat pay, which you canForm 2555 or Form

If you retired on disability, taxable benefits youchoose to include in earned income, as2555-EZ receive under your employer’s disability retire-explained below.
ment plan are considered earned income until

You cannot claim the earned income credit if you 2. Net earnings from self-employment. you reach minimum retirement age. Minimum
file Form 2555, Foreign Earned Income, or Form retirement age generally is the earliest age at3. Gross income received as a statutory em-2555-EZ, Foreign Earned Income Exclusion. which you could have received a pension orployee.You file these forms to exclude income earned in annuity if you were not disabled. You must re-
foreign countries from your gross income, or to port your taxable disability payments on line 7 ofWages, salaries, and tips. Wages, salaries,deduct or exclude a foreign housing amount. either Form 1040 or Form 1040A until you reachand tips you receive for working are reported toU.S. possessions are not foreign countries. See minimum retirement age.you on Form W-2, in box 1. You should reportPublication 54, Tax Guide for U.S. Citizens and

Beginning on the day after you reach mini-these on line 1 (Form 1040EZ) or line 7 (FormsResident Aliens Abroad, for more detailed infor-
mum retirement age, payments you receive are1040A and 1040).mation. taxable as a pension and are not considered

Nontaxable combat pay election. You can earned income. Report taxable pension pay-
elect to include your nontaxable combat pay inRule 6. Your Investment ments on Form 1040, lines 16a and 16b (or
earned income for the earned income credit. Form 1040A, lines 12a and 12b). Income Must Be $3,150 or Electing to include nontaxable combat pay in
earned income may increase or decrease yourLess Disability insurance payments. Payments
EIC. Figure the credit with and without your you received from a disability insurance policy
nontaxable combat pay before making the elec-You cannot claim the earned income credit un- that you paid the premiums for are not earned
tion. If you make the election, you must includeless your investment income is $3,150 or less. If income. It does not matter whether you have
in earned income all nontaxable combat pay youyour investment income is more than $3,150, reached minimum retirement age. If this policy is
received. If you are filing a joint return and bothyou cannot claim the credit. For most people, through your employer, the amount may be
you and your spouse received nontaxable com-investment income is the total of the following shown in box 12 of your Form W-2 with code “J.”
bat pay, you can each make your own election.amounts.
The amount of your nontaxable combat pay

• Taxable interest (line 8a of Form 1040 or should be shown in box 12 of your Form W-2 Income That Is Not Earned Income1040A). with code “Q”.
• Tax-exempt interest (line 8b of Form 1040 Examples of items that are not earned incomeSelf-employed persons and statutory em-

or 1040A). include interest and dividends, pensions andployees. If you are self-employed or received
annuities, social security and railroad retirementincome as a statutory employee, you must use• Dividend income (line 9a of Form 1040 or
benefits (including disability benefits), alimonythe Form 1040 instructions to see if you qualify1040A). and child support, welfare benefits, workers’to get the EIC.• Capital gain net income (line 13 of Form compensation benefits, unemployment com-
pensation (insurance), nontaxable foster care1040, if more than zero, or line 10 of Form
payments, and veterans’ benefits, including VA1040A). Approved Form 4361 or Form 4029
rehabilitation payments. Do not include any of

If you file Form 1040EZ, your investment income these items in your earned income.This section is for persons who have an ap-is the total of the amount of line 2 and the
proved:amount of any tax-exempt interest you wrote to

Earnings while an inmate. Amounts receivedthe right of the words “Form 1040EZ” on line 2. • Form 4361, Application for Exemption for work performed while an inmate in a penal
From Self-Employment Tax for Use byHowever, see Rule 6 in chapter 1 of Publica- institution are not earned income when figuring
Ministers, Members of Religious Orderstion 596 if: the earned income credit. This includes
and Christian Science Practitioners, or amounts for work performed while in a work• You are filing Schedule E (Form 1040),

release program or while in a halfway house.• Form 4029, Application for ExemptionForm 4797, or Form 8814, or
From Social Security and Medicare Taxes

• You are reporting income from the rental and Waiver of Benefits. Workfare payments. Nontaxable workfare
of personal property on Form 1040, line payments are not earned income for the EIC.
21. Each approved form exempts certain income These are cash payments certain people re-

from social security taxes. Each form is dis- ceive from a state or local agency that adminis-
cussed here in terms of what is or is not earned ters public assistance programs funded underRule 7. You Must Have income for the EIC. the federal Temporary Assistance for Needy

Families (TANF) program in return for certainEarned Income Form 4361. Even if you have an approved work activities such as (1) work experience ac-
Form 4361, amounts you received for perform- tivities (including remodeling or repairing publicThis credit is called the “earned income” credit ing ministerial duties as an employee count as housing) if sufficient private sector employmentbecause, to qualify, you must work and have earned income. This includes wages, salaries, is not available, or (2) community service pro-earned income. If you are married and file a joint tips, and other taxable employee compensation. gram activities.return, you meet this rule if at least one spouse A nontaxable housing allowance or the nontax-

works and has earned income. If you are an able rental value of a home is not earned in-
Community property. If you are married, butemployee, earned income includes all the tax- come. Also, amounts you received for
qualify to file as head of household under specialable income you get from your employer. If you performing ministerial duties, but not as an em-
rules for married taxpayers living apart (seeare self-employed or a statutory employee, you ployee, do not count as earned income. Exam-
Rule 3), and live in a state that has communitywill figure your earned income on EIC Work- ples include fees for performing marriages and
property laws, your earned income for the EICsheet B in the instructions for Form 1040. honoraria for delivering speeches.
does not include any amount earned by your
spouse that is treated as belonging to you underForm 4029. Even if you have an approved
those laws. That amount is not earned incomeForm 4029, all wages, salaries, tips, and otherEarned Income
for the EIC, even though you must include it intaxable employee compensation count as
your gross income on your income tax return.Earned income includes all of the following earned income. However, amounts you re-
Your earned income includes the entire amounttypes of income. ceived as a self-employed individual do not
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you earned, even if part of it is treated as belong- • Brother, sister, half brother, half sister, The 5 calendar months need not be consecu-
ing to your spouse under your state’s community stepbrother, stepsister, or a descendant of tive.
property laws. any of them (for example, your niece or A full-time student is a student who is en-

nephew). rolled for the number of hours or courses the
Conservation Reserve Program (CRP) pay- school considers to be full-time attendance.The following definitions clarify the relationshipments. If you were receiving social security

test. School defined. A school can be an ele-retirement benefits or social security disability
mentary school, junior or senior high school,benefits at the time you received any CRP pay-

Adopted child. An adopted child is always college, university, or technical, trade, orments, your CRP payments are not earned in-
treated as your own child. The term “adopted mechanical school. However, on-the-job train-come for the EIC.
child” includes a child who was lawfully placed ing courses, correspondence schools, and
with you for legal adoption. schools offering courses only through the In-Nontaxable military pay. Nontaxable pay for

ternet do not count as schools for the EIC.members of the Armed Forces is not considered
Foster child. For the EIC, a person is yourearned income for the EIC. Examples of nontax- Vocational high school students. Stu-foster child if the child is placed with you by anable military pay are combat pay, the Basic dents who work in co-op jobs in private industryauthorized placement agency or by judgement,Allowance for Housing (BAH), and the Basic as a part of a school’s regular course of class-decree, or other order of any court of competentAllowance for Subsistence (BAS). See Publica- room and practical training are consideredjurisdiction. An authorized placement agency in-tion 3, Armed Forces’ Tax Guide, for more infor- full-time students.cludes a state or local government agency. Itmation.
also includes a tax-exempt organization li- Permanently and totally disabled. Your

Combat pay. You can elect to include censed by a state. In addition, it includes an child is permanently and totally disabled if both
your nontaxable combat pay in earned Indian tribal government or an organization au- of the following apply.
income for the EIC. See Nontaxable thorized by an Indian tribal government to place

TIP

1. He or she cannot engage in any substan-combat pay election, earlier. Indian children.
tial gainful activity because of a physical or
mental condition.Example. Debbie, who is 12 years old, was

placed in your care 2 years ago by an authorized 2. A doctor determines the condition has
agency responsible for placing children in foster lasted or can be expected to last continu-Part B. Rules homes. Debbie is your foster child. ously for at least a year or can lead to

death.If You Have a
Age TestQualifying Child
Your child must be: Residency Test

If you have met all of the rules in Part A, read
1. Under age 19 at the end of 2011 andPart B to see if you have a qualifying child. Your child must have lived with you in the United

younger than you (or your spouse, if filingPart B discusses Rules 8 through 10. You States for more than half of 2011. The following
jointly),must meet all three of these rules, in addition to definitions clarify the residency test.

the rules in Parts A and D, to qualify for the 2. Under age 24 at the end of 2011, a stu- United States. This means the 50 states andearned income credit with a qualifying child. dent, and younger than you (or your the District of Columbia. It does not include
You must file Form 1040 or Form 1040A to spouse, if filing jointly), or Puerto Rico or U.S. possessions such as Guam.

claim the EIC with a qualifying child. (You cannot
3. Permanently and totally disabled at any Homeless shelter. Your home can be anyfile Form 1040EZ.) You also must complete

time during 2011, regardless of age. location where you regularly live. You do notSchedule EIC and attach it to your return. If you
need a traditional home. For example, if yourmeet all the rules in Part A and this part, read
child lived with you for more than half the year inPart D to find out what to do next. The following examples and definitions clarify
one or more homeless shelters, your childthe age test.If you do not meet Rule 8, you do not meets the residency test. 

have a qualifying child. Read Part C to
Example 1. Your son turned 19 on Decem- Military personnel stationed outside thefind out if you can get the earned in-CAUTION

!
ber 10. Unless he was permanently and totally United States.  U.S. military personnel sta-come credit without a qualifying child.
disabled or a student, he is not a qualifying child tioned outside the United States on extended
because, at the end of the year, he was not active duty are considered to live in the UnitedRule 8. Your Child Must under age 19. States during that duty period for purposes of

the EIC.Meet the Relationship,
Example 2. Your 23-year-old brother, who

Extended active duty. Extended activeAge, Residency, and Joint is a full-time student and unmarried, lives with
duty means you are called or ordered to duty foryou and your spouse. He is not disabled. BothReturn Tests an indefinite period or for a period of more thanyou and your spouse are 21 years old and you
90 days. Once you begin serving your extendedfile a joint return. Your brother is not your qualify-Your child is a qualifying child if your child meets active duty, you are still considered to have beening child because he is not younger than you orfour tests. The four tests are: on extended active duty even if you do not serveyour spouse.
more than 90 days.1. Relationship, 

Example 3. The facts are the same as in Birth or death of a child. A child who was2. Age, 
Example 2 except that your spouse is 25 years born or died in 2011 is treated as having lived

3. Residency, and old. Because your brother is younger than your with you for all of 2011 if your home was the
spouse, he is your qualifying child even though child’s home the entire time he or she was alive4. Joint return.
he is not younger than you. in 2011.

The four tests are illustrated in Figure 35-1.
Temporary absences. Count time that you orThe paragraphs that follow contain more infor- Student defined. To qualify as a student, your
your child is away from home on a temporarymation about each test. child must be, during some part of each of any 5
absence due to a special circumstance as timecalendar months during the calendar year:
the child lived with you. Examples of a special
circumstance include illness, school attend-1. A full-time student at a school that has aRelationship Test
ance, business, vacation, military service, andregular teaching staff, course of study, and
detention in a juvenile facility.To be your qualifying child, a child must be your: regular student body at the school, or

• Son, daughter, stepchild, foster child, or a 2. A student taking a full-time, on-farm train- Kidnapped child. A kidnapped child is treated
descendant of any of them (for example, ing course given by a school described in as living with you for more than half of the year if
your grandchild), or (1), or a state, county, or local government. the child lived with you for more than half the
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AND

AND

A qualifying child is a child who is your . . .

Son, daughter, stepchild, foster child, or a descendant of
any of them (for example, your grandchild)

 

was . . . 
Under age 19 at the end of 2011 and younger than you
                  (or your spouse, if filing jointly) 

OR
Under age 24 at the end of 2011, a student, and younger than you 
                             (or your spouse, if filing jointly) 

Permanently and totally disabled at any time during the year,
regardless of age 

Who lived with you in the United States for more than
half of 2011.

OR

Relationship

Age

Residency

Brother, sister, half brother, half sister, stepbrother,
stepsister, or a descendant of any of them (for example, your

niece or nephew)

OR

AND

Who is not filing a joint return for 2011 (or is filing a 
joint return for 2011 only as a claim for refund) 

Joint Return

Figure 35-1. Tests for Qualifying Child
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part of the year before the date of the kidnap- 1. The qualifying child’s SSN is missing from as the qualifying child of the parent who
your tax return or is incorrect,ping. The child must be presumed by law en- had the higher adjusted gross income

forcement authorities to have been kidnapped (AGI) for the year.2. The qualifying child’s social security card
by someone who is not a member of your family says “Not valid for employment” and was • If no parent can claim the child as a quali-
or your child’s family. This treatment applies for issued for use in getting a federally funded fying child, the child is treated as the quali-all years until the child is returned. However, the benefit, or fying child of the person who had thelast year this treatment can apply is the earlier

highest AGI for the year.3. Instead of an SSN, the qualifying child has:of:
• If a parent can claim the child as a qualify-

a. An individual taxpayer identification1. The year there is a determination that the ing child but no parent does so claim the
number (ITIN), which is issued to achild is dead, or child, the child is treated as the qualifying
noncitizen who cannot get an SSN, or child of the person who had the highest2. The year the child would have reached

AGI for the year, but only if that person’sb. An adoption taxpayer identificationage 18.
number (ATIN), which is issued to AGI is higher than the highest AGI of any

If your qualifying child has been kidnapped adopting parents who cannot get an of the child’s parents who can claim the
and meets these requirements, enter “KC,” in- SSN for the child being adopted until child. If the child’s parents file a joint return
stead of a number, on line 6 of Schedule EIC. the adoption is final. with each other, this rule can be applied

by treating the parents’ total AGI as di-
If you have more than one qualifying child vided evenly between them. See ExampleJoint Return Test and only one has a valid SSN, you can claim the 8.

EIC only on the basis of that child. For moreTo meet this test, the child cannot file a joint
information about SSNs, see Rule 2. Subject to these tiebreaker rules, you and thereturn for the year.

other person may be able to choose which of
you claims the child as a qualifying child. SeeExample. You supported your 18-year-old Rule 9. Your Qualifying
Examples 1  through 13.daughter, and she lived with you all year while Child Cannot Be Used By If you cannot claim the EIC because yourher husband was in the Armed Forces. The
qualifying child is treated under the tiebreakerMore Than One Person Tocouple files a joint return. Because your daugh-
rules as the qualifying child of another person forter filed a joint return, she is not your qualifying Claim the EIC
2011, you may be able to take the EIC using achild.
different qualifying child, but you cannot take theSometimes a child meets the tests to be a quali-

Exception. An exception to the joint return EIC using the rules in Part C for people who dofying child of more than one person. Although
test applies if your child and his or her spouse not have a qualifying child.the child meets the tests to be a qualifying child
file a joint return only as a claim for refund. of each of these persons, only one person can

If the other person cannot claim the EIC. Ifactually treat the child as a qualifying child. Only
Example 1. Your 18-year-old son and his you and someone else have the same qualifyingthat person can use the child as a qualifying

17-year-old wife had $800 of wages from child but the other person cannot claim the EICchild to take all of the following tax benefits
part-time jobs and no earned income. They do because he or she is not eligible or his or her(provided the person is eligible for each benefit).
not have a child. Neither is required to file a tax earned income or AGI is too high, you may be

1. The exemption for the child.return. Taxes were taken out of their pay, so able to treat the child as a qualifying child. See
they filed a joint return only to get a refund of the Examples 6 and 7. But you cannot treat the child2. The child tax credit.
withheld taxes. The exception to the joint return as a qualifying child to claim the EIC if the other

3. Head of household filing status.test applies, so your son may be your qualifying person uses the child to claim any of the other
child if all the other tests are met. six tax benefits listed earlier.4. The credit for child and dependent care

expenses. Examples. The following examples may
Example 2. The facts are the same as in help you in determining whether you can claim5. The exclusion for dependent care benefits.Example 1 except no taxes were taken out of the EIC when you and someone else have the

your son’s pay. He and his wife are not required 6. The EIC. same qualifying child.
to file a tax return, but they file a joint return to

The other person cannot take any of theseclaim an American opportunity credit of $124 Example 1. You and your 2-year-old sonbenefits based on this qualifying child. In otherand get a refund of that amount. They file the Jimmy lived with your mother all year. You arewords, you and the other person cannot agree toreturn to get the American opportunity credit, so 25 years old, unmarried, and your AGI is $9,000.divide these tax benefits between you. The otherthey are not filing it only as a claim for refund. Your only income was $9,000 from a part-timeperson cannot take any of these tax benefitsThe exception to the joint return test does not job. Your mother’s only income was $20,000unless he or she has a different qualifying child.apply, so your son is not your qualifying child. from her job, and her AGI is $20,000. Jimmy’sThe tiebreaker rules explained next explain
father did not live with you or Jimmy. The specialwho, if anyone, can claim the EIC when moreMarried child. Even if your child does not file a
rule explained later for divorced or separatedthan one person has the same qualifying child.joint return, if your child was married at the end
parents or parents who live apart does not apply.However, the tiebreaker rules do not apply if theof the year, he or she cannot be your qualifying
Jimmy is a qualifying child of both you and yourother person is your spouse and you file a jointchild unless:
mother because he meets the relationship, age,return.
residency, and joint return tests for both you and1. You can claim an exemption for the child,
your mother. However, only one of you can treator Tiebreaker rules. To determine which person
him as a qualifying child to claim the EIC (andcan treat the child as a qualifying child to claim2. The reason you cannot claim an exemp- the other tax benefits listed earlier for which thatthe six tax benefits just listed, the followingtion for the child is that you let the child’s person qualifies). He is not a qualifying child oftiebreaker rules apply.other parent claim the exemption under the anyone else, including his father. If you do not• If only one of the persons is the child’sSpecial rule for divorced or separated par- claim Jimmy as a qualifying child for the EIC or

parent, the child is treated as the qualify-ents or parents who live apart, described any of the other tax benefits listed earlier, your
ing child of the parent.later. mother can treat him as a qualifying child to

claim the EIC (and any of the other tax benefits• If the parents do not file a joint return to-
listed earlier for which she qualifies).Social security number. The qualifying child gether but both parents claim the child as

must have a valid social security number (SSN) a qualifying child, the IRS will treat the
Example 2. The facts are the same as inunless the child was born and died in 2011 and child as the qualifying child of the parent

Example 1 except your AGI is $25,000. Becauseyou attach to your return a copy of the child’s with whom the child lived for the longer
your mother’s AGI is not higher than yours, shebirth certificate, death certificate, or hospital rec- period of time during the year. If the child
cannot claim Jimmy as a qualifying child. Onlyords showing a live birth. You cannot claim the lived with each parent for the same

EIC on the basis of a qualifying child if: you can claim him.amount of time, the IRS will treat the child
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Example 3. The facts are the same as in You and your husband will file separate re- b. Are separated under a written separa-
Example 1 except that you and your mother both turns. Your husband agrees to let you treat Joey tion agreement, or
claim Jimmy as a qualifying child. In this case, as a qualifying child. This means, if your hus- c. Lived apart at all times during the last 6you as the child’s parent will be the only one band does not claim Joey as a qualifying child months of 2011, whether or not they areallowed to claim Jimmy as a qualifying child for for any of the tax benefits listed earlier, you can

or were married.the EIC and the other tax benefits listed earlier claim him as a qualifying child for any tax benefit
for which you qualify. The IRS will disallow your listed for which you qualify. However, your filing 2. The child received over half of his or hermother’s claim to the EIC and any other tax status is married filing separately, so you cannot support for the year from the parents.benefits listed earlier unless she has another claim the EIC or the credit for child and depen-
qualifying child. 3. The child is in the custody of one or bothdent care expenses. See Rule 3.

parents for more than half of 2011.
Example 4. The facts are the same as in Example 10. The facts are the same as in 4. Either of the following statements is true.Example 1 except that you also have two other Example 9 except that you and your husband

young children who are qualifying children of both claim Joey as a qualifying child. In this a. The custodial parent signs Form 8332
both you and your mother. Only one of you can case, only your husband will be allowed to treat or a substantially similar statement that
claim each child. However, if your mother’s AGI Joey as a qualifying child. This is because, dur- he or she will not claim the child as a
is higher than yours, you can allow your mother ing 2011, the boy lived with him longer than with dependent for the year, and the non-
to claim one or more of the children. For exam- you. You cannot claim the EIC (either with or custodial parent attaches the form or
ple, if you claim one child, your mother can claim without a qualifying child). However, your hus- statement to his or her return. If the
the other two. band’s filing status is married filing separately, divorce decree or separation agreement

so he cannot claim the EIC or the credit for child went into effect after 1984 and before
Example 5. The facts are the same as in and dependent care expenses. See Rule 3. 2009, the noncustodial parent may be

Example 1 except that you are only 18 years old.
able to attach certain pages from theThis means you are a qualifying child of your Example 11. You, your 5-year-old son and decree or agreement instead of Formmother. Because of Rule 10 discussed next, you your son’s father lived together all year. You and 8332.cannot claim the EIC and cannot claim Jimmy as your son’s father are not married. Your son is a

a qualifying child. Only your mother may be able b. A pre-1985 decree of divorce or sepa-qualifying child of both you and his father be-
to treat Jimmy as a qualifying child to claim the rate maintenance or written separationcause he meets the relationship, age, residency,
EIC. If your mother meets all the other require- agreement that applies to 2011 pro-and joint return tests for both you and his father.
ments for claiming the EIC and you do not claim vides that the noncustodial parent canYour earned income and AGI are $12,000, and
Jimmy as a qualifying child for any of the other claim the child as a dependent, and theyour son’s father’s earned income and AGI are
tax benefits listed earlier, your mother can claim noncustodial parent provides at least$14,000. Neither of you had any other income.
both you and Jimmy as qualifying children for $600 for support of the child duringYour son’s father agrees to let you treat the child
the EIC. 2011.as a qualifying child. This means, if your son’s

father does not claim your son as a qualifying
Example 6. The facts are the same as in child for the EIC or any of the other tax benefits

Example 1 except that your mother earned For details, see chapter 3. Also see Applyinglisted earlier, you can claim him as a qualifying
$50,000 from her job. Because your mother’s Rule 9 to divorced or separated parents or par-child for the EIC and any other tax benefits listed
earned income is too high for her to claim the ents who live apart, next.for which you qualify.
EIC, only you can claim the EIC using your son.

Example 12. The facts are the same as in Applying Rule 9 to divorced or separated
Example 7. The facts are the same as in Example 11 except that you and your son’s parents or parents who live apart. If a child

Example 1 except that you earned $50,000 from father both claim your son as a qualifying child. is treated as the qualifying child of the noncus-
your job and your AGI is $50,500. Your earned In this case, only your son’s father will be al- todial parent under the special rule just de-
income is too high for you to claim the EIC. But lowed to treat your son as a qualifying child. This scribed for children of divorced or separatedyour mother cannot claim the EIC either, be- is because his AGI, $14,000, is more than your parents or parents who live apart, only the non-cause her AGI is not higher than yours. AGI, $12,000. You cannot claim the EIC (either custodial parent can claim an exemption and the

with or without a qualifying child). child tax credit for the child. However, the custo-Example 8. The facts are the same as in
dial parent, if eligible, or another eligible tax-Example 1 except that you and Jimmy’s father Example 13. You and your 7-year-old payer, can claim the child as a qualifying childare married to each other, live with Jimmy and niece, your sister’s child, lived with your mother for the EIC and other tax benefits listed earlier inyour mother, and have an AGI of $30,000 on a all year. You are 25 years old, and your AGI is this chapter. If the child is the qualifying child ofjoint return. If you and your husband do not claim $9,300. Your only income was from a part-time more than one person for these benefits, thenJimmy as a qualifying child for the EIC or any of job. Your mother’s AGI is $15,000. Her only the tiebreaker rules determine which person canthe other tax benefits listed earlier, your mother

income was from her job. Your niece’s parents treat the child as a qualifying child.can claim him instead. Even though the AGI on
file jointly, have an AGI of less than $9,000, andyour joint return, $30,000, is more than your
do not live with you or their child. Your niece is a Example 1. You and your 5-year-old sonmother’s AGI of $20,000, for this purpose half of
qualifying child of both you and your mother lived all year with your mother, who paid thethe joint AGI can be treated as yours and half as
because she meets the relationship, age, resi- entire cost of keeping up the home. Your AGI isyour husband’s. In other words, each parent’s
dency, and joint return tests for both you and $10,000. Your mother’s AGI is $25,000. YourAGI can be treated as $15,000.
your mother. However, only your mother can son’s father did not live with you or your son.
treat her as a qualifying child. This is because Under the special rule for children of divorced orExample 9. You, your husband, and your
your mother’s AGI, $15,000, is more than your separated parents or parents who live apart,10-year-old son Joey lived together until August
AGI, $9,300. your son is treated as the qualifying child of his1, 2011, when your husband moved out of the

father, who can claim an exemption and thehousehold. In August and September, Joey
Special rule for divorced or separated par- child tax credit for the child. However, your son’slived with you. For the rest of the year, Joey lived
ents or parents who live apart. A child will be father cannot claim your son as a qualifying childwith your husband, who is Joey’s father. Joey is
treated as the qualifying child of his or her non- for head of household filing status, the credit fora qualifying child of both you and your husband
custodial parent (for purposes of claiming an child and dependent care expenses, the exclu-because he lived with each of you for more than
exemption and the child tax credit, but not for the sion for dependent care benefits, or the EIC.half the year and because he met the relation-
EIC) if all of the following apply. You and your mother did not have any child careship, age, and joint return tests for both of you.

expenses or dependent care benefits. If you doAt the end of the year, you and your husband still 1. The parents:
not claim your son as a qualifying child, yourwere not divorced, legally separated, or sepa-
mother can claim him as a qualifying child for thea. Are divorced or legally separated underrated under a written separation agreement, so
EIC and head of household filing status, if shea decree of divorce or separate mainte-the special rule for divorced or separated par-

nance, qualifies for these tax benefits.ents or parents who live apart does not apply.
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Example 2. The facts are the same as in Child of person not required to file a return. Example 3. You are married and filing a
joint return with your spouse who died in AugustExample 1 except that your AGI is $25,000 and You are not the qualifying child of another tax-
2011. You are age 67. Your spouse would haveyour mother’s AGI is $21,000. Your mother can- payer (and so may qualify to claim the EIC) if
been age 65 in November 2011. Because yournot claim your son as a qualifying child for any your parent (or other person for whom you meet
spouse was under age 65 when she died, youpurpose because her AGI is not higher than the relationship, age, residency, and joint return
meet the age test.yours. tests) is not required to file an income tax return

and either:
Example 3. The facts are the same as in Rule 12. You Cannot Be• Does not file an income tax return, orExample 1 except that you and your mother both the Dependent of Another• Files a return only to get a refund of in-claim your son as a qualifying child for the EIC.

come tax withheld or estimated tax paid.Your mother also claims him as a qualifying child Person
for head of household filing status. You as the

If you are not filing a joint return, you meet thischild’s parent will be the only one allowed to Example. The facts are the same as in the rule if:claim your son as a qualifying child for the EIC. last example except your mother had no gross
The IRS will disallow your mother’s claim to the • You checked box 6a on Form 1040 orincome, is not required to file a 2011 tax return,
EIC and head of household filing status unless 1040A, orand does not file a 2011 tax return. As a result,
she has another qualifying child. you are not your mother’s qualifying child. You • You did not check the “You” box on line 5

can claim the EIC if you meet all the other of Form 1040EZ, and you entered $9,500
requirements to do so.Rule 10. You Cannot Be a on that line.

See Rule 10 in Publication 596 for additionalQualifying Child of
examples. If you are filing a joint return, you meet this

Another Taxpayer rule if:

• You checked both box 6a and box 6b onYou are a qualifying child of another taxpayer
Form 1040 or 1040A, or(your parent, guardian, foster parent, etc.) if all Part C. Rulesof the following statements are true. • You and your spouse did not check either
the “You” box or the “Spouse” box on line

1. You are that person’s son, daughter, If You Do Not Have 5 of Form 1040EZ, and you entered
stepchild, grandchild, or foster child. Or, $19,000 on that line.a Qualifying Childyou are that person’s brother, sister, half
brother, half sister, stepbrother, or stepsis- If you are not sure whether someone else can

Read this part if you:ter (or the child or grandchild of that per- claim you (or your spouse if filing a joint return)
son’s brother, sister, half brother, half as a dependent, read the rules for claiming a1. Do not have a qualifying child, and
sister, stepbrother, or stepsister). dependent in chapter 3.

2. Have met all the rules in Part A. If someone else can claim you (or your2. You were:
spouse if filing a joint return) as a dependent on

a. Under age 19 at the end of the year and his or her return, but does not, you still cannotPart C discusses Rules 11 through 14. You must
younger than that person (or that per- claim the credit.meet all four of these rules, in addition to the
son’s spouse, if the person files jointly), rules in Parts A and D, to qualify for the earned

Example 1. In 2011, you were age 25, sin-income credit without a qualifying child.b. Under age 24 at the end of the year, a
gle, and living at home with your parents. Youstudent, and younger than that person If you have a qualifying child, the rules worked and were not a student. You earned

(or that person’s spouse, if the person in this part do not apply to you. You can $7,500. Your parents cannot claim you as a
files jointly), or claim the credit only if you meet all theCAUTION

!
dependent. When you file your return, you claim

rules in Parts A, B, and D. See Rule 8 to find out an exemption for yourself by not checking thec. Permanently and totally disabled, re-
if you have a qualifying child. “You” box on line 5 of your Form 1040EZ and bygardless of age.

entering $9,500 on that line. You meet this rule.
You can claim the EIC if you meet all the other3. You lived with that person in the United Rule 11. You Must Be at
requirements.States for more than half of the year. Least Age 25 but Under 

4. You are not filing a joint return for the year Example 2. The facts are the same as inAge 65(or are filing a joint return only as a claim Example 1, except that you earned $2,000. Your
for refund). parents can claim you as a dependent but de-You must be at least age 25 but under age 65 at

cide not to. You do not meet this rule. YouFor more details about the tests to be a qualify- the end of 2011. If you are married filing a joint
cannot claim the credit because your parentsing child, see Rule 8. return, either you or your spouse must be at
could have claimed you as a dependent.If you (or your spouse, if filing a joint return) least age 25 but under age 65 at the end of

are a qualifying child of another taxpayer, you 2011. It does not matter which spouse meets the Joint returns. You generally cannot be
cannot claim the EIC. This is true even if the age test, as long as one of the spouses does. claimed as a dependent by another person if you
person for whom you are a qualifying child does If neither you nor your spouse meets the age are married and file a joint return.
not claim the EIC or meet all of the rules to claim test, you cannot claim the EIC. Put “No” next to However, another person may be able tothe EIC. Put “No” beside line 64a (Form 1040) or line 64a (Form 1040), line 38a (Form 1040A), or claim you as a dependent if you and your
line 38a (Form 1040A). line 8a (Form 1040EZ). spouse file a joint return merely as a claim for

refund and no tax liability would exist for either
Example. You and your daughter lived with Death of spouse. If you are filing a joint return you or your spouse on separate returns. But

your mother all year. You are 22 years old, with your spouse who died in 2011, you meet the neither you nor your spouse can be claimed as a
unmarried, and attended a trade school full time. age test if your spouse was at least age 25 but dependent by another person if you claim the
You had a part-time job and earned $5,700. You under age 65 at the time of death. EIC on your joint return.
had no other income. Because you meet the
relationship, age, residency, and joint return Example 1. You are age 28 and unmarried. Example 1. You are 18 years old. You and
tests, you are a qualifying child of your mother. You meet the age test. your 17-year-old wife live with your parents and
She can claim the EIC if she meets all the other had $800 of wages from part-time jobs and no
requirements. Because you are your mother’s Example 2. You are married and filing a other income. Neither you nor your wife is re-
qualifying child, you cannot claim the EIC. This joint return. You are age 23 and your spouse is quired to file a tax return. You do not have a
is so even if your mother cannot or does not age 27. You meet the age test because your child. Taxes were taken out of your pay, so you
claim the EIC. spouse is at least age 25 but under age 65. file a joint return only to get a refund of the
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withheld taxes. Your parents are not disqualified claim the EIC. This is so even if your mother Part D discusses Rule 15. You must meet
cannot or does not claim the EIC. this rule, in addition to the rules in Parts A and B,from claiming an exemption for you just because

or Parts A and C, to qualify for the earned in-you filed a joint return. They can claim exemp-
Joint returns. You generally cannot be a come credit.tions for you and your wife if all the other tests to
qualifying child of another person if you are This part of the chapter also explains how todo so are met. If they can claim an exemption for
married and file a joint return. figure the amount of your credit. You have twoyou, you cannot claim the EIC.

However, you may be a qualifying child of choices.
another person if you and your spouse file a jointExample 2. The facts are the same as in
return for the year merely as a claim for refund 1. Have the IRS figure the EIC for you. If youExample 1 except no taxes were taken out of
and no tax liability would exist for either you or want to do this, see IRS Will Figure theyour pay. Also, you and your wife are not re- your spouse on separate returns. But neither EIC for You.quired to file a tax return, but you file a joint you nor your spouse can be a qualifying child of

2. Figure the EIC yourself. If you want to doreturn to claim an EIC of $155 and get a refund another person if you claim the EIC on your joint
this, see How To Figure the EIC Yourself.of that amount. You file the return to get the EIC, return.

so you are not filing it only as a claim for refund. See Rule 13 in Publication 596 for examples.
Your parents cannot claim an exemption for

Rule 15. Your Earnedeither you or your wife. Child of person not required to file a return.
You are not the qualifying child of another tax- Income Must Be Less
payer (and so may qualify to claim the EIC) ifRule 13. You Cannot Be a Than:your parent (or other person for whom you meet

Qualifying Child of the relationship, age, residency, and joint return
tests) is not required to file an income tax return • $43,998 ($49,078 for married filing jointly)Another Taxpayer
and either: if you have three or more qualifying chil-

dren,You are a qualifying child of another taxpayer • Does not file an income tax return, or
(your parent, guardian, foster parent, etc.) if all • $40,964 ($46,044 for married filing jointly)• Files a return only to get a refund of in-of the following statements are true. if you have two qualifying children,come tax withheld or estimated tax paid.
1. You are that person’s son, daughter, • $36,052 ($41,132 for married filing jointly)

stepchild, grandchild, or foster child. Or, if you have one qualifying child, orExample. You lived all year with your father.
you are that person’s brother, sister, half You are 27 years old, unmarried, permanently • $13,660 ($18,740 for married filing jointly)
brother, half sister, stepbrother, or stepsis- disabled, and earned $13,000. You have no if you do not have a qualifying child.
ter (or the child or grandchild of that per- other income, no children, and provided more
son’s brother, sister, half brother, half than half of your own support. Your father had Earned income generally means wages, sala-
sister, stepbrother, or stepsister). no gross income, is not required to file a 2011 ries, tips, other taxable employee pay, and net

tax return, and does not file a 2011 tax return. As earnings from self-employment. Employee pay2. You were:
a result, you are not your father’s qualifying is earned income only if it is taxable. Nontaxable

a. Under age 19 at the end of the year and child. You can claim the EIC if you meet all the employee pay, such as certain dependent care
younger than that person (or that per- other requirements to do so. benefits and adoption benefits, is not earned
son’s spouse, if the person files jointly), See Rule 13 in Publication 596 for additional income. But there is an exception for nontaxable

examples. combat pay, which you can choose to include inb. Under age 24 at the end of the year, a
earned income. Earned income is explained instudent (as defined in Rule 8), and
detail in Rule 7.Rule 14. You Must Haveyounger than that person (or that per-

son’s spouse, if the person files jointly), Figuring earned income. If you areLived in the United States
or self-employed, a statutory employee, or a mem-More Than Half of the Year ber of the clergy or a church employee who filesc. Permanently and totally disabled, re-

Schedule SE (Form 1040), you will figure yourgardless of age. Your home (and your spouse’s, if filing a joint
earned income when you fill out Part 4 of EICreturn) must have been in the United States for
Worksheet B in the Form 1040 instructions.3. You lived with that person in the United more than half the year.

Otherwise, figure your earned income by us-States for more than half of the year. If it was not, put “No” next to line 64a (Form
ing the worksheet in Step 5 of the Form 10401040), line 38a (Form 1040A), or line 8a (Form4. You are not filing a joint return for the year instructions for lines 64a and 64b or the Form1040EZ).(or are filing a joint return only as a claim 1040A instructions for lines 38a and 38b, or the

for refund). worksheet in Step 2 of the Form 1040EZ instruc-United States. This means the 50 states and
tions for lines 8a and 8b.the District of Columbia. It does not includeFor more details about the tests to be a

When using one of those worksheets to fig-Puerto Rico or U.S. possessions such as Guam.qualifying child, see Rule 8.
ure your earned income, you will start with theIf you (or your spouse if filing a joint return) Homeless shelter. Your home can be any amount on line 7 (Form 1040 or Form 1040A) orare a qualifying child of another taxpayer, you location where you regularly live. You do not line 1 (Form 1040EZ). You will then reduce thatcannot claim the EIC. This is true even if the need a traditional home. If you lived in one or amount by any amount included on that line andperson for whom you are a qualifying child does more homeless shelters in the United States for described in the following list.not claim the EIC or meet all of the rules to claim more than half the year, you meet this rule.

the EIC. Put “No” next to line 64a (Form 1040), • Scholarship or fellowship grants not re-
Military personnel stationed outside the ported on a Form W-2,line 38a (Form 1040A), or line 8a (Form
United States. U.S. military personnel sta-1040EZ). • Inmate’s income, andtioned outside the United States on extended
active duty (defined in Rule 8), are considered to • Pension or annuity from deferred compen-Example. You lived with your mother all
live in the United States during that duty period sation plans.year. You are age 26, unmarried, and perma-
for purposes of the EIC.nently and totally disabled. Your only income

was from a community center where you went Scholarship or fellowship grants not re-
three days a week to answer telephones. You ported on a Form W-2. A scholarship or fel-
earned $5,000 for the year and provided more lowship grant that was not reported to you on a
than half of your own support. Because you Part D. Figuring and Form W-2 is not considered earned income for
meet the relationship, age, residency, and joint the earned income credit.
return tests, you are a qualifying child of your Claiming the EIC
mother for the EIC. She can claim the EIC if she Inmate’s income. Amounts received for work
meets all the other requirements. Because you Read this part if you have met all the rules in performed while an inmate in a penal institution
are a qualifying child of your mother, you cannot Parts A and B, or all the rules in Parts A and C. are not earned income for the earned income
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section explains how to use these worksheetscredit. This includes amounts received for work Completing Schedule EIC
and how to report the EIC on your return.performed while in a work release program or

The Smiths complete Schedule EIC becausewhile in a halfway house. If you received any
they have a qualifying child. They enter “Johnamount for work done while an inmate in a penal

EIC Worksheet A.  Use EIC Worksheet A if and Janet Smith” and John’s SSN (the SSN thatinstitution and that amount is included in the total
you were not self-employed at any time in 2011 appears first on their Form 1040A) on the line aton line 7 (Form 1040 or Form 1040A) or line 1
and are not a member of the clergy, a church the top of Schedule EIC. The Smiths then fill out(Form 1040EZ), put “PRI” and the amount on the
employee who files Schedule SE, or a statutory Qualifying Child Information (lines 1 –  6).dotted line next to line 7 (Form 1040), in the
employee filing Schedule C or C-EZ.space to the left of the entry space for line 7

(Form 1040A), or in the space to the left of line 1 Completing the EIC Worksheet(Form 1040EZ). EIC Worksheet B. Use EIC Worksheet B if
you were self-employed at any time in 2011 or Next, the Smiths will complete the EIC Work-Pension or annuity from deferred compensa-
are a member of the clergy, a church employee sheet to figure their earned income credit.tion plans. A pension or annuity from a non-
who files Schedule SE, or a statutory employeequalified deferred compensation plan or a Line 1. The Smiths enter $11,000 (theirfiling Schedule C or C-EZ. If any of the followingnongovernmental section 457 plan is not consid- earned income).
situations apply to you, read the paragraph andered earned income for the earned income Line 2. The Smiths go to the Earned Incomethen complete EIC Worksheet B.credit. If you received such an amount and it was Credit Table in the Form 1040A instructions.

included in the total on line 7 (Form 1040 or The Smiths find their income of $11,000 within
Form 1040A) or line 1 (Form 1040EZ), put Net earnings from self-employment $400 or the range of $11,000 to $11,050. They follow
“DFC” and the amount on the dotted line next to more . I f  you r  ne t  ea rn i ngs  f r om this line across to the column that describes their
line 7 (Form 1040), in the space to the left of the self-employment are $400 or more, be sure to filing status and number of children and find
entry space for line 7 (Form 1040A), or in the correctly fill out Schedule SE (Form 1040) and $3,094. They enter $3,094 on line 2.
space to the left of line 1 (Form 1040EZ). This pay the proper amount of self-employment tax. If

Line 3. The Smiths enter their AGI ofamount may be reported in box 11 of your Form you do not, you may not get all the EIC you are $11,000.W-2. If you received such an amount but box 11 entitled to.
is blank, contact your employer for the amount Line 4. The Smiths check the “Yes” box

When figuring your net earnings fromreceived as a pension or annuity. because lines 1 and 3 are the same ($11,000).
self-employment, you must claim all They skip line 5 and enter the amount from line 2
your allowable business expenses.Clergy. If you are a member of the clergy who CAUTION

!
($3,094) on line 6.

files Schedule SE and the amount on line 2 of
Line 6. The Smiths’ EIC is $3,094.that schedule includes an amount that was also

reported on line 7 (Form 1040), subtract that When to use the optional methods of figur-
amount from the amount on line 7 (Form 1040) ing net earnings. Using the optional methods
and enter the result in the first space of the of Schedule SE to figure your net earnings from
worksheet in Step 5 of the Form 1040 instruc- self-employment may qualify you for the EIC or
tions for lines 64a and 64b. Put “Clergy” on the give you a larger credit. If your net earnings
dotted line next to line 64a (Form 1040). (without using the optional methods) are less

than $4,480, see the instructions for ScheduleChurch employees.  A church employee
SE for details about the optional methods.means an employee (other than a minister or

member of a religious order) of a church or
qualified church-controlled organization that is More information. If you and your spouse
exempt from employer social security and Medi- both have self-employment income or either of
care taxes. If you received wages as a church you is a statutory employee, see How To Figure
employee and included any amount on both line the EIC Yourself in Publication 596.
5a of Schedule SE and line 7 (Form 1040),
subtract that amount from the amount on line 7
(Form 1040) and enter the result in the first
space of the worksheet in Step 5 of the Form Examples1040 instructions for lines 64a and 64b.

The following two comprehensive examplesIRS Will Figure (complete with filled-in forms) may be helpful.
the EIC for You 1. John and Janet Smith, a married couple

with one qualifying child and using Form
If you want the IRS to figure the amount 1040A.
of your EIC, see chapter 29.

2. Kelly Green, age 30, a student, with no
TIP

qualifying child and using Form 1040EZ.

Example 1. John and JanetHow To Figure the
Smith (Form 1040A)EIC Yourself
John and Janet Smith are married and will file aTo figure the EIC yourself, use the EIC Work-
joint return. They have one child, Amy, who is 3sheet in the instructions for the form you are
years old. Amy lived with John and Janet for allusing (Form 1040, Form 1040A, or Form
of 2011. John worked and earned $9,500. Janet1040EZ). If you have a qualifying child, com-
worked part of the year and earned $1,500.plete schedule EIC and attach it to your return.
Their earned income and AGI are $11,000. John
and Janet qualify for the earned income credit
and fill out the EIC Worksheet and ScheduleSpecial Instructions for Form 1040 EIC. The Smiths will attach Schedule EIC to

Filers Form 1040A when they send their completed
return to the IRS.If you file Form 1040, you will need to decide

They took the following steps to completewhether to use EIC Worksheet A or EIC Work-
Schedule EIC and the EIC Worksheet.sheet B to figure the amount of your EIC. This
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SCHEDULE EIC  
(Form 1040A or 1040) 

Department of the Treasury  
Internal Revenue Service (99) 

Earned Income Credit
Qualifying Child Information

Complete and attach to Form 1040A or 1040   
                  only if you have a qualifying child. 

1040A 
. . . . . . . . . . 

1040 

EIC 

OMB No. 1545-0074

2011
Attachment   
Sequence No. 43

Your social security number 

Before you begin: • See the instructions for Form 1040A, lines 38a and 38b, or Form 1040, lines 64a and 64b, to make                    
sure that (a) you can take the EIC, and (b) you have a qualifying child. 

• Be sure the child’s name on line 1 and social security number (SSN) on line 2 agree with the child’s social security card. 
Otherwise, at the time we process your return, we may reduce or disallow your EIC. If the name or SSN on the child’s 
social security card is not correct, call the Social Security Administration at 1-800-772-1213.  

▲!
CAUTION

• If you take the EIC even though you are not eligible, you may not be allowed to take the credit for up to 10 years. See page 2 for details. 

• It will take us longer to process your return and issue your refund if you do not fill in all lines that apply for each qualifying child. 

Qualifying Child Information Child 1 Child 2 Child 3

1   Child’s name 

If you have more than three qualifying 
children, you only have to list three to get 
the maximum credit. 

First name                    Last name First name                    Last name First name                    Last name 

2   Child’s SSN 
The child must have an SSN as defined in 
the instructions for Form 1040A, lines 38a 
and 38b, or Form 1040, lines 64a and 64b,
unless the child was born and died in 
2011. If your child was born and died in 
2011 and did not have an SSN, enter 
“Died” on this line and attach a copy of 
the child’s birth certificate, death 
certificate, or hospital medical records. 

3   Child’s year of birth 
Year 

If born after 1992 and the child was 
younger than you (or your spouse, if 
filing jointly), skip lines 4a and 4b; 
go to line 5. 

Year 
If born after 1992 and the child was 
younger than you (or your spouse, if 
filing jointly), skip lines 4a and 4b; 
go to line 5. 

Year 
If born after 1992 and the child was 
younger than you (or your spouse, if 
filing jointly), skip lines 4a and 4b; 
go to line 5. 

4 a Was the child under age 24 at the end of 
2011, a student, and younger than you (or 
your spouse, if filing jointly)? 

Yes.

Go to line 5. 

No.

Go to line 4b. 

Yes.

Go to line 5. 

No.

Go to line 4b. 

Yes.

Go to line 5. 

No.

Go to line 4b. 

b Was the child permanently and totally 
disabled during any part of 2011? 

Yes.

Go to      
line 5.

No.

The child is not a  
qualifying child. 

Yes.

Go to    
line 5.

No.

The child is not a  
qualifying child. 

Yes.

Go to    
line 5.

No.

The child is not a  
qualifying child. 

5 Child’s relationship to you  

(for example, son, daughter, grandchild, 
niece, nephew, foster child, etc.) 

6   Number of months child lived 
with you in the United States 
during 2011 

• If the child lived with you for more than 
half of  2011 but less than 7 months,  
enter “7.” 

• If the child was born or died in 2011 and 
your  home was the child’s home for the 
entire time he or she was alive during  
2011, enter “12.” 

months 
Do not enter more than 12 
months. 

months 
Do not enter more than 12 
months. 

months 
Do not enter more than 12 
months. 

For Paperwork Reduction Act Notice, see your tax 

return instructions. 

Cat. No. 13339M Schedule EIC (Form 1040A or 1040) 2011 

John and Janet Smith

Amy Smith

000-00-2223

2 0 0 7

daughter

12

222-00-2222
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If line 2 is zero, You cannot take the credit.
Enter “No” to the left of the entry space for line 38a.

Earned Income Credit (EIC) Worksheet—Lines 38a and 38b

1040A

Skip line 5; enter the amount from line 2 on line 6.Yes.

STOP

Keep for Your Records

1.

2.

3.

4.

5.

1Enter your earned income from Step 5. 

Look up the amount on line 1 in the EIC Table to find the credit.
Be sure you use the correct column for your filing status and the
number of children you have. Enter the credit here. 

Enter the amount from Form 1040A, line 22.

Are the amounts on lines 3 and 1 the same?

Go to line 5.No.

If you have:

Leave line 5 blank; enter the amount from line 2 on line 6.Yes.

No. Look up the amount on line 3 in the EIC Table to find 
the credit. Be sure you use the correct column for your filing 
status and the number of children you have. Enter the credit here.

Enter this amount on
Form 1040A, line 38a.

3

6Part 3

Part 1

Part 2

All Filers

Filers Who
Answered
“No” on
Line 4

Your Earned
Income Credit

2

   No qualifying children, is the amount on line 3 less than $7,600
($12,700 if married filing jointly)?

   1 or more qualifying children, is the amount on line 3 less than $16,700
($21,800 if married filing jointly)?

Look at the amounts on lines 5 and 2.
Then, enter the smaller amount on line 6.

5

6. This is your earned income credit.

Reminder—
If you have a qualifying child, complete and attach
Schedule EIC.

If your EIC for a year after 1996 was reduced or disallowed, see
Form 8862, who must file, earlier to find out if you must file 
Form 8862 to take the credit for 2011.

EIC

1040A

CAUTION

◀

◀

11,000

3,094

11,000

3,094

✓
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STOP

CAUTION
!

Line 3. Kelly enters $6,260 (her AGI).Completing the EIC WorksheetExample 2. Kelly Green
Line 4. Kelly checks the “No” box becauseKelly figures the amount of her earned income(Form 1040EZ)

lines 1 and 3 are not the same.credit on the EIC Worksheet as follows.
Kelly Green is age 30 and a full-time student. Line 5. Kelly checks the “Yes” box becauseLine 1. She enters $6,240 (her earned in-She lived with her parents in the United States the amount on line 3 ($6,260) is less thancome).for all of 2011. She had a part-time job and $7,500. She leaves line 5 blank and enters the
earned $6,240. She earned $20 interest on a Line 2. Kelly goes to the Earned Income amount from line 2, $464, on line 6.
savings account. She is not eligible to be Credit Table in the forms instruction booklet.

Line 6. She enters $464 here and on Formclaimed as a dependent on her parents’ return. She finds her earned income of $6,240 in the
1040EZ, line 9a. Kelly’s earned income credit isAlthough she lived with her parents, she is not range of $6,200 to $6,250. Kelly follows this line
$464.their qualifying child because she does not meet across to the column that describes her filing

the age test. She does not have any children. status and finds $464. She enters $464 on line
Kelly qualifies for the earned income credit. 2.

Kelly will file Form 1040EZ and complete the
EIC Worksheet.

Earned Income Credit (EIC) Worksheet—Lines 8a and 8b Keep for Your Records

1. Enter your earned income from Step 2 on page 14 . . . . . . . . . . . . . . . . . . . . . . . . . . 1. 6,240

2. Look up the amount on line 1 above in the EIC Table on page 16 to find the credit. Be sure you use the correct
column for your filing status (Single or Married filing jointly).

Enter the credit here . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2. 464

If line 2 is zero, 
STOP

You cannot take the credit. Enter “No” in the space to the left of line 8a.

3. Enter the amount from Form 1040EZ, line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3. 6,260

4. Are the amounts on lines 3 and 1 the same?

Yes.  Skip line 5; enter the amount from line 2 on line 6.

� No. Go to line 5.

5. Is the amount on line 3 less than $7,600 ($12,700 if married filing jointly)?

� Yes.  Leave line 5 blank; enter the amount from line 2 on line 6.

No. Look up the amount on line 3 in the EIC Table on page 16 to find the credit. Be sure you use the correct
column for your filing status (Single or Married filing jointly).
Enter the credit here . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

Look at the amounts on lines 5 and 2. Then, enter the smaller amount on line 6.

6. Earned income credit. Enter this amount on Form 1040EZ, line 8a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6. 464

If your EIC for a year after 1996 was reduced or disallowed, see above to find out if you must file Form
8862 to take the credit for 2011.

CAUTION
!
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EIC Eligibility Checklist Keep for Your Records

You may claim the EIC if you answer “Yes” to all the following questions.*

Yes No
1. Is your AGI less than: � �

• $13,660 ($18,740 for married filing jointly) if you do not have a qualifying child,
• $36,052 ($41,132 for married filing jointly) if you have one qualifying child,
• $40,964 ($46,044 for married filing jointly) if you have two qualifying children, or
• $43,998 ($49,078 for married filing jointly) if you have more than two qualifying children?

(See Rule 1.)

2. Do you, your spouse, and your qualifying child each have a valid SSN? (See Rule 2.) � �

3. Is your filing status married filing jointly, head of household, qualifying widow(er), or single? � �
(See Rule 3.)
Caution: If you or your spouse is a nonresident alien, answer “Yes” only if your filing status is married
filing jointly. (See Rule 4.)

4. Answer “Yes” if you are not filing Form 2555 or Form 2555-EZ. Otherwise, answer “No.” � �
(See Rule 5.)

5. Is your investment income $3,150 or less? (See Rule 6.) � �

6. Is your total earned income at least $1 but less than: � �

• $13,660 ($18,740 for married filing jointly) if you do not have a qualifying child,
• $36,052 ($41,132 for married filing jointly) if you have one qualifying child,
• $40,964 ($46,044 for married filing jointly) if you have two qualifying children, or
• $43,998 ($49,078 for married filing jointly) if you have more than two qualifying children?

(See Rules 7 and 15.)

7. Answer “Yes” if you (and your spouse if filing a joint return) are not a qualifying child of another taxpayer. � �
Otherwise, answer “No.” (See Rules 10 and 13.)

STOP: If you have a qualifying child, answer questions 8 and 9 and skip 10 – 12. If you do not
have a qualifying child, skip questions 8 and 9 and answer 10 – 12.*

8. Does your child meet the relationship, age, residency, and joint return tests for a qualifying child? � �
(See Rule 8.)

9. Is your child a qualifying child only for you? Answer “Yes” if (a) your qualifying child does not meet the � �
tests to be a qualifying child of any other person or (b) your qualifying child meets the tests to be a
qualifying child of another person but you are the person entitled to treat the child as a qualifying child
under the tiebreaker rules explained in Rule 9. Answer “No” if the other person is the one entitled to treat
the child as a qualifying child under the tiebreaker rules.

10. Were you (or your spouse if filing a joint return) at least age 25 but under 65 at the end of 2011? � �
(See Rule 11.)

11. Answer “Yes” if you (and your spouse if filing a joint return) cannot be claimed as a dependent on anyone � �
else’s return. Answer “No” if you (or your spouse if filing a joint return) can be claimed as a dependent on
someone else’s return. (See Rule 12.)

12. Was your main home (and your spouse’s if filing a joint return) in the United States for more than half the � �
year? (See Rule 14.)

* PERSONS WITH A QUALIFYING CHILD: If you answered “Yes” to questions 1 through 9, you can claim the EIC.
Remember to fill out Schedule EIC and attach it to your Form 1040 or Form 1040A. You cannot use Form 1040EZ. If you
answered “Yes” to questions 1 through 7 and “No” to question 8, answer questions 10 through 12 to see if you can claim
the EIC without a qualifying child.
PERSONS WITHOUT A QUALIFYING CHILD: If you answered “Yes” to questions 1 through 7, and 10 through 12, you
can claim the EIC.
If you answered “No” to any question that applies to you: You cannot claim the EIC.
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• Alternative fuel vehicle refueling property ❏ 2439 Notice to Shareholder of
credit. Undistributed Long-Term Capital

Gains• Credit to holders of tax credit bonds.36.
❏ 5405 First-Time Homebuyer Credit and• Foreign tax credit.

Repayment of the Credit
• Mortgage interest credit.

❏ 5695 Residential Energy Credits
• Nonrefundable credit for prior year mini-Other Credits ❏ 8396 Mortgage Interest Creditmum tax.

❏ 8801 Credit For Prior Year Minimum Tax• Plug-in electric drive motor vehicle credit.
— Individuals, Estates, and Trusts

• Plug-in electric vehicle credit.
❏ 8828 Recapture of Federal MortgageWhat’s New • Residential energy credits. Subsidy

• Retirement savings contributions credit. ❏ 8834 Qualified Plug-in Electric andFirst-time homebuyer credit. You generally
Electric Vehicle Creditcannot claim the credit for a home you bought in

This chapter also discusses the following re-2011. However, certain members of the Armed
❏ 8839 Qualified Adoption Expensesfundable credits.Forces, other uniformed services, or Foreign
❏ 8880 Credit for Qualified RetirementService and certain employees of the intelli- • Adoption credit.

Savings Contributionsgence community can claim the credit for a
• Credit for tax on undistributed capital gain.home bought before May 1, 2011. Also, they ❏ 8885 Health Coverage Tax Credit

may be able to claim the credit if they entered • First-time homebuyer credit.
❏ 8910 Alternative Motor Vehicle Creditinto a written binding contract before May 1,

• Health coverage tax credit.2011, to buy the home before July 1, 2011. See ❏ 8911 Alternative Fuel Vehicle Refueling
First-Time Homebuyer Credit. • Refundable credit for prior year minimum Property Credit

tax.Repayment of first-time homebuyer credit. ❏ 8912 Credit to Holders of Tax Credit
If you have to repay the credit, you may be able • Credit for excess social security tax or rail- Bonds
to do it without filing Form 5405. See First-Time road retirement tax withheld.

❏ 8936 Qualified Plug-in Electric DriveHomebuyer Credit.
Motor Vehicle CreditSeveral other credits are discussed in other

Alternative motor vehicle credit. You cannot chapters in this publication.
claim this credit for a vehicle you bought in 2011,

• Child and dependent care credit (chapterunless the vehicle is a new fuel cell motor vehi-
31).cle. See Alternative Motor Vehicle Credit. Nonrefundable Credits• Credit for the elderly or the disabledAlternative fuel vehicle refueling property
(chapter 32).credit. Generally, this credit is less for prop- The credits discussed in this part of the chapter

erty placed in service after 2010. See Alternative can reduce your tax. However, if the total of• Child tax credit (chapter 33).
Fuel Vehicle Refueling Property Credit. these credits is more than your tax, the excess is• Education credits (chapter 34). not refunded to you.
Nonbusiness energy property credit. The • Earned income credit (chapter 35).
credit is figured differently than it was for 2010. Alternative Motor VehicleThe credit now has a lifetime limit of $500, of

Nonrefundable credits. The first part of thiswhich only $200 can be for windows. Other limits Credit
chapter, Nonrefundable Credits, covers tenand rules have also changed. See Nonbusiness
credits that you subtract from your tax. Theseenergy property credit under Residential Energy You may be able to take this credit if you place a
credits may reduce your tax to zero. If theseCredits. qualified fuel cell vehicle in service in 2011. The
credits are more than your tax, the excess is not credit is also allowed for the cost of converting a

Adoption credit. The maximum adoption refunded to you. vehicle to a qualified plug-in electric drive vehi-
credit increases to $13,360. See Adoption cle.
Credit for more information. The credit has expired for advanced leanRefundable credits. The second part of this

burn technology vehicles, qualified hybrid vehi-chapter, Refundable Credits, covers six creditsHealth coverage tax credit. The credit de-
cles, and qualified alternative fuel vehicles pur-that are treated as payments and are refundablecreases to 72.5% (.725) for amounts paid for
chased after 2010. You cannot claim the creditto you. These credits are added to the federalqualified health insurance coverage after Febru-
on your 2011 return for these vehicles. How-income tax withheld and any estimated tax pay-ary 2011. See Health Coverage Tax Credit.
ever, you may be able to claim the credit for onements you made. If this total is more than your
of these vehicles purchased in 2010 but notMaking Work Pay Credit. This credit has ex- total tax, the excess will be refunded to you.
placed in service until 2011.pired. You cannot claim it on your 2011 return.

Useful ItemsExcess withholding of social security and Amount of credit. Generally, you can rely on
railroad retirement tax. Social security tax You may want to see: the manufacturer’s certification that a specific
and tier 1 railroad retirement (RRTA) tax were make, model, and model year vehicle qualifies
both withheld during 2011 at a rate of 4.2% of Publication for the credit and the amount of the credit for
wages up to $106,800. If you worked for more which it qualifies. In the case of a foreign manu-❏ 502 Medical and Dental Expensesthan one employer and had too much social facturer, you generally can rely on its domestic(Including the Health Coverage Taxsecurity or RRTA tax withheld during 2011, you distributor’s certification.Credit)may be entitled to a credit for the excess with- Ordinarily the amount of the credit is 100% of
holding. See Credit for Excess Social Security ❏ 514 Foreign Tax Credit for the manufacturer’s (or domestic distributor’s)
Tax or Railroad Retirement Tax Withheld, later. Individuals certification of the maximum credit allowable.

However, the credit for converting a vehicle to a❏ 530 Tax Information for Homeowners
qualified plug-in electric drive vehicle is the

❏ 590 Individual Retirement Arrangements smaller of (a) $4,000, or (b) 10% of the cost of
(IRAs) the conversion.Introduction

This chapter discusses the following nonrefund- Form (and Instructions) How to take the credit. To take the credit, you
able credits.

❏ 1116 Foreign Tax Credit (Individual, must complete Form 8910 and attach it to your
• Alternative motor vehicle credit. Estate, or Trust) Form 1040. Include the credit in your total for
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Form 1040, line 53. Check box c and enter the issuer makes this election, you cannot also More information. For more information on
“8910” on the line next to that box. the credit and these requirements, see the in-claim a credit.

structions for Form 1116.
More information. For more information on Interest income. The amount of any tax credit
the credit, see the instructions for Form 8910. allowed (figured before applying tax liability lim- Mortgage Interest Credit

its) must be included as interest income on your
tax return.Alternative Fuel Vehicle The mortgage interest credit is intended to help

lower-income individuals own a home. If youRefueling Property Credit
qualify, you can take the credit each year for partHow to take the credit. Complete Form 8912
of the home mortgage interest you pay.and attach it to your Form 1040. Include theYou may be able to take a credit if you place

credit in your total for Form 1040, line 53. Checkqualified alternative fuel vehicle refueling prop- Who qualifies. You may be eligible for thebox c, and enter “8912” on the line next to thaterty in service in 2011. credit if you were issued a qualified mortgagebox.
credit certificate (MCC)  from your state or localQualified alternative fuel vehicle refueling
government. Generally, an MCC is issued onlyproperty. Qualified alternative fuel vehicle re- More information. For more information, see
in connection with a new mortgage for thefueling property is any property (other than a the instructions for Form 8912.
purchase of your main home.building or its structural components) used to

store or dispense alternative fuel into the fuel Amount of credit. Figure your credit on FormForeign Tax Credittank of a motor vehicle propelled by the fuel, but 8396. If your mortgage loan amount is equal to
only if the storage or dispensing is at the point (or smaller than) the certified indebtednessYou generally can choose to take income taxeswhere the fuel is delivered into the tank. (loan) amount shown on your MCC, enter onyou paid or accrued during the year to a foreignThe following are alternative fuels. Form 8396, line 1, all the interest you paid oncountry or U.S. possession as a credit against

your mortgage during the year.• Any fuel at least 85% of the volume of your U.S. income tax. Or, you can deduct them
If your mortgage loan amount is larger thanwhich consists of one or more of the fol- as an itemized deduction (see chapter 22).

the certified indebtedness amount shown onlowing: ethanol, natural gas, compressed You cannot take a credit (or deduction) for
your MCC, you can figure the credit on only partnatural gas, liquefied natural gas, liquefied foreign income taxes paid on income that you
of the interest you paid. To find the amount topetroleum gas, or hydrogen. exclude from U.S. tax under any of the following.
enter on line 1, multiply the total interest you• Any mixture which consists of two or more 1. Foreign earned income exclusion. paid during the year on your mortgage by the

of the following: biodiesel, diesel fuel, or following fraction.2. Foreign housing exclusion.kerosene, and at least 20% of the volume
of which consists of biodiesel determined 3. Income from Puerto Rico exempt from
without regard to any kerosene. Certified indebtednessU.S. tax.

amount on your MCC• Electricity. 4. Possession exclusion.
Original amount of your

mortgageAmount of the credit. For personal use prop-
Limit on the credit. Unless you can elect noterty, the credit is generally the smaller of 30% of
to file Form 1116 (see Exception, later), yourthe property’s cost or $1,000. For business use Limit based on credit rate. If the certificate
foreign tax credit cannot be more than your U.S.property, the credit is generally the smaller of credit rate is more than 20%, the credit you are
tax liability (Form 1040, line 44), multiplied by a30% of the property’s cost or $30,000. The allowed cannot be more than $2,000. If two or
fraction. The numerator of the fraction is yourhigher credit rate and limits that applied for 2009 more persons (other than a married couple filing
taxable income from sources outside the Unitedand 2010 have ended. a joint return) hold an interest in the home to
States. The denominator is your total taxable which the MCC relates, this $2,000 limit must be
income from U.S. and foreign sources. See Pub-How to take the credit. To take the credit, you divided based on the interest held by each per-
lication 514 for more information.must complete Form 8911 and attach it to your son. See Publication 530 for more information.

Form 1040. Include the credit in your total for
How to take the credit. Complete Form 1116 Carryforward. Your credit (after applying theForm 1040, line 53. Check box c and enter
and attach it to your Form 1040. Enter the credit limit based on the credit rate) is also subject to a“8911” on the line next to that box.
on Form 1040, line 47. limit based on your tax that is figured using Form

More information. For more information on 8396. If your allowable credit is reduced be-Exception. You do not have to completethe credit, see the instructions for Form 8911. cause of this tax liability limit, you can carryForm 1116 to take the credit if all of the following
forward the unused portion of the credit to theapply. 
next 3 years or until used, whichever comes first.Credit to Holders of Tax

If you are subject to the $2,000 limit because1. All of your gross foreign source incomeCredit Bonds your certificate credit rate is more than 20%, youwas from interest and dividends and all of
cannot carry forward any amount more thanthat income and the foreign tax paid on itTax credit bonds are bonds in which the holder $2,000 (or your share of the $2,000 if you mustwere reported to you on Form 1099-INT,receives a tax credit in lieu of some or all of the divide the credit).Form 1099-DIV, or Schedule K-1 (or sub-interest on the bond.

stitute statement).You may be able to take a credit if you are a How to take the credit. Figure your 2011
holder of one of the following bonds. 2. If you had dividend income from shares of credit and any carryforward to 2012 on Form

stock, you held those shares for at least 16 8396, and attach it to your Form 1040. Be sure• Clean renewable energy bonds (issued
days. to include any credit carryforward from 2008,before 2010).

2009, and 2010.3. You are not filing Form 4563 or excluding• New clean renewable energy bonds. Include the credit in your total for Form 1040,income from sources within Puerto Rico.
line 53. Check box c on that line and enter• Qualified energy conservation bonds.

4. The total of your foreign taxes was not “8396” in the space next to that box.
• Midwestern tax credit bonds. more than $300 (not more than $600 if

Reduced home mortgage interest deduction.married filing jointly).• Qualified forestry conservation bonds. If you itemize your deductions on Schedule A
5. All of your foreign taxes were: (Form 1040), you must reduce your home mort-• Qualified school construction bonds.

gage interest deduction by the amount of thea. Legally owed and not eligible for a re-• Qualified zone academy bonds. mortgage interest credit shown on Form 8396,fund, and
line 3. You must do this even if part of that• Build America bonds.

b. Paid to countries that are recognized by amount is to be carried forward to 2012. For
the United States and do not supportIn some instances, an issuer may elect to more information about the home mortgage in-
terrorism.receive a credit for interest paid on the bond. If terest deduction, see chapter 23.
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Recapture of federal mortgage subsidy. If Qualified vehicle. A qualified plug-in electric b. Can be recharged from an external
you received an MCC with your mortgage loan, drive motor vehicle is a motor vehicle the original source of electricity.
you may have to recapture (pay back) all or part use of which starts with you and that:
of the benefit you received from that program.

How to take the credit. To take the credit, you1. Has at least four wheels,The recapture may be required if you sell or
must complete Form 8834 and attach it to yourdispose of your home at a gain during the first 9 2. Is acquired for your use or to lease to Form 1040. Include the credit in your total foryears after the date you closed your mortgage others and not for resale, Form 1040, line 53. Check box c and enterloan. See chapter 15 for more information.
“8834” on the line next to that box.3. Is made by a manufacturer,

More information. For more information on 4. Is manufactured primarily for use on public More information. For more information on
the credit, see the instructions for Form 8828. streets, roads, and highways, the credit, see the instructions for Form 8834.

5. Has a gross vehicle weight of less than
Nonrefundable Credit for 14,000 pounds, Residential Energy Credits
Prior Year Minimum Tax 6. Is a motor vehicle for purposes of the You may be able to take one or both of the

Clean Air Act, and following credits if you made energy saving im-The tax laws give special treatment to some
provements to your home located in the United7. Is propelled to a significant extent by ankinds of income and allow special deductions
States in 2011.electric motor that draws electricity from aand credits for some kinds of expenses. If you

battery that:benefit from these laws, you may have to pay at • Nonbusiness energy property credit.
least a minimum amount of tax in addition to any a. Has a capacity of at least 4 kilowatt • Residential energy efficient propertyother tax on these items. This is called the alter- hours, and credit.native minimum tax.

b. Is capable of being recharged from anThe special treatment of some items of in- If you are a member of a condominium man-external source of electricity.come and expenses only allows you to postpone agement association for a condominium you
paying tax until a later year. If in prior years you own or a tenant-stockholder in a cooperative
paid alternative minimum tax because of these housing corporation, you are treated as havingHow to take the credit. To take the credit, youtax postponement items, you may be able to paid your proportionate share of any costs of themust complete Form 8936 and attach it to yourtake a credit for prior year minimum tax against association or corporation for purposes of theseForm 1040. Include the credit in your total foryour current year’s regular tax. credits.Form 1040, line 53. Check box c and enterYou may be able to take a credit against your

“8936” on the line next to that box. Nonbusiness energy property credit. Youregular tax if for 2010 you had:
may be able to take a credit equal to the sum of:• An alternative minimum tax liability and More information. For more information on

adjustments or preferences other than ex- the credit, see the instructions for Form 8936. 1. 10% of the amount paid or incurred for
clusion items, qualified energy efficiency improvements

installed during 2011, and• A minimum tax credit that you are carrying Plug-in Electric Vehicle
forward to 2011, or 2. Any residential energy property costs paidCredit

or incurred in 2011.• An unallowed qualified electric vehicle
You may be able to take this credit if you ac-credit. There is a lifetime limit of $500 for all years
quired a qualified plug-in electric vehicle in after 2005, of which only $200 can be for win-
2011. For this credit, the vehicle can have 2, 3, dows; $50 for any advanced main air circulatingRefundable credit. If you had a minimum tax or 4 wheels. A vehicle with 4 wheels must be a fan; $150 for any qualified natural gas, propane,credit carryforward to 2009 (on your 2008 Form low speed vehicle. or oil furnace or hot water boiler; and $300 for8801, line 31), you may qualify for a refund of

Generally, you can rely on the manufac- any item of energy efficient building property.that credit amount. For more information, see
turer’s certification that a vehicle qualifies for theRefundable Credit for Prior Year Minimum Tax, If the total of nonbusiness energy prop-credit. In the case of a foreign manufacturer, youlater. erty credits you have taken in previousgenerally can rely on its domestic distributor’s

years (after 2005) is more than $500,CAUTION
!

certification.
How to take the credit. Figure your 2011 you cannot take this credit in 2011.
nonrefundable credit (if any), and any carryfor- Qualified energy efficiency improvementsAmount of credit. The credit is 10% of the
ward to 2012 on Form 8801, and attach it to your are the following improvements that are new,cost of the vehicle, limited to $2,500 per vehicle.
Form 1040. Include the credit in your total for can be expected to remain in use at least 5
Form 1040, line 53, and check box b. You can years, and meet certain requirements for energyQualified vehicle. A qualified plug-in electric
carry forward any unused credit for prior year efficiency.vehicle is a motor vehicle the original use of
minimum tax to later years until it is completely which starts with you and that: • Any insulation material or system that isused.

specifically and primarily designed to re-1. Is acquired for your use or to lease to
duce heat loss or gain of a home.others and not for resale,More information. For more information on

the credit, see the instructions for Form 8801. • Exterior windows (including skylights).2. Is made by a manufacturer,
• Exterior doors.3. Is manufactured primarily for use on publicPlug-in Electric Drive streets, roads, and highways, • Any metal or asphalt roof that has appro-

Motor Vehicle Credit priate pigmented coatings or cooling gran-4. Has a gross vehicle weight rating of less
ules specifically and primarily designed tothan 3,000 pounds if it has 4 wheels orYou may be able to take this credit if you placed reduce heat gain of the home.less than 14,000 pounds if it has 2 or 3in service for business or personal use a quali-

wheels,fied plug-in electric drive motor vehicle in 2011. Residential energy property is any of the fol-
5. Is a low speed vehicle if it has 4 wheels,Generally, you can rely on the manufac- lowing.

andturer’s certification that a vehicle qualifies for the • Certain electric heat pump water heaters;credit. In the case of a foreign manufacturer, you 6. Is propelled to a significant extent by an electric heat pumps; central air condition-generally can rely on its domestic distributor’s electric motor that draws electricity from a ers; natural gas, propane, or oil watercertification. battery that: heaters; and stoves that use biomass fuel.

Amount of credit. The amount of the credit a. Has a capacity of at least 4 kilowatt • Qualified natural gas, propane, or oil fur-
varies depending on the battery capacity and hours (2.5 kilowatt hours in the case of naces; and qualified natural gas, propane,
ranges from $2,500 to $7,500 per vehicle. a vehicle with 2 or 3 wheels), and or oil hot water boilers.
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• Certain advanced main air circulating fans More information. For more information on 3. The state has determined that the child will
used in natural gas, propane, or oil fur- the credit, see the instructions for Form 8880. not be adopted unless assistance is pro-
naces. vided to the adoptive parents. Factors

used by states to make this determination
include:Residential energy efficient property credit. Refundable CreditsYou may be able to take a credit of 30% of your a. The child’s ethnic background,

costs of qualified solar electric property, solar
b. The child’s age,The credits discussed in this part of the chapterwater heating property, fuel cell property, small

are treated as payments of tax. If the total ofwind energy property, and geothermal heat c. Whether the child is a member of a mi-
these credits, withheld federal income tax, andpump property. The credit amount for costs paid nority or sibling group, and
estimated tax payments is more than your totalfor qualified fuel cell property is limited to $500

d. Whether the child has a medical condi-tax, the excess can be refunded to you.for each one-half kilowatt of capacity of the prop-
tion or a physical, mental, or emotionalerty.
handicap.Adoption CreditBasis reduction. You must reduce the basis

of your home by the amount of any credit al- You may be able to take a tax credit of up to When to take the credit. Generally, until thelowed. $13,360 for qualified expenses paid to adopt an adoption becomes final, you take the credit in
eligible child. The credit may be allowed for the the year after your qualified expenses were paidHow to take the credit. Complete Form 5695
adoption of a child with special needs even if you or incurred. If the adoption becomes final, youand attach it to your Form 1040. Enter the credit
do not have any qualified expenses. take the credit in the year your expenses wereon Form 1040, line 52.

If your modified adjusted gross income (AGI) paid or incurred. See the instructions for Form
is more than $185,210, your credit is reduced. If 8839 for more specific information on when toMore information. For more information on
your modified AGI is $225,210 or more, you take the credit.this credit, see the instructions for Form 5695.
cannot take the credit.

Foreign child. If the child is not a U.S. citi-
zen or resident at the time the adoption processRetirement Savings Qualified adoption expenses. Qualified
began, you cannot take the credit unless theadoption expenses are reasonable and neces-Contributions Credit adoption becomes final. You treat all adoptionsary expenses directly related to, and whose

(Saver’s Credit) expenses paid or incurred in years before theprincipal purpose is for, the legal adoption of an
adoption becomes final as paid or incurred in theeligible child. These expenses include:

You may be able to take this credit if you, or your year it becomes final.• Adoption fees,spouse if filing jointly, made:
Substantiation requirements. You must in-• Court costs,• Contributions (other than rollover contribu- clude a copy of one or more adoption-related

tions) to a traditional or Roth IRA, • Attorney fees, documents with your return to claim the credit.
• Elective deferrals to a 401(k) or 403(b) • Travel expenses (including amounts spent Adoption finalized in the United States.

plan (including designated Roth contribu- for meals and lodging) while away from For a domestic or foreign adoption finalized in
tions) or to a governmental 457, SEP, or home, and the United States, you must provide a copy of an
SIMPLE plan, adoption order or decree.• Re-adoption expenses to adopt a foreign

• Voluntary employee contributions to a child. Domestic adoptions that are not final. For
qualified retirement plan (including the fed- domestic adoptions that are not final, you must.eral Thrift Savings Plan), or include an adoption taxpayer identification num-

Nonqualified expenses. Qualified adop- ber, obtained for the child, on your tax return or• Contributions to a 501(c)(18)(D) plan.
tion expenses do not include expenses: provide a copy of one of the following docu-

ments.However, you cannot take the credit if either of • That violate state or federal law,
the following applies.

1. A home study completed by an authorized• For carrying out any surrogate parenting
placement agency.arrangement,1. The amount on Form 1040, line 38, or

Form 1040A, line 22, is more than $28,250 2. A placement agreement with an authorized• For the adoption of your spouse’s child,
($42,375 if head of household; $56,500 if placement agency.• For which you received funds under anymarried filing jointly).

3. A document signed by a hospital officialfederal, state, or local program,
2. The person(s) who made the qualified con- authorizing the release of a newborn child• Allowed as a credit or deduction under anytribution or elective deferral (a) was born from the hospital to you for legal adoption.

other federal income tax rule, orafter January 1, 1994, (b) is claimed as a
4. A court document ordering or approvingdependent on someone else’s 2011 tax re- • Paid or reimbursed by your employer or the placement of a child with you for legalturn, or (c) was a student (defined next). any other person or organization. adoption.

Student. You were a student if during any part 5. An original affidavit or notarized statement,
Eligible child. The term “eligible child” meansof 5 calendar months of 2011 you: signed under penalties of perjury, from an
any individual: adoption attorney, government official, or• Were enrolled as a full-time student at a

other person, stating that he or she (a)• Under 18 years old, orschool, or
placed or is placing a child with you for• Physically or mentally incapable of caring• Took a full-time, on-farm training course legal adoption or (b) is facilitating thefor himself or herself.given by a school or a state, county, or adoption process for you in an official ca-

local government agency. pacity.Child with special needs. An eligible child
is a child with special needs if all three of theSchool. A school includes a technical, Adoptions of special needs children. Iffollowing apply.trade, or mechanical school. It does not include you are adopting a special needs child, you also

an on-the-job training course, correspondence must attach a copy of the state determination of1. The child was a citizen or resident of the
school, or school offering courses only through special needs to your tax return.United States (including U.S. possessions)
the Internet. at the time the adoption process began. How to take the credit. To take the credit, you
How to take the credit. Figure the credit on 2. A state (including the District of Columbia) must complete Form 8839 and attach it and your
Form 8880. Enter the credit on your Form 1040, has determined that the child cannot or adoption-related documents to your Form 1040.
line 50, or your Form 1040A, line 32, and attach should not be returned to his or her par- Include the credit in your total for Form 1040,
Form 8880 to your return. ents’ home. line 71, and check box b on that line.
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More information. For more information, in- 2. You bought your main home in the United 10. You acquired your home from a person
cluding what documents to include for adoptions States: related to your spouse. This includes your
finalized outside of the United States, see the spouse’s ancestors or lineal descendants

a. After December 31, 2010, and beforeinstructions for Form 8839. (for example your parents-in-law or your
May 1, 2011, or stepchildren), and any relationships de-

scribed in 9b or 9c that your spouse has.b. After April 30, 2011, and before July 1,Credit for Tax on
2011, and you entered into a bindingUndistributed Capital Gain contract before May 1, 2011, to buy the

Amount of the credit. Generally, the credit ishome before July 1, 2011.
the smaller of:You must include in your income any amounts

that regulated investment companies (com- 3. You (and your spouse if married) previ- • $8,000 ($4,000 if married filing sepa-
monly called mutual funds) or real estate invest- ously owned and used the same main rately), or
ment trusts (REITs) allocated to you as capital home as your main home for any 5 con- • 10% of the purchase price of the home.gain distributions, even if you did not actually secutive year period during the 8-year pe-
receive them. If the mutual fund or REIT paid a riod ending on the date of purchase of the

However, if the Special rule for long-time re-tax on the capital gain, you are allowed a credit main home described in (2).
sidents of same main home described earlierfor the tax since it is considered paid by you. The
applies, the credit can be no more than $6,500mutual fund or REIT will send you Form 2439

Main home. Your main home is the one you ($3,250 if married filing separately).showing your share of the undistributed capital
live in most of the time. It can be a house,gains and the tax paid, if any. Take the credit for You are allowed the full amount of the credit
houseboat, mobile home, cooperative apart-the tax paid by entering the amount on Form if your modified adjusted gross income (MAGI)
ment, or condominium.1040, line 71, and checking box a. Attach Copy is $125,000 or less ($225,000 or less if married

B of Form 2439 to your return. filing jointly). The phase-out of the credit begins
Home constructed by you. If you con- when your MAGI exceeds $125,000 ($225,000 if
structed your main home, you are treated asMore information. See Capital Gain Distribu- married filing jointly). The credit is eliminated
having bought it on the date you first occupied it.tions in chapter 8 for more information on undis- completely when your MAGI reaches $145,000

tributed capital gains. ($245,000 if married filing jointly).Who cannot claim the credit You cannot
Modified adjusted gross income (MAGI).claim the credit if any of the following apply.First-Time Homebuyer Your MAGI is the amount from Form 1040, line

1. The purchase price of the home is more 38, increased by the total of any:Credit
than $800,000.

• Exclusion of income from Puerto Rico, and
For most people, this credit is not available for 2. Your modified adjusted gross income is

• Amount from Form 2555, line 45 and linehomes purchased in 2011. Members of the uni- $145,000 or more ($245,000 or more if
50; Form 2555-EZ, line 18; and Formformed services or Foreign Service and employ- married filing jointly).
4563, line 15.ees of the intelligence community may still be

3. You can be claimed as a dependent onable to claim the credit.
another person’s tax return.In general, you can claim the credit only if Repayment of credit. If you bought the home

you meet all three of the following requirements. 4. You (and your spouse if married) were after 2008, you generally must repay the credit if
under age 18 when you bought the home. you dispose of the home or the home stops1. You (or your spouse if married) are, or

being your main home within the 36-month pe-5. You are a nonresident alien.were, a member of the uniformed services
riod beginning on the purchase date. This in-or Foreign Service or an employee of the 6. Your home is located outside the United cludes situations where you sell the home, youintelligence community and were on quali- States. convert it to business or rental property, thefied official extended duty for at least 90
home is destroyed, condemned, or disposed of7. Neither you nor your spouse (if married)days during the period beginning after De-
under threat of condemnation, or the lenderwas on qualified official extended dutycember 31, 2008, and ending before May
forecloses on the mortgage. You repay theoutside the United States as a member of1, 2010.
credit by including it as additional tax on thethe uniformed services or Foreign Service

2. You bought a main home in the United return for the year the home stops being youror an employee of the intelligence commu-
States: main home. If the home continues to be yournity for at least 90 days during the period

main home for at least 36 months beginning onbeginning after December 31, 2008, anda. After December 31, 2010, and before the purchase date, you do not have to repay anyending before May 1, 2010.May 1, 2011, or of the credit.
8. You acquired the home by gift or inheri-b. After April 30, 2011, and before July 1, If you and your spouse claim the credit on atance.2011, and you entered into a binding joint return, each spouse is treated as having

contract before May 1, 2011, to buy the 9. You acquired your home from a related been allowed half of the credit for purposes of
home before July 1, 2011. person. A related person includes: repaying the credit.

a. Your spouse, ancestors (parents, Exceptions. The following are exceptions3. You (and your spouse if married) did not
grandparents, etc.), or lineal descend- to the repayment rule.own any other main home during the
ants (children, grandchildren, etc.),3-year period ending on the date of • If you sell the home to someone who is

purchase. b. A corporation in which you directly or not related to you, the repayment in the
indirectly own more than 50% in value year of sale is limited to the amount of
of the outstanding stock of the corpora- gain on the sale. (See item 9 earlier underSpecial rule for long-time residents of same
tion, and Who cannot claim the credit for the defini-main home. Even if your are not a first-time

tion of a related person.) When figuringhomebuyer, you may be able to claim the credit c. A partnership in which you directly or
the gain, reduce the adjusted basis of theif you meet all three of the following require- indirectly own more than 50% of the
home by the amount of the credit.ments. capital interest or profits interest.

• If the home is destroyed, condemned, or1. You (or your spouse if married) are, or For more information about related per-
disposed of under threat of condemnation,were, a member of the uniformed services sons, see Nondeductible Loss in chapter 2 of
and you acquire a new main home withinor Foreign Service or an employee of the Publication 544, Sales and Other Disposi-
2 years of the event, you do not have tointelligence community and were on quali- tions of Assets. When determining whether
repay the credit.fied official extended duty for at least 90 you acquired your main home from a related

days during the period beginning after De- person, family members in that discussion • If, as part of a divorce settlement, the
cember 31, 2008, and ending before May include only the people mentioned in 9a, ear- home is transferred to a spouse or former
1, 2010. lier. spouse, the spouse who receives the
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home is responsible for repaying the credit • You were not enrolled in Medicaid or the under a reemployment trade adjustment assis-
Children’s Health Insurance Program tance program for older workers established byif required.
(CHIP). the Department of Labor.• If you die, repayment of the credit is not

• You were not enrolled in the Federal Em-required. If you file a joint return and then PBGC pension recipient. You were an eligi-
ployees Health Benefits program (FEHBP)you die, your surviving spouse must repay ble PBGC pension recipient on the first day of
or eligible to receive benefits under thehis or her half of the credit if required. the month, if both of the following apply.
U.S. military health system (TRICARE).• In some cases, there is an exception for 1. You were age 55 or older on the first day• You were not imprisoned under federal,members of the uniformed services or For- of the month.
state, or local authority.eign Service and for intelligence commu-

2. You received a benefit for that month paidnity employees. • Your employer did not pay 50% or more of by the PBGC under title IV of the Em-
the cost of coverage. ployee Retirement Income Security Act ofHome bought in 2008. If you claimed the

1974 (ERISA).• You did not receive a 65% COBRA pre-credit for a home you bought in 2008, you gener-
mium reduction from your former employerally must have begun repaying it on your 2010 If you received a lump-sum payment from the
or COBRA administrator.return. You must continue repaying it with your PBGC after August 5, 2002, you meet item (2)

2011 tax return. In addition, you generally must above for any month that you would have re-But, you cannot take the credit if you can be
repay any credit you claimed for a home you ceived a PBGC benefit if you had not receivedclaimed as a dependent on someone else’s
bought in 2008 if you sold the home in 2011 or the lump-sum payment.2011 tax return. If you meet all of these condi-
the home stopped being your main home in tions, you may be able to claim the tax credit for How to take the credit and the additional2011. However, you do not have to repay the amounts you paid directly to a qualified health 7.5% retroactive credit. To take the credit(s),credit if one of the exceptions to the repayment plan for you and any qualifying family members. complete Form 8885 and attach it to your Formrule applies. The tax credit is 80% for payments made in 1040. Include your credit in the total for Form

January and February; the tax credit is 72.5% for 1040, line 71, and check box d.How to take the credit. To take the credit, payments made in March through December. You must attach health insurance bills (orcomplete Form 5405 and attach it to your Form You cannot take the credit for insurance premi- COBRA payment coupons) and proof of pay-1040. Enter your credit on Form 1040, line 67. ums on coverage that was actually paid for with ment for any amounts you include on FormAttach a copy of your settlement statement. a National Emergency Grant. The amount you 8885, line 2. For details, see Publication 502 or
paid for qualified health insurance coverage Form 8885.How to repay the credit. If you are required to must be reduced by any Archer MSA and health

repay the credit, complete Parts III and IV of savings account distributions used to pay for the More information. For definitions and special
Form 5405. You may have to complete Part V as coverage. rules, including those relating to qualified health
well. Attach the form to your Form 1040. Include insurance plans, qualifying family members, theYou can take this credit on your tax return orthe repayment on Form 1040, line 59b effect of certain life events, and em-have it paid on your behalf in advance to yourIf you bought the home in 2008 and owned ployer-sponsored health insurance plans, seeinsurance company. If the credit is paid on yourand used it as your main home for all of 2011, Publication 502 and the instructions for Formbehalf in advance, that amount will reduce theyou can enter your 2011 repayment directly on 8885.amount of the credit you can take on your taxForm 1040, line 59b, without attaching Form

return.5405. Refundable Credit for Prior
TAA recipient. You were an eligible TAA re-More information. For more information, see Year Minimum Taxcipient on the first day of the month if, for any dayForm 5405 and its instructions.
in that month or the prior month, you:

If you paid the alternative minimum tax for 2010
• Received a trade readjustment allowance, or you had a minimum tax credit carryforward toHealth Coverage Tax

or 2011, you may be able to take a credit for priorCredit year minimum tax. For information about the• Would have been entitled to receive such
nonrefundable credit for prior year minimum taxan allowance except that you had not ex-
you may be able to take, see Nonrefundablehausted all rights to any unemploymentNote. If you received any advance Credit for Prior Year Minimum Tax, earlier. How-insurance (except additional compensa-(monthly) payments in March through Decem- ever, for 2011, you may qualify for a refundabletion that is funded by a state and is notber 2011, you are eligible to receive an addi- credit for prior year minimum tax if you had areimbursed from any federal funds) totional 7.5% retroactive credit. For details, see minimum tax credit carryforward to 2009 (onwhich you were entitled (or would be enti-Form 8885 and instructions. your 2008 Form 8801, line 31) and you have nottled if you applied).You may be able to take this credit for any used all of that carryforward, even if the total

month in which all the following statements were amount of your current year credit is more than
true on the first day of the month. Example. You received a trade adjustment your total tax liability. To figure the amount of

allowance for January 2011. You were an eligi- any 2011 refundable credit, complete Part IV of• You were an eligible trade adjustment as-
ble TAA recipient on the first day of January and Form 8801. Include any refundable credit onsistance (TAA) recipient, alternative TAA
February. Form 1040, line 71, and check box c.(ATAA) recipient, reemployment TAA

(RTAA) recipient, or Pension Benefit Alternative TAA recipient. You were an eligi-
Guaranty Corporation (PBGC) pension re- Credit for Excess Socialble alternative TAA recipient on the first day of
cipient (defined later); or you were a quali- the month if, for that month or the prior month, Security Tax or Railroadfied family member of one of these you received benefits under an alternative trade
individuals when the individual died or you Retirement Tax Withheldadjustment assistance program for older work-
finalized a divorce with one of these indi- ers established by the Department of Labor.
viduals. Most employers must withhold social security

tax from your wages. If you work for a railroadExample. You received benefits under an• You and/or your family members were
employer, that employer must withhold tier 1alternative trade adjustment assistance pro-covered by a qualified health insurance
railroad retirement (RRTA) tax and tier 2 RRTAgram for older workers for October 2011. Theplan for which you paid the entire premi-
tax.program was established by the Department ofums, or your portion of the premiums, di-

If you worked for two or more employers inLabor. You were an eligible alternative TAA re-rectly to your health plan or to “U.S.
2011, you may have had too much social secur-cipient on the first day of October and Novem-Treasury–HCTC”).
ity or tier 1 RRTA tax withheld from your pay.ber.• You were not enrolled in Medicare Part A, You can claim the excess social security or tier 1

B, or C, or you were enrolled in Medicare RTAA recipient. You were an eligible RTAA RRTA tax as a credit against your income tax.
but your family member(s) qualified for the recipient on the first day of the month if, for that The following table shows the maximum amount
HCTC. month or the prior month, you received benefits of wages subject to tax and the maximum
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amount of tax that should have been withheld for 1. Add all social security tax withheld 3. Add lines 1 and 2. If $4,485.60 or
2011. (but not more than $4,485.60 for less, stop here. You cannot take the

each employer). Enter the total credit . . . . . . . . . . . . . . . . . . . 4,830.00
Maximum tax here . . . . . . . . . . . . . . . . . . . . 4. Social security tax limit . . . . . . . . 4,485.60Maximum that should

2. Enter any uncollected socialwages have been 5. Credit. Subtract line 4 from line 3.Type of tax subject to tax withheld security tax on tips or group-term Enter the result here and on Formlife insurance included in the totalSocial security or 1040, line 69 (or Form 1040A, lineon Form 1040, line 60 . . . . . . . .RRTA tier 1 $106,800 $4,485.60 41) . . . . . . . . . . . . . . . . . . . . $344.40
3. Add lines 1 and 2. If $4,485.60 orRRTA tier 2 $79,200 $3,088.80

less, stop here. You cannot take 
How to figure the credit if you worked for athe credit . . . . . . . . . . . . . . . . .All wages are subject to Medicare tax railroad. If you were a railroad employee at

withholding. 4. Social security tax limit . . . . . . . . 4,485.60 any time during 2011, figure the credit as fol-
CAUTION

!
5. Credit. Subtract line 4 from line 3. lows:

Enter the result here and on Form
Use Form 843, Claim for Refund and 1040, line 69 (or Form 1040A, line

1. Add all social security and tier 1Request for Abatement, to claim a re- 41) . . . . . . . . . . . . . . . . . . . .
RRTA tax withheld (but not morefund of excess tier 2 RRTA tax. Be sure

TIP
than $4,485.60 for each employer).to attach a copy of all of your W-2 forms. Use Enter the total here . . . . . . . . . .Example. You are married and file a jointWorksheet 3-3 in Publication 505, Tax Withhold-

return with your spouse who had no gross in- 2. Enter any uncollected socialing and Estimated Tax, to help you figure the
security and tier 1 RRTA tax on tipscome in 2011. During 2011, you worked for theexcess amount.
or group-term life insuranceBrown Technology Company and earnedEmployer’s error. If any one employer with- included in the total on Form 1040,$60,000 in wages. Social security tax of $2,520held too much social security or tier 1 RRTA tax, line 60 . . . . . . . . . . . . . . . . . .

was withheld. You also worked for another em-you cannot take the excess as a credit against 3. Add lines 1 and 2. If $4,485.60 orployer in 2011 and earned $55,000 in wages.your income tax. The employer should adjust less, stop here. You cannot take $2,310 of social security tax was withheld fromthe tax for you. If the employer does not adjust the credit . . . . . . . . . . . . . . . . .
these wages. Because you worked for morethe overcollection, you can file a claim for refund

4. Social security and tier 1 RRTA than one employer and your total wages wereusing Form 843. tax limit . . . . . . . . . . . . . . . . . . 4,485.60
more than $106,800, you can take a credit of

Joint return. If you are filing a joint return, you 5. Credit. Subtract line 4 from line 3.$344.40 for the excess social security tax with-
cannot add the social security or tier 1 RRTA tax Enter the result here and on Formheld.

1040, line 69 (or Form 1040A, linewithheld from your spouse’s wages to the
41) . . . . . . . . . . . . . . . . . . . .amount withheld from your wages. Figure the

1. Add all social security tax withheldwithholding separately for you and your spouse
(but not more than $4,485.60 forto determine if either of you has excess with- How to take the credit. Enter the credit oneach employer). Enter the total 

holding. Form 1040, line 69, or include it in the total forhere . . . . . . . . . . . . . . . . . . . . $4,830.00
Form 1040A, line 41.How to figure the credit if you did not work 2. Enter any uncollected social

for a railroad. If you did not work for a railroad security tax on tips or group-term
More information. For more information onlife insurance included in the totalduring 2011, figure the credit as follows:

on Form 1040, line 60 . . . . . . . . -0- the credit, see Publication 505.
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See the instructions for line 44 to see if you must use the2011 Tax Table below to figure your tax.
CAUTION

!
Tax Table

Example. Mr. and Mrs. Brown are filing a joint return. Their taxable
income on Form 1040, line 43, is $25,300. First, they find the
$25,300–25,350 taxable income line. Next, they find the column for
married filing jointly and read down the column. The amount shown
where the taxable income line and filing status column meet is $2,949.
This is the tax amount they should enter on Form 1040, line 44.

At 
Least

But 
Less 
Than

Single Married 
filing
jointly
    *

Married 
filing
sepa-
rately

Head 
of a 
house-
hold

Your tax is—

25,200
25,250
25,300
25,350

3,359
3,366
3,374
3,381

Sample Table

25,250
25,300
25,350
25,400

2,934
2,941
2,949
2,956

3,359
3,366
3,374
3,381

3,176
3,184
3,191
3,199

If line 43 If line 43 If line 43
(taxable And you are — (taxable And you are — (taxable And you are —
income) is — income) is — income) is —

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

0 5 0 0 0 0 1,300 1,325 131 131 131 131 2,700 2,725 271 271 271 271
5 15 1 1 1 1 1,325 1,350 134 134 134 134 2,725 2,750 274 274 274 274

15 25 2 2 2 2 1,350 1,375 136 136 136 136 2,750 2,775 276 276 276 276
25 50 4 4 4 4 1,375 1,400 139 139 139 139 2,775 2,800 279 279 279 279
50 75 6 6 6 6 1,400 1,425 141 141 141 141 2,800 2,825 281 281 281 28175 100 9 9 9 9 1,425 1,450 144 144 144 144 2,825 2,850 284 284 284 284

1,450 1,475 146 146 146 146100 125 11 11 11 11 2,850 2,875 286 286 286 286
1,475 1,500 149 149 149 149125 150 14 14 14 14 2,875 2,900 289 289 289 289

150 175 16 16 16 16 1,500 1,525 151 151 151 151 2,900 2,925 291 291 291 291175 200 19 19 19 19 1,525 1,550 154 154 154 154 2,925 2,950 294 294 294 294
1,550 1,575 156 156 156 156200 225 21 21 21 21 2,950 2,975 296 296 296 296
1,575 1,600 159 159 159 159225 250 24 24 24 24 2,975 3,000 299 299 299 299

250 275 26 26 26 26 1,600 1,625 161 161 161 161
275 300 29 29 29 29 1,625 1,650 164 164 164 164 3,000

1,650 1,675 166 166 166 166300 325 31 31 31 31
1,675 1,700 169 169 169 169325 350 34 34 34 34 3,000 3,050 303 303 303 303

350 375 36 36 36 36 1,700 1,725 171 171 171 171 3,050 3,100 308 308 308 308
375 400 39 39 39 39 1,725 1,750 174 174 174 174 3,100 3,150 313 313 313 313

1,750 1,775 176 176 176 176 3,150 3,200 318 318 318 318400 425 41 41 41 41
1,775 1,800 179 179 179 179425 450 44 44 44 44 3,200 3,250 323 323 323 323

450 475 46 46 46 46 1,800 1,825 181 181 181 181 3,250 3,300 328 328 328 328
475 500 49 49 49 49 1,825 1,850 184 184 184 184 3,300 3,350 333 333 333 333

1,850 1,875 186 186 186 186500 525 51 51 51 51 3,350 3,400 338 338 338 338
1,875 1,900 189 189 189 189525 550 54 54 54 54 3,400 3,450 343 343 343 343

550 575 56 56 56 56 1,900 1,925 191 191 191 191 3,450 3,500 348 348 348 348
575 600 59 59 59 59 1,925 1,950 194 194 194 194 3,500 3,550 353 353 353 353

1,950 1,975 196 196 196 196600 625 61 61 61 61 3,550 3,600 358 358 358 358
1,975 2,000 199 199 199 199625 650 64 64 64 64 3,600 3,650 363 363 363 363650 675 66 66 66 66 3,650 3,700 368 368 368 368675 700 69 69 69 69 2,000 3,700 3,750 373 373 373 373

700 725 71 71 71 71 3,750 3,800 378 378 378 3782,000 2,025 201 201 201 201725 750 74 74 74 74 3,800 3,850 383 383 383 3832,025 2,050 204 204 204 204750 775 76 76 76 76 3,850 3,900 388 388 388 3882,050 2,075 206 206 206 206775 800 79 79 79 79 3,900 3,950 393 393 393 3932,075 2,100 209 209 209 209800 825 81 81 81 81 3,950 4,000 398 398 398 3982,100 2,125 211 211 211 211825 850 84 84 84 84
2,125 2,150 214 214 214 214850 875 86 86 86 86 4,0002,150 2,175 216 216 216 216875 900 89 89 89 89
2,175 2,200 219 219 219 219900 925 91 91 91 91 4,000 4,050 403 403 403 4032,200 2,225 221 221 221 221925 950 94 94 94 94 4,050 4,100 408 408 408 4082,225 2,250 224 224 224 224950 975 96 96 96 96 4,100 4,150 413 413 413 4132,250 2,275 226 226 226 226975 1,000 99 99 99 99 4,150 4,200 418 418 418 4182,275 2,300 229 229 229 229

4,200 4,250 423 423 423 4232,300 2,325 231 231 231 2311,000 4,250 4,300 428 428 428 4282,325 2,350 234 234 234 234 4,300 4,350 433 433 433 4331,000 1,025 101 101 101 101 2,350 2,375 236 236 236 236 4,350 4,400 438 438 438 4381,025 1,050 104 104 104 104 2,375 2,400 239 239 239 239
4,400 4,450 443 443 443 4431,050 1,075 106 106 106 106 2,400 2,425 241 241 241 241 4,450 4,500 448 448 448 4481,075 1,100 109 109 109 109 2,425 2,450 244 244 244 244 4,500 4,550 453 453 453 4531,100 1,125 111 111 111 111 2,450 2,475 246 246 246 246 4,550 4,600 458 458 458 4581,125 1,150 114 114 114 114 2,475 2,500 249 249 249 249

1,150 1,175 116 116 116 116 4,600 4,650 463 463 463 4632,500 2,525 251 251 251 2511,175 1,200 119 119 119 119 4,650 4,700 468 468 468 4682,525 2,550 254 254 254 254 4,700 4,750 473 473 473 4731,200 1,225 121 121 121 121 2,550 2,575 256 256 256 256 4,750 4,800 478 478 478 4781,225 1,250 124 124 124 124 2,575 2,600 259 259 259 259
1,250 1,275 126 126 126 126 4,800 4,850 483 483 483 4832,600 2,625 261 261 261 2611,275 1,300 129 129 129 129 4,850 4,900 488 488 488 4882,625 2,650 264 264 264 264 4,900 4,950 493 493 493 4932,650 2,675 266 266 266 266 4,950 5,000 498 498 498 4982,675 2,700 269 269 269 269

* This column must also be used by a qualifying widow(er). (Continued)
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2011 Tax Table–Continued

If line 43 If line 43 If line 43
(taxable And you are — (taxable And you are — (taxable And you are —
income) is — income) is — income) is —

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

5,000 8,000 11,000
5,000 5,050 503 503 503 503 8,000 8,050 803 803 803 803 11,000 11,050 1,229 1,103 1,229 1,103
5,050 5,100 508 508 508 508 8,050 8,100 808 808 808 808 11,050 11,100 1,236 1,108 1,236 1,108
5,100 5,150 513 513 513 513 8,100 8,150 813 813 813 813 11,100 11,150 1,244 1,113 1,244 1,113
5,150 5,200 518 518 518 518 8,150 8,200 818 818 818 818 11,150 11,200 1,251 1,118 1,251 1,118
5,200 5,250 523 523 523 523 8,200 8,250 823 823 823 823 11,200 11,250 1,259 1,123 1,259 1,123
5,250 5,300 528 528 528 528 8,250 8,300 828 828 828 828 11,250 11,300 1,266 1,128 1,266 1,128
5,300 5,350 533 533 533 533 8,300 8,350 833 833 833 833 11,300 11,350 1,274 1,133 1,274 1,133
5,350 5,400 538 538 538 538 8,350 8,400 838 838 838 838 11,350 11,400 1,281 1,138 1,281 1,138
5,400 5,450 543 543 543 543 8,400 8,450 843 843 843 843 11,400 11,450 1,289 1,143 1,289 1,143
5,450 5,500 548 548 548 548 8,450 8,500 848 848 848 848 11,450 11,500 1,296 1,148 1,296 1,148
5,500 5,550 553 553 553 553 8,500 8,550 854 853 854 853 11,500 11,550 1,304 1,153 1,304 1,153
5,550 5,600 558 558 558 558 8,550 8,600 861 858 861 858 11,550 11,600 1,311 1,158 1,311 1,158
5,600 5,650 563 563 563 563 8,600 8,650 869 863 869 863 11,600 11,650 1,319 1,163 1,319 1,163
5,650 5,700 568 568 568 568 8,650 8,700 876 868 876 868 11,650 11,700 1,326 1,168 1,326 1,168
5,700 5,750 573 573 573 573 8,700 8,750 884 873 884 873 11,700 11,750 1,334 1,173 1,334 1,173
5,750 5,800 578 578 578 578 8,750 8,800 891 878 891 878 11,750 11,800 1,341 1,178 1,341 1,178
5,800 5,850 583 583 583 583 8,800 8,850 899 883 899 883 11,800 11,850 1,349 1,183 1,349 1,183
5,850 5,900 588 588 588 588 8,850 8,900 906 888 906 888 11,850 11,900 1,356 1,188 1,356 1,188
5,900 5,950 593 593 593 593 8,900 8,950 914 893 914 893 11,900 11,950 1,364 1,193 1,364 1,193
5,950 6,000 598 598 598 598 8,950 9,000 921 898 921 898 11,950 12,000 1,371 1,198 1,371 1,198

6,000 9,000 12,000
6,000 6,050 603 603 603 603 9,000 9,050 929 903 929 903 12,000 12,050 1,379 1,203 1,379 1,203
6,050 6,100 608 608 608 608 9,050 9,100 936 908 936 908 12,050 12,100 1,386 1,208 1,386 1,208
6,100 6,150 613 613 613 613 9,100 9,150 944 913 944 913 12,100 12,150 1,394 1,213 1,394 1,213
6,150 6,200 618 618 618 618 9,150 9,200 951 918 951 918 12,150 12,200 1,401 1,218 1,401 1,219
6,200 6,250 623 623 623 623 9,200 9,250 959 923 959 923 12,200 12,250 1,409 1,223 1,409 1,226
6,250 6,300 628 628 628 628 9,250 9,300 966 928 966 928 12,250 12,300 1,416 1,228 1,416 1,234
6,300 6,350 633 633 633 633 9,300 9,350 974 933 974 933 12,300 12,350 1,424 1,233 1,424 1,241
6,350 6,400 638 638 638 638 9,350 9,400 981 938 981 938 12,350 12,400 1,431 1,238 1,431 1,249
6,400 6,450 643 643 643 643 9,400 9,450 989 943 989 943 12,400 12,450 1,439 1,243 1,439 1,256
6,450 6,500 648 648 648 648 9,450 9,500 996 948 996 948 12,450 12,500 1,446 1,248 1,446 1,264
6,500 6,550 653 653 653 653 9,500 9,550 1,004 953 1,004 953 12,500 12,550 1,454 1,253 1,454 1,271
6,550 6,600 658 658 658 658 9,550 9,600 1,011 958 1,011 958 12,550 12,600 1,461 1,258 1,461 1,279
6,600 6,650 663 663 663 663 9,600 9,650 1,019 963 1,019 963 12,600 12,650 1,469 1,263 1,469 1,286
6,650 6,700 668 668 668 668 9,650 9,700 1,026 968 1,026 968 12,650 12,700 1,476 1,268 1,476 1,294
6,700 6,750 673 673 673 673 9,700 9,750 1,034 973 1,034 973 12,700 12,750 1,484 1,273 1,484 1,301
6,750 6,800 678 678 678 678 9,750 9,800 1,041 978 1,041 978 12,750 12,800 1,491 1,278 1,491 1,309
6,800 6,850 683 683 683 683 9,800 9,850 1,049 983 1,049 983 12,800 12,850 1,499 1,283 1,499 1,316
6,850 6,900 688 688 688 688 9,850 9,900 1,056 988 1,056 988 12,850 12,900 1,506 1,288 1,506 1,324
6,900 6,950 693 693 693 693 9,900 9,950 1,064 993 1,064 993 12,900 12,950 1,514 1,293 1,514 1,331
6,950 7,000 698 698 698 698 9,950 10,000 1,071 998 1,071 998 12,950 13,000 1,521 1,298 1,521 1,339

7,000 10,000 13,000
7,000 7,050 703 703 703 703 10,000 10,050 1,079 1,003 1,079 1,003 13,000 13,050 1,529 1,303 1,529 1,346
7,050 7,100 708 708 708 708 10,050 10,100 1,086 1,008 1,086 1,008 13,050 13,100 1,536 1,308 1,536 1,354
7,100 7,150 713 713 713 713 10,100 10,150 1,094 1,013 1,094 1,013 13,100 13,150 1,544 1,313 1,544 1,361
7,150 7,200 718 718 718 718 10,150 10,200 1,101 1,018 1,101 1,018 13,150 13,200 1,551 1,318 1,551 1,369
7,200 7,250 723 723 723 723 10,200 10,250 1,109 1,023 1,109 1,023 13,200 13,250 1,559 1,323 1,559 1,376
7,250 7,300 728 728 728 728 10,250 10,300 1,116 1,028 1,116 1,028 13,250 13,300 1,566 1,328 1,566 1,384
7,300 7,350 733 733 733 733 10,300 10,350 1,124 1,033 1,124 1,033 13,300 13,350 1,574 1,333 1,574 1,391
7,350 7,400 738 738 738 738 10,350 10,400 1,131 1,038 1,131 1,038 13,350 13,400 1,581 1,338 1,581 1,399
7,400 7,450 743 743 743 743 10,400 10,450 1,139 1,043 1,139 1,043 13,400 13,450 1,589 1,343 1,589 1,406
7,450 7,500 748 748 748 748 10,450 10,500 1,146 1,048 1,146 1,048 13,450 13,500 1,596 1,348 1,596 1,414
7,500 7,550 753 753 753 753 10,500 10,550 1,154 1,053 1,154 1,053 13,500 13,550 1,604 1,353 1,604 1,421
7,550 7,600 758 758 758 758 10,550 10,600 1,161 1,058 1,161 1,058 13,550 13,600 1,611 1,358 1,611 1,429
7,600 7,650 763 763 763 763 10,600 10,650 1,169 1,063 1,169 1,063 13,600 13,650 1,619 1,363 1,619 1,436
7,650 7,700 768 768 768 768 10,650 10,700 1,176 1,068 1,176 1,068 13,650 13,700 1,626 1,368 1,626 1,444
7,700 7,750 773 773 773 773 10,700 10,750 1,184 1,073 1,184 1,073 13,700 13,750 1,634 1,373 1,634 1,451
7,750 7,800 778 778 778 778 10,750 10,800 1,191 1,078 1,191 1,078 13,750 13,800 1,641 1,378 1,641 1,459
7,800 7,850 783 783 783 783 10,800 10,850 1,199 1,083 1,199 1,083 13,800 13,850 1,649 1,383 1,649 1,466
7,850 7,900 788 788 788 788 10,850 10,900 1,206 1,088 1,206 1,088 13,850 13,900 1,656 1,388 1,656 1,474
7,900 7,950 793 793 793 793 10,900 10,950 1,214 1,093 1,214 1,093 13,900 13,950 1,664 1,393 1,664 1,481
7,950 8,000 798 798 798 798 10,950 11,000 1,221 1,098 1,221 1,098 13,950 14,000 1,671 1,398 1,671 1,489

* This column must also be used by a qualifying widow(er). (Continued)
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* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

14,000 17,000 20,000
14,000 14,050 1,679 1,403 1,679 1,496 17,000 17,050 2,129 1,704 2,129 1,946 20,000 20,050 2,579 2,154 2,579 2,396
14,050 14,100 1,686 1,408 1,686 1,504 17,050 17,100 2,136 1,711 2,136 1,954 20,050 20,100 2,586 2,161 2,586 2,404
14,100 14,150 1,694 1,413 1,694 1,511 17,100 17,150 2,144 1,719 2,144 1,961 20,100 20,150 2,594 2,169 2,594 2,411
14,150 14,200 1,701 1,418 1,701 1,519 17,150 17,200 2,151 1,726 2,151 1,969 20,150 20,200 2,601 2,176 2,601 2,419
14,200 14,250 1,709 1,423 1,709 1,526 17,200 17,250 2,159 1,734 2,159 1,976 20,200 20,250 2,609 2,184 2,609 2,426
14,250 14,300 1,716 1,428 1,716 1,534 17,250 17,300 2,166 1,741 2,166 1,984 20,250 20,300 2,616 2,191 2,616 2,434
14,300 14,350 1,724 1,433 1,724 1,541 17,300 17,350 2,174 1,749 2,174 1,991 20,300 20,350 2,624 2,199 2,624 2,441
14,350 14,400 1,731 1,438 1,731 1,549 17,350 17,400 2,181 1,756 2,181 1,999 20,350 20,400 2,631 2,206 2,631 2,449
14,400 14,450 1,739 1,443 1,739 1,556 17,400 17,450 2,189 1,764 2,189 2,006 20,400 20,450 2,639 2,214 2,639 2,456
14,450 14,500 1,746 1,448 1,746 1,564 17,450 17,500 2,196 1,771 2,196 2,014 20,450 20,500 2,646 2,221 2,646 2,464
14,500 14,550 1,754 1,453 1,754 1,571 17,500 17,550 2,204 1,779 2,204 2,021 20,500 20,550 2,654 2,229 2,654 2,471
14,550 14,600 1,761 1,458 1,761 1,579 17,550 17,600 2,211 1,786 2,211 2,029 20,550 20,600 2,661 2,236 2,661 2,479
14,600 14,650 1,769 1,463 1,769 1,586 17,600 17,650 2,219 1,794 2,219 2,036 20,600 20,650 2,669 2,244 2,669 2,486
14,650 14,700 1,776 1,468 1,776 1,594 17,650 17,700 2,226 1,801 2,226 2,044 20,650 20,700 2,676 2,251 2,676 2,494
14,700 14,750 1,784 1,473 1,784 1,601 17,700 17,750 2,234 1,809 2,234 2,051 20,700 20,750 2,684 2,259 2,684 2,501
14,750 14,800 1,791 1,478 1,791 1,609 17,750 17,800 2,241 1,816 2,241 2,059 20,750 20,800 2,691 2,266 2,691 2,509
14,800 14,850 1,799 1,483 1,799 1,616 17,800 17,850 2,249 1,824 2,249 2,066 20,800 20,850 2,699 2,274 2,699 2,516
14,850 14,900 1,806 1,488 1,806 1,624 17,850 17,900 2,256 1,831 2,256 2,074 20,850 20,900 2,706 2,281 2,706 2,524
14,900 14,950 1,814 1,493 1,814 1,631 17,900 17,950 2,264 1,839 2,264 2,081 20,900 20,950 2,714 2,289 2,714 2,531
14,950 15,000 1,821 1,498 1,821 1,639 17,950 18,000 2,271 1,846 2,271 2,089 20,950 21,000 2,721 2,296 2,721 2,539

15,000 18,000 21,000
15,000 15,050 1,829 1,503 1,829 1,646 18,000 18,050 2,279 1,854 2,279 2,096 21,000 21,050 2,729 2,304 2,729 2,546
15,050 15,100 1,836 1,508 1,836 1,654 18,050 18,100 2,286 1,861 2,286 2,104 21,050 21,100 2,736 2,311 2,736 2,554
15,100 15,150 1,844 1,513 1,844 1,661 18,100 18,150 2,294 1,869 2,294 2,111 21,100 21,150 2,744 2,319 2,744 2,561
15,150 15,200 1,851 1,518 1,851 1,669 18,150 18,200 2,301 1,876 2,301 2,119 21,150 21,200 2,751 2,326 2,751 2,569
15,200 15,250 1,859 1,523 1,859 1,676 18,200 18,250 2,309 1,884 2,309 2,126 21,200 21,250 2,759 2,334 2,759 2,576
15,250 15,300 1,866 1,528 1,866 1,684 18,250 18,300 2,316 1,891 2,316 2,134 21,250 21,300 2,766 2,341 2,766 2,584
15,300 15,350 1,874 1,533 1,874 1,691 18,300 18,350 2,324 1,899 2,324 2,141 21,300 21,350 2,774 2,349 2,774 2,591
15,350 15,400 1,881 1,538 1,881 1,699 18,350 18,400 2,331 1,906 2,331 2,149 21,350 21,400 2,781 2,356 2,781 2,599
15,400 15,450 1,889 1,543 1,889 1,706 18,400 18,450 2,339 1,914 2,339 2,156 21,400 21,450 2,789 2,364 2,789 2,606
15,450 15,500 1,896 1,548 1,896 1,714 18,450 18,500 2,346 1,921 2,346 2,164 21,450 21,500 2,796 2,371 2,796 2,614
15,500 15,550 1,904 1,553 1,904 1,721 18,500 18,550 2,354 1,929 2,354 2,171 21,500 21,550 2,804 2,379 2,804 2,621
15,550 15,600 1,911 1,558 1,911 1,729 18,550 18,600 2,361 1,936 2,361 2,179 21,550 21,600 2,811 2,386 2,811 2,629
15,600 15,650 1,919 1,563 1,919 1,736 18,600 18,650 2,369 1,944 2,369 2,186 21,600 21,650 2,819 2,394 2,819 2,636
15,650 15,700 1,926 1,568 1,926 1,744 18,650 18,700 2,376 1,951 2,376 2,194 21,650 21,700 2,826 2,401 2,826 2,644
15,700 15,750 1,934 1,573 1,934 1,751 18,700 18,750 2,384 1,959 2,384 2,201 21,700 21,750 2,834 2,409 2,834 2,651
15,750 15,800 1,941 1,578 1,941 1,759 18,750 18,800 2,391 1,966 2,391 2,209 21,750 21,800 2,841 2,416 2,841 2,659
15,800 15,850 1,949 1,583 1,949 1,766 18,800 18,850 2,399 1,974 2,399 2,216 21,800 21,850 2,849 2,424 2,849 2,666
15,850 15,900 1,956 1,588 1,956 1,774 18,850 18,900 2,406 1,981 2,406 2,224 21,850 21,900 2,856 2,431 2,856 2,674
15,900 15,950 1,964 1,593 1,964 1,781 18,900 18,950 2,414 1,989 2,414 2,231 21,900 21,950 2,864 2,439 2,864 2,681
15,950 16,000 1,971 1,598 1,971 1,789 18,950 19,000 2,421 1,996 2,421 2,239 21,950 22,000 2,871 2,446 2,871 2,689

16,000 19,000 22,000
16,000 16,050 1,979 1,603 1,979 1,796 19,000 19,050 2,429 2,004 2,429 2,246 22,000 22,050 2,879 2,454 2,879 2,696
16,050 16,100 1,986 1,608 1,986 1,804 19,050 19,100 2,436 2,011 2,436 2,254 22,050 22,100 2,886 2,461 2,886 2,704
16,100 16,150 1,994 1,613 1,994 1,811 19,100 19,150 2,444 2,019 2,444 2,261 22,100 22,150 2,894 2,469 2,894 2,711
16,150 16,200 2,001 1,618 2,001 1,819 19,150 19,200 2,451 2,026 2,451 2,269 22,150 22,200 2,901 2,476 2,901 2,719
16,200 16,250 2,009 1,623 2,009 1,826 19,200 19,250 2,459 2,034 2,459 2,276 22,200 22,250 2,909 2,484 2,909 2,726
16,250 16,300 2,016 1,628 2,016 1,834 19,250 19,300 2,466 2,041 2,466 2,284 22,250 22,300 2,916 2,491 2,916 2,734
16,300 16,350 2,024 1,633 2,024 1,841 19,300 19,350 2,474 2,049 2,474 2,291 22,300 22,350 2,924 2,499 2,924 2,741
16,350 16,400 2,031 1,638 2,031 1,849 19,350 19,400 2,481 2,056 2,481 2,299 22,350 22,400 2,931 2,506 2,931 2,749
16,400 16,450 2,039 1,643 2,039 1,856 19,400 19,450 2,489 2,064 2,489 2,306 22,400 22,450 2,939 2,514 2,939 2,756
16,450 16,500 2,046 1,648 2,046 1,864 19,450 19,500 2,496 2,071 2,496 2,314 22,450 22,500 2,946 2,521 2,946 2,764
16,500 16,550 2,054 1,653 2,054 1,871 19,500 19,550 2,504 2,079 2,504 2,321 22,500 22,550 2,954 2,529 2,954 2,771
16,550 16,600 2,061 1,658 2,061 1,879 19,550 19,600 2,511 2,086 2,511 2,329 22,550 22,600 2,961 2,536 2,961 2,779
16,600 16,650 2,069 1,663 2,069 1,886 19,600 19,650 2,519 2,094 2,519 2,336 22,600 22,650 2,969 2,544 2,969 2,786
16,650 16,700 2,076 1,668 2,076 1,894 19,650 19,700 2,526 2,101 2,526 2,344 22,650 22,700 2,976 2,551 2,976 2,794
16,700 16,750 2,084 1,673 2,084 1,901 19,700 19,750 2,534 2,109 2,534 2,351 22,700 22,750 2,984 2,559 2,984 2,801
16,750 16,800 2,091 1,678 2,091 1,909 19,750 19,800 2,541 2,116 2,541 2,359 22,750 22,800 2,991 2,566 2,991 2,809
16,800 16,850 2,099 1,683 2,099 1,916 19,800 19,850 2,549 2,124 2,549 2,366 22,800 22,850 2,999 2,574 2,999 2,816
16,850 16,900 2,106 1,688 2,106 1,924 19,850 19,900 2,556 2,131 2,556 2,374 22,850 22,900 3,006 2,581 3,006 2,824
16,900 16,950 2,114 1,693 2,114 1,931 19,900 19,950 2,564 2,139 2,564 2,381 22,900 22,950 3,014 2,589 3,014 2,831
16,950 17,000 2,121 1,698 2,121 1,939 19,950 20,000 2,571 2,146 2,571 2,389 22,950 23,000 3,021 2,596 3,021 2,839

* This column must also be used by a qualifying widow(er). (Continued)
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23,000 26,000 29,000
23,000 23,050 3,029 2,604 3,029 2,846 26,000 26,050 3,479 3,054 3,479 3,296 29,000 29,050 3,929 3,504 3,929 3,746
23,050 23,100 3,036 2,611 3,036 2,854 26,050 26,100 3,486 3,061 3,486 3,304 29,050 29,100 3,936 3,511 3,936 3,754
23,100 23,150 3,044 2,619 3,044 2,861 26,100 26,150 3,494 3,069 3,494 3,311 29,100 29,150 3,944 3,519 3,944 3,761
23,150 23,200 3,051 2,626 3,051 2,869 26,150 26,200 3,501 3,076 3,501 3,319 29,150 29,200 3,951 3,526 3,951 3,769
23,200 23,250 3,059 2,634 3,059 2,876 26,200 26,250 3,509 3,084 3,509 3,326 29,200 29,250 3,959 3,534 3,959 3,776
23,250 23,300 3,066 2,641 3,066 2,884 26,250 26,300 3,516 3,091 3,516 3,334 29,250 29,300 3,966 3,541 3,966 3,784
23,300 23,350 3,074 2,649 3,074 2,891 26,300 26,350 3,524 3,099 3,524 3,341 29,300 29,350 3,974 3,549 3,974 3,791
23,350 23,400 3,081 2,656 3,081 2,899 26,350 26,400 3,531 3,106 3,531 3,349 29,350 29,400 3,981 3,556 3,981 3,799
23,400 23,450 3,089 2,664 3,089 2,906 26,400 26,450 3,539 3,114 3,539 3,356 29,400 29,450 3,989 3,564 3,989 3,806
23,450 23,500 3,096 2,671 3,096 2,914 26,450 26,500 3,546 3,121 3,546 3,364 29,450 29,500 3,996 3,571 3,996 3,814
23,500 23,550 3,104 2,679 3,104 2,921 26,500 26,550 3,554 3,129 3,554 3,371 29,500 29,550 4,004 3,579 4,004 3,821
23,550 23,600 3,111 2,686 3,111 2,929 26,550 26,600 3,561 3,136 3,561 3,379 29,550 29,600 4,011 3,586 4,011 3,829
23,600 23,650 3,119 2,694 3,119 2,936 26,600 26,650 3,569 3,144 3,569 3,386 29,600 29,650 4,019 3,594 4,019 3,836
23,650 23,700 3,126 2,701 3,126 2,944 26,650 26,700 3,576 3,151 3,576 3,394 29,650 29,700 4,026 3,601 4,026 3,844
23,700 23,750 3,134 2,709 3,134 2,951 26,700 26,750 3,584 3,159 3,584 3,401 29,700 29,750 4,034 3,609 4,034 3,851
23,750 23,800 3,141 2,716 3,141 2,959 26,750 26,800 3,591 3,166 3,591 3,409 29,750 29,800 4,041 3,616 4,041 3,859
23,800 23,850 3,149 2,724 3,149 2,966 26,800 26,850 3,599 3,174 3,599 3,416 29,800 29,850 4,049 3,624 4,049 3,866
23,850 23,900 3,156 2,731 3,156 2,974 26,850 26,900 3,606 3,181 3,606 3,424 29,850 29,900 4,056 3,631 4,056 3,874
23,900 23,950 3,164 2,739 3,164 2,981 26,900 26,950 3,614 3,189 3,614 3,431 29,900 29,950 4,064 3,639 4,064 3,881
23,950 24,000 3,171 2,746 3,171 2,989 26,950 27,000 3,621 3,196 3,621 3,439 29,950 30,000 4,071 3,646 4,071 3,889

24,000 27,000 30,000
24,000 24,050 3,179 2,754 3,179 2,996 27,000 27,050 3,629 3,204 3,629 3,446 30,000 30,050 4,079 3,654 4,079 3,896
24,050 24,100 3,186 2,761 3,186 3,004 27,050 27,100 3,636 3,211 3,636 3,454 30,050 30,100 4,086 3,661 4,086 3,904
24,100 24,150 3,194 2,769 3,194 3,011 27,100 27,150 3,644 3,219 3,644 3,461 30,100 30,150 4,094 3,669 4,094 3,911
24,150 24,200 3,201 2,776 3,201 3,019 27,150 27,200 3,651 3,226 3,651 3,469 30,150 30,200 4,101 3,676 4,101 3,919
24,200 24,250 3,209 2,784 3,209 3,026 27,200 27,250 3,659 3,234 3,659 3,476 30,200 30,250 4,109 3,684 4,109 3,926
24,250 24,300 3,216 2,791 3,216 3,034 27,250 27,300 3,666 3,241 3,666 3,484 30,250 30,300 4,116 3,691 4,116 3,934
24,300 24,350 3,224 2,799 3,224 3,041 27,300 27,350 3,674 3,249 3,674 3,491 30,300 30,350 4,124 3,699 4,124 3,941
24,350 24,400 3,231 2,806 3,231 3,049 27,350 27,400 3,681 3,256 3,681 3,499 30,350 30,400 4,131 3,706 4,131 3,949
24,400 24,450 3,239 2,814 3,239 3,056 27,400 27,450 3,689 3,264 3,689 3,506 30,400 30,450 4,139 3,714 4,139 3,956
24,450 24,500 3,246 2,821 3,246 3,064 27,450 27,500 3,696 3,271 3,696 3,514 30,450 30,500 4,146 3,721 4,146 3,964
24,500 24,550 3,254 2,829 3,254 3,071 27,500 27,550 3,704 3,279 3,704 3,521 30,500 30,550 4,154 3,729 4,154 3,971
24,550 24,600 3,261 2,836 3,261 3,079 27,550 27,600 3,711 3,286 3,711 3,529 30,550 30,600 4,161 3,736 4,161 3,979
24,600 24,650 3,269 2,844 3,269 3,086 27,600 27,650 3,719 3,294 3,719 3,536 30,600 30,650 4,169 3,744 4,169 3,986
24,650 24,700 3,276 2,851 3,276 3,094 27,650 27,700 3,726 3,301 3,726 3,544 30,650 30,700 4,176 3,751 4,176 3,994
24,700 24,750 3,284 2,859 3,284 3,101 27,700 27,750 3,734 3,309 3,734 3,551 30,700 30,750 4,184 3,759 4,184 4,001
24,750 24,800 3,291 2,866 3,291 3,109 27,750 27,800 3,741 3,316 3,741 3,559 30,750 30,800 4,191 3,766 4,191 4,009
24,800 24,850 3,299 2,874 3,299 3,116 27,800 27,850 3,749 3,324 3,749 3,566 30,800 30,850 4,199 3,774 4,199 4,016
24,850 24,900 3,306 2,881 3,306 3,124 27,850 27,900 3,756 3,331 3,756 3,574 30,850 30,900 4,206 3,781 4,206 4,024
24,900 24,950 3,314 2,889 3,314 3,131 27,900 27,950 3,764 3,339 3,764 3,581 30,900 30,950 4,214 3,789 4,214 4,031
24,950 25,000 3,321 2,896 3,321 3,139 27,950 28,000 3,771 3,346 3,771 3,589 30,950 31,000 4,221 3,796 4,221 4,039

25,000 28,000 31,000
25,000 25,050 3,329 2,904 3,329 3,146 28,000 28,050 3,779 3,354 3,779 3,596 31,000 31,050 4,229 3,804 4,229 4,046
25,050 25,100 3,336 2,911 3,336 3,154 28,050 28,100 3,786 3,361 3,786 3,604 31,050 31,100 4,236 3,811 4,236 4,054
25,100 25,150 3,344 2,919 3,344 3,161 28,100 28,150 3,794 3,369 3,794 3,611 31,100 31,150 4,244 3,819 4,244 4,061
25,150 25,200 3,351 2,926 3,351 3,169 28,150 28,200 3,801 3,376 3,801 3,619 31,150 31,200 4,251 3,826 4,251 4,069
25,200 25,250 3,359 2,934 3,359 3,176 28,200 28,250 3,809 3,384 3,809 3,626 31,200 31,250 4,259 3,834 4,259 4,076
25,250 25,300 3,366 2,941 3,366 3,184 28,250 28,300 3,816 3,391 3,816 3,634 31,250 31,300 4,266 3,841 4,266 4,084
25,300 25,350 3,374 2,949 3,374 3,191 28,300 28,350 3,824 3,399 3,824 3,641 31,300 31,350 4,274 3,849 4,274 4,091
25,350 25,400 3,381 2,956 3,381 3,199 28,350 28,400 3,831 3,406 3,831 3,649 31,350 31,400 4,281 3,856 4,281 4,099
25,400 25,450 3,389 2,964 3,389 3,206 28,400 28,450 3,839 3,414 3,839 3,656 31,400 31,450 4,289 3,864 4,289 4,106
25,450 25,500 3,396 2,971 3,396 3,214 28,450 28,500 3,846 3,421 3,846 3,664 31,450 31,500 4,296 3,871 4,296 4,114
25,500 25,550 3,404 2,979 3,404 3,221 28,500 28,550 3,854 3,429 3,854 3,671 31,500 31,550 4,304 3,879 4,304 4,121
25,550 25,600 3,411 2,986 3,411 3,229 28,550 28,600 3,861 3,436 3,861 3,679 31,550 31,600 4,311 3,886 4,311 4,129
25,600 25,650 3,419 2,994 3,419 3,236 28,600 28,650 3,869 3,444 3,869 3,686 31,600 31,650 4,319 3,894 4,319 4,136
25,650 25,700 3,426 3,001 3,426 3,244 28,650 28,700 3,876 3,451 3,876 3,694 31,650 31,700 4,326 3,901 4,326 4,144
25,700 25,750 3,434 3,009 3,434 3,251 28,700 28,750 3,884 3,459 3,884 3,701 31,700 31,750 4,334 3,909 4,334 4,151
25,750 25,800 3,441 3,016 3,441 3,259 28,750 28,800 3,891 3,466 3,891 3,709 31,750 31,800 4,341 3,916 4,341 4,159
25,800 25,850 3,449 3,024 3,449 3,266 28,800 28,850 3,899 3,474 3,899 3,716 31,800 31,850 4,349 3,924 4,349 4,166
25,850 25,900 3,456 3,031 3,456 3,274 28,850 28,900 3,906 3,481 3,906 3,724 31,850 31,900 4,356 3,931 4,356 4,174
25,900 25,950 3,464 3,039 3,464 3,281 28,900 28,950 3,914 3,489 3,914 3,731 31,900 31,950 4,364 3,939 4,364 4,181
25,950 26,000 3,471 3,046 3,471 3,289 28,950 29,000 3,921 3,496 3,921 3,739 31,950 32,000 4,371 3,946 4,371 4,189
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32,000 35,000 38,000
32,000 32,050 4,379 3,954 4,379 4,196 35,000 35,050 4,881 4,404 4,881 4,646 38,000 38,050 5,631 4,854 5,631 5,096
32,050 32,100 4,386 3,961 4,386 4,204 35,050 35,100 4,894 4,411 4,894 4,654 38,050 38,100 5,644 4,861 5,644 5,104
32,100 32,150 4,394 3,969 4,394 4,211 35,100 35,150 4,906 4,419 4,906 4,661 38,100 38,150 5,656 4,869 5,656 5,111
32,150 32,200 4,401 3,976 4,401 4,219 35,150 35,200 4,919 4,426 4,919 4,669 38,150 38,200 5,669 4,876 5,669 5,119
32,200 32,250 4,409 3,984 4,409 4,226 35,200 35,250 4,931 4,434 4,931 4,676 38,200 38,250 5,681 4,884 5,681 5,126
32,250 32,300 4,416 3,991 4,416 4,234 35,250 35,300 4,944 4,441 4,944 4,684 38,250 38,300 5,694 4,891 5,694 5,134
32,300 32,350 4,424 3,999 4,424 4,241 35,300 35,350 4,956 4,449 4,956 4,691 38,300 38,350 5,706 4,899 5,706 5,141
32,350 32,400 4,431 4,006 4,431 4,249 35,350 35,400 4,969 4,456 4,969 4,699 38,350 38,400 5,719 4,906 5,719 5,149
32,400 32,450 4,439 4,014 4,439 4,256 35,400 35,450 4,981 4,464 4,981 4,706 38,400 38,450 5,731 4,914 5,731 5,156
32,450 32,500 4,446 4,021 4,446 4,264 35,450 35,500 4,994 4,471 4,994 4,714 38,450 38,500 5,744 4,921 5,744 5,164
32,500 32,550 4,454 4,029 4,454 4,271 35,500 35,550 5,006 4,479 5,006 4,721 38,500 38,550 5,756 4,929 5,756 5,171
32,550 32,600 4,461 4,036 4,461 4,279 35,550 35,600 5,019 4,486 5,019 4,729 38,550 38,600 5,769 4,936 5,769 5,179
32,600 32,650 4,469 4,044 4,469 4,286 35,600 35,650 5,031 4,494 5,031 4,736 38,600 38,650 5,781 4,944 5,781 5,186
32,650 32,700 4,476 4,051 4,476 4,294 35,650 35,700 5,044 4,501 5,044 4,744 38,650 38,700 5,794 4,951 5,794 5,194
32,700 32,750 4,484 4,059 4,484 4,301 35,700 35,750 5,056 4,509 5,056 4,751 38,700 38,750 5,806 4,959 5,806 5,201
32,750 32,800 4,491 4,066 4,491 4,309 35,750 35,800 5,069 4,516 5,069 4,759 38,750 38,800 5,819 4,966 5,819 5,209
32,800 32,850 4,499 4,074 4,499 4,316 35,800 35,850 5,081 4,524 5,081 4,766 38,800 38,850 5,831 4,974 5,831 5,216
32,850 32,900 4,506 4,081 4,506 4,324 35,850 35,900 5,094 4,531 5,094 4,774 38,850 38,900 5,844 4,981 5,844 5,224
32,900 32,950 4,514 4,089 4,514 4,331 35,900 35,950 5,106 4,539 5,106 4,781 38,900 38,950 5,856 4,989 5,856 5,231
32,950 33,000 4,521 4,096 4,521 4,339 35,950 36,000 5,119 4,546 5,119 4,789 38,950 39,000 5,869 4,996 5,869 5,239

33,000 36,000 39,000
33,000 33,050 4,529 4,104 4,529 4,346 36,000 36,050 5,131 4,554 5,131 4,796 39,000 39,050 5,881 5,004 5,881 5,246
33,050 33,100 4,536 4,111 4,536 4,354 36,050 36,100 5,144 4,561 5,144 4,804 39,050 39,100 5,894 5,011 5,894 5,254
33,100 33,150 4,544 4,119 4,544 4,361 36,100 36,150 5,156 4,569 5,156 4,811 39,100 39,150 5,906 5,019 5,906 5,261
33,150 33,200 4,551 4,126 4,551 4,369 36,150 36,200 5,169 4,576 5,169 4,819 39,150 39,200 5,919 5,026 5,919 5,269
33,200 33,250 4,559 4,134 4,559 4,376 36,200 36,250 5,181 4,584 5,181 4,826 39,200 39,250 5,931 5,034 5,931 5,276
33,250 33,300 4,566 4,141 4,566 4,384 36,250 36,300 5,194 4,591 5,194 4,834 39,250 39,300 5,944 5,041 5,944 5,284
33,300 33,350 4,574 4,149 4,574 4,391 36,300 36,350 5,206 4,599 5,206 4,841 39,300 39,350 5,956 5,049 5,956 5,291
33,350 33,400 4,581 4,156 4,581 4,399 36,350 36,400 5,219 4,606 5,219 4,849 39,350 39,400 5,969 5,056 5,969 5,299
33,400 33,450 4,589 4,164 4,589 4,406 36,400 36,450 5,231 4,614 5,231 4,856 39,400 39,450 5,981 5,064 5,981 5,306
33,450 33,500 4,596 4,171 4,596 4,414 36,450 36,500 5,244 4,621 5,244 4,864 39,450 39,500 5,994 5,071 5,994 5,314
33,500 33,550 4,604 4,179 4,604 4,421 36,500 36,550 5,256 4,629 5,256 4,871 39,500 39,550 6,006 5,079 6,006 5,321
33,550 33,600 4,611 4,186 4,611 4,429 36,550 36,600 5,269 4,636 5,269 4,879 39,550 39,600 6,019 5,086 6,019 5,329
33,600 33,650 4,619 4,194 4,619 4,436 36,600 36,650 5,281 4,644 5,281 4,886 39,600 39,650 6,031 5,094 6,031 5,336
33,650 33,700 4,626 4,201 4,626 4,444 36,650 36,700 5,294 4,651 5,294 4,894 39,650 39,700 6,044 5,101 6,044 5,344
33,700 33,750 4,634 4,209 4,634 4,451 36,700 36,750 5,306 4,659 5,306 4,901 39,700 39,750 6,056 5,109 6,056 5,351
33,750 33,800 4,641 4,216 4,641 4,459 36,750 36,800 5,319 4,666 5,319 4,909 39,750 39,800 6,069 5,116 6,069 5,359
33,800 33,850 4,649 4,224 4,649 4,466 36,800 36,850 5,331 4,674 5,331 4,916 39,800 39,850 6,081 5,124 6,081 5,366
33,850 33,900 4,656 4,231 4,656 4,474 36,850 36,900 5,344 4,681 5,344 4,924 39,850 39,900 6,094 5,131 6,094 5,374
33,900 33,950 4,664 4,239 4,664 4,481 36,900 36,950 5,356 4,689 5,356 4,931 39,900 39,950 6,106 5,139 6,106 5,381
33,950 34,000 4,671 4,246 4,671 4,489 36,950 37,000 5,369 4,696 5,369 4,939 39,950 40,000 6,119 5,146 6,119 5,389

34,000 37,000 40,000
34,000 34,050 4,679 4,254 4,679 4,496 37,000 37,050 5,381 4,704 5,381 4,946 40,000 40,050 6,131 5,154 6,131 5,396
34,050 34,100 4,686 4,261 4,686 4,504 37,050 37,100 5,394 4,711 5,394 4,954 40,050 40,100 6,144 5,161 6,144 5,404
34,100 34,150 4,694 4,269 4,694 4,511 37,100 37,150 5,406 4,719 5,406 4,961 40,100 40,150 6,156 5,169 6,156 5,411
34,150 34,200 4,701 4,276 4,701 4,519 37,150 37,200 5,419 4,726 5,419 4,969 40,150 40,200 6,169 5,176 6,169 5,419
34,200 34,250 4,709 4,284 4,709 4,526 37,200 37,250 5,431 4,734 5,431 4,976 40,200 40,250 6,181 5,184 6,181 5,426
34,250 34,300 4,716 4,291 4,716 4,534 37,250 37,300 5,444 4,741 5,444 4,984 40,250 40,300 6,194 5,191 6,194 5,434
34,300 34,350 4,724 4,299 4,724 4,541 37,300 37,350 5,456 4,749 5,456 4,991 40,300 40,350 6,206 5,199 6,206 5,441
34,350 34,400 4,731 4,306 4,731 4,549 37,350 37,400 5,469 4,756 5,469 4,999 40,350 40,400 6,219 5,206 6,219 5,449
34,400 34,450 4,739 4,314 4,739 4,556 37,400 37,450 5,481 4,764 5,481 5,006 40,400 40,450 6,231 5,214 6,231 5,456
34,450 34,500 4,746 4,321 4,746 4,564 37,450 37,500 5,494 4,771 5,494 5,014 40,450 40,500 6,244 5,221 6,244 5,464
34,500 34,550 4,756 4,329 4,756 4,571 37,500 37,550 5,506 4,779 5,506 5,021 40,500 40,550 6,256 5,229 6,256 5,471
34,550 34,600 4,769 4,336 4,769 4,579 37,550 37,600 5,519 4,786 5,519 5,029 40,550 40,600 6,269 5,236 6,269 5,479
34,600 34,650 4,781 4,344 4,781 4,586 37,600 37,650 5,531 4,794 5,531 5,036 40,600 40,650 6,281 5,244 6,281 5,486
34,650 34,700 4,794 4,351 4,794 4,594 37,650 37,700 5,544 4,801 5,544 5,044 40,650 40,700 6,294 5,251 6,294 5,494
34,700 34,750 4,806 4,359 4,806 4,601 37,700 37,750 5,556 4,809 5,556 5,051 40,700 40,750 6,306 5,259 6,306 5,501
34,750 34,800 4,819 4,366 4,819 4,609 37,750 37,800 5,569 4,816 5,569 5,059 40,750 40,800 6,319 5,266 6,319 5,509
34,800 34,850 4,831 4,374 4,831 4,616 37,800 37,850 5,581 4,824 5,581 5,066 40,800 40,850 6,331 5,274 6,331 5,516
34,850 34,900 4,844 4,381 4,844 4,624 37,850 37,900 5,594 4,831 5,594 5,074 40,850 40,900 6,344 5,281 6,344 5,524
34,900 34,950 4,856 4,389 4,856 4,631 37,900 37,950 5,606 4,839 5,606 5,081 40,900 40,950 6,356 5,289 6,356 5,531
34,950 35,000 4,869 4,396 4,869 4,639 37,950 38,000 5,619 4,846 5,619 5,089 40,950 41,000 6,369 5,296 6,369 5,539
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41,000 44,000 47,000
41,000 41,050 6,381 5,304 6,381 5,546 44,000 44,050 7,131 5,754 7,131 5,996 47,000 47,050 7,881 6,204 7,881 6,524
41,050 41,100 6,394 5,311 6,394 5,554 44,050 44,100 7,144 5,761 7,144 6,004 47,050 47,100 7,894 6,211 7,894 6,536
41,100 41,150 6,406 5,319 6,406 5,561 44,100 44,150 7,156 5,769 7,156 6,011 47,100 47,150 7,906 6,219 7,906 6,549
41,150 41,200 6,419 5,326 6,419 5,569 44,150 44,200 7,169 5,776 7,169 6,019 47,150 47,200 7,919 6,226 7,919 6,561
41,200 41,250 6,431 5,334 6,431 5,576 44,200 44,250 7,181 5,784 7,181 6,026 47,200 47,250 7,931 6,234 7,931 6,574
41,250 41,300 6,444 5,341 6,444 5,584 44,250 44,300 7,194 5,791 7,194 6,034 47,250 47,300 7,944 6,241 7,944 6,586
41,300 41,350 6,456 5,349 6,456 5,591 44,300 44,350 7,206 5,799 7,206 6,041 47,300 47,350 7,956 6,249 7,956 6,599
41,350 41,400 6,469 5,356 6,469 5,599 44,350 44,400 7,219 5,806 7,219 6,049 47,350 47,400 7,969 6,256 7,969 6,611
41,400 41,450 6,481 5,364 6,481 5,606 44,400 44,450 7,231 5,814 7,231 6,056 47,400 47,450 7,981 6,264 7,981 6,624
41,450 41,500 6,494 5,371 6,494 5,614 44,450 44,500 7,244 5,821 7,244 6,064 47,450 47,500 7,994 6,271 7,994 6,636
41,500 41,550 6,506 5,379 6,506 5,621 44,500 44,550 7,256 5,829 7,256 6,071 47,500 47,550 8,006 6,279 8,006 6,649
41,550 41,600 6,519 5,386 6,519 5,629 44,550 44,600 7,269 5,836 7,269 6,079 47,550 47,600 8,019 6,286 8,019 6,661
41,600 41,650 6,531 5,394 6,531 5,636 44,600 44,650 7,281 5,844 7,281 6,086 47,600 47,650 8,031 6,294 8,031 6,674
41,650 41,700 6,544 5,401 6,544 5,644 44,650 44,700 7,294 5,851 7,294 6,094 47,650 47,700 8,044 6,301 8,044 6,686
41,700 41,750 6,556 5,409 6,556 5,651 44,700 44,750 7,306 5,859 7,306 6,101 47,700 47,750 8,056 6,309 8,056 6,699
41,750 41,800 6,569 5,416 6,569 5,659 44,750 44,800 7,319 5,866 7,319 6,109 47,750 47,800 8,069 6,316 8,069 6,711
41,800 41,850 6,581 5,424 6,581 5,666 44,800 44,850 7,331 5,874 7,331 6,116 47,800 47,850 8,081 6,324 8,081 6,724
41,850 41,900 6,594 5,431 6,594 5,674 44,850 44,900 7,344 5,881 7,344 6,124 47,850 47,900 8,094 6,331 8,094 6,736
41,900 41,950 6,606 5,439 6,606 5,681 44,900 44,950 7,356 5,889 7,356 6,131 47,900 47,950 8,106 6,339 8,106 6,749
41,950 42,000 6,619 5,446 6,619 5,689 44,950 45,000 7,369 5,896 7,369 6,139 47,950 48,000 8,119 6,346 8,119 6,761

42,000 45,000 48,000
42,000 42,050 6,631 5,454 6,631 5,696 45,000 45,050 7,381 5,904 7,381 6,146 48,000 48,050 8,131 6,354 8,131 6,774
42,050 42,100 6,644 5,461 6,644 5,704 45,050 45,100 7,394 5,911 7,394 6,154 48,050 48,100 8,144 6,361 8,144 6,786
42,100 42,150 6,656 5,469 6,656 5,711 45,100 45,150 7,406 5,919 7,406 6,161 48,100 48,150 8,156 6,369 8,156 6,799
42,150 42,200 6,669 5,476 6,669 5,719 45,150 45,200 7,419 5,926 7,419 6,169 48,150 48,200 8,169 6,376 8,169 6,811
42,200 42,250 6,681 5,484 6,681 5,726 45,200 45,250 7,431 5,934 7,431 6,176 48,200 48,250 8,181 6,384 8,181 6,824
42,250 42,300 6,694 5,491 6,694 5,734 45,250 45,300 7,444 5,941 7,444 6,184 48,250 48,300 8,194 6,391 8,194 6,836
42,300 42,350 6,706 5,499 6,706 5,741 45,300 45,350 7,456 5,949 7,456 6,191 48,300 48,350 8,206 6,399 8,206 6,849
42,350 42,400 6,719 5,506 6,719 5,749 45,350 45,400 7,469 5,956 7,469 6,199 48,350 48,400 8,219 6,406 8,219 6,861
42,400 42,450 6,731 5,514 6,731 5,756 45,400 45,450 7,481 5,964 7,481 6,206 48,400 48,450 8,231 6,414 8,231 6,874
42,450 42,500 6,744 5,521 6,744 5,764 45,450 45,500 7,494 5,971 7,494 6,214 48,450 48,500 8,244 6,421 8,244 6,886
42,500 42,550 6,756 5,529 6,756 5,771 45,500 45,550 7,506 5,979 7,506 6,221 48,500 48,550 8,256 6,429 8,256 6,899
42,550 42,600 6,769 5,536 6,769 5,779 45,550 45,600 7,519 5,986 7,519 6,229 48,550 48,600 8,269 6,436 8,269 6,911
42,600 42,650 6,781 5,544 6,781 5,786 45,600 45,650 7,531 5,994 7,531 6,236 48,600 48,650 8,281 6,444 8,281 6,924
42,650 42,700 6,794 5,551 6,794 5,794 45,650 45,700 7,544 6,001 7,544 6,244 48,650 48,700 8,294 6,451 8,294 6,936
42,700 42,750 6,806 5,559 6,806 5,801 45,700 45,750 7,556 6,009 7,556 6,251 48,700 48,750 8,306 6,459 8,306 6,949
42,750 42,800 6,819 5,566 6,819 5,809 45,750 45,800 7,569 6,016 7,569 6,259 48,750 48,800 8,319 6,466 8,319 6,961
42,800 42,850 6,831 5,574 6,831 5,816 45,800 45,850 7,581 6,024 7,581 6,266 48,800 48,850 8,331 6,474 8,331 6,974
42,850 42,900 6,844 5,581 6,844 5,824 45,850 45,900 7,594 6,031 7,594 6,274 48,850 48,900 8,344 6,481 8,344 6,986
42,900 42,950 6,856 5,589 6,856 5,831 45,900 45,950 7,606 6,039 7,606 6,281 48,900 48,950 8,356 6,489 8,356 6,999
42,950 43,000 6,869 5,596 6,869 5,839 45,950 46,000 7,619 6,046 7,619 6,289 48,950 49,000 8,369 6,496 8,369 7,011

43,000 46,000 49,000
43,000 43,050 6,881 5,604 6,881 5,846 46,000 46,050 7,631 6,054 7,631 6,296 49,000 49,050 8,381 6,504 8,381 7,024
43,050 43,100 6,894 5,611 6,894 5,854 46,050 46,100 7,644 6,061 7,644 6,304 49,050 49,100 8,394 6,511 8,394 7,036
43,100 43,150 6,906 5,619 6,906 5,861 46,100 46,150 7,656 6,069 7,656 6,311 49,100 49,150 8,406 6,519 8,406 7,049
43,150 43,200 6,919 5,626 6,919 5,869 46,150 46,200 7,669 6,076 7,669 6,319 49,150 49,200 8,419 6,526 8,419 7,061
43,200 43,250 6,931 5,634 6,931 5,876 46,200 46,250 7,681 6,084 7,681 6,326 49,200 49,250 8,431 6,534 8,431 7,074
43,250 43,300 6,944 5,641 6,944 5,884 46,250 46,300 7,694 6,091 7,694 6,336 49,250 49,300 8,444 6,541 8,444 7,086
43,300 43,350 6,956 5,649 6,956 5,891 46,300 46,350 7,706 6,099 7,706 6,349 49,300 49,350 8,456 6,549 8,456 7,099
43,350 43,400 6,969 5,656 6,969 5,899 46,350 46,400 7,719 6,106 7,719 6,361 49,350 49,400 8,469 6,556 8,469 7,111
43,400 43,450 6,981 5,664 6,981 5,906 46,400 46,450 7,731 6,114 7,731 6,374 49,400 49,450 8,481 6,564 8,481 7,124
43,450 43,500 6,994 5,671 6,994 5,914 46,450 46,500 7,744 6,121 7,744 6,386 49,450 49,500 8,494 6,571 8,494 7,136
43,500 43,550 7,006 5,679 7,006 5,921 46,500 46,550 7,756 6,129 7,756 6,399 49,500 49,550 8,506 6,579 8,506 7,149
43,550 43,600 7,019 5,686 7,019 5,929 46,550 46,600 7,769 6,136 7,769 6,411 49,550 49,600 8,519 6,586 8,519 7,161
43,600 43,650 7,031 5,694 7,031 5,936 46,600 46,650 7,781 6,144 7,781 6,424 49,600 49,650 8,531 6,594 8,531 7,174
43,650 43,700 7,044 5,701 7,044 5,944 46,650 46,700 7,794 6,151 7,794 6,436 49,650 49,700 8,544 6,601 8,544 7,186
43,700 43,750 7,056 5,709 7,056 5,951 46,700 46,750 7,806 6,159 7,806 6,449 49,700 49,750 8,556 6,609 8,556 7,199
43,750 43,800 7,069 5,716 7,069 5,959 46,750 46,800 7,819 6,166 7,819 6,461 49,750 49,800 8,569 6,616 8,569 7,211
43,800 43,850 7,081 5,724 7,081 5,966 46,800 46,850 7,831 6,174 7,831 6,474 49,800 49,850 8,581 6,624 8,581 7,224
43,850 43,900 7,094 5,731 7,094 5,974 46,850 46,900 7,844 6,181 7,844 6,486 49,850 49,900 8,594 6,631 8,594 7,236
43,900 43,950 7,106 5,739 7,106 5,981 46,900 46,950 7,856 6,189 7,856 6,499 49,900 49,950 8,606 6,639 8,606 7,249
43,950 44,000 7,119 5,746 7,119 5,989 46,950 47,000 7,869 6,196 7,869 6,511 49,950 50,000 8,619 6,646 8,619 7,261

* This column must also be used by a qualifying widow(er). (Continued)
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2011 Tax Table–Continued

If line 43 If line 43 If line 43
(taxable And you are — (taxable And you are — (taxable And you are —
income) is — income) is — income) is —

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

50,000 53,000 56,000
50,000 50,050 8,631 6,654 8,631 7,274 53,000 53,050 9,381 7,104 9,381 8,024 56,000 56,050 10,131 7,554 10,131 8,774
50,050 50,100 8,644 6,661 8,644 7,286 53,050 53,100 9,394 7,111 9,394 8,036 56,050 56,100 10,144 7,561 10,144 8,786
50,100 50,150 8,656 6,669 8,656 7,299 53,100 53,150 9,406 7,119 9,406 8,049 56,100 56,150 10,156 7,569 10,156 8,799
50,150 50,200 8,669 6,676 8,669 7,311 53,150 53,200 9,419 7,126 9,419 8,061 56,150 56,200 10,169 7,576 10,169 8,811
50,200 50,250 8,681 6,684 8,681 7,324 53,200 53,250 9,431 7,134 9,431 8,074 56,200 56,250 10,181 7,584 10,181 8,824
50,250 50,300 8,694 6,691 8,694 7,336 53,250 53,300 9,444 7,141 9,444 8,086 56,250 56,300 10,194 7,591 10,194 8,836
50,300 50,350 8,706 6,699 8,706 7,349 53,300 53,350 9,456 7,149 9,456 8,099 56,300 56,350 10,206 7,599 10,206 8,849
50,350 50,400 8,719 6,706 8,719 7,361 53,350 53,400 9,469 7,156 9,469 8,111 56,350 56,400 10,219 7,606 10,219 8,861
50,400 50,450 8,731 6,714 8,731 7,374 53,400 53,450 9,481 7,164 9,481 8,124 56,400 56,450 10,231 7,614 10,231 8,874
50,450 50,500 8,744 6,721 8,744 7,386 53,450 53,500 9,494 7,171 9,494 8,136 56,450 56,500 10,244 7,621 10,244 8,886
50,500 50,550 8,756 6,729 8,756 7,399 53,500 53,550 9,506 7,179 9,506 8,149 56,500 56,550 10,256 7,629 10,256 8,899
50,550 50,600 8,769 6,736 8,769 7,411 53,550 53,600 9,519 7,186 9,519 8,161 56,550 56,600 10,269 7,636 10,269 8,911
50,600 50,650 8,781 6,744 8,781 7,424 53,600 53,650 9,531 7,194 9,531 8,174 56,600 56,650 10,281 7,644 10,281 8,924
50,650 50,700 8,794 6,751 8,794 7,436 53,650 53,700 9,544 7,201 9,544 8,186 56,650 56,700 10,294 7,651 10,294 8,936
50,700 50,750 8,806 6,759 8,806 7,449 53,700 53,750 9,556 7,209 9,556 8,199 56,700 56,750 10,306 7,659 10,306 8,949
50,750 50,800 8,819 6,766 8,819 7,461 53,750 53,800 9,569 7,216 9,569 8,211 56,750 56,800 10,319 7,666 10,319 8,961
50,800 50,850 8,831 6,774 8,831 7,474 53,800 53,850 9,581 7,224 9,581 8,224 56,800 56,850 10,331 7,674 10,331 8,974
50,850 50,900 8,844 6,781 8,844 7,486 53,850 53,900 9,594 7,231 9,594 8,236 56,850 56,900 10,344 7,681 10,344 8,986
50,900 50,950 8,856 6,789 8,856 7,499 53,900 53,950 9,606 7,239 9,606 8,249 56,900 56,950 10,356 7,689 10,356 8,999
50,950 51,000 8,869 6,796 8,869 7,511 53,950 54,000 9,619 7,246 9,619 8,261 56,950 57,000 10,369 7,696 10,369 9,011

51,000 54,000 57,000
51,000 51,050 8,881 6,804 8,881 7,524 54,000 54,050 9,631 7,254 9,631 8,274 57,000 57,050 10,381 7,704 10,381 9,024
51,050 51,100 8,894 6,811 8,894 7,536 54,050 54,100 9,644 7,261 9,644 8,286 57,050 57,100 10,394 7,711 10,394 9,036
51,100 51,150 8,906 6,819 8,906 7,549 54,100 54,150 9,656 7,269 9,656 8,299 57,100 57,150 10,406 7,719 10,406 9,049
51,150 51,200 8,919 6,826 8,919 7,561 54,150 54,200 9,669 7,276 9,669 8,311 57,150 57,200 10,419 7,726 10,419 9,061
51,200 51,250 8,931 6,834 8,931 7,574 54,200 54,250 9,681 7,284 9,681 8,324 57,200 57,250 10,431 7,734 10,431 9,074
51,250 51,300 8,944 6,841 8,944 7,586 54,250 54,300 9,694 7,291 9,694 8,336 57,250 57,300 10,444 7,741 10,444 9,086
51,300 51,350 8,956 6,849 8,956 7,599 54,300 54,350 9,706 7,299 9,706 8,349 57,300 57,350 10,456 7,749 10,456 9,099
51,350 51,400 8,969 6,856 8,969 7,611 54,350 54,400 9,719 7,306 9,719 8,361 57,350 57,400 10,469 7,756 10,469 9,111
51,400 51,450 8,981 6,864 8,981 7,624 54,400 54,450 9,731 7,314 9,731 8,374 57,400 57,450 10,481 7,764 10,481 9,124
51,450 51,500 8,994 6,871 8,994 7,636 54,450 54,500 9,744 7,321 9,744 8,386 57,450 57,500 10,494 7,771 10,494 9,136
51,500 51,550 9,006 6,879 9,006 7,649 54,500 54,550 9,756 7,329 9,756 8,399 57,500 57,550 10,506 7,779 10,506 9,149
51,550 51,600 9,019 6,886 9,019 7,661 54,550 54,600 9,769 7,336 9,769 8,411 57,550 57,600 10,519 7,786 10,519 9,161
51,600 51,650 9,031 6,894 9,031 7,674 54,600 54,650 9,781 7,344 9,781 8,424 57,600 57,650 10,531 7,794 10,531 9,174
51,650 51,700 9,044 6,901 9,044 7,686 54,650 54,700 9,794 7,351 9,794 8,436 57,650 57,700 10,544 7,801 10,544 9,186
51,700 51,750 9,056 6,909 9,056 7,699 54,700 54,750 9,806 7,359 9,806 8,449 57,700 57,750 10,556 7,809 10,556 9,199
51,750 51,800 9,069 6,916 9,069 7,711 54,750 54,800 9,819 7,366 9,819 8,461 57,750 57,800 10,569 7,816 10,569 9,211
51,800 51,850 9,081 6,924 9,081 7,724 54,800 54,850 9,831 7,374 9,831 8,474 57,800 57,850 10,581 7,824 10,581 9,224
51,850 51,900 9,094 6,931 9,094 7,736 54,850 54,900 9,844 7,381 9,844 8,486 57,850 57,900 10,594 7,831 10,594 9,236
51,900 51,950 9,106 6,939 9,106 7,749 54,900 54,950 9,856 7,389 9,856 8,499 57,900 57,950 10,606 7,839 10,606 9,249
51,950 52,000 9,119 6,946 9,119 7,761 54,950 55,000 9,869 7,396 9,869 8,511 57,950 58,000 10,619 7,846 10,619 9,261

52,000 55,000 58,000
52,000 52,050 9,131 6,954 9,131 7,774 55,000 55,050 9,881 7,404 9,881 8,524 58,000 58,050 10,631 7,854 10,631 9,274
52,050 52,100 9,144 6,961 9,144 7,786 55,050 55,100 9,894 7,411 9,894 8,536 58,050 58,100 10,644 7,861 10,644 9,286
52,100 52,150 9,156 6,969 9,156 7,799 55,100 55,150 9,906 7,419 9,906 8,549 58,100 58,150 10,656 7,869 10,656 9,299
52,150 52,200 9,169 6,976 9,169 7,811 55,150 55,200 9,919 7,426 9,919 8,561 58,150 58,200 10,669 7,876 10,669 9,311
52,200 52,250 9,181 6,984 9,181 7,824 55,200 55,250 9,931 7,434 9,931 8,574 58,200 58,250 10,681 7,884 10,681 9,324
52,250 52,300 9,194 6,991 9,194 7,836 55,250 55,300 9,944 7,441 9,944 8,586 58,250 58,300 10,694 7,891 10,694 9,336
52,300 52,350 9,206 6,999 9,206 7,849 55,300 55,350 9,956 7,449 9,956 8,599 58,300 58,350 10,706 7,899 10,706 9,349
52,350 52,400 9,219 7,006 9,219 7,861 55,350 55,400 9,969 7,456 9,969 8,611 58,350 58,400 10,719 7,906 10,719 9,361
52,400 52,450 9,231 7,014 9,231 7,874 55,400 55,450 9,981 7,464 9,981 8,624 58,400 58,450 10,731 7,914 10,731 9,374
52,450 52,500 9,244 7,021 9,244 7,886 55,450 55,500 9,994 7,471 9,994 8,636 58,450 58,500 10,744 7,921 10,744 9,386
52,500 52,550 9,256 7,029 9,256 7,899 55,500 55,550 10,006 7,479 10,006 8,649 58,500 58,550 10,756 7,929 10,756 9,399
52,550 52,600 9,269 7,036 9,269 7,911 55,550 55,600 10,019 7,486 10,019 8,661 58,550 58,600 10,769 7,936 10,769 9,411
52,600 52,650 9,281 7,044 9,281 7,924 55,600 55,650 10,031 7,494 10,031 8,674 58,600 58,650 10,781 7,944 10,781 9,424
52,650 52,700 9,294 7,051 9,294 7,936 55,650 55,700 10,044 7,501 10,044 8,686 58,650 58,700 10,794 7,951 10,794 9,436
52,700 52,750 9,306 7,059 9,306 7,949 55,700 55,750 10,056 7,509 10,056 8,699 58,700 58,750 10,806 7,959 10,806 9,449
52,750 52,800 9,319 7,066 9,319 7,961 55,750 55,800 10,069 7,516 10,069 8,711 58,750 58,800 10,819 7,966 10,819 9,461
52,800 52,850 9,331 7,074 9,331 7,974 55,800 55,850 10,081 7,524 10,081 8,724 58,800 58,850 10,831 7,974 10,831 9,474
52,850 52,900 9,344 7,081 9,344 7,986 55,850 55,900 10,094 7,531 10,094 8,736 58,850 58,900 10,844 7,981 10,844 9,486
52,900 52,950 9,356 7,089 9,356 7,999 55,900 55,950 10,106 7,539 10,106 8,749 58,900 58,950 10,856 7,989 10,856 9,499
52,950 53,000 9,369 7,096 9,369 8,011 55,950 56,000 10,119 7,546 10,119 8,761 58,950 59,000 10,869 7,996 10,869 9,511

* This column must also be used by a qualifying widow(er). (Continued)
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If line 43 If line 43 If line 43
(taxable And you are — (taxable And you are — (taxable And you are —
income) is — income) is — income) is —

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

59,000 62,000 65,000
59,000 59,050 10,881 8,004 10,881 9,524 62,000 62,050 11,631 8,454 11,631 10,274 65,000 65,050 12,381 8,904 12,381 11,024
59,050 59,100 10,894 8,011 10,894 9,536 62,050 62,100 11,644 8,461 11,644 10,286 65,050 65,100 12,394 8,911 12,394 11,036
59,100 59,150 10,906 8,019 10,906 9,549 62,100 62,150 11,656 8,469 11,656 10,299 65,100 65,150 12,406 8,919 12,406 11,049
59,150 59,200 10,919 8,026 10,919 9,561 62,150 62,200 11,669 8,476 11,669 10,311 65,150 65,200 12,419 8,926 12,419 11,061
59,200 59,250 10,931 8,034 10,931 9,574 62,200 62,250 11,681 8,484 11,681 10,324 65,200 65,250 12,431 8,934 12,431 11,074
59,250 59,300 10,944 8,041 10,944 9,586 62,250 62,300 11,694 8,491 11,694 10,336 65,250 65,300 12,444 8,941 12,444 11,086
59,300 59,350 10,956 8,049 10,956 9,599 62,300 62,350 11,706 8,499 11,706 10,349 65,300 65,350 12,456 8,949 12,456 11,099
59,350 59,400 10,969 8,056 10,969 9,611 62,350 62,400 11,719 8,506 11,719 10,361 65,350 65,400 12,469 8,956 12,469 11,111
59,400 59,450 10,981 8,064 10,981 9,624 62,400 62,450 11,731 8,514 11,731 10,374 65,400 65,450 12,481 8,964 12,481 11,124
59,450 59,500 10,994 8,071 10,994 9,636 62,450 62,500 11,744 8,521 11,744 10,386 65,450 65,500 12,494 8,971 12,494 11,136
59,500 59,550 11,006 8,079 11,006 9,649 62,500 62,550 11,756 8,529 11,756 10,399 65,500 65,550 12,506 8,979 12,506 11,149
59,550 59,600 11,019 8,086 11,019 9,661 62,550 62,600 11,769 8,536 11,769 10,411 65,550 65,600 12,519 8,986 12,519 11,161
59,600 59,650 11,031 8,094 11,031 9,674 62,600 62,650 11,781 8,544 11,781 10,424 65,600 65,650 12,531 8,994 12,531 11,174
59,650 59,700 11,044 8,101 11,044 9,686 62,650 62,700 11,794 8,551 11,794 10,436 65,650 65,700 12,544 9,001 12,544 11,186
59,700 59,750 11,056 8,109 11,056 9,699 62,700 62,750 11,806 8,559 11,806 10,449 65,700 65,750 12,556 9,009 12,556 11,199
59,750 59,800 11,069 8,116 11,069 9,711 62,750 62,800 11,819 8,566 11,819 10,461 65,750 65,800 12,569 9,016 12,569 11,211
59,800 59,850 11,081 8,124 11,081 9,724 62,800 62,850 11,831 8,574 11,831 10,474 65,800 65,850 12,581 9,024 12,581 11,224
59,850 59,900 11,094 8,131 11,094 9,736 62,850 62,900 11,844 8,581 11,844 10,486 65,850 65,900 12,594 9,031 12,594 11,236
59,900 59,950 11,106 8,139 11,106 9,749 62,900 62,950 11,856 8,589 11,856 10,499 65,900 65,950 12,606 9,039 12,606 11,249
59,950 60,000 11,119 8,146 11,119 9,761 62,950 63,000 11,869 8,596 11,869 10,511 65,950 66,000 12,619 9,046 12,619 11,261

60,000 63,000 66,000
60,000 60,050 11,131 8,154 11,131 9,774 63,000 63,050 11,881 8,604 11,881 10,524 66,000 66,050 12,631 9,054 12,631 11,274
60,050 60,100 11,144 8,161 11,144 9,786 63,050 63,100 11,894 8,611 11,894 10,536 66,050 66,100 12,644 9,061 12,644 11,286
60,100 60,150 11,156 8,169 11,156 9,799 63,100 63,150 11,906 8,619 11,906 10,549 66,100 66,150 12,656 9,069 12,656 11,299
60,150 60,200 11,169 8,176 11,169 9,811 63,150 63,200 11,919 8,626 11,919 10,561 66,150 66,200 12,669 9,076 12,669 11,311
60,200 60,250 11,181 8,184 11,181 9,824 63,200 63,250 11,931 8,634 11,931 10,574 66,200 66,250 12,681 9,084 12,681 11,324
60,250 60,300 11,194 8,191 11,194 9,836 63,250 63,300 11,944 8,641 11,944 10,586 66,250 66,300 12,694 9,091 12,694 11,336
60,300 60,350 11,206 8,199 11,206 9,849 63,300 63,350 11,956 8,649 11,956 10,599 66,300 66,350 12,706 9,099 12,706 11,349
60,350 60,400 11,219 8,206 11,219 9,861 63,350 63,400 11,969 8,656 11,969 10,611 66,350 66,400 12,719 9,106 12,719 11,361
60,400 60,450 11,231 8,214 11,231 9,874 63,400 63,450 11,981 8,664 11,981 10,624 66,400 66,450 12,731 9,114 12,731 11,374
60,450 60,500 11,244 8,221 11,244 9,886 63,450 63,500 11,994 8,671 11,994 10,636 66,450 66,500 12,744 9,121 12,744 11,386
60,500 60,550 11,256 8,229 11,256 9,899 63,500 63,550 12,006 8,679 12,006 10,649 66,500 66,550 12,756 9,129 12,756 11,399
60,550 60,600 11,269 8,236 11,269 9,911 63,550 63,600 12,019 8,686 12,019 10,661 66,550 66,600 12,769 9,136 12,769 11,411
60,600 60,650 11,281 8,244 11,281 9,924 63,600 63,650 12,031 8,694 12,031 10,674 66,600 66,650 12,781 9,144 12,781 11,424
60,650 60,700 11,294 8,251 11,294 9,936 63,650 63,700 12,044 8,701 12,044 10,686 66,650 66,700 12,794 9,151 12,794 11,436
60,700 60,750 11,306 8,259 11,306 9,949 63,700 63,750 12,056 8,709 12,056 10,699 66,700 66,750 12,806 9,159 12,806 11,449
60,750 60,800 11,319 8,266 11,319 9,961 63,750 63,800 12,069 8,716 12,069 10,711 66,750 66,800 12,819 9,166 12,819 11,461
60,800 60,850 11,331 8,274 11,331 9,974 63,800 63,850 12,081 8,724 12,081 10,724 66,800 66,850 12,831 9,174 12,831 11,474
60,850 60,900 11,344 8,281 11,344 9,986 63,850 63,900 12,094 8,731 12,094 10,736 66,850 66,900 12,844 9,181 12,844 11,486
60,900 60,950 11,356 8,289 11,356 9,999 63,900 63,950 12,106 8,739 12,106 10,749 66,900 66,950 12,856 9,189 12,856 11,499
60,950 61,000 11,369 8,296 11,369 10,011 63,950 64,000 12,119 8,746 12,119 10,761 66,950 67,000 12,869 9,196 12,869 11,511

61,000 64,000 67,000
61,000 61,050 11,381 8,304 11,381 10,024 64,000 64,050 12,131 8,754 12,131 10,774 67,000 67,050 12,881 9,204 12,881 11,524
61,050 61,100 11,394 8,311 11,394 10,036 64,050 64,100 12,144 8,761 12,144 10,786 67,050 67,100 12,894 9,211 12,894 11,536
61,100 61,150 11,406 8,319 11,406 10,049 64,100 64,150 12,156 8,769 12,156 10,799 67,100 67,150 12,906 9,219 12,906 11,549
61,150 61,200 11,419 8,326 11,419 10,061 64,150 64,200 12,169 8,776 12,169 10,811 67,150 67,200 12,919 9,226 12,919 11,561
61,200 61,250 11,431 8,334 11,431 10,074 64,200 64,250 12,181 8,784 12,181 10,824 67,200 67,250 12,931 9,234 12,931 11,574
61,250 61,300 11,444 8,341 11,444 10,086 64,250 64,300 12,194 8,791 12,194 10,836 67,250 67,300 12,944 9,241 12,944 11,586
61,300 61,350 11,456 8,349 11,456 10,099 64,300 64,350 12,206 8,799 12,206 10,849 67,300 67,350 12,956 9,249 12,956 11,599
61,350 61,400 11,469 8,356 11,469 10,111 64,350 64,400 12,219 8,806 12,219 10,861 67,350 67,400 12,969 9,256 12,969 11,611
61,400 61,450 11,481 8,364 11,481 10,124 64,400 64,450 12,231 8,814 12,231 10,874 67,400 67,450 12,981 9,264 12,981 11,624
61,450 61,500 11,494 8,371 11,494 10,136 64,450 64,500 12,244 8,821 12,244 10,886 67,450 67,500 12,994 9,271 12,994 11,636
61,500 61,550 11,506 8,379 11,506 10,149 64,500 64,550 12,256 8,829 12,256 10,899 67,500 67,550 13,006 9,279 13,006 11,649
61,550 61,600 11,519 8,386 11,519 10,161 64,550 64,600 12,269 8,836 12,269 10,911 67,550 67,600 13,019 9,286 13,019 11,661
61,600 61,650 11,531 8,394 11,531 10,174 64,600 64,650 12,281 8,844 12,281 10,924 67,600 67,650 13,031 9,294 13,031 11,674
61,650 61,700 11,544 8,401 11,544 10,186 64,650 64,700 12,294 8,851 12,294 10,936 67,650 67,700 13,044 9,301 13,044 11,686
61,700 61,750 11,556 8,409 11,556 10,199 64,700 64,750 12,306 8,859 12,306 10,949 67,700 67,750 13,056 9,309 13,056 11,699
61,750 61,800 11,569 8,416 11,569 10,211 64,750 64,800 12,319 8,866 12,319 10,961 67,750 67,800 13,069 9,316 13,069 11,711
61,800 61,850 11,581 8,424 11,581 10,224 64,800 64,850 12,331 8,874 12,331 10,974 67,800 67,850 13,081 9,324 13,081 11,724
61,850 61,900 11,594 8,431 11,594 10,236 64,850 64,900 12,344 8,881 12,344 10,986 67,850 67,900 13,094 9,331 13,094 11,736
61,900 61,950 11,606 8,439 11,606 10,249 64,900 64,950 12,356 8,889 12,356 10,999 67,900 67,950 13,106 9,339 13,106 11,749
61,950 62,000 11,619 8,446 11,619 10,261 64,950 65,000 12,369 8,896 12,369 11,011 67,950 68,000 13,119 9,346 13,119 11,761

* This column must also be used by a qualifying widow(er). (Continued)
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If line 43 If line 43 If line 43
(taxable And you are — (taxable And you are — (taxable And you are —
income) is — income) is — income) is —

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

68,000 71,000 74,000
68,000 68,050 13,131 9,354 13,131 11,774 71,000 71,050 13,881 10,006 13,922 12,524 74,000 74,050 14,631 10,756 14,762 13,274
68,050 68,100 13,144 9,361 13,144 11,786 71,050 71,100 13,894 10,019 13,936 12,536 74,050 74,100 14,644 10,769 14,776 13,286
68,100 68,150 13,156 9,369 13,156 11,799 71,100 71,150 13,906 10,031 13,950 12,549 74,100 74,150 14,656 10,781 14,790 13,299
68,150 68,200 13,169 9,376 13,169 11,811 71,150 71,200 13,919 10,044 13,964 12,561 74,150 74,200 14,669 10,794 14,804 13,311
68,200 68,250 13,181 9,384 13,181 11,824 71,200 71,250 13,931 10,056 13,978 12,574 74,200 74,250 14,681 10,806 14,818 13,324
68,250 68,300 13,194 9,391 13,194 11,836 71,250 71,300 13,944 10,069 13,992 12,586 74,250 74,300 14,694 10,819 14,832 13,336
68,300 68,350 13,206 9,399 13,206 11,849 71,300 71,350 13,956 10,081 14,006 12,599 74,300 74,350 14,706 10,831 14,846 13,349
68,350 68,400 13,219 9,406 13,219 11,861 71,350 71,400 13,969 10,094 14,020 12,611 74,350 74,400 14,719 10,844 14,860 13,361
68,400 68,450 13,231 9,414 13,231 11,874 71,400 71,450 13,981 10,106 14,034 12,624 74,400 74,450 14,731 10,856 14,874 13,374
68,450 68,500 13,244 9,421 13,244 11,886 71,450 71,500 13,994 10,119 14,048 12,636 74,450 74,500 14,744 10,869 14,888 13,386
68,500 68,550 13,256 9,429 13,256 11,899 71,500 71,550 14,006 10,131 14,062 12,649 74,500 74,550 14,756 10,881 14,902 13,399
68,550 68,600 13,269 9,436 13,269 11,911 71,550 71,600 14,019 10,144 14,076 12,661 74,550 74,600 14,769 10,894 14,916 13,411
68,600 68,650 13,281 9,444 13,281 11,924 71,600 71,650 14,031 10,156 14,090 12,674 74,600 74,650 14,781 10,906 14,930 13,424
68,650 68,700 13,294 9,451 13,294 11,936 71,650 71,700 14,044 10,169 14,104 12,686 74,650 74,700 14,794 10,919 14,944 13,436
68,700 68,750 13,306 9,459 13,306 11,949 71,700 71,750 14,056 10,181 14,118 12,699 74,700 74,750 14,806 10,931 14,958 13,449
68,750 68,800 13,319 9,466 13,319 11,961 71,750 71,800 14,069 10,194 14,132 12,711 74,750 74,800 14,819 10,944 14,972 13,461
68,800 68,850 13,331 9,474 13,331 11,974 71,800 71,850 14,081 10,206 14,146 12,724 74,800 74,850 14,831 10,956 14,986 13,474
68,850 68,900 13,344 9,481 13,344 11,986 71,850 71,900 14,094 10,219 14,160 12,736 74,850 74,900 14,844 10,969 15,000 13,486
68,900 68,950 13,356 9,489 13,356 11,999 71,900 71,950 14,106 10,231 14,174 12,749 74,900 74,950 14,856 10,981 15,014 13,499
68,950 69,000 13,369 9,496 13,369 12,011 71,950 72,000 14,119 10,244 14,188 12,761 74,950 75,000 14,869 10,994 15,028 13,511

69,000 72,000 75,000
69,000 69,050 13,381 9,506 13,381 12,024 72,000 72,050 14,131 10,256 14,202 12,774 75,000 75,050 14,881 11,006 15,042 13,524
69,050 69,100 13,394 9,519 13,394 12,036 72,050 72,100 14,144 10,269 14,216 12,786 75,050 75,100 14,894 11,019 15,056 13,536
69,100 69,150 13,406 9,531 13,406 12,049 72,100 72,150 14,156 10,281 14,230 12,799 75,100 75,150 14,906 11,031 15,070 13,549
69,150 69,200 13,419 9,544 13,419 12,061 72,150 72,200 14,169 10,294 14,244 12,811 75,150 75,200 14,919 11,044 15,084 13,561
69,200 69,250 13,431 9,556 13,431 12,074 72,200 72,250 14,181 10,306 14,258 12,824 75,200 75,250 14,931 11,056 15,098 13,574
69,250 69,300 13,444 9,569 13,444 12,086 72,250 72,300 14,194 10,319 14,272 12,836 75,250 75,300 14,944 11,069 15,112 13,586
69,300 69,350 13,456 9,581 13,456 12,099 72,300 72,350 14,206 10,331 14,286 12,849 75,300 75,350 14,956 11,081 15,126 13,599
69,350 69,400 13,469 9,594 13,469 12,111 72,350 72,400 14,219 10,344 14,300 12,861 75,350 75,400 14,969 11,094 15,140 13,611
69,400 69,450 13,481 9,606 13,481 12,124 72,400 72,450 14,231 10,356 14,314 12,874 75,400 75,450 14,981 11,106 15,154 13,624
69,450 69,500 13,494 9,619 13,494 12,136 72,450 72,500 14,244 10,369 14,328 12,886 75,450 75,500 14,994 11,119 15,168 13,636
69,500 69,550 13,506 9,631 13,506 12,149 72,500 72,550 14,256 10,381 14,342 12,899 75,500 75,550 15,006 11,131 15,182 13,649
69,550 69,600 13,519 9,644 13,519 12,161 72,550 72,600 14,269 10,394 14,356 12,911 75,550 75,600 15,019 11,144 15,196 13,661
69,600 69,650 13,531 9,656 13,531 12,174 72,600 72,650 14,281 10,406 14,370 12,924 75,600 75,650 15,031 11,156 15,210 13,674
69,650 69,700 13,544 9,669 13,544 12,186 72,650 72,700 14,294 10,419 14,384 12,936 75,650 75,700 15,044 11,169 15,224 13,686
69,700 69,750 13,556 9,681 13,558 12,199 72,700 72,750 14,306 10,431 14,398 12,949 75,700 75,750 15,056 11,181 15,238 13,699
69,750 69,800 13,569 9,694 13,572 12,211 72,750 72,800 14,319 10,444 14,412 12,961 75,750 75,800 15,069 11,194 15,252 13,711
69,800 69,850 13,581 9,706 13,586 12,224 72,800 72,850 14,331 10,456 14,426 12,974 75,800 75,850 15,081 11,206 15,266 13,724
69,850 69,900 13,594 9,719 13,600 12,236 72,850 72,900 14,344 10,469 14,440 12,986 75,850 75,900 15,094 11,219 15,280 13,736
69,900 69,950 13,606 9,731 13,614 12,249 72,900 72,950 14,356 10,481 14,454 12,999 75,900 75,950 15,106 11,231 15,294 13,749
69,950 70,000 13,619 9,744 13,628 12,261 72,950 73,000 14,369 10,494 14,468 13,011 75,950 76,000 15,119 11,244 15,308 13,761

70,000 73,000 76,000
70,000 70,050 13,631 9,756 13,642 12,274 73,000 73,050 14,381 10,506 14,482 13,024 76,000 76,050 15,131 11,256 15,322 13,774
70,050 70,100 13,644 9,769 13,656 12,286 73,050 73,100 14,394 10,519 14,496 13,036 76,050 76,100 15,144 11,269 15,336 13,786
70,100 70,150 13,656 9,781 13,670 12,299 73,100 73,150 14,406 10,531 14,510 13,049 76,100 76,150 15,156 11,281 15,350 13,799
70,150 70,200 13,669 9,794 13,684 12,311 73,150 73,200 14,419 10,544 14,524 13,061 76,150 76,200 15,169 11,294 15,364 13,811
70,200 70,250 13,681 9,806 13,698 12,324 73,200 73,250 14,431 10,556 14,538 13,074 76,200 76,250 15,181 11,306 15,378 13,824
70,250 70,300 13,694 9,819 13,712 12,336 73,250 73,300 14,444 10,569 14,552 13,086 76,250 76,300 15,194 11,319 15,392 13,836
70,300 70,350 13,706 9,831 13,726 12,349 73,300 73,350 14,456 10,581 14,566 13,099 76,300 76,350 15,206 11,331 15,406 13,849
70,350 70,400 13,719 9,844 13,740 12,361 73,350 73,400 14,469 10,594 14,580 13,111 76,350 76,400 15,219 11,344 15,420 13,861
70,400 70,450 13,731 9,856 13,754 12,374 73,400 73,450 14,481 10,606 14,594 13,124 76,400 76,450 15,231 11,356 15,434 13,874
70,450 70,500 13,744 9,869 13,768 12,386 73,450 73,500 14,494 10,619 14,608 13,136 76,450 76,500 15,244 11,369 15,448 13,886
70,500 70,550 13,756 9,881 13,782 12,399 73,500 73,550 14,506 10,631 14,622 13,149 76,500 76,550 15,256 11,381 15,462 13,899
70,550 70,600 13,769 9,894 13,796 12,411 73,550 73,600 14,519 10,644 14,636 13,161 76,550 76,600 15,269 11,394 15,476 13,911
70,600 70,650 13,781 9,906 13,810 12,424 73,600 73,650 14,531 10,656 14,650 13,174 76,600 76,650 15,281 11,406 15,490 13,924
70,650 70,700 13,794 9,919 13,824 12,436 73,650 73,700 14,544 10,669 14,664 13,186 76,650 76,700 15,294 11,419 15,504 13,936
70,700 70,750 13,806 9,931 13,838 12,449 73,700 73,750 14,556 10,681 14,678 13,199 76,700 76,750 15,306 11,431 15,518 13,949
70,750 70,800 13,819 9,944 13,852 12,461 73,750 73,800 14,569 10,694 14,692 13,211 76,750 76,800 15,319 11,444 15,532 13,961
70,800 70,850 13,831 9,956 13,866 12,474 73,800 73,850 14,581 10,706 14,706 13,224 76,800 76,850 15,331 11,456 15,546 13,974
70,850 70,900 13,844 9,969 13,880 12,486 73,850 73,900 14,594 10,719 14,720 13,236 76,850 76,900 15,344 11,469 15,560 13,986
70,900 70,950 13,856 9,981 13,894 12,499 73,900 73,950 14,606 10,731 14,734 13,249 76,900 76,950 15,356 11,481 15,574 13,999
70,950 71,000 13,869 9,994 13,908 12,511 73,950 74,000 14,619 10,744 14,748 13,261 76,950 77,000 15,369 11,494 15,588 14,011

* This column must also be used by a qualifying widow(er). (Continued)
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If line 43 If line 43 If line 43
(taxable And you are — (taxable And you are — (taxable And you are —
income) is — income) is — income) is —

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

77,000 80,000 83,000
77,000 77,050 15,381 11,506 15,602 14,024 80,000 80,050 16,131 12,256 16,442 14,774 83,000 83,050 16,881 13,006 17,282 15,524
77,050 77,100 15,394 11,519 15,616 14,036 80,050 80,100 16,144 12,269 16,456 14,786 83,050 83,100 16,894 13,019 17,296 15,536
77,100 77,150 15,406 11,531 15,630 14,049 80,100 80,150 16,156 12,281 16,470 14,799 83,100 83,150 16,906 13,031 17,310 15,549
77,150 77,200 15,419 11,544 15,644 14,061 80,150 80,200 16,169 12,294 16,484 14,811 83,150 83,200 16,919 13,044 17,324 15,561
77,200 77,250 15,431 11,556 15,658 14,074 80,200 80,250 16,181 12,306 16,498 14,824 83,200 83,250 16,931 13,056 17,338 15,574
77,250 77,300 15,444 11,569 15,672 14,086 80,250 80,300 16,194 12,319 16,512 14,836 83,250 83,300 16,944 13,069 17,352 15,586
77,300 77,350 15,456 11,581 15,686 14,099 80,300 80,350 16,206 12,331 16,526 14,849 83,300 83,350 16,956 13,081 17,366 15,599
77,350 77,400 15,469 11,594 15,700 14,111 80,350 80,400 16,219 12,344 16,540 14,861 83,350 83,400 16,969 13,094 17,380 15,611
77,400 77,450 15,481 11,606 15,714 14,124 80,400 80,450 16,231 12,356 16,554 14,874 83,400 83,450 16,981 13,106 17,394 15,624
77,450 77,500 15,494 11,619 15,728 14,136 80,450 80,500 16,244 12,369 16,568 14,886 83,450 83,500 16,994 13,119 17,408 15,636
77,500 77,550 15,506 11,631 15,742 14,149 80,500 80,550 16,256 12,381 16,582 14,899 83,500 83,550 17,006 13,131 17,422 15,649
77,550 77,600 15,519 11,644 15,756 14,161 80,550 80,600 16,269 12,394 16,596 14,911 83,550 83,600 17,019 13,144 17,436 15,661
77,600 77,650 15,531 11,656 15,770 14,174 80,600 80,650 16,281 12,406 16,610 14,924 83,600 83,650 17,032 13,156 17,450 15,674
77,650 77,700 15,544 11,669 15,784 14,186 80,650 80,700 16,294 12,419 16,624 14,936 83,650 83,700 17,046 13,169 17,464 15,686
77,700 77,750 15,556 11,681 15,798 14,199 80,700 80,750 16,306 12,431 16,638 14,949 83,700 83,750 17,060 13,181 17,478 15,699
77,750 77,800 15,569 11,694 15,812 14,211 80,750 80,800 16,319 12,444 16,652 14,961 83,750 83,800 17,074 13,194 17,492 15,711
77,800 77,850 15,581 11,706 15,826 14,224 80,800 80,850 16,331 12,456 16,666 14,974 83,800 83,850 17,088 13,206 17,506 15,724
77,850 77,900 15,594 11,719 15,840 14,236 80,850 80,900 16,344 12,469 16,680 14,986 83,850 83,900 17,102 13,219 17,520 15,736
77,900 77,950 15,606 11,731 15,854 14,249 80,900 80,950 16,356 12,481 16,694 14,999 83,900 83,950 17,116 13,231 17,534 15,749
77,950 78,000 15,619 11,744 15,868 14,261 80,950 81,000 16,369 12,494 16,708 15,011 83,950 84,000 17,130 13,244 17,548 15,761

78,000 81,000 84,000
78,000 78,050 15,631 11,756 15,882 14,274 81,000 81,050 16,381 12,506 16,722 15,024 84,000 84,050 17,144 13,256 17,562 15,774
78,050 78,100 15,644 11,769 15,896 14,286 81,050 81,100 16,394 12,519 16,736 15,036 84,050 84,100 17,158 13,269 17,576 15,786
78,100 78,150 15,656 11,781 15,910 14,299 81,100 81,150 16,406 12,531 16,750 15,049 84,100 84,150 17,172 13,281 17,590 15,799
78,150 78,200 15,669 11,794 15,924 14,311 81,150 81,200 16,419 12,544 16,764 15,061 84,150 84,200 17,186 13,294 17,604 15,811
78,200 78,250 15,681 11,806 15,938 14,324 81,200 81,250 16,431 12,556 16,778 15,074 84,200 84,250 17,200 13,306 17,618 15,824
78,250 78,300 15,694 11,819 15,952 14,336 81,250 81,300 16,444 12,569 16,792 15,086 84,250 84,300 17,214 13,319 17,632 15,836
78,300 78,350 15,706 11,831 15,966 14,349 81,300 81,350 16,456 12,581 16,806 15,099 84,300 84,350 17,228 13,331 17,646 15,849
78,350 78,400 15,719 11,844 15,980 14,361 81,350 81,400 16,469 12,594 16,820 15,111 84,350 84,400 17,242 13,344 17,660 15,861
78,400 78,450 15,731 11,856 15,994 14,374 81,400 81,450 16,481 12,606 16,834 15,124 84,400 84,450 17,256 13,356 17,674 15,874
78,450 78,500 15,744 11,869 16,008 14,386 81,450 81,500 16,494 12,619 16,848 15,136 84,450 84,500 17,270 13,369 17,688 15,886
78,500 78,550 15,756 11,881 16,022 14,399 81,500 81,550 16,506 12,631 16,862 15,149 84,500 84,550 17,284 13,381 17,702 15,899
78,550 78,600 15,769 11,894 16,036 14,411 81,550 81,600 16,519 12,644 16,876 15,161 84,550 84,600 17,298 13,394 17,716 15,911
78,600 78,650 15,781 11,906 16,050 14,424 81,600 81,650 16,531 12,656 16,890 15,174 84,600 84,650 17,312 13,406 17,730 15,924
78,650 78,700 15,794 11,919 16,064 14,436 81,650 81,700 16,544 12,669 16,904 15,186 84,650 84,700 17,326 13,419 17,744 15,936
78,700 78,750 15,806 11,931 16,078 14,449 81,700 81,750 16,556 12,681 16,918 15,199 84,700 84,750 17,340 13,431 17,758 15,949
78,750 78,800 15,819 11,944 16,092 14,461 81,750 81,800 16,569 12,694 16,932 15,211 84,750 84,800 17,354 13,444 17,772 15,961
78,800 78,850 15,831 11,956 16,106 14,474 81,800 81,850 16,581 12,706 16,946 15,224 84,800 84,850 17,368 13,456 17,786 15,974
78,850 78,900 15,844 11,969 16,120 14,486 81,850 81,900 16,594 12,719 16,960 15,236 84,850 84,900 17,382 13,469 17,800 15,986
78,900 78,950 15,856 11,981 16,134 14,499 81,900 81,950 16,606 12,731 16,974 15,249 84,900 84,950 17,396 13,481 17,814 15,999
78,950 79,000 15,869 11,994 16,148 14,511 81,950 82,000 16,619 12,744 16,988 15,261 84,950 85,000 17,410 13,494 17,828 16,011

79,000 82,000 85,000
79,000 79,050 15,881 12,006 16,162 14,524 82,000 82,050 16,631 12,756 17,002 15,274 85,000 85,050 17,424 13,506 17,842 16,024
79,050 79,100 15,894 12,019 16,176 14,536 82,050 82,100 16,644 12,769 17,016 15,286 85,050 85,100 17,438 13,519 17,856 16,036
79,100 79,150 15,906 12,031 16,190 14,549 82,100 82,150 16,656 12,781 17,030 15,299 85,100 85,150 17,452 13,531 17,870 16,049
79,150 79,200 15,919 12,044 16,204 14,561 82,150 82,200 16,669 12,794 17,044 15,311 85,150 85,200 17,466 13,544 17,884 16,061
79,200 79,250 15,931 12,056 16,218 14,574 82,200 82,250 16,681 12,806 17,058 15,324 85,200 85,250 17,480 13,556 17,898 16,074
79,250 79,300 15,944 12,069 16,232 14,586 82,250 82,300 16,694 12,819 17,072 15,336 85,250 85,300 17,494 13,569 17,912 16,086
79,300 79,350 15,956 12,081 16,246 14,599 82,300 82,350 16,706 12,831 17,086 15,349 85,300 85,350 17,508 13,581 17,926 16,099
79,350 79,400 15,969 12,094 16,260 14,611 82,350 82,400 16,719 12,844 17,100 15,361 85,350 85,400 17,522 13,594 17,940 16,111
79,400 79,450 15,981 12,106 16,274 14,624 82,400 82,450 16,731 12,856 17,114 15,374 85,400 85,450 17,536 13,606 17,954 16,124
79,450 79,500 15,994 12,119 16,288 14,636 82,450 82,500 16,744 12,869 17,128 15,386 85,450 85,500 17,550 13,619 17,968 16,136
79,500 79,550 16,006 12,131 16,302 14,649 82,500 82,550 16,756 12,881 17,142 15,399 85,500 85,550 17,564 13,631 17,982 16,149
79,550 79,600 16,019 12,144 16,316 14,661 82,550 82,600 16,769 12,894 17,156 15,411 85,550 85,600 17,578 13,644 17,996 16,161
79,600 79,650 16,031 12,156 16,330 14,674 82,600 82,650 16,781 12,906 17,170 15,424 85,600 85,650 17,592 13,656 18,010 16,174
79,650 79,700 16,044 12,169 16,344 14,686 82,650 82,700 16,794 12,919 17,184 15,436 85,650 85,700 17,606 13,669 18,024 16,186
79,700 79,750 16,056 12,181 16,358 14,699 82,700 82,750 16,806 12,931 17,198 15,449 85,700 85,750 17,620 13,681 18,038 16,199
79,750 79,800 16,069 12,194 16,372 14,711 82,750 82,800 16,819 12,944 17,212 15,461 85,750 85,800 17,634 13,694 18,052 16,211
79,800 79,850 16,081 12,206 16,386 14,724 82,800 82,850 16,831 12,956 17,226 15,474 85,800 85,850 17,648 13,706 18,066 16,224
79,850 79,900 16,094 12,219 16,400 14,736 82,850 82,900 16,844 12,969 17,240 15,486 85,850 85,900 17,662 13,719 18,080 16,236
79,900 79,950 16,106 12,231 16,414 14,749 82,900 82,950 16,856 12,981 17,254 15,499 85,900 85,950 17,676 13,731 18,094 16,249
79,950 80,000 16,119 12,244 16,428 14,761 82,950 83,000 16,869 12,994 17,268 15,511 85,950 86,000 17,690 13,744 18,108 16,261

* This column must also be used by a qualifying widow(er). (Continued)
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If line 43 If line 43 If line 43
(taxable And you are — (taxable And you are — (taxable And you are —
income) is — income) is — income) is —

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
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than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold * rately hold

Your tax is — Your tax is — Your tax is —

86,000 89,000 92,000
86,000 86,050 17,704 13,756 18,122 16,274 89,000 89,050 18,544 14,506 18,962 17,024 92,000 92,050 19,384 15,256 19,802 17,774
86,050 86,100 17,718 13,769 18,136 16,286 89,050 89,100 18,558 14,519 18,976 17,036 92,050 92,100 19,398 15,269 19,816 17,786
86,100 86,150 17,732 13,781 18,150 16,299 89,100 89,150 18,572 14,531 18,990 17,049 92,100 92,150 19,412 15,281 19,830 17,799
86,150 86,200 17,746 13,794 18,164 16,311 89,150 89,200 18,586 14,544 19,004 17,061 92,150 92,200 19,426 15,294 19,844 17,811
86,200 86,250 17,760 13,806 18,178 16,324 89,200 89,250 18,600 14,556 19,018 17,074 92,200 92,250 19,440 15,306 19,858 17,824
86,250 86,300 17,774 13,819 18,192 16,336 89,250 89,300 18,614 14,569 19,032 17,086 92,250 92,300 19,454 15,319 19,872 17,836
86,300 86,350 17,788 13,831 18,206 16,349 89,300 89,350 18,628 14,581 19,046 17,099 92,300 92,350 19,468 15,331 19,886 17,849
86,350 86,400 17,802 13,844 18,220 16,361 89,350 89,400 18,642 14,594 19,060 17,111 92,350 92,400 19,482 15,344 19,900 17,861
86,400 86,450 17,816 13,856 18,234 16,374 89,400 89,450 18,656 14,606 19,074 17,124 92,400 92,450 19,496 15,356 19,914 17,874
86,450 86,500 17,830 13,869 18,248 16,386 89,450 89,500 18,670 14,619 19,088 17,136 92,450 92,500 19,510 15,369 19,928 17,886
86,500 86,550 17,844 13,881 18,262 16,399 89,500 89,550 18,684 14,631 19,102 17,149 92,500 92,550 19,524 15,381 19,942 17,899
86,550 86,600 17,858 13,894 18,276 16,411 89,550 89,600 18,698 14,644 19,116 17,161 92,550 92,600 19,538 15,394 19,956 17,911
86,600 86,650 17,872 13,906 18,290 16,424 89,600 89,650 18,712 14,656 19,130 17,174 92,600 92,650 19,552 15,406 19,970 17,924
86,650 86,700 17,886 13,919 18,304 16,436 89,650 89,700 18,726 14,669 19,144 17,186 92,650 92,700 19,566 15,419 19,984 17,936
86,700 86,750 17,900 13,931 18,318 16,449 89,700 89,750 18,740 14,681 19,158 17,199 92,700 92,750 19,580 15,431 19,998 17,949
86,750 86,800 17,914 13,944 18,332 16,461 89,750 89,800 18,754 14,694 19,172 17,211 92,750 92,800 19,594 15,444 20,012 17,961
86,800 86,850 17,928 13,956 18,346 16,474 89,800 89,850 18,768 14,706 19,186 17,224 92,800 92,850 19,608 15,456 20,026 17,974
86,850 86,900 17,942 13,969 18,360 16,486 89,850 89,900 18,782 14,719 19,200 17,236 92,850 92,900 19,622 15,469 20,040 17,986
86,900 86,950 17,956 13,981 18,374 16,499 89,900 89,950 18,796 14,731 19,214 17,249 92,900 92,950 19,636 15,481 20,054 17,999
86,950 87,000 17,970 13,994 18,388 16,511 89,950 90,000 18,810 14,744 19,228 17,261 92,950 93,000 19,650 15,494 20,068 18,011

87,000 90,000 93,000
87,000 87,050 17,984 14,006 18,402 16,524 90,000 90,050 18,824 14,756 19,242 17,274 93,000 93,050 19,664 15,506 20,082 18,024
87,050 87,100 17,998 14,019 18,416 16,536 90,050 90,100 18,838 14,769 19,256 17,286 93,050 93,100 19,678 15,519 20,096 18,036
87,100 87,150 18,012 14,031 18,430 16,549 90,100 90,150 18,852 14,781 19,270 17,299 93,100 93,150 19,692 15,531 20,110 18,049
87,150 87,200 18,026 14,044 18,444 16,561 90,150 90,200 18,866 14,794 19,284 17,311 93,150 93,200 19,706 15,544 20,124 18,061
87,200 87,250 18,040 14,056 18,458 16,574 90,200 90,250 18,880 14,806 19,298 17,324 93,200 93,250 19,720 15,556 20,138 18,074
87,250 87,300 18,054 14,069 18,472 16,586 90,250 90,300 18,894 14,819 19,312 17,336 93,250 93,300 19,734 15,569 20,152 18,086
87,300 87,350 18,068 14,081 18,486 16,599 90,300 90,350 18,908 14,831 19,326 17,349 93,300 93,350 19,748 15,581 20,166 18,099
87,350 87,400 18,082 14,094 18,500 16,611 90,350 90,400 18,922 14,844 19,340 17,361 93,350 93,400 19,762 15,594 20,180 18,111
87,400 87,450 18,096 14,106 18,514 16,624 90,400 90,450 18,936 14,856 19,354 17,374 93,400 93,450 19,776 15,606 20,194 18,124
87,450 87,500 18,110 14,119 18,528 16,636 90,450 90,500 18,950 14,869 19,368 17,386 93,450 93,500 19,790 15,619 20,208 18,136
87,500 87,550 18,124 14,131 18,542 16,649 90,500 90,550 18,964 14,881 19,382 17,399 93,500 93,550 19,804 15,631 20,222 18,149
87,550 87,600 18,138 14,144 18,556 16,661 90,550 90,600 18,978 14,894 19,396 17,411 93,550 93,600 19,818 15,644 20,236 18,161
87,600 87,650 18,152 14,156 18,570 16,674 90,600 90,650 18,992 14,906 19,410 17,424 93,600 93,650 19,832 15,656 20,250 18,174
87,650 87,700 18,166 14,169 18,584 16,686 90,650 90,700 19,006 14,919 19,424 17,436 93,650 93,700 19,846 15,669 20,264 18,186
87,700 87,750 18,180 14,181 18,598 16,699 90,700 90,750 19,020 14,931 19,438 17,449 93,700 93,750 19,860 15,681 20,278 18,199
87,750 87,800 18,194 14,194 18,612 16,711 90,750 90,800 19,034 14,944 19,452 17,461 93,750 93,800 19,874 15,694 20,292 18,211
87,800 87,850 18,208 14,206 18,626 16,724 90,800 90,850 19,048 14,956 19,466 17,474 93,800 93,850 19,888 15,706 20,306 18,224
87,850 87,900 18,222 14,219 18,640 16,736 90,850 90,900 19,062 14,969 19,480 17,486 93,850 93,900 19,902 15,719 20,320 18,236
87,900 87,950 18,236 14,231 18,654 16,749 90,900 90,950 19,076 14,981 19,494 17,499 93,900 93,950 19,916 15,731 20,334 18,249
87,950 88,000 18,250 14,244 18,668 16,761 90,950 91,000 19,090 14,994 19,508 17,511 93,950 94,000 19,930 15,744 20,348 18,261

88,000 91,000 94,000
88,000 88,050 18,264 14,256 18,682 16,774 91,000 91,050 19,104 15,006 19,522 17,524 94,000 94,050 19,944 15,756 20,362 18,274
88,050 88,100 18,278 14,269 18,696 16,786 91,050 91,100 19,118 15,019 19,536 17,536 94,050 94,100 19,958 15,769 20,376 18,286
88,100 88,150 18,292 14,281 18,710 16,799 91,100 91,150 19,132 15,031 19,550 17,549 94,100 94,150 19,972 15,781 20,390 18,299
88,150 88,200 18,306 14,294 18,724 16,811 91,150 91,200 19,146 15,044 19,564 17,561 94,150 94,200 19,986 15,794 20,404 18,311
88,200 88,250 18,320 14,306 18,738 16,824 91,200 91,250 19,160 15,056 19,578 17,574 94,200 94,250 20,000 15,806 20,418 18,324
88,250 88,300 18,334 14,319 18,752 16,836 91,250 91,300 19,174 15,069 19,592 17,586 94,250 94,300 20,014 15,819 20,432 18,336
88,300 88,350 18,348 14,331 18,766 16,849 91,300 91,350 19,188 15,081 19,606 17,599 94,300 94,350 20,028 15,831 20,446 18,349
88,350 88,400 18,362 14,344 18,780 16,861 91,350 91,400 19,202 15,094 19,620 17,611 94,350 94,400 20,042 15,844 20,460 18,361
88,400 88,450 18,376 14,356 18,794 16,874 91,400 91,450 19,216 15,106 19,634 17,624 94,400 94,450 20,056 15,856 20,474 18,374
88,450 88,500 18,390 14,369 18,808 16,886 91,450 91,500 19,230 15,119 19,648 17,636 94,450 94,500 20,070 15,869 20,488 18,386
88,500 88,550 18,404 14,381 18,822 16,899 91,500 91,550 19,244 15,131 19,662 17,649 94,500 94,550 20,084 15,881 20,502 18,399
88,550 88,600 18,418 14,394 18,836 16,911 91,550 91,600 19,258 15,144 19,676 17,661 94,550 94,600 20,098 15,894 20,516 18,411
88,600 88,650 18,432 14,406 18,850 16,924 91,600 91,650 19,272 15,156 19,690 17,674 94,600 94,650 20,112 15,906 20,530 18,424
88,650 88,700 18,446 14,419 18,864 16,936 91,650 91,700 19,286 15,169 19,704 17,686 94,650 94,700 20,126 15,919 20,544 18,436
88,700 88,750 18,460 14,431 18,878 16,949 91,700 91,750 19,300 15,181 19,718 17,699 94,700 94,750 20,140 15,931 20,558 18,449
88,750 88,800 18,474 14,444 18,892 16,961 91,750 91,800 19,314 15,194 19,732 17,711 94,750 94,800 20,154 15,944 20,572 18,461
88,800 88,850 18,488 14,456 18,906 16,974 91,800 91,850 19,328 15,206 19,746 17,724 94,800 94,850 20,168 15,956 20,586 18,474
88,850 88,900 18,502 14,469 18,920 16,986 91,850 91,900 19,342 15,219 19,760 17,736 94,850 94,900 20,182 15,969 20,600 18,486
88,900 88,950 18,516 14,481 18,934 16,999 91,900 91,950 19,356 15,231 19,774 17,749 94,900 94,950 20,196 15,981 20,614 18,499
88,950 89,000 18,530 14,494 18,948 17,011 91,950 92,000 19,370 15,244 19,788 17,761 94,950 95,000 20,210 15,994 20,628 18,511

* This column must also be used by a qualifying widow(er). (Continued)
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2011 Tax Table–Continued

If line 43 If line 43
(taxable And you are — (taxable And you are —
income) is — income) is —

At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house-
* rately hold * rately hold

Your tax is — Your tax is —

95,000 98,000
95,000 95,050 20,224 16,006 20,642 18,524 98,000 98,050 21,064 16,756 21,482 19,274
95,050 95,100 20,238 16,019 20,656 18,536 98,050 98,100 21,078 16,769 21,496 19,286
95,100 95,150 20,252 16,031 20,670 18,549 98,100 98,150 21,092 16,781 21,510 19,299
95,150 95,200 20,266 16,044 20,684 18,561 98,150 98,200 21,106 16,794 21,524 19,311
95,200 95,250 20,280 16,056 20,698 18,574 98,200 98,250 21,120 16,806 21,538 19,324
95,250 95,300 20,294 16,069 20,712 18,586 98,250 98,300 21,134 16,819 21,552 19,336
95,300 95,350 20,308 16,081 20,726 18,599 98,300 98,350 21,148 16,831 21,566 19,349
95,350 95,400 20,322 16,094 20,740 18,611 98,350 98,400 21,162 16,844 21,580 19,361
95,400 95,450 20,336 16,106 20,754 18,624 98,400 98,450 21,176 16,856 21,594 19,374
95,450 95,500 20,350 16,119 20,768 18,636 98,450 98,500 21,190 16,869 21,608 19,386
95,500 95,550 20,364 16,131 20,782 18,649 98,500 98,550 21,204 16,881 21,622 19,399
95,550 95,600 20,378 16,144 20,796 18,661 98,550 98,600 21,218 16,894 21,636 19,411
95,600 95,650 20,392 16,156 20,810 18,674 98,600 98,650 21,232 16,906 21,650 19,424
95,650 95,700 20,406 16,169 20,824 18,686 98,650 98,700 21,246 16,919 21,664 19,436
95,700 95,750 20,420 16,181 20,838 18,699 98,700 98,750 21,260 16,931 21,678 19,449
95,750 95,800 20,434 16,194 20,852 18,711 98,750 98,800 21,274 16,944 21,692 19,461
95,800 95,850 20,448 16,206 20,866 18,724 98,800 98,850 21,288 16,956 21,706 19,474
95,850 95,900 20,462 16,219 20,880 18,736 98,850 98,900 21,302 16,969 21,720 19,486
95,900 95,950 20,476 16,231 20,894 18,749 98,900 98,950 21,316 16,981 21,734 19,499
95,950 96,000 20,490 16,244 20,908 18,761 98,950 99,000 21,330 16,994 21,748 19,511

96,000 99,000
96,000 96,050 20,504 16,256 20,922 18,774 99,000 99,050 21,344 17,006 21,762 19,524
96,050 96,100 20,518 16,269 20,936 18,786 99,050 99,100 21,358 17,019 21,776 19,536
96,100 96,150 20,532 16,281 20,950 18,799 99,100 99,150 21,372 17,031 21,790 19,549
96,150 96,200 20,546 16,294 20,964 18,811 99,150 99,200 21,386 17,044 21,804 19,561
96,200 96,250 20,560 16,306 20,978 18,824 99,200 99,250 21,400 17,056 21,818 19,574
96,250 96,300 20,574 16,319 20,992 18,836 99,250 99,300 21,414 17,069 21,832 19,586
96,300 96,350 20,588 16,331 21,006 18,849 99,300 99,350 21,428 17,081 21,846 19,599
96,350 96,400 20,602 16,344 21,020 18,861 99,350 99,400 21,442 17,094 21,860 19,611
96,400 96,450 20,616 16,356 21,034 18,874 99,400 99,450 21,456 17,106 21,874 19,624
96,450 96,500 20,630 16,369 21,048 18,886 99,450 99,500 21,470 17,119 21,888 19,636
96,500 96,550 20,644 16,381 21,062 18,899 99,500 99,550 21,484 17,131 21,902 19,649
96,550 96,600 20,658 16,394 21,076 18,911 99,550 99,600 21,498 17,144 21,916 19,661
96,600 96,650 20,672 16,406 21,090 18,924 99,600 99,650 21,512 17,156 21,930 19,674
96,650 96,700 20,686 16,419 21,104 18,936 99,650 99,700 21,526 17,169 21,944 19,686
96,700 96,750 20,700 16,431 21,118 18,949 99,700 99,750 21,540 17,181 21,958 19,699
96,750 96,800 20,714 16,444 21,132 18,961 99,750 99,800 21,554 17,194 21,972 19,711
96,800 96,850 20,728 16,456 21,146 18,974 99,800 99,850 21,568 17,206 21,986 19,724
96,850 96,900 20,742 16,469 21,160 18,986 99,850 99,900 21,582 17,219 22,000 19,736
96,900 96,950 20,756 16,481 21,174 18,999 99,900 99,950 21,596 17,231 22,014 19,749
96,950 97,000 20,770 16,494 21,188 19,011 99,950 100,000 21,610 17,244 22,028 19,761

97,000
97,000 97,050 20,784 16,506 21,202 19,024
97,050 97,100 20,798 16,519 21,216 19,036
97,100 97,150 20,812 16,531 21,230 19,049
97,150 97,200 20,826 16,544 21,244 19,061
97,200 97,250 20,840 16,556 21,258 19,074
97,250 97,300 20,854 16,569 21,272 19,086
97,300 97,350 20,868 16,581 21,286 19,099 $100,000
97,350 97,400 20,882 16,594 21,300 19,111 or over —

use the Tax97,400 97,450 20,896 16,606 21,314 19,124 Computation97,450 97,500 20,910 16,619 21,328 19,136 Worksheet
97,500 97,550 20,924 16,631 21,342 19,149 on page 273
97,550 97,600 20,938 16,644 21,356 19,161
97,600 97,650 20,952 16,656 21,370 19,174
97,650 97,700 20,966 16,669 21,384 19,186
97,700 97,750 20,980 16,681 21,398 19,199
97,750 97,800 20,994 16,694 21,412 19,211
97,800 97,850 21,008 16,706 21,426 19,224
97,850 97,900 21,022 16,719 21,440 19,236
97,900 97,950 21,036 16,731 21,454 19,249
97,950 98,000 21,050 16,744 21,468 19,261

* This column must also be used by a qualifying widow(er)
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CAUTION
!

2011 Tax Computation Worksheet—Line 44
See the instructions for line 44 in the instructions for Form 1040 to see if you must use the worksheet below to figure your tax.

CAUTION
!

Note. If you are required to use this worksheet to figure the tax on an amount from another form or worksheet, such as the Qualified
Dividends and Capital Gain Tax Worksheet, the Schedule D Tax Worksheet, Schedule J, Form 8615, or the Foreign Earned Income Tax
Worksheet, enter the amount from that form or worksheet in column (a) of the row that applies to the amount you are looking up. Enter the
result on the appropriate line of the form or worksheet that you are completing.

Section A—Use if your filing status is Single. Complete the row below that applies to you.

Tax. 
Subtract (d) from (c).

(a) (b) (c) (d) Enter the result here
Taxable income. Enter the amount from line Multiplication Multiply Subtraction and on Form 1040, line

If line 43 is— 43 amount  (a) by (b) amount 44

At least $100,000 but not over
$174,400  $  × 28% (.28)  $  $ 6,383.00  $

Over $174,400 but not over
$379,150  $  × 33% (.33)  $  $ 15,103.00  $

Over $379,150  $  × 35% (.35)  $  $ 22,686.00  $

Section B—Use if your filing status is Married filing jointly or Qualifying widow(er). Complete the row below that applies to you. 

Tax. 
(a) (b) (c) (d) Subtract (d) from (c).

Taxable income. Enter the amount from line Multiplication Multiply Subtraction Enter the result here and
If line 43 is— 43 amount  (a) by (b) amount on Form 1040, line 44

At least $100,000 but not over
$139,350  $  × 25% (.25)  $  $ 7,750.00  $

Over $139,350 but not over
$212,300  $  × 28% (.28)  $  $ 11,930.50  $

Over $212,300 but not over
$379,150  $  × 33% (.33)  $  $ 22,545.50  $

Over $379,150  $  × 35% (.35)  $  $ 30,128.50  $

Section C—Use if your filing status is Married filing separately. Complete the row below that applies to you.

Tax. 
Subtract (d) from (c).

(a) (b) (c) (d) Enter the result here
Taxable income. Enter the amount from line Multiplication Multiply Subtraction and on Form 1040, line

If line 43 is— 43 amount  (a) by (b) amount 44

At least $100,000 but not over
$106,150  $  × 28% (.28)  $  $ 5,965.25  $

At least $106,150 but not over
$189,575  $  × 33% (.33)  $ $ 11,272.75  $

Over $189,575  $  × 35% (.35)  $  $ 15,064.25  $

Section D—Use if your filing status is Head of household. Complete the row below that applies to you.

Tax. 
Subtract (d) from (c).

(a) (b) (c) (d) Enter the result here
Taxable income. Enter the amount from line Multiplication Multiply Subtraction and on Form 1040, line

If line 43 is— 43 amount  (a) by (b) amount 44

At least $100,000 but not over
$119,400  $  × 25% (.25)  $  $ 5,232.50  $

Over $119,400 but not over
$193,350  $  × 28% (.28)  $  $  8,814.50  $

Over $193,350 but not over
$379,150  $  × 33% (.33)  $  $ 18,482.00  $

Over $379,150  $  × 35% (.35)  $  $ 26,065.00  $
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2011
Tax Rate
Schedules

The Tax Rate Schedules are shown so you can see the tax rate that applies
to all levels of taxable income. Do not use them to figure your tax. Instead,
see chapter 29.

Schedule Z—If your filing status is Head of household

Schedule X—If your filing status is Single

The tax is:If your taxable
income is: of the

amount
over—

But not
over—Over—

Schedule Y-2—If your filing status is Married filing separately

Schedule Y-1—If your filing status is Married filing jointly or Qualifying widow(er)

The tax is:If your taxable
income is: of the

amount
over—

But not
over—Over—

The tax is:If your taxable
income is: of the

amount
over—

But not
over—Over—

The tax is:If your taxable
income is: of the

amount
over—

But not
over—Over—

CAUTION

$0

8,500

34,500

83,600

174,400

379,150

$8,500

34,500

83,600

174,400

379,150

$0

8,500

34,500

83,600

174,400

379,150

$0

17,000

69,000

139,350

212,300

379,150

$0

8,500

34,500

69,675

106,150

189,575

$0

12,150

46,250

119,400

193,350

379,150

$17,000

69,000

139,350

212,300

379,150

$8,500

34,500

69,675

106,150

189,575

$12,150

46,250

119,400

193,350

379,150

$0

17,000

69,000

139,350

212,300

379,150

$0

8,500

34,500

69,675

106,150

189,575

$0

12,150

46,250

119,400

193,350

379,150

10%

$850.00 + 15%

4,750.00 + 25%

17,025.00 + 28%

42,449.00 + 33%

110,016.50 + 35%

10%

$1,700.00 + 15%

9,500.00 + 25%

27,087.50 + 28%

47,513.50 + 33%

102,574.00 + 35%

10%

$850.00 + 15%

4,750.00 + 25%

13,543.75 + 28%

23,756.75 + 33%

51,287.00 + 35%

10%

$1,215.00 + 15%

6,330.00 + 25%

24,617.50 + 28%

45,323.50 + 33%

106,637.50 + 35%
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Your Rights as a Taxpayer
This section explains some of your amount of your tax liability or cer- changes to your return, he or she Innocent spouse relief. Gener-
most important rights as a tax- tain collection actions, you have will explain the reasons for the ally, both you and your spouse are
payer, including the examination, the right to ask the Appeals Office changes. If you do not agree with each responsible for paying the full
appeal, collection, and refund to review your case. You may also these changes, you can meet with amount of any tax, interest, and
processes. ask a court to review your case. the examiner’s supervisor. penalties due on your joint return.

However, if you qualify for innocent
spouse relief, you may be relievedRelief from certain penalties and Repeat examinations. If we ex- of all or part of the joint liability. Tointerest. The IRS will waive pen- amined your return for the same request relief, you must file Formalties when allowed by law if you items in either of the 2 previousDeclaration of Taxpayer 8857, Request for Innocentcan show you acted reasonably years and proposed no change to Spouse Relief. In some cases,Rights and in good faith or relied on the your tax liability, please contact us Form 8857 may need to be filedincorrect advice of an IRS em- as soon as possible so we can see within 2 years of the date on whichployee. We will waive interest thatProtection of your rights. IRS if we should discontinue the exami- the IRS first attempted to collect theis the result of certain errors or de-employees will explain and protect nation. tax from you. For example, thelays caused by an IRS employee.your rights as a taxpayer through-
2-year period for filing your claimout your contact with us.
may start if the IRS applies your taxAppeals refund from 1 year to the taxes thatPrivacy and confidentiality. Examinations (Audits)
you and your spouse owe for an-The IRS will not disclose to anyone If you do not agree with the exam- other year. For more information onWe accept most taxpayers’ returnsthe information you give us, except iner’s proposed changes, you can innocent spouse relief, see Publi-as filed. If we inquire about youras authorized by law. You have the appeal them to the Appeals Office cation 971, Innocent Spouse Re-return or select it for examination, itright to know why we are asking of IRS. Most differences can be lief, and Form 8857.does not suggest that you are dis-you for information, how we will use settled without expensive and

honest. The inquiry or examinationit, and what will happen if you do time-consuming court trials. Your
may or may not result in more tax.not provide requested information. appeal rights are explained in detail Potential Third PartyWe may close your case without in both Publication 5, Your Appeal
change or you may receive a re-Professional and courteous ContactsRights and How To Prepare a Pro-
fund.service. If you believe that an test If You Don’t Agree, and Publi- Generally, the IRS will deal directlyThe process of selecting a re-IRS employee has not treated you cation 556. with you or your duly authorizedturn for examination usually beginsin a professional, fair, and courte-

representative. However, weIf you do not wish to use thein one of two ways. First, we useous manner, you should tell that
sometimes talk with other personsAppeals Office or disagree with itscomputer programs to identify re-employee’s supervisor. If the su-
if we need information that youfindings, you may be able to taketurns that may have incorrectpervisor’s response is not satisfac-
have been unable to provide, or toyour case to the U.S. Tax Court,amounts. These programs may betory, you should write to the IRS
verify information we have re-U.S. Court of Federal Claims, orbased on information returns, suchdirector for your area or the center
ceived. If we do contact other per-the U.S. District Court where youas Forms 1099 and W-2, on studieswhere you filed your return.
sons, such as a neighbor, bank,live. If you take your case to court,of past examinations, or on certain
employer, or employees, we willthe IRS will have the burden ofRepresentation. You may either issues identified by compliance
generally need to tell them limitedproving certain facts if you kept ad-represent yourself or, with proper projects. Second, we use informa-
information, such as your name.equate records to show your taxwritten authorization, have some- tion from outside sources that indi-
The law prohibits us from disclos-liability, cooperated with the IRS,one else represent you in your cates that a return may have
ing any more information than isand meet certain other conditions.place. Your representative must be incorrect amounts. These sources
necessary to obtain or verify theIf the court agrees with you on mosta person allowed to practice before may include newspapers, public
information we are seeking. Ourissues in your case and finds thatthe IRS, such as an attorney, certi- records, and individuals. If we de-
need to contact other persons mayour position was largely unjustified,fied public accountant, or enrolled termine that the information is ac-
continue as long as there is activityyou may be able to recover some ofagent. If you are in an interview and curate and reliable, we may use it
in your case. If we do contact otheryour administrative and litigationask to consult such a person, then to select a return for examination.
persons, you have a right to re-costs. You will not be eligible towe must stop and reschedule the Publication 556 explains the
quest a list of those contacted.recover these costs unless youinterview in most cases. rules and procedures that we follow

tried to resolve your case adminis-You can have someone accom- in examinations. The following sec-
tratively, including going throughpany you at an interview. You may tions give an overview of how we

Refundsthe appeals system, and you gavemake sound recordings of any conduct examinations.
us the information necessary to re-meetings with our examination, ap-

You may file a claim for refund ifsolve the case.peal, or collection personnel, pro- By mail. We handle many exami- you think you paid too much tax.vided you tell us in writing 10 days nations and inquiries by mail. We You must generally file the claimbefore the meeting. will send you a letter with either a within 3 years from the date youCollectionsrequest for more information or a filed your original return or 2 yearsPayment of only the correct reason why we believe a change to from the date you paid the tax,Publication 594, The IRS Collec-amount of tax. You are respon- your return may be needed. You whichever is later. The law gener-tion Process, explains your rightssible for paying only the correct can respond by mail or you can ally provides for interest on yourand responsibilities regarding pay-amount of tax due under the law— request a personal interview with refund if it is not paid within 45 daysment of federal taxes. It describes:no more, no less. If you cannot pay an examiner. If you mail us the re- of the date you filed your return orall of your tax when it is due, you • What to do when you owequested information or provide an claim for refund. Publication 556may be able to make monthly in- taxes, what to do if you get aexplanation, we may or may not has more information on refunds.stallment payments. tax bill, and what to do if youagree with you, and we will explain If you were due a refund but youthink your bill is wrong. It alsothe reasons for any changes. did not file a return, you generallyHelp with unresolved tax covers making installmentPlease do not hesitate to write to us must file within 3 years from theproblems. The Taxpayer Advo- payments, delaying collectionabout anything you do not under- date the return was due (includingcate Service can help you if you action, and submitting an of-stand. extensions) to get that refund.have tried unsuccessfully to re- fer in compromise.
solve a problem with the IRS. Your

By interview. If we notify you • IRS collection actions. It alsolocal Taxpayer Advocate can offer
that we will conduct your examina- covers liens, releasing a lien,you special help if you have a sig-
tion through a personal interview, levies, releasing a levy,nificant hardship as a result of a tax
or you request such an interview, seizures and sales, and re-problem. For more information, see
you have the right to ask that the lease of property.Taxpayer Advocate Service under
examination take place at a rea-How To Get Tax Help.
sonable time and place that is con- Your collection appeal rights are

Appeals and judicial review. If venient for both you and the IRS. If explained in detail in Publication
you disagree with us about the our examiner proposes any 1660, Collection Appeal Rights. ■
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How To Get Tax Help
• Figure your withholding al- weeks if you filed electroni- call you back within 2 busi-You can get help with unresolved ness days to schedule ancally). Have your 2011 tax re-lowances using the withhold-tax issues, order free publications in-person appointment at yourturn available so you caning calculator online at www.and forms, ask tax questions, and convenience. If you have anprovide your social securityirs.gov/individuals.get information from the IRS in sev- ongoing, complex tax accountnumber, your filing status,eral ways. By selecting the method • Determine if Form 6251 must problem or a special need,and the exact whole dollarthat is best for you, you will have be filed by using our Alterna- such as a disability, an ap-amount of your refund. If youquick and easy access to tax help. tive Minimum Tax (AMT) As- pointment can be requested.check the status of your re-sistant available online at All other issues will be han-fund and are not given theFree help with your return. Free www.irs.gov/individuals. dled without an appointment.date it will be issued, pleasehelp in preparing your return is

To find the number of yourwait until the next week• Sign up to receive local andava i lab le  na t ionw ide  f rom
local office, go to www.irs.before checking back.national tax news by email.IRS-certified volunteers. The Vol-
gov/localcontacts or look inunteer Income Tax Assistance • Other refund information. To• Get information on starting the phone book under United(VITA) program is designed to help check the status of aand operating a small busi- States Government, Internallow-moderate income taxpayers prior-year refund or amendedness. Revenue Service.and the Tax Counseling for the Eld- return refund, callerly (TCE) program is designed to 1-800-829-1040.assist taxpayers age 60 and older Mail. You can send yourPhone. Many services

with their tax returns. Most VITA order for forms, instruc-are available by phone. Evaluating the quality of ourand TCE sites offer free electronic tions, and publications totelephone services. To ensurefiling and all volunteers will let you the address below. You should re-IRS representatives give accurate,know about credits and deductions ceive a response within 10 dayscourteous, and professional an-you may be entitled to claim. To after your request is received.• Ordering forms, instructions, swers, we use several methods tofind the nearest VITA or TCE site, and publications. Call evaluate the quality of our tele-v i s i t  I R S . g o v  o r  c a l l Internal Revenue Service1-800-TAX-FORM phone services. One method is for1 - 8 0 0 - 9 0 6 - 9 8 8 7  o r 1201 N. Mitsubishi Motorway(1-800-829-3676) to order a second IRS representative to lis-1-800-829-1040. Bloomington, IL 61705-6613current-year forms, instruc- ten in on or record random tele-As part of the TCE program, tions, and publications, and phone calls. Another is to ask some Taxpayer Advocate Service.AARP offers the Tax-Aide counsel- prior-year forms and instruc- callers to complete a short survey The Taxpayer Advocate Serviceing program. To find the nearest tions. You should receive at the end of the call. (TAS) is your voice at the IRS. OurAARP Tax-A ide  s i te ,  ca l l your order within 10 days.
job is to ensure that every taxpayer1-888-227-7669 or visit AARP’s • Asking tax questions. Call the is treated fairly, and that you knowwebsite at www.aarp.org/money/

IRS with your tax questions at and understand your rights. We of-taxaide. Walk-in. Many products1-800-829-1040. fer free help to guide you throughFor more information on these and services are available
the often-confusing process ofprograms, go to IRS.gov and enter • Solving problems. You can on a walk-in basis.
resolving tax problems that you ha-keyword “VITA” in the upper get face-to-face help solving
ven’t been able to solve on yourright-hand corner. tax problems every business • Products. You can walk in to own. Remember, the worst thingday in IRS Taxpayer Assis- many post offices, libraries, you can do is nothing at all.tance Centers. An employee and IRS offices to pick up TAS can help if you can’t re-can explain IRS letters, re-Internet. You can access certain forms, instructions, solve your problem with the IRSquest adjustments to your ac-the IRS websi te at and publications. Some IRS and:count, or help you set up aIRS.gov 24 hours a day, 7 offices, libraries, grocery • Your problem is causing fi-payment plan. Call your localdays a week to: stores, copy centers, city and nancial difficulties for you,Taxpayer Assistance Center county government offices,• Check the status of your 2011 your family, or your business.for an appointment. To find credit unions, and office sup-refund. Go to IRS.gov and the number, go to www.irs. ply stores have a collection of • You face (or your business isclick on Where’s My Refund.

gov/localcontacts or look in products available to print facing) an immediate threat ofWait at least 72 hours after
the phone book under United from a CD or photocopy from adverse action.the IRS acknowledges receipt
States Government, Internal reproducible proofs. Also,of your e-filed return, or 3 to 4 • You have tried repeatedly toRevenue Service. some IRS offices and librariesweeks after mailing a paper contact the IRS but no onehave the Internal Revenuereturn. If you filed Form 8379 • TTY/TDD equipment. If you has responded, or the IRSCode, regulations, Internalwith your return, wait 14 have access to TTY/TDD has not responded to you byRevenue Bulletins, and Cu-weeks (11 weeks if you filed equipment, call the date promised.mulative Bulletins availableelectronically). Have your 1-800-829-4059 to ask tax

for research purposes.2011 tax return available so questions or to order forms If you qualify for our help, we’ll do
you can provide your social and publications. • Services. You can walk in to everything we can to get your prob-
security number, your filing your local Taxpayer Assis- lem resolved. You will be assigned• TeleTax topics. Callstatus, and the exact whole tance Center every business to one advocate who will be with1-800-829-4477 to listen todollar amount of your refund. day for personal, face-to-face you at every turn. We have officespre-recorded messages cov-

tax help. An employee can in every state, the District of Colum-• E-file your return. Find out ering various tax topics.
explain IRS letters, request bia, and Puerto Rico. Althoughabout commercial tax prepa- • Refund information. You can adjustments to your tax ac- TAS is independent within the IRS,ration and e-file services

check the status of your re- count, or help you set up a our advocates know how to workavailable free to eligible tax-
fund on the new IRS phone payment plan. If you need to with the IRS to get your problemspayers.
app. Download the free resolve a tax problem, have resolved. And our services are al-• Download forms, including IRS2Go app by visiting the questions about how the tax ways free.

talking tax forms, instructions, iTunes app store or the An- law applies to your individual As a taxpayer, you have rights
and publications. droid Marketplace. IRS2Go is tax return, or you are more that the IRS must abide by in its

a new way to provide you comfortable talking with dealings with you. Our tax toolkit at• Order IRS products online.
with information and tools. To someone in person, visit your www.TaxpayerAdvocate.irs.gov• Research your tax questions check the status of your re- local Taxpayer Assistance can help you understand theseonline. fund by phone, call Center where you can spread rights.
1-800-829-4477 (automated out your records and talk with If you think TAS might be able• Search publications online by
refund information 24 hours a an IRS representative to help you, call your local advo-topic or keyword.
day, 7 days a week). Wait at face-to-face. No appointment cate, whose number is in your• Use the online Internal Reve- least 72 hours after the IRS is necessary—just walk in. If phone book and on our website atnue Code, regulations, or acknowledges receipt of your you prefer, you can call your www.irs.gov/advocate. You canother official guidance. e-filed return, or 3 to 4 weeks local Center and leave a mes- also call our toll-free number at
after mailing a paper return. If• View Internal Revenue Bulle- sage requesting an appoint- 1-877-777-4778.
you filed Form 8379 with yourtins (IRBs) published in the ment to resolve a tax account TAS also handles large-scale or

last few years. return, wait 14 weeks (11 issue. A representative will systemic problems that affect many
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taxpayers. If you know of one of the LITC page on www.irs.gov/ad- Accessible versions of IRS pub- • Links to other Internet based
lished products are available on re- Tax Research Materials.vocate or IRS Publication 4134,these broad issues, please report it
quest in a variety of alternativeLow Income Taxpayer Clinic List.to us through our Systemic Advo- • Fill-in, print, and save fea-formats for people with disabilities.This publication is also available bycacy Management System at www. tures for most tax forms.

calling 1-800-829-3676 or at yourirs.gov/advocate. DVD for tax products. • Internal Revenue Bulletins.local IRS office. You can order PublicationLow Income Taxpayer Clinics • Toll-free and email technical1796, IRS Tax Products(LITCs). Low Income Taxpayer Free tax services. Publication support.DVD, and obtain:Clinics (LITCs) are independent 910, IRS Guide to Free Tax Serv-from the IRS. Some clinics serve • Two releases during the year.• Current-year forms, instruc-ices, is your guide to IRS services –  The first release will shipindividuals whose income is below tions, and publications.and resources. Learn about free the beginning of Januarya certain level and who need to tax information from the IRS, in- • Prior-year forms, instructions, 2012.resolve a tax problem. These clin- cluding publications, services, and and publications. –  The final release will shipics provide professional represen- education and assistance pro- • Tax Map: an electronic re- the beginning of March 2012.tation before the IRS or in court on grams. The publication also has an search tool and finding aid.audits, appeals, tax collection dis- index of over 100 TeleTax topics Purchase the DVD from Nationalputes, and other issues for free or • Tax law frequently asked(recorded tax information) you can Technical Information Servicefor a small fee. Some clinics can questions.listen to on the telephone. The ma- (NTIS) at www.irs.gov/cdorders forprovide information about taxpayer jority of the information and serv- • Tax Topics from the IRS tele- $30 (no handling fee) or callrights and responsibilities in many ices listed in this publication are phone response system. 1-877-233-6767 toll free to buy the
different languages for individuals available to you free of charge. If DVD for $30 (plus a $6 handling• Internal Revenue Code—Ti-who speak English as a second there is a fee associated with a fee).tle 26 of the U.S. Code.language. For more information resource or service, it is listed in the

publication.and to find a clinic near you, see
■

To help us develop a more useful index, please let us know if you have ideas for index entries.
Index See “Comments and Suggestions” in the “Introduction” for the ways you can reach us.
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Adjusted gross income (AGI):Value determination . . . . . . . . . 173 Contribution cutoff at age Dual-status (See Dual-status
Charitable contribution deductionWillful negligence or intentional 70 . . . . . . . . . . . . . . . . . . . . . 124 taxpayers)

limit . . . . . . . . . . . . . . . . . . . . . 168act as cause . . . . . . . . . . . . . 171 Distribution prior to age Filing required . . . . . . . . . . . . . . . . . 6
Medical and dental expenses and 59 . . . . . . . . . . . . . . . . . . . . . 131Accountable plans for employee Nonresident (See Nonresidentlimit of deduction . . . . . 145, 150reimbursements . . . . . . . 189, 190 Distribution required at age aliens)Modified (See Modified adjusted 70 . . . . . . . . . . . . . . . . . 129, 131Accountants: Resident (See Resident aliens)gross income (MAGI)) Pension distributions required atBasis to include fees of . . . . . . . 96 Alimony . . . . 36, 135-137, 136, 137Retirement savings contribution age 701/2 . . . . . . . . . . . . . . . . . . 81CPA review courses . . . . . . . . 198 Definition of . . . . . . . . . . . . . . . . 135credit . . . . . . . . . . . . . . . . . . . . . 22 Retirement plan recipients overPreparers of tax returns . . . . . . 13

Mortgage payments:Adjustments . . . . . . . . . . . . . . . . . 208 age 75 . . . . . . . . . . . . . . . . . . . . 78Accounting methods . . . . . . . . . . 11
Interest deduction . . . . . . . . . 157Administrators, estate  (See Roth IRAs . . . . . . . . . . . . . . 133, 135Accrual method (See Accrual

Reporting of income . . . . . . . . . . 92Executors and administrators) Standard deduction for age 65 ormethod taxpayers)
Alternative filing methods:older . . . . . . . . . . . . . . . . . . . . . 142Adopted child . . . . . . . . . 27, 32, 37Cash method (See Cash method

taxpayers) Earned income credit . . . . . . . 242 Age test  (See Qualifying child) Electronic (See E-file)
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Exempt-interest dividends . . . . 67 Automatic extension of time to Points not to be included . . . . . 97attacks)
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tax . . . . . . . . . . . . . . . . . . . . . . 256 of . . . . . . . . . . . . . . . . . . . . . . . 106 Stock or stock rights . . . . . . . . . 66Appraisal fees . . . . . . . . . . . . . . . 202
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Refundable credit for prior year Bonds . . . . . . . . . . . . . . . . . . . 100Away-from-home travel  (SeeNot deductible as interest . . . . 159

tax . . . . . . . . . . . . . . . . . . . . . . 259 Transfers betweenTravel and transportationReal estate transactions, when
Alternative motor vehicle spouses . . . . . . . . . . . . . . 99, 103expenses)required by lender . . . . . . . . . 97

credit . . . . . . . . . . . . . . . . . . . . . . 254 Beetles:Appraisals:
Amateur sports organizations: Damage or destruction to treesCasualty or theft losses . . . . . . 173
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Itemized deduction, change to Inheritance) . . . . . . . . . 93, 94, 214Dividend income . . . . . . . . . . . . . 64expense . . . . . . . . . . . . . . . . . 147
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Annuities  (See also Balance due . . . . . . . . . . . . . . . . . 208Real estate taxes when receiving Impairment-related work

Rollovers) . . . . . . . . . . . . . . . . . . . 79 housing allowance . . . . . . . . 154, Bankruptcy: expenses, deduction
Cost computation . . . . . . . . . . . . 76 157 Canceled debt not deemed to be for . . . . . . . . . . . . . . . . . . . . . . . 150
Decedent’s unrecovered Rehabilitative program income . . . . . . . . . . . . . . . . . . . 87 Standard deduction for . . . . . . 142

investment in . . . . . . . . . . . . . . 13 payments . . . . . . . . . . . . . . . . . 51 Financial institution’s bankruptcy Blood banks:Early distributions from . . . . . . . 80 Reserves . . . . . . . . . . . . . . . . . . 193 causing deductible loss . . . . 172 No charitable deduction for bloodDeferred annuity Retirees’ pay: Reporting of . . . . . . . . . . . . . . 176 donations to . . . . . . . . . . 163, 166contracts . . . . . . . . . . . . . 80, 81 Taxable income . . . . . . . . . . . 51 Banks: Blue books to determine fairEstimated tax . . . . . . . . . . . . . . . . 76 Withholding . . . . . . . . . . . . . . . 38 Automatic investment service, market value . . . . . . . . . . . . . . 167Exclusion limit . . . . . . . . . . . . . . . 76 Uniforms . . . . . . . . . . . . . . . . . . . 202 determination of holding Boarding houses . . . . . . . . . . . . . 70Form 1099-R . . . . . . . . . . . . . . . . 44 period . . . . . . . . . . . . . . . . . . . 106Wages . . . . . . . . . . . . . . . . . . . . . . 51 Boats:General Rule: IRAs with . . . . . . . . . . . . . . . . . . 124Art works: Charitable gift of, deduction for fairAnnuity starting before Losses on deposits, whenAs capital assets . . . . . . . . . . . . 104 market value . . . . . . . . . . . . . 167November 19, 1996 . . . . . . 78 casualty losses . . . . . . . 105, 172Capital gains or losses from sale Donations of . . . . . . . . . . . . . . . . 166Nonqualified plans and qualified Reporting of . . . . . . . . . . . . . . 176or trade of . . . . . . . . . . . . . . . . 115plans for recipients over 75 Body scan . . . . . . . . . . . . . . . . . . . 147Money market accounts . . . . . . 65Artists, performing  (Seeyears . . . . . . . . . . . . . . . . . . . 78 Bona fide business purpose:Bar associations:Performing artists)Purchased annuities . . . . . . . 76 Travel expenses . . . . . . . . . . . . 179Charitable contributionsAssessments, local  (See LocalSurvivor’s annuity . . . . . . . . . . 82 Work-related education . . . . . . 196to . . . . . . . . . . . . . . . . . . . . . . . 166assessments)Guaranteed payments . . . . . . . . 77 Bonds:Bar employees:Assistance  (See Tax help)IRAs as . . . . . . . . . . . . . . . . . . . . 124 Adjusted basis for . . . . . . . . . . . 100Tips (See Tip income)Assistance, tax  (See Tax help)Joint return . . . . . . . . . . . . . . . . . . 76 Amortization of premium . . . . . 162,Bar review courses . . . . . . . . . . 198Worksheet . . . . . . . . . . . . . . . . 77 Assumption of mortgage . . . . . . 96 204Bargain sales:Loans from plan . . . . . . . . . . . . . 76 Fees not included in basis . . . . 97 As capital assets . . . . . . . . . . . . 104As charitableLump-sum distributions . . . . . . . 78 Athletic events: Convertible bonds . . . . . . . . . . 102contributions . . . . . . . . . . . . . 168Multiple plan benefits . . . . . . 75, 76 Charitable contributions, amount Discounted:Basis of purchase . . . . . . . . . . . . 98Partly taxable payments . . . . . . 76 deductible . . . . . . . . . . . . . . . . 163 Capital gain or loss . . . . . . . 105Barter income . . . . . . . . . . . . . . . . 86Purchased annuities . . . . . . . . . 76 ATIN (Adoption taxpayer Issued at discount . . . . . . . . . . . 61Definition of bartering . . . . . . . . 86Reporting of . . . . . . . . . . . . . . . . . 76 identification number) . . . . . . 12 Market discount bonds . . . . . . 105Form 1099-B . . . . . . . . . . . . . 44, 86Retirement annuities (See also At-risk rules: Original issue discount . . . . . . . 61Basis:Retirement plans) . . . . . . . . . . 75 Rental property . . . . . . . . . . . . . . 72 Redemption of . . . . . . . . . . . . . . 101Adjusted basis . . . . . . . . . . . . . . . 97Rollovers . . . . . . . . . . . . . . . . . . . . 79 Attachment of wages . . . . . . . . . 11 Retirement of . . . . . . . . . . . . 80, 101Allocation between business andSale of . . . . . . . . . . . . . . . . . . . . . 105
Attachments to return . . . . . . . . 12 Sale of . . . . . . . . . . . . . . . . . . . . . . 61personal use . . . . . . . . . . . . . . 96Gain as ordinary income . . . 76

Savings . . . . . . . . . . . . . . . . . . . . . 58Attorneys: Bad debts . . . . . . . . . . . . . . . . . . 106Simplified method to calculate
Sold at premium, computation ofBar review courses . . . . . . . . . 198 Bargain purchases . . . . . . . . . . . 98tax-free part of annuity

adjusted basis . . . . . . . . . . . . 100Attorneys’ fees . . . . . . . . . . 203, 205 Bonds . . . . . . . . . . . . . . . . . . . . . 100payment . . . . . . . . . . . . . . . . . . 77
State or local government,Basis to include . . . . . . . . . . . . . . 96 Cost basis . . . . . . . . . . . . . . . . . . 96Survivor’s annuity . . . . . . . . . . 82

tax-exempt . . . . . . . . . . . . . . . 105Social security and railroad IRAs for nondeductibleWorksheet for
Tax-exempt . . . . . . . . . . . . . . . . . 61retirement benefits, deductions contributions . . . . . . . 127, 130computation . . . . . . . . . . . . . 78

Bonuses . . . . . . . . . . . . . . . 39, 46, 94for . . . . . . . . . . . . . . . . . . . . . . . . 85 Definition of . . . . . . . . . . . . . . . . . 96Survivor annuities . . . . . . . . . . . . 81
Title to property, for preparation, Bookkeeping  (See RecordkeepingGifts . . . . . . . . . . . . . . . . . . . . . . . . 99Trade of insurance policies and

filing, etc. . . . . . . . . . . . . . . . . . 96 requirements)annuities . . . . . . . . . . . . . . . . . 102 Home sales (See Sale of home)
Audits:Unrecovered investment . . . . . 204 Improvements to real Books to determine fair market

estate . . . . . . . . . . . . . . . . . . . . 97Withholding . . . . . . . . . . 13, 40, 76 Travel expense records . . . . . 188 value . . . . . . . . . . . . . . . . . . . . . . 173
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Borrowed funds  (See also Capital gains or losses . . . . . . . 104, Charitable organization service, Property used partly for business
Loans) . . . . . . . . . . . . . . . . . . 76, 161 107, 113, 116 use for . . . . . . . . . . . . . . . . . . . 165 and partly for personal

purposes . . . . . . . . . . . . . . . . . 175Bad debts as short-term capital Depreciation . . . . . . . . . . . . . . . . 187Used for charitable contributions,
Reimbursement . . . . . . . . . . . . . 173loss . . . . . . . . . . . . . . . . . . . . . 106deduction for . . . . . . . . . . . . . 168 Donations of . . . . . . . . . . . . . . . . 166
Reporting of gain or loss . . . . . 176,Carryover of . . . . . . . . . . . . . . . . 114 Electric vehicles (See ElectricBottled water . . . . . . . . . . . . . . . . 147

177Worksheet . . . . . . . . . . . . . . . 115 cars)Boy Scouts:
Single casualty on multipleCharacter of gain . . . . . . . . . . . 104 Fixed and variable rateCharitable contributions

properties . . . . . . . . . . . . . . . . 175Character of loss . . . . . . . . . . . 104 (FAVR) . . . . . . . . . . . . . . . . . . 191to . . . . . . . . . . . . . . . . . . . . . . . 163
Cemeteries:Child’s distributions and dividends, Form 2106 or 2106-EZ, how to fillBraille books . . . . . . . . . . . . . . . . 147

Charitable contributionsreporting of . . . . . . . . . . . 161, 211 out . . . . . . . . . . . . . . . . . . . . . . 192Breach of contract:
to . . . . . . . . . . . . . . . . . . . . . . . 163Collectibles . . . . . . . . . . . . . . . . . 115 Hauling tools orDamages as income . . . . . . . . . 92

Deductions . . . . . . . . . . . . . . . . . 114 instruments . . . . . . . . . . . . . . 185 Certificate, mortgageemployment . . . . . . . . . . . . . . . . 201
credit . . . . . . . . . . . . . . . . . . . . . . 255Limit on . . . . . . . . . . . . . . . . . . 114 Interest on loans, notBreast pump and

deductible . . . . . . . . . . . . . . . . 161Married filing separately . . . . 22 Certificates of deposit (CDs)  (Seesupplies . . . . . . . . . . . . . . . . . . . 147
Leased vehicles . . . . . . . . . . . . 187Distributions . . . . . . . . . . . . . . . . . 66 also Individual retirementBribes . . . . . . . . . . . . . . . . . . . . 92, 204 arrangements (IRAs)) . . . . 62, 123Form 1040 or 1040A to be Medical transportation . . . . . . . 147,

Brokers: used . . . . . . . . . . . . . . . . . . 7, 8, 67 148 Chambers of commerce:
Form 1099-B . . . . . . . . . . . . 44, 101 Form 8949 . . . . . . . . . . . . . . . . . 113 Parking (See Parking fees) Charitable contributions
IRAs with . . . . . . . . . . . . . . . . . . 124 Hobbies, sales from Personal property taxes on, to . . . . . . . . . . . . . . . . . . . 163, 166

Commissions . . . . . . . . . 124, 125 collections . . . . . . . . . . . . . . . . 94 deduction of . . . . . . . . . . . . . . 154 Entertainment expenses for
Receiving dividends, reporting on Holding period, determination Reporting of . . . . . . . . . . . . . . . . 189 attending meetings . . . . . . . 183

Form 1099-MISC . . . . . . . . . . 64 of . . . . . . . . . . . . . . . . . . . . . . . 106 Table 26-3 showing forms to be Change of address . . . . . . . . . . . . 18
Burglary: How to report . . . . . . . . . . . . . . . 113 used . . . . . . . . . . . . . . . . . . . 192 Change of name . . . . . . . . . . . 12, 45

Losses due to . . . . . . . . . . . . . . 171 Installment sales and . . . . . . . . 114 Sale, trade-in, or other Chaplains:
Burial expenses  (See Funerals) Lump-sum distributions from disposition . . . . . . . . . . . . . . . 187 Life insurance proceeds when

pensions and annuities . . . . . 79Business associates  (See also Section 179 deductions . . . . . . 187 death in line of duty . . . . . . . . 88
Mutual funds paying . . . . . . . . . . 66Entertainment expenses) . . . . 180, Work-related education, Charitable

182 Net capital gain . . . . 104, 114, 115 transportation for . . . . . . . . . 199 contributions . . . . . . . . . . 162-170
Included as investmentBusiness travel to meet . . . . . . 184 Cash: $500 or more noncash

income . . . . . . . . . . . . . . . . 160Travel expenses of, paying Dividends paid as . . . . . . . . . . . . 64 contribution:
Net long-term capital loss . . . . 114for . . . . . . . . . . . . . . . . . . . . . . . 179 Rebates . . . . . . . . . . . . . . . . . . . . 92 Form 8283 to be used . . . . . 170
Sale of personal items . . . . . . . . 94Business expenses  (See also Sales of property for . . . . . . . . 102 Bargain sales as . . . . . . . . . . . . 168
Sale or trade of property heldEntertainment expenses) . . . . 180, Cash contributions, records to Benefit received as result of

more than 1 year . . . . . 106, 114182 keep . . . . . . . . . . . . . . . . . . . . . . . 169 contribution . . . . . . . . . . 163, 166
Schedule D . . . . . . . . . . . . . . . . 113Job search expenses . . . . . . . . 94 Capital gain property asCash method taxpayers . . . . . . . 11
Section 1250 gains from sale ofMeal expenses (See Meal and donation . . . . . . . . . . . . . . . . . 168Bad debts . . . . . . . . . . . . . . . . . . 106real property . . . . . . . . . 104, 115lodging expenses) Limit on deduction . . . . 168, 169Points, deduction of . . . . . . . . . 157State or local government bonds,Reimbursements . . . . . . . . . 39, 46 Carryover of excessReal estate transactions, taxtax-exempt . . . . . . . . . . . . . . . 105Returning excess for business deduction . . . . . . . . . . . . . . . . 169allocation . . . . . . . . . . . . . . . . 152Tax rates . . . . . . . . . . . . . . . . . . . 115expenses . . . . . . . . . . . 39, 191 Deductions:Taxes paid during tax year,Maximum capital gain ratesTravel (See Travel and 30% limit of adjusted grossdeduction of . . . . . . . . . . . . . . 151(Table 16-1) . . . . . . . . . . . . 115transportation expenses) income . . . . . . . . . . . . . . . . 168Worthless securities andTotal net gain . . . . . . . . . . . . . . . 114Work-related education . . . . . . 198 50% limit of adjusted grossnegotiable promissoryTotal net loss . . . . . . . . . . . . . . . 114 income . . . . . . . . . . . . . . . . 168Business organizations: notes . . . . . . . . . . . . . . . . . . . . 101Undistributed gains . . . . . . . . . 114 Examples of (TableCharitable contributions Cash rebates . . . . . . . . . . . . . . . . . 92Credit for tax on . . . . . . . 66, 258 24-1) . . . . . . . . . . . . . . . . . . 162to . . . . . . . . . . . . . . . . . . . . . . . 166 Casualties . . . . . . . . . . . . . . . . . . . 112Car expenses . . . . . . . . . . . . . . . . 170 Limits on . . . . . . . . . . . . . 163, 168Business property: Casualty insurance:Car pools . . . . . . . . . . . . . . . . . 92, 185 Year to claimAs gift, adjusted basis for . . . . . 99 Premiums not in propertyCarrybacks: deduction . . . . . . . . . . . . . . 168Basis for depreciation . . . . . . . 100 basis . . . . . . . . . . . . . . . . . . . . . 97Business tax credit Definition of . . . . . . . . . . . . . . . . 162Property use changed to, adjusted Reimbursements from . . . . . . . . 92carrybacks . . . . . . . . . . . . . . . . 19 Fair market value of propertybasis for . . . . . . . . . . . . . . . . . 100 Casualty losses . . . . . 171-177, 202, contributions . . . . 163, 167, 168Carryovers:Sales or exchanges: 204 RecordkeepingCapital loss . . . . . . . . . . . . . . . . 114Like-kind exchanges . . . . . . 102 Adjusted basis in property . . . . 97, requirements . . . . . . . . . . . 170Worksheet . . . . . . . . . . . . . . . 115Business tax credits: 98, 173, 177 Gifts to reduce public debt . . . . 15Charitable contributions, whenClaim for refund . . . . . . . . . . . . . 19 Amount of loss . . . . . . . . . . . . . 172 Large quantities of items . . . . 167deduction exceeds

Business use of home . . . . . . . 201 Appraisals . . . . . . . . . . . . . . . . . . 173adjusted-gross-income Noncash contributions,
Bank deposit, loss due to bank’slimits . . . . . . . . . . . . . . . . . . . . 169 recordkeeping

insolvency or requirements . . . . . . . . . . . . . 169Investment interest . . . . . . . . . . 160
bankruptcy . . . . . . . . . . . . . . . 172C NonqualifiedCars  (See also Standard mileage

Costs:Cafeteria plans . . . . . . . . . . . . . . . 52 organizations . . . . . . . . . . . . . 166rates; Travel and
Cleaning up or makingCalendar year taxpayers: Not deductible . . . . . . . . . . . . . . 165transportation) . . . . . . . 49, 95, 177,

repairs . . . . . . . . . . . . . . . . . 173Accounting periods . . . . . 9, 11, 47 Ordinary income property as186
Photographs and donation . . . . . . . . . . . . . . . . . 168Filing due date . . . . . . . . . . . . . . . . . 9 Accidents resulting in casualty

appraisals . . . . . . . . . . . . . . 173 Property contributions . . . . . . . 166loss . . . . . . . . . . . . . . . . . . . . . 171California Nonoccupational
Deductible losses . . . . . . . . . . . 171 Decreased in value . . . . . . . 167Value determination . . . . . . . 173Disability Benefit Fund . . . . . 151

$100 rule . . . . . . . . . . . . . . . . 175 Increased in value . . . . . . . . 167Willful negligence or intentionalCampaign contributions . . . . . . 92,
When to take (Table Publication 78, list of qualifiedact as cause . . . . . . . . . . . 171163, 166

25-2) . . . . . . . . . . . . . . . . . . 176 organizations . . . . . . . . . . . . . 162Actual expenses . . . . . . . . . . . . 186Presidential Election Campaign
Deduction limits . . . . . . . . . . . . 175 Qualified organizations . . . . . . 162Advertising displays on . . . . . . 185Fund . . . . . . . . . . . . . . . . . . . . . 12

For personal property (Table Types of . . . . . . . . . . . . . . . . . 162Allowances fromCampaign expenses . . . . . . . . . 205
25-1) . . . . . . . . . . . . . . . . . . 175 Written statement from . . . . 164employers . . . . . . . . . . . . . . . . 190Canada: Definition of casualty . . . . . . . . 171 Schedule A (Form 1040) to beAs capital assets . . . . . . . . . . . . 104Resident of . . . . . . . . . . . . . . . 27, 32 Disasters (See also Disaster used for deductions . . . . . . . 170Blue book to determine fair marketCancellation of Debt . . . . . . . . . . 86 relief) . . . . . . . . . . . . . . . . . . . . 174 Time of making contribution, howvalue . . . . . . . . . . . . . . . . . . . . 167

Exceptions to treatment as Employer’s emergency disaster to determine . . . . . . . . . . . . . . 168Books to determine fair marketincome . . . . . . . . . . . . . . . . . . . 87 fund . . . . . . . . . . . . . . . . . . . . . 174 To individuals, notvalue . . . . . . . . . . . . . . . . . . . . 173
Form 1099-C . . . . . . . . . . . . . . . . 44 Fair market value of deductible . . . . . . . . . . . . 163, 165Business and personal use,

Candidates for public office: property . . . . . . . . . . . . . . . . . . 172 Token items given byallocation between . . . . . . . . 186,
Contributions to, no charitable Form 4684 to be filed . . . . . . . 171 recipients . . . . . . . . . . . . . . . . 164188

deduction for . . . . . . . . . 163, 166 Insurance proceeds, treatment Volunteers, deductibility ofBusiness-related travel
Capital assets: of . . . . . . . . . . . . . . . . . . . . . . . 173 contributions (Tableexpenses . . . . . . . . . . . . . . . . 179

Coal and iron ore . . . . . . . . . . . . 90 24-2) . . . . . . . . . . . . . . . . . . . . 164Net operating losses . . . . . . . . 177Car pools . . . . . . . . . . . . . . . . . . 185
Definition of . . . . . . . . . . . . . . . . 104 Nondeductible losses . . . . . . . 171Charitable gift of, deduction for fair Charitable deduction for living

Capital expenses . . . . . . . . . . . . . 35 market value . . . . . . . . . . . . . 167 Proof of loss . . . . . . . . . . . . . . . . 172 expenses . . . . . . . . . . . . . . . . . . 168
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Charity benefit events: Dividends of (See this heading: Civil defense organizations: Commodities:
Investment income of childDeduction amount for charitable Derivative financialCharitable contributions
under age 18)contributions . . . . . . . . . . . . . 164 instruments . . . . . . . . . . . . . . 104to . . . . . . . . . . . . . . . . . . . . . . . 163

Earnings of . . . . . . . . . . . . . . . . . . . . 6Checklists: Common law marriage . . . . . . . . 21Civil service retirement
Filing requirements . . . . . . . . . . . . 6Medical and dental expense benefits . . . . . . . . . . . . . . . . . . . . 75 Communist organizations:

As dependents (Tabledeductions (Table Charitable contributionsCivil suits  (See also Damages from
1-2) . . . . . . . . . . . . . . . . . . . . . . 521-1) . . . . . . . . . . . . . . . . . . . . 148 to . . . . . . . . . . . . . . . . . . . . . . . 166lawsuits) . . . . . . . . . . . . . . . . . . . . 92

Gifts to . . . . . . . . . . . . . . . . . . 56, 214Checks: Community property . . . . . . . . 5, 59Civil tax penalties  (See Penalties)
Inclusion of child’s income onAs charitable Alimony, difference from . . . . . 135Clergy . . . . . . . . . . . . . . . . . . . . . . . . . . 6

parent’s return (Figurecontributions . . . . . . . . . . . . . 168 IRAs . . . . . . . . . . . . . . . . . . . . . . . 124Contributions that can be spent as
30-A) . . . . . . . . . . . . . . . . . . . . 211Canceled checks as evidence of Married filing separately . . . . . . 22individual wishes, not deductible

Income, calculation of . . . . . . . 211travel expenses . . . . . . . . . . . 187 Medical and dentalcharitable contribution . . . . . 166
Capital gainsConstructive receipt of . . . . . . . 11 expenses . . . . . . . . . . . . . . . . 145Housing . . . . . . . . . . . . . . . . . . . . . 50

distributions . . . . . . . . . . . . 211Payment of tax . . . . . . . . . . . . . . 14 Commuting expenses . . . . . . . . 185,Real estate taxes whenInvestment income of . . . . . 56, 64Penalty if not honored . . . . . . . . 14 205receiving housing
Investment income of certainCheck-writing fees . . . . . . . . . . . 205 Employer-provided commuterallowance . . . . . . . . . . 154, 157

children . . . . . . . . . . . . . . 210, 216Child: vehicle . . . . . . . . . . . . . . . . . . . . 49Life insurance proceeds whenForm 8615, use of (FigureFoster child . . . . . . . . . . . . 246, 247 Compensation  (See also Wageschaplain died in line of30-B) . . . . . . . . . . . . . . . . . . 212Married child . . . . . . . . . . . . . . . 244 and salaries) . . . . . . . . . . . . . . . . 46duty . . . . . . . . . . . . . . . . . . . . . . 88
Investment income Defined for IRA purposes . . . . 124Child and dependent care Pensions . . . . . . . . . . . . . . . . . . . . 50defined . . . . . . . . . . . . . . . . 214 Defined for Roth IRAcredit . . . . . . . . . . . . . . . . . . . . . . . . . 8 Special income rules . . . . . . . . . 50Parental information, providing purposes . . . . . . . . . . . . . . . . . 133Due diligence . . . . . . . . . . . . . . . 222 Clerical help, deductibilityof . . . . . . . . . . . . . . . . . . . . . 214 Employee . . . . . . . . . . . . . . . . . . . 46Earned income . . . . . . . . . . . . . 220 of . . . . . . . . . . . . . . . . . . . . . . . . . 202Parents’ election to report on MiscellaneousFull-time student . . . . . . . . . . . . 220

Clients  (See also EntertainmentForm 1040 . . . . . . . . . . . . . 210 compensation . . . . . . . . . . . . . 46Married filing separately . . . . . . 22
expenses) . . . . . . . . . . . . . . 180, 182Trust income . . . . . . . . . . . . . 214 Nonemployee . . . . . . . . . . . . . . . 93Payments to relatives . . . . . . . 221
Business travel to meet . . . . . . 184Investment income of child under Unemployment . . . . . . . . . . . . . . 90Child born alive . . . . . . . . . . . . . . . 28
Travel expenses of, payingage 18: Computation of tax . . . . . . . . . . . 12Child care: for . . . . . . . . . . . . . . . . . . . . . . . 179Dependent filing requirements Equal amounts . . . . . . . . . . . . . . 12Babysitting . . . . . . . . . . . . . . . . . . 46

Closing costs:(Table 1-2) . . . . . . . . . . . . . . . . 5 Negative amounts . . . . . . . . . . . 12Care providers . . . . . . . . . . . . . . . 46
Interest and dividends . . . . . 6, 8 Real property transactions . . . . 96 Rounding off dollars . . . . . . . . . . 12Credit (See Child and dependent
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Capital gains, undistributed, credit Itemizing (See ItemizedMedical expenses as part ofPeriod of ownership and
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Property used in trade or Replacement of lost or destroyed Mortgage interest, payment as Child and dependent care

business, as noncapital property . . . . . . . . . . . . . . . . . . 174 alimony . . . . . . . . . . . . . . . . . . 157 credit . . . . . . . . . . . . . . . . . . . . 220
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Joint returns not available . . . . 22income . . . . . . . . . . . . . . . . . . . 52 Defined . . . . . . . . . . . . . . . . . . . . . 63 Education expenses  (See also
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court-appointed Fees to collect . . . . . . . . . . . . . . 203 Disaster areas, postponed Teacher’s out-of-pocket
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Tuition and fees Endowment proceeds . . . . . . . . . 88 First period, no income subject toEducation expenses  (Cont.)
deduction . . . . . . . . . . . . . . . . 140 estimated tax in . . . . . . . . . . . . 43Tuition (See Qualified tuition Energy assistance . . . . . . . . . . . . 92

Fiscal year taxpayers . . . . . . . . 43programs) Eligible student: Energy conservation:
Married taxpayers . . . . . . . . . . . . 41Work-related education, deduction Student loan interest Measures and
Name change . . . . . . . . . . . . . . . 45of expenses . . . . . . . . . . . . . . 199 deduction . . . . . . . . . . . . . . . . 138 modifications . . . . . . . . . . . . . . 93
Not required . . . . . . . . . . . . . . . . . 41Tuition and feesEducational assistance  (See also Subsidies . . . . . . . . . . . . . . . . . . . 93
Overpayment applied to . . . . . . 13deduction . . . . . . . . . . . . . . . . 141Tuition) . . . . . . . . . . . . . . . . . . . . 139 Exclusion as adjustment to
Payment vouchers . . . . . . . . . . . 43Employer-provided . . . . . . . . . . . 48 Embezzlement: basis . . . . . . . . . . . . . . . . . . . 98
Payments . . . . . . . . . . . . . . . . 14, 43Losses due to . . . . . . . . . . . . . . 171Tuition deduction, effect Utility rebates . . . . . . . . . . . . . . . . 95

Figuring amount of eachon . . . . . . . . . . . . . . . . . . . . . 140 Reporting embezzled Entertainers and
payment . . . . . . . . . . . . . . . . 43funds . . . . . . . . . . . . . . . . . . . . . 94Scholarships (See Scholarships musicians . . . . . . . . . . . . . . . . . 202

Schedule . . . . . . . . . . . . . . 42, 43and fellowships) Emergency Homeowners’ Loan Entertainment expenses . . . . . 180, When to start . . . . . . . . . . . . . . 43Tuition (See Qualified tuition Program . . . . . . . . . . . . . . . 155, 157 182 Who must make . . . . . . . . . . . 41programs) Emergency medical service 50% limit . . . . . . . . . . . . . . . . . . . 182 Penalty for underpayment . . . . 37,Educational institution  (See personnel: Figure 26-A summary of 43, 45, 211Eligible educational institution) Life insurance proceeds when rules . . . . . . . . . . . . . . . . . . . 182 IRS computation of, Formdeath in line of duty . . . . . . . . 88Educational organizations: Allocation of costs . . . . . . 183, 188 2210 . . . . . . . . . . . . . . . . . . . 45As related party in Emotional distress Business-related gifts vs. . . . . 184 Pension payments . . . . . . . . . . . 76transactions . . . . . . . . . . . . . . 103 damages . . . . . . . . . . . . . . . . . . . 92 Form 2106 or 2106-EZ, how to fill Safe harbor for higher incomeCharitable contributions Employee benefits  (See also out . . . . . . . . . . . . . . . . . . . . . . 193 individuals . . . . . . . . . . . . . . . . 37to . . . . . . . . . . . . . . . . . . . 162, 163 Fringe benefits; specific type of Meal expenses included . . . . . 183 Saturday, Sunday, holiday
50% limit on deduction . . . . 168 benefit (e.g., Health insurance, Proof of expenses . . . . . . . . . . 187 rule . . . . . . . . . . . . . . . . . . . . . . . 42

Educator out-of-pocket Life insurance, etc.)) . . . . . 40, 47, Table 26-2 summary . . . . . . 188 Separate returns . . . . . . . . . . . . . 45
expenses . . . . . . . . . . . . . . . . . . 141 48 Recordkeeping Social security or railroad

EE series bonds  (See U.S. savings Employee business requirements . . . . . . . . . . . . . 187 retirement benefits . . . . . . . . . 83
bonds) expenses . . . . . . . . . . . . . . 177-194 Reporting of . . . . . . . . . . . . . . . . 189 State and local income taxes,

Commuting expenses . . . . . . . 185E-file . . . . . . . . . . . . . . . . . . . . . . 2, 4, 8 Table 26-3 showing forms to be deduction of . . . . . . . . . . . . . . 151
Deductions for . . . . . . . . . . . . . . 177Extensions of time to file . . . . . . 10 used . . . . . . . . . . . . . . . . . . . 192 Unemployment

Form 2106 forOn time filing . . . . . . . . . . . . . . . . 10 Taking turns paying for meals or compensation . . . . . . . . . . . . . 91
deducting . . . . . . . . . . . . . . 189 entertainment . . . . . . . . . . . . 183EIC  (See Earned income credit) Estimates:

Impairment-related work Tickets . . . . . . . . . . . . . . . . . . . . . 183 Travel expenses . . . . . . . . . . . . 187EITC Assistant . . . . . . . . . . . . . . . 239
expenses, deduction Face-value as deductible Excess benefits tax  (See SectionElderly or disabled, credit
for . . . . . . . . . . . . . . . . . . . 150, 194 amount . . . . . . . . . . . . . . . . 183 72(m)(5))for . . . . . . . . . . . . . . . . . . . . . . . . . . . 8

Meals (See Meal and lodging Gift vs. entertainmentMarried filing separately . . . . . . 22 Excess reimbursements:expenses) deduction . . . . . . . . . . . . . . 184 Business expenseElderly persons  (See also Reimbursements (See also Per Entertainment facilities: reimbursements . . . . . . . 39, 191Pensions) . . . . . . . . . . . . . . . . . . . 75 diem) . . . . 39, 46, 189, 190, 191 Expenses for use of . . . . . . . . . 184 Medical expenses . . . . . . . . . . . 149Credit for (See Elderly or disabled, Returning excess . . . . . . 39, 191 Equipment  (See also Excess reimbursementcredit for) Travel (See Travel and Tools) . . . . . . . . . . . . . . . . . . . . . 185 flowchart (FigureExemption from transportation expenses) 21-A) . . . . . . . . . . . . . . . . . . 149Rental for rental property . . . . . 69withholding . . . . . . . . . . . . . . . . 39 Work-related education . . . . . . 196,
Excess withholding credit . . . . 259Home for the aged . . . . . . . . . . . 33 Equitable relief  (See Innocent200

How to take . . . . . . . . . . . . . . . . 260spouse relief)Long-term care (See Long-term Employee expenses . . . . . . . . . 201 Joint returns . . . . . . . . . . . . . . . . 260care insurance contracts) Errors:Home computer . . . . . . . . 201, 203Nutrition Program for the Exchange students:Depreciation, correcting amountMiscellaneous . . . . . . . . . . . . . . 201Elderly . . . . . . . . . . . . . . . . . . . . 92 Expenses paid for, deductibleon Form 1040X . . . . . . . . . . . . 71Employees  (See also FringeStandard deduction for age 65 or when under agreement withDiscovery after filing, need tobenefits) . . . . . . . . . . . . . . . . . 47, 48older . . . . . . . . . . . . . . . . . . . . . 142 qualified organization . . . . . 164amend return . . . . . . . . . . . . . . 18Awards for service . . . . . . . . . . . 46Tax Counseling for the Exchanges  (See also Trade ofForm 1099 showing incorrectBusiness expenses (SeeElderly . . . . . . . . . . . . . . . . . . . . . . 9 property) . . . . . . . . . . . . . . . 101, 102amount . . . . . . . . . . . . . . . . . . . 64Employee business expenses)Election precinct officials: Like-kind exchanges . . . . . 98, 102Form W-2c for corrected wageDiscounts for, effect on Partially nontaxableFees, reporting of . . . . . . . . . . . . 93 and tax statement . . . . . . . . . . 44basis . . . . . . . . . . . . . . . . . . . . . 98 exchange . . . . . . . . . . . . . 99, 102Refunds . . . . . . . . . . . . . . . . . . . . 17Election to include child’s income Form W-4 to be filled out when Taxable exchange,on parent’s return . . . . . 210-212 Escrow:starting new job . . . . . . . . . . . . 39 defined . . . . . . . . . . . . . . . . . . . 98Inclusion of child’s income on Taxes placed in, whenFringe benefits (See also Fringe Tax-free:parent’s return (Figure deductible . . . . . . . . . . . . . . . . 153benefits) . . . . . . . . . . . . . . . . . . 40 Definition of . . . . . . . . . . . . . . . 9830-A) . . . . . . . . . . . . . . . . . . . . 211 Estate beneficiaries  (See alsoJury duty pay . . . . . . . . . . . . . . . . 94 Holding period, determinationElective deferrals  (See also Inheritance) . . . . . . . . . . . . . 99, 106Overseas employment (See of . . . . . . . . . . . . . . . . . . . . . 106Retirement plans) . . . . . . . . . . . . 75 Dividends received by . . . . . . . . 64Foreign employment)
Excise taxes  (See alsoLimits . . . . . . . . . . . . . . . . . . . . . . . 50 IRAs (See Individual retirementEmployees of the intelligence Penalties) . . . . . . . . . . . . . . . . . . 129Elective surgery: arrangements (IRAs))community . . . . . . . . . . . . . . . . 110 Basis to include . . . . . . . . . . . . . . 96Not deductible as medical Losses of estate . . . . . . . . . . . . . 93Employers: Deductibility (Table 22-1) . . . . 153expense . . . . . . . . . . . . . . . . . 147 Receiving income fromEducational assistance from (See IRAs for failure to take minimumestate . . . . . . . . . . . . . . . . . . . . 93Electric cars: Educational assistance) distributions . . . . . . . . . . . . . . 129Rollover restrictions . . . . . . . . . . 80Credit . . . . . . . . . . . . . . . . . . . . . . 186 E-file options . . . . . . . . . . . . . . . . . . 9 Roth IRAs . . . . . . . . . . . . . . . . . . 133Credits: Estate tax:Form W-4, having new employees Exclusions from gross income:Filing requirements (Table Deduction . . . . . . . . . . . . . . . . . . 154fill out . . . . . . . . . . . . . . . . . . . . . 39 Accelerated death benefits . . . 881-3) . . . . . . . . . . . . . . . . . . . . . . 7 Estates  (See also EstateOverseas employment (See Annuities . . . . . . . . . . . . . . . . . . . . 76Electronic filing  (See E-file) beneficiaries) . . . . . . . . . . . . . . . . 93Foreign employment) Canceled debt . . . . . . . . . . . . . . . 87

Withholding rules . . . . . . . . . . . . 39Electronic payment options . . . . . 2 Income . . . . . . . . . . . . . . . . . . . . . 93 Capital gains from home sale (See
Credit card . . . . . . . . . . . . . . . . . . 43 Investment interest . . . . . . . . . . 160Employment: Sale of home)
Credit or debit card . . . . . . . . . . 14 Tax (See also EstateAgency fees . . . . . . . . . . . . . 93, 201 Commuting benefits for

tax) . . . . . . . . . . . . . . . . . . 154, 204Electronic Federal Tax Payment Résumé expenses . . . . . . . . . . 201 employees . . . . . . . . . . . . . . . . 49
System (EFTPS) . . . . . . . 14, 43 Survivor’s annuity . . . . . . . . . . 82Taxes (See also Social security De minimis benefits . . . . . . . . . . 48

Electronic funds and Medicare taxes) . . . . . . . 47 Estimated tax . . . . . . . . . . . . . . 37-45 Disability pensions of federal
withdrawal . . . . . . . . . . . . . 14, 43 FICA withholding (See also Amount to pay to avoid employees and military . . . . . 52

Withholding) . . . . . . . . . . . . 11Electronic reporting: penalty . . . . . . . . . . . . . . . . . . . 43 Education Savings Bond
Tip income . . . . . . . . . . . . 7, 8, 54Returns (See E-file) Avoiding . . . . . . . . . . . . . . . . . . . . 41 Program . . . . . . . . . . . . . . . . . . 94

Tip statement from employees to Employment taxes  (See also Change in estimated tax . . . . . . 43 Educational assistance from
employers . . . . . . . . . . . . . . . . . 55 Social security and Medicare Credit for . . . . . . . . . . . . . 37, 44, 45 employer . . . . . . . . . . . . . . . . . . 48

taxes) . . . . . . . . . . . . . 219, 221, 223 Definition . . . . . . . . . . . . . . . . . . . . 37Eligible educational institution: Elective deferrals, limit on
FICA withholding (See also Divorced taxpayers . . . . . . . . . . 45Education credits . . . . . . . . . . . 236 exclusion . . . . . . . . . . . . . . . . . 50

Withholding) . . . . 37, 38, 39, 41, Electronic fundsForeign schools . . . . . . . . 138, 140 Employee awards . . . . . . . . . . . . 46
44 withdrawal . . . . . . . . . . . . . . . . 43Student loan interest Energy conservation

deduction . . . . . . . . . . . . . . . . 138 Empowerment zone . . . . . . . . . . 207 Figuring amount of tax . . . . . . . 42 subsidies . . . . . . . . . . . . . . 93, 95
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Federal crime investigations or Change to, after time of Foreign income taxes:Exclusions from gross income:
prosecutions: filing . . . . . . . . . . . . . . . . . . . . . . 18 Deduction of . . . . . . . . . . . . . . . . 152(Cont.)
Travel expenses . . . . . . . . . . . . 178 Divorced taxpayers . . . . . . . . . . 21 Form 1116 to claimForeign earned income . . . . . . . . . 2

credit . . . . . . . . . . . . . . . . . . 155Head of household . . . . . . . . 21, 23Federal employees:Frozen deposit interest . . . . . . . 94
Schedule A or Form 1040Qualifying person to fileAccrued leave payment . . . . . . 47Group-term life insurance . . . . . 49

reporting . . . . . . . . . . . . . . . 155as . . . . . . . . . . . . . . . . . . . . . . 23Cost-of-living allowances . . . . . 47Long-term care insurance
Definition of . . . . . . . . . . . . . . . . 151Joint returns . . . . . . . . . . . . . . . . . 21Disability pensions . . . . . . . . . . . 52contracts . . . . . . . . . . . . . . . . . . 53

Foreign nationals  (See ResidentMarried filing a jointBased on years ofParking fees,
aliens)return . . . . . . . . . . . . . . . . . . . . 240service . . . . . . . . . . . . . . . . . 52employer-provided . . . . . . . . . 49

Married filing separately . . . . . . 22, Foreign organizations:Exclusion, conditions for . . . . 52Public safety officers who died or
240 Charitable contributionsTerrorist attack . . . . . . . . . . . . 53were killed in line of duty, death

Surviving spouse . . . . . . . . . . . . 21 to . . . . . . . . . . . . . . . . . . . 163, 166FECA payments . . . . . . . . . . . . . 53benefits . . . . . . . . . . . . . . . . . . . 88
Unmarried persons (See also Foreign schools . . . . . . . . . 138, 140Sale of home . . . . . . . . . . . . . . . . 94 Federal Employees’

Single taxpayers) . . . . . . . . 5, 20Scholarships . . . . . . . . . . . . . . . . 94 Compensation Act (FECA) Foreign Service . . . . . . . . . . . . . . 110
Final return for decedent:payments . . . . . . . . . . . . . . . . . . . 53Strike benefits . . . . . . . . . . . . . . . 95 Foreign students . . . . . . . . . . . . . 27

Capital loss deduction on . . . . 115Terrorist attack as cause of injury, Federal government: Expenses paid for, deductible
Medical expenses . . . . . . . . . . . 146disability payments . . . . . . . . 75 Charitable contributions when under agreement with
Standard deduction . . . . . . . . . 142to . . . . . . . . . . . . . . . . . . . . . . . 163 qualified organization . . . . . 164Executors and

Employees (See Federaladministrators . . . . . . . . . . . . . . . . 5 Finance charges: Foreign tax credit . . . . . . . . . . . . 255
employees)Related party Credit cards, retail installment How to take . . . . . . . . . . . . . . . . 255

transactions . . . . . . . . . . . . . . 103 Federal income tax: contracts, etc., not Limit on . . . . . . . . . . . . . . . . . . . . 255
deductible . . . . . . . . . . . . . . . . 161Interest on, notExempt-interest dividends . . . . 57 Forgiveness of debt  (See

deductible . . . . . . . . . . . . . . . . 161 Financial institutions  (See alsoAlternative minimum tax . . . . . . 67 Cancellation of debt)
Not deductible . . . . . . . . . . . . . . 154 Banks) . . . . . . . . . . . . . . . . . 105, 124Dividend reporting . . . . . . . . . . . 67 Form:

Deductibility (TableInformation-reporting Financially disabled 843:
22-1) . . . . . . . . . . . . . . . . . . 153requirement . . . . . . . . . . . . . . . 67 persons . . . . . . . . . . . . . . . . . . . . 18 Claim for refund and request for

Federal judges: abatement . . . . . . . . . . . . . 260Exemption from foreign tax credit Fines  (See also Penalties) . . . . . 10,
Employer retirement planlimit . . . . . . . . . . . . . . . . . . . . . . . 255 19, 20 982:

coverage . . . . . . . . . . . . . . . . . 125 Deductibility . . . . . . . . . . . . . . . . 205 Reduction of tax attributes dueExemptions:
Fee-basis officials: to discharge of indebtednessFirefighters:Dependents . . . . . . . . . . . . . . 26-37

(and section 1082 basisBusiness expenses of . . . . . . . 193 Life insurance proceeds whenFrom withholding . . . . . . . . . . . . 39
adjustment) . . . . . . . . . . . . 109Work-related education death in line of duty . . . . . . . . 88Personal (See Personal

1040 . . . . . . . . . . . . . . . . . . . . 63, 209expenses . . . . . . . . . . . . . . . . 200 Volunteer firefighters:exemption)
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Barter income . . . . . . . . . . . . . 86 deduction . . . . . . . . . . . . . . 139 Filing paper form . . . . . . . . . . 101099-MISC:
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Disaster victims receiving cash Hardest Hit Fund Separate residences in andFrozen deposits: (Cont.)
gifts . . . . . . . . . . . . . . . . . . . . . 174 Program . . . . . . . . . . . . . . . 155, 157 alimony payments . . . . . . 136IRA rollover period

Holding period, determination Taxes and insurance premiumsextension . . . . . . . . . . . . . . . . 128 Hawaii:
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securities, interest notAs medical expense . . . . . . . . . 147 Health coverage tax credit . . . . . 7,
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Hospitals:Grants, disaster relief . . . . . . . . . 91 Hedging transactions . . . . . . . . 104Ordinary loss . . . . . . . . . . . . . . . 104
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171Taxable cost, calculation As capital assets . . . . . . . . . . . . 104Gems: Abandonment of . . . . . . . . . . . . 108of . . . . . . . . . . . . . . . . . . . . . . . . 48As capital assets . . . . . . . . . . . . 104 Household items, charitableAcquisition debt (See alsoUncollected socialIRA prohibited transactions deduction for . . . . . . . . . . . . . . 166Mortgages) . . . . . . . . . . . . . . . 155security/Medicare taxes . . . . . . 8in . . . . . . . . . . . . . . . . . . . . . . . . 131 Household members  (See alsoAged, home for . . . . . . . . . . . . . . 33Reporting of (Table 1-3) . . . . . . 7General business credit . . . . . . 207 Head of household) . . . . . . . . . . 21As capital asset . . . . . . . . . . . . . 104Uncollected tax . . . . . . . . . . . . . 208 Alimony payments, spousesGeneral Rule  (See Annuities) Basis (See Sale of home)Guam: cannot be members of sameGeneral Sales Taxes . . . . . 152, 153 Business use of . . . . . . . . . . . . 201Income from . . . . . . . . . . . . . . . . . . . 5 household . . . . . . . . . . . . . . . . 136GI Bill benefits . . . . . . . . . . . . . . . . 35 Closing costs . . . . . . . . . . . . . . . 109Guide dogs: Household services . . . . . . . . . . 221Gift taxes: Cost of keeping up . . . . . . . . . . . 23
Deductibility as medical Household workers  (See DomesticNot deductible . . . . . . . . . . . . . . 154 Worksheet . . . . . . . . . . . . . . . . 23expense . . . . . . . . . . . . . . . . . 147 help)Damage to (See also CasualtyGifts:

Household workers, no exemptionlosses) . . . . . . . . . . . . . . . . . . . 171$25 limit on business-related
for . . . . . . . . . . . . . . . . . . . . . . . . . 27Foreclosure . . . . . . . . . . . . . . . . 108expenses . . . . . . . . . . . . . . . . 184 H Housing  (See also Home; VacationImprovements:$4 or less for business-related

H.R. 10 plans . . . . . . . . . . . . . . . . . 76 homes) . . . . . . . . . . . 23, 69, 70, 71For medical care,expenses . . . . . . . . . . . . . . . . 184
HAMP: Alimony payments made todeductibility . . . . . . . . . . . . 147Adjusted basis for . . . . . . . . . . . . 99

Home affordable modification: cover . . . . . . . . . . . . . . . . . . . . 135Loans for . . . . . . . . . . . . . . . . 159Business-related
Pay-for-performance . . . . . . . 92 Clergy . . . . . . . . . . . . . . . . . . . . . . 50Jointly owned:expenses . . . . . . . . . . . . . . . . 184

Children, income from property Handicapped persons  (See Mortgage payments as Cooperative (See Cooperative
given to . . . . . . . . . . . . . . . . . . 214 Disabilities, persons with) alimony . . . . . . . . . . . . . . . . 135 housing)
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Taxes collected by tribal Penalties . . . . . . . . . . . . . . . . . . . 130 Home sale . . . . . . . . . . . . . . . . . 112Housing  (Cont.)
governments, deduction Early distributions (See EarlyRental property (See Rental Insulin:
of . . . . . . . . . . . . . . . . . . . . . . . 151 withdrawal from deferredincome and expenses) Deductibility as medical

interest account)Individual retirement expense . . . . . . . . . . . . . . . . . 147Hurricanes  (See also Disaster
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persons with) Reporting of:Contribution limits . . . . . . . . . . . 124 Form 1099-R to report
Impairment-related work Distributions . . . . . . . . . . . . . . 130Age 50 or older, . . . . . . . . . . 124 benefits . . . . . . . . . . . . . . . . . . . 44

expenses . . . . . . . . . . . . . . . . . . 200 Filing requirements (TableUnder age 50, . . . . . . . . . . . . 124 Life (See also Group-term life
Improvements: 1-3) . . . . . . . . . . . . . . . . . . . . . . 7Contributions . . . . . . . . . . . . . . 7, 22 insurance; Life

Real estate, adjustments to basis Recharacterization ofDesignating year for which insurance) . . . . . . . . . . . . . 40, 48
for . . . . . . . . . . . . . . . . . . . . . . . . 97 contributions . . . . . . . . . . . 129contribution is made . . . . 124 Living expenses paid by, possible

Rental property (See Rental Required distributions . . . . . . . 128,Excess . . . . . . . . . . . . . . . . . . 131 income from . . . . . . . . . . . . . . 174
income and expenses) 129Filing before contribution is Reimbursements:

Excess accumulations . . . . 131Incidental expenses: made . . . . . . . . . . . . . . . . . . 125 From casualty insurance . . . 92
Retirement savings contributionBusiness-related gifts . . . . . . . 184 Nondeductible . . . . . . . . . . . . 127 State insurer delinquency

credit . . . . . . . . . . . . . . . . . 22, 257Travel-related . . . . . . . . . . . . . . 180 Not required annually . . . . . 125 proceedings preventing
Self-employed persons . . . . . . 124Roth IRA contribution for same minimum pensionIncome  (See also Alimony; Wages
Spousal IRAs . . . . . 123, 124, 125,year . . . . . . . . . . . . . . . . . . . 133 distributions . . . . . . . . . . . . . . . 81and salaries) . . . 46-54, 86-95, 92

126Time of . . . . . . . . . . . . . . . . . . 124 Trade of policies andBartering . . . . . . . . . . . . . . . . . . . . 86
Taxability . . . . . . . . . . . . . . . . . . 131Withdrawal before filing due annuities . . . . . . . . . . . . . . . . . 102Canceled debts . . . . . . . . . . . . . . 86

Distributions . . . . . . . . . . . . . . 130date . . . . . . . . . . . . . . . . . . . 129 Withholding againstConstructive receipt of . . . . 11, 62
Time of taxation . . . . . . . . . . . . 124Cost basis . . . . . . . . . . . . . 127, 130 benefits . . . . . . . . . . . . . . . . . . . 13Excess reimbursement of medical
Transfers permitted . . . . . . . . . 127Deduction for . . . . . . . . . . . . . 8, 125 Insurance agents:expenses . . . . . . . . . . . . . . . . 149

To Roth IRAs . . . . . . . . . 127, 129Participant covered by employer Deduction of expenses . . . . . . 189Gross . . . . . . . . . . . . . . . . . . . . . . . 32
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Itemized deductions: of) deductibility . . . . . . . . . . . . . . 147 Election of . . . . . . . . . . . . . . . . . . 79
Changing from standard to Kidnapped children . . . . . . . . . . 242 Lifetime learning credit: Form 4972 . . . . . . . . . . . . . . . . . . 78
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Mass transit passes, Money market certificates . . . . . 57(See Rental income and Medical research organizations:
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rules . . . . . . . . . . . . . . . . . . . 182 Medicare A, when deductible as Definition . . . . . . . . . . . . . . . . . . . 159Credits, treatment of . . . . . . . . . 22
Work-related education . . . . 199 medical expense . . . . . . . . . 148 Form 1098 reporting . . . . . . . . 160Deductions:
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including . . . . . . . . . . . . . 180, 183 Medical savings accounts deduct . . . . . . . . . . . . . . . . . . . 162itemized deductions . . . . . 143

Business-related travel expense (MSAs))Treatment of . . . . . . . . . . . . . . 22 Mortgage interest:
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out . . . . . . . . . . . . . . . . . . . . . . 193 Medicare D, when deductible as(Table 1-1) . . . . . . . . . . . . . . . . 22 Mortgage interest credit . . . . . . 255

Lodging . . . . . . . . . . . . . . . . 179, 180 medical expense . . . . . . . . . 148How to file . . . . . . . . . . . . . . . . . . 22 Carryforward . . . . . . . . . . . . . . . 255
Proof of expenses . . . . . . . . . . 187 Medicare tax . . . . . . . . . . . . . . . . . 208Itemized deductions . . . . . . 22, 143 Form 8396 . . . . . . . . . . . . . . . . . 155

Table 26-2 summary . . . . . . 188One spouse has itemized so Medicare taxes, not How to take . . . . . . . . . . . . . . . . 255
Recordkeepingother must as well . . . . . . 142 support . . . . . . . . . . . . . . . . . . . . 35 Recapture . . . . . . . . . . . . . . . . . . 256

requirements . . . . . . . . . 180, 187Joint state and local income taxes Medications: Reduced deduction . . . . . . . . . 255
Reporting of . . . . . . . . . . . . . . . . 189filed, but separate federal Deductibility as medical Mortgages  (See alsoTable 26-3 showing forms to bereturns . . . . . . . . . . . . . . . . . . . 151 expense . . . . . . . . . . . . . . . . . 147 Points) . . . . . . . . . . . . . . . . . 157, 162used . . . . . . . . . . . . . . . . . . . 192Medical and dental Member of household or Alimony, payments as . . . . . . . 135Restaurant receipts . . . . . . . . . 187expenses . . . . . . . . . . . . . . . . 145 relationship test . . . . . . . . . . . . 32 Assistance payments . . . . . . . . 92Standard mealRollovers . . . . . . . . . . . . . . . . . . . . 22 Assistance payments (under sec.Members of the uniformedallowance . . . . . . . . . . . . 180, 190Social security and railroad 235 of National Housingservices or ForeignAmount of . . . . . . . . . . . . . . . . 180retirement benefits . . . . . . . . . 83 Act) . . . . . . . . . . . . . . . . . . . . . 157Service . . . . . . . . . . . . . . . . . . . . 110Areas outside continentalState and local income Assumption of . . . . . . . . . . . . . . . 96Membership fees  (See specificU.S. . . . . . . . . . . . . . . . . . . . 180taxes . . . . . . . . . . . . . . . . . . . . 151 Fees not included intype of organization)Prorating on partial days ofStudent loan interest deduction basis . . . . . . . . . . . . . . . . . . . 97Mentally incompetent persons travel . . . . . . . . . . . . . . . . . . 191and . . . . . . . . . . . . . . . . . . . . . . 139 Credit certificate (MCC) from state(See also Disabilities, personsTaking turns paying for meals orTenants by the entirety, allocation or local government . . . . . . . 155with; Elderly or disabled, creditentertainment . . . . . . . . . . . . 183of real estate taxes . . . . . . . 153 Discounted mortgage loan . . . . 87for) . . . . . . . . . . . . . . . . . . . . 8, 52, 75Transportation workers . . . . . . 180Tuition deduction and . . . . . . . 139, Ending early, treatment ofSigning of return byDeduction limits . . . . . . . . . . 183140 points . . . . . . . . . . . . . . . . . . . . 159court-appointedMedical and dentalMarried taxpayers  (See also Joint Federally subsidized mortgage,representative . . . . . . . . . . . . . 13expenses . . . . . . . . . . . . . . 145-150returns; Married filing separately; recapture of tax paid on homeMerchant card payments:Adjusted gross income and limit ofSpouse; Tenants by the purchased with . . . . . . . . . . . 256Form 1099-K . . . . . . . . . . . . . . . . 44deduction . . . . . . . . . . . . . . . . 145entirety) . . . . . 7, 21, 22, 23, 64, 76 Interest:Metals, precious  (See Gold andAdopted child . . . . . . . . . . . . . . . 146Age 65 or older spouse: Definition . . . . . . . . . . . . . . . . 155silver)Alimony payments made toStandard deduction . . . . . . . 142 Form 1098 (interest

Mexico:cover . . . . . . . . . . . . . . . . . . . . 135Blind spouse: statement) . . . . . . . . . . 72, 160
Resident of . . . . . . . . . . . . . . . 27, 32Contributions to cover, notStandard deduction . . . . . . . 142 Refund of . . . . . . . . . . . . . . . . . 89

deductible as charitable Mileage deduction forChild and dependent care Interest credit (See Mortgage
donations . . . . . . . . . . . . . . . . 165 work-related education . . . . 196credit . . . . . . . . . . . . . . . . . . . . 221 interest credit)

Damages including . . . . . . . . . 149 Mileage rates  (See StandardDeceased spouse (See also Interest deduction:
Decedent’s expenses . . . . . . . 146 mileage rates)Surviving spouse) . . . . . . . . 5, 21 Sale of home . . . . . . . . . . . . . 155
Deduction . . . . . . . . . . . . . . . . . . 145Definition of spouse for purposes Military  (See Armed forces) Schedule A (Form 1040) to

Checklist for deductibleof alimony . . . . . . . . . . . . . . . . 135 deduct . . . . . . . . . . . . . . . . . 162Military personnel:
expenses (TableDual-status alien spouse . . . . . 22 Late payment charges, deductionEarned income credit . . . . . . . 242
21-1) . . . . . . . . . . . . . . . . . . 148Educator expenses . . . . . . . . . 141 of . . . . . . . . . . . . . . . . . . . . . . . 155Mineral royalties . . . . . . . . . . . . . . 90

Dependent’s expenses . . . . . . 146Estimated tax . . . . . . . . . . . . . . . . 41 Lender’s charges forMinisters  (See Clergy)Determination of dateFiling status . . . . . . . . . . . . . . . 5, 21 services . . . . . . . . . . . . . . . . . . 159Miscellaneouspaid . . . . . . . . . . . . . . . . . . . . . 145Form 1040EZ, use of . . . . . . . . . . . 7 More than one borrower (notdeductions . . . . . . . . . . . . . . . . 200Doctor . . . . . . . . . . . . . . . . . . . . . 145Gross income filing requirements spouse), reporting of interestFederal employees buying backForm 1040, Schedule A, for(Table 1-1) . . . . . . . . . . . . . . . . 22 deduction . . . . . . . . . . . . . . . . 162sick leave . . . . . . . . . . . . . . . . . 53reporting . . . . . . . . . . . . . . . . . 149IRAs . . . . . . . . . . . . . . . . . . . 124, 125 Preparation costs for notes orOutplacement agency fees . . . 47Future expenses, settlement deeds of trust . . . . . . . . . . . . 159Spouse covered by employer
Missing children:including . . . . . . . . . . . . . . . . . 149plan . . . . . . . . . . . . . . . 125, 126 Prepayment:

Photographs of, included in IRSHealth insurance credit . . . . . . 259 Allocation of deduction . . . . 155Living apart . . . . . . . . . . . . . . . . . 21
publications . . . . . . . . . . . . . . . . . 2Health insurance premiums (See Penalty for, deductionMedical and dental

Mistakes  (See Errors)Health insurance) of . . . . . . . . . . . . . . . . . . . . . 155expenses . . . . . . . . . . . . . . . . 145
Included expenses: Modified adjusted gross income Points . . . . . . . . . . . . . . . . . . . 157Deceased spouse’s

Individuals covered . . . . . . . 145 (MAGI)  (See also Reported on Formexpenses . . . . . . . . . . . . . . 146
Deductions) . . . . . . . . . . . . . . . . 137Meals and lodging related to 1098 . . . . . . . . . . . . . . . . . . 160Nonresident alien spouse . . . . . 12,

receiving medical care . . . . 148, Child tax credit limits . . . . . . . . 231 Proceeds used for business or22
180 IRAs, computation for: investment, deductionPerforming artists . . . . . . . . . . . 194

Medical care, defined . . . . . . . 145 Effect on deduction if covered of . . . . . . . . . . . . . . . . . . . . . . . 162Roth IRAs . . . . . . . . . . . . . . . . . . 133
Physician . . . . . . . . . . . . . . . . . . 145 by employer retirement plan Refinancing . . . . . . . . . . . . . . . . 159Signatures when spouse unable to
Purpose of expenses . . . . . . . . 145 (Table 17-1) . . . . . . . . 126, 127 Refund of interest:sign . . . . . . . . . . . . . . . . . . . . . . 13
Reimbursements, treatment Effect on deduction if not Reported on FormSocial security or railroad

of . . . . . . . . . . . . . . . . . . . . 54, 148 covered by employer 1098 . . . . . . . . . . . . . . . . . . 160retirement benefits,
Work-related . . . . . . . . . . . . . . . 222 retirement plan (Table Treatment of . . . . . . . . . . . . . 157taxability . . . . . . . . . . . . . . . . . . 83

17-2) . . . . . . . . . . . . . . . . . . 126Medical devices: Reverse . . . . . . . . . . . . . . . . . . . 157Transfer of home to
spouse . . . . . . . . . . . . . . . . . . 108 Deductibility of . . . . . . . . . . . . . . 147 Worksheet 17-1 . . . . . . . . . . 127 Seller-financed . . . . . . . . . . . . . 112
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Mosques  (See Churches, temples, Standard deduction . . . . . . . . . 142 Other taxes . . . . . . . . . . . . . . . . . . 207 Payroll deductions . . . . . . . 154, 169
etc.) Withholding (See alsoTaxpayer identification Out of work . . . . . . . . . . . . . . . . . . 227

Withholding) . . . . . . . . . . . . . . . 37number . . . . . . . . . . . . . . . . . . . 37Motels  (See Hotels) Outplacement services . . . . . . . 47
Tuition deduction and . . . . . . . 140 Payroll taxes  (See also SocialMoth damage: Deduction of agency fees . . . . . 47
Waiver of alien status . . . . . . . . 51 security and Medicare taxes;Not casualty losses . . . . . . . . . 171 Overpayment of tax  (See also Tax

Withholding) . . . . . . . . . . . . . . 37, 47Nontaxable payments: refunds) . . . . . . . . . . . . . . . . . . . . . 13Motor vehicles, donations
Credit for the elderly or the Peace Corps allowances . . . . . . 51of . . . . . . . . . . . . . . . . . . . . . . . . . 166 Overseas work  (See Foreign

disabled . . . . . . . . . . . . . . . . . 230 Pell grants:employment)MSAs  (See Medical savings
Nontaxable trades  (See Tax-free Tuition deduction, effectaccounts (MSAs)) Over-the-counter drugs:

exchanges) on . . . . . . . . . . . . . . . . . . . . . . . 140Multiple support Not deductible as medical
Northern Mariana Islands: Penalties:agreement . . . . . . . . . . . . . . . . . . 35 expense . . . . . . . . . . . . . . . . . 147

Income from . . . . . . . . . . . . . . . . . . . 5 Accuracy-related . . . . . . . . . . . . . 19Municipal bonds . . . . . . . . . . . . . . 61 Overtime pay . . . . . . . . . . . . . . . . . 39
Alimony deduction, failure toNotary fees . . . . . . . . . . . . . . . . . . . 93Museums: Oxygen equipment and oxygen:

provide social security numberNot deductible as interest . . . . 159 Deductibility as medicalCharitable contributions
of recipient . . . . . . . . . . . . . . . 137Notes: expense . . . . . . . . . . . . . . . . . 147to . . . . . . . . . . . . . . . . . . . . . . . 163

Backup withholding . . . . . . . . . . 41As obligations ofMusicians and
Check not honored . . . . . . . . . . . 14individuals . . . . . . . . . . . . . . . 105entertainers . . . . . . . . . . . . . . . 202
Civil penalties . . . . . . . . . . . . . . . 19Discounted . . . . . . . . . . . . . . . 47, 61 PMutual funds . . . . . . . . . . . . . . . . 203 Criminal . . . . . . . . . . . . . . . . . . . . . 20Received for services . . . . . . . . 47Adjusted basis of shares . . . . 100 Paper vs. electronic return  (See Deductibility . . . . . . . . . . . . 161, 205Not-for-profit activities . . . . . . . . 92Allocated expenses . . . . . . . . . 203 E-file) Defenses . . . . . . . . . . . . . . . . . . . 20Nursery schools  (See Child andCapital gains . . . . . . . . . . . . . . . . 66 Paperwork Reduction Act of Estimated tax (See this heading:dependent care credit)Dividends from . . . . . . . . . . . . . . 66 1980 . . . . . . . . . . . . . . . . . . . . . . . . . . 2 Underpayment of estimated tax)Nursing care:Exempt-interest dividends . . . . 67 Parental responsibility  (See Failure to include social security

Employment taxes for workerNonpublicly offered . . . . . . . . . 203 Children) number . . . . . . . . . . . . . . . . 12, 20
providing medical care,Publicly offered . . . . . . . . . . . . . 203 Parents who never married . . . 29 Failure to pay tax . . . . . . . . . . . . 19deductibility of . . . . . . . . . . . . 147Undistributed capital Parents, divorced or Failure to provide social security

For healthy baby, not deductiblegains . . . . . . . . . . . . . . . . . . . . 114 separated . . . . . . . . . . . . . . 28, 245 number or TIN:
as medical expense . . . . . . . 147Credit for tax on . . . . . . . . . . 258 Divorced parents . . . . . . . . . . . 245 Alimony deduction . . . . . . . . 137

Wages for, deductibility as medical Home seller andParking fees:expense . . . . . . . . . . . . . . . . . 147 purchaser . . . . . . . . . . . . . . 162Business-related travel . . . . . . 186
Nursing homes:N To dividend payers . . . . . . . . 64Commuting expense . . . . . . . . 185

Insurance for care in (SeeName change . . . . . . . . . . . . . . 12, 45 Form 8606 not filed forEmployer-provided fringe benefit:
Long-term care insuranceNanny tax  (See Domestic help) nondeductible IRAExclusion from income . . . . . 49
contracts) contributions . . . . . . . . . 123, 127Medical-related travel . . . . . . . 148National Housing Act:

Meals and lodging, deductible as Fraud . . . . . . . . . . . . . . . . . . . . 19, 20Sports arena, business-relatedMortgage assistance . . . . . 92, 157
medical expense . . . . . . . . . 148 Frivolous tax submission . . . . . 20entertainment subject to 50%National of the United

Nursing services . . . . . . . . . . . . 147 Interest on . . . . . . . . . . . . . . . . . . 15limit . . . . . . . . . . . . . . . . . . . . . 183States . . . . . . . . . . . . . . . . . . . . . . 27
Nutrition Program for the IRAs . . . . . . . . . . . . . . . . . . . . . . . 130Parks and recreation facilities:Native Americans  (See Indians)

Elderly . . . . . . . . . . . . . . . . . . . . . 92 Early distributions . . . . . . . . . 131Charitable contributionsNegligence penalties . . . . . . . . . . 20
Nutritional supplements: Excess contributions . . . . . . 131to . . . . . . . . . . . . . . . . . . . . . . . 163Net investment income . . . . . . 160 Not deductible as medical Form 8606 not filed forParochial school tuition:Net operating losses: expense . . . . . . . . . . . . . . . . . 147 nondeductibleNo charitable deduction . . . . . 166Casualty or theft losses . . . . . . 177 contributions . . . . . . . 123, 127Partners andRefund of carryback . . . . . . . . . . 19 Overstatement of nondeductiblepartnerships . . . . . . . . . . . . . . . 203New Jersey Nonoccupational contributions . . . . . . . . . . . 127O Capital gains or lossesDisability Benefit Fund . . . . . 151 Required distributions, failure toOASDI . . . . . . . . . . . . . . . . . . . . . . . . 92 from . . . . . . . . . . . . . . . . . . . . . 114New Jersey Unemployment take . . . . . . . . . . . . . . . . . . . 129Occupational taxes . . . . . . . . . . 202 Income . . . . . . . . . . . . . . . . . . . . . 88Compensation Fund . . . . . . . 151 Late filing . . . . . . . . . . . . . . . . 10, 19Deduction of: Investment interest . . . . . . . . . . 160

New job, trade, or business: Exception . . . . . . . . . . . . . . . . . 19Taxes that are deductible (Table Related party
Employment agency fees . . . . 201 Late payment . . . . . . . . . . . . . . . . 1922-1) . . . . . . . . . . . . . . . . . . 153 transactions . . . . . . . . . . . . . . 103
Job search expenses . . . . . . . 201 Negligence . . . . . . . . . . . . . . . . . . 20Office rent, deductibility Passive activity . . . . . . . . . . . . . . 101Travel expenses . . . . . . . . . . . . 201 Reportable transactionof . . . . . . . . . . . . . . . . . . . . . . . . . 202 Losses . . . . . . . . . . . . . . . . . . 22, 161Work-related education understatements . . . . . . . . . . . 20

Exception for real estateOffice, use of home as . . . . . . . 201expenses . . . . . . . . . . . . . . . . 198 Roth IRAs:
professionals . . . . . . . . . . . . 72Offset against debts . . . . . . . . 9, 14 Conversion contributionsNew York Nonoccupational Investment interest and . . . 160OID  (See Original issue discount withdrawn in 5-yearDisability Benefit Fund . . . . . 151 Rental property . . . . . . . . . . . . 72(OID)) period . . . . . . . . . . . . . . . . . 134Nightclubs: Reporting of gains orOil, gas, and minerals: Excess contributions . . . . . . 133Cover charges, 50% limit on losses . . . . . . . . . . . . . . . . . . . 114Future production sold . . . . . . . 90 Substantial understatement ofdeduction . . . . . . . . . . . . . . . . 183 Pass-through entities . . . . . . . . 203 income tax . . . . . . . . . . . . . . . . 20Royalties from . . . . . . . . . . . . . . . 90Nobel Prize . . . . . . . . . . . . . . . . . . . 94 Patents: Tax evasion . . . . . . . . . . . . . . . . . 20Schedule C or C-EZ . . . . . . . 90Nominees . . . . . . . . . . . . . . . . . 57, 62 Infringement damages . . . . . . . 92 Tips, failure to report . . . . . . . . . 55Sale of property interest . . . . . . 90Dividends that belong to someone Royalties . . . . . . . . . . . . . . . . . . . . 90 Underpayment of estimatedOlder taxpayers:else . . . . . . . . . . . . . . . . . . . . . . 64 Patronage dividends . . . . . . . . . . 67 tax . . . . . . . . . . . . 37, 43, 45, 211Credit for the elderly . . . . . . . . 227Nonaccountable plans for Willful failure to file . . . . . . . . . . . 20Payment of tax . . . . 2, 9, 14, 15, 18Online help:employee Withholding . . . . . . . . . . . . . . 39, 41By check or money order . . . . . . 2,EITC Assistant . . . . . . . . . . . . . 239reimbursements . . . . . . . 190, 192 14, 43 Pennsylvania UnemploymentOptions . . . . . . . . . . . . . . . . . . . 50, 66Noncapital assets . . . . . . . . . . . . 104 By credit card . . . . . . . . . . . . . . . . . 2 Compensation Fund . . . . . . . 151Charitable contributions, dateNonemployee By credit or debit card . . . . . 10, 14 Pensions  (See also Annuities;of . . . . . . . . . . . . . . . . . . . . . . . 168compensation . . . . . . . . . . . . . . 93 By electronic means: Railroad retirement benefits;Ordinary dividends  (SeeNonrefundable credits . . . . . . . 254 Credit card . . . . . . . . . . . . . . . . 43 Rollovers) . . . . . . 75-82, 76, 79, 82Dividends)Nonresident alien . . . . . . . . 220, 240 Credit or debit card . . . . . . . . 14 457 plans (See Section 457Ordinary gain . . . . . . . . . . . . . . . . 104 Electronic Federal Tax PaymentNonresident aliens . . . . . . . . . . . . . . 6 deferred compensation plans)

Ordinary gain and loss  (See System (EFTPS) . . . . . 14, 43Due dates . . . . . . . . . . . . . . . . . . . 10 Clergy . . . . . . . . . . . . . . . . . . . . . . 50
Gains and losses) Funds withdrawal . . . . . . . 14, 43Estimated tax . . . . . . . . . . . . . . . . 41 Contributions:

Organ donors: Delivery services . . . . . . . . . . . . . . 9Form 1040EZ, use of . . . . . . . . . . . 7 Retirement savings contribution
Deductibility of medical Estimated tax . . . . . . . . . . . . . 14, 43Individual taxpayer identification credit . . . . . . . . . . . . . . . 22, 257

expense . . . . . . . . . . . . . . . . . 147 Installment agreements (Seenumber (ITIN) . . . . . . . . . . . . . 12 Taxation of . . . . . . . . . . . . . . . . 50
Original issue discount Installment agreements)Spouse . . . . . . . . . . . . . . . . . . . . . 12 Cost computation . . . . . . . . . . . . 76

(OID) . . . . . . . . . . . . . . . . . . . . . . . 61 Late payment penalties . . . . . . . 19Joint returns not Decedent’s unrecovered
Adjusted basis and . . . . . . . . . . 100 Payable to ’’United Statesavailable . . . . . . . . . . . . . . . . 22 investment in . . . . . . . . . . . . . . 13
Discounted debt Treasury‘‘ . . . . . . . . . . . . . . . . . . . 2Separated . . . . . . . . . . . . . . . . . 23 Definition of . . . . . . . . . . . . . . 80, 81

instruments . . . . . . . . . . . . . . 105 Vouchers . . . . . . . . . . . . . . . . . . . 43Transfers between spouses Disability pensions . . . . . . . . . . . 52
Form 1099-OID . . . . . . . . . . . . . . 44 Payments . . . . . . . . . . . . . . . 208, 209when one spouse is Early distributions:

Disaster relief . . . . . . . . . . . . . . . 91nonresident alien . . . . . . . 103 Origination fees  (See Points) Exceptions to tax on . . . . 80, 81
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Deduction of . . . . . . . . . . . . . . . . 154 Presidential Election CampaignPensions Q
Fund . . . . . . . . . . . . . . . . . . . . . . . 12Schedule A, C, E, or F (FormEarly distributions: (Cont.) Qualified dividends . . . . . . . . 64, 67

1040) . . . . . . . . . . . . . . . . . . 155 Presidentially declared disastersQualified retirement plans, Qualified domestic relations
(See Disaster relief)Taxes (See Personal propertyexceptions for . . . . . . . . . . . 81 orders (QDROs):

taxes)Tax on . . . . . . . . . . . . . . . . . . . . 80 Prevention of cruelty to children Rollover of retirement plan
Elective deferral limitation . . . . 50 or animals organizations:Personal representatives  (See distribution . . . . . . . . . . . . . . . . 79

Fiduciaries) Charitable contributions . . . . . 162Employer plans: Qualified education expenses:
Benefits from previous Persons with disabilities  (See Price reduced after Work-related education, business

employer’s plan . . . . . . . . 125 Disabilities, persons with) purchase . . . . . . . . . . . . . . . . . . . 87 deduction . . . . . . . . . . . . 198-199
Rollover to IRA . . . . . . . 128, 134 Photographs: Principal residence  (See Home) Qualified Education Programs,
Situations in which no Casualty or theft loss Prisoner . . . . . . . . . . . . . . . . . . . . . 220 Payments from:

coverage . . . . . . . . . . . . . . 125 claims . . . . . . . . . . . . . . . . . . . 173 Privacy Act and paperwork Form 1099-Q . . . . . . . . . . . . . . . . 44
Estimated tax . . . . . . . . . . . . . . . . 76 Physical examination . . . . . . . . 147 reduction information . . . . . . . . . 2 Qualified individuals:
Excess accumulation, tax on (See Physician certification . . . . . . . 227 Private delivery services . . . . . . . . 9 Under age 65 and retired on

also this heading: Required permanent and totalPhysician’s statement . . . . . . . 227 Private schools:distributions) . . . . . . . . . . . 80, 81 disability . . . . . . . . . . . . . . . . . 227Veterans . . . . . . . . . . . . . . . . . . . 229 Charitable deduction forForeign employment tuition . . . . . . . . . . . . . . . . . . . . 166 Qualified joint venture . . . . . . . . 72Place for filing . . . . . . . . . . . . . . 4, 15contributions . . . . . . . . . . . . . . 76
Prizes and awards  (See also Qualified plans  (See alsoPlants and trees:Form 1099-R . . . . . . . . . . . . . . . . 44

Bonuses) . . . . . . . . . . . . 39, 46, 94 Retirement plans;Cost of, when casualty or theftGeneral Rule for nonqualified
Rollovers) . . . . . . . . . . . 75, 79, 128Exclusion from income . . . . . . . 46loss involved . . . . . . . . . 171, 173plans and qualified plans for

Pulitzer, Nobel, and similar Qualified student loan  (SeePlastic surgery:recipients over 75 years . . . . 78
prizes . . . . . . . . . . . . . . . . . . . . . 94 Student loan interest deduction)Not deductible as medicalInherited pensions . . . . . . . . . . . 94

Scholarship prizes . . . . . . . . . . . 95 Qualified tuition programs . . . . 94expense whenJoint returns . . . . . . . . . . . . . . . . . 76
Probationary work periods: Additional tax on . . . . . . . . . . . . 208cosmetic . . . . . . . . . . . . . . . . . 147Loans from plan . . . . . . . . . . . . . 76

Travel expenses during . . . . . . 179 Filing requirements (TablePlug-in electric drive motorLump-sum distributions (See also
1-3) . . . . . . . . . . . . . . . . . . . . . . . . 7Professional license fees . . . . 205vehicle credit . . . . . . . . . . . . . . 256Lump-sum distributions) . . . . 78

Qualifying child . . . . . . . . . . . . . . . 27Professional Reputation . . . . . 206Military (See Armed forces) Plug-in electric vehicle
Age test . . . . . . . . . . . . . . . . . . . . 242Multiple pension plan Professionals:credit . . . . . . . . . . . . . . . . . . . . . . 256
Joint return test . . . . . . . . . 242, 244benefits . . . . . . . . . . . . . . . . 75, 76 Entertainment expenses forPoints . . . . . . . . . . . . . . . . . . . . . . . 157
Of another person . . . . . . . . . . 246Partly taxable payments . . . . . . 76 attending associationBasis in property not to
Relationship test . . . . . . . . . . . . 242meetings . . . . . . . . . . . . . . . . . 183Reporting of . . . . . . . . . . . . . . . . . 76 include . . . . . . . . . . . . . . . . . . . . 97
Residency test . . . . . . . . . . . . . . 242Required distributions: Profit-sharing plans:Definition . . . . . . . . . . . . . . . . . . . 157

Qualifying person:At age 701/2 . . . . . . . . . . . . . . . 81 Form 1099-R . . . . . . . . . . . . . . . . 44Excess points . . . . . . . . . . . . . . 159
Child and dependent careExcise tax for failure to take Lump sums (See Lump-sumForm 1098 reporting . . . . . . . . 160 credit . . . . . . . . . . . . . . . . . . . . 219minimum distributions . . . . 81 distributions)Limits on deduction . . . . . . . . . 159

Qualifying relative . . . . . . . . . . . . 31Form 5329 for failure to receive Withholding . . . . . . . . . . . . . . 13, 40Main home purchase, specialrequired minimum, . . . . . . . 81 Promissory notes:treatment of . . . . . . . . . . . . . . . 97
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Series HH and H savings Social clubs: Changing from itemized toSecurities  (Cont.)
bonds . . . . . . . . . . . . . . . . . . . . . . 58 standard deduction (or viceContributions to, no charitableRollover of gain from publicly

versa) . . . . . . . . . . . . . . . . . . . 143deduction for . . . . . . . . . . . . . 163traded securities . . . . . . . . . . 107 Series I savings bonds . . . . . . . . 58
Comparison with itemizedDues:Sale expenses, how to adjust Service charges . . . . . . . . . . . . . 203

deduction amount . . . . . . . . . 143for . . . . . . . . . . . . . . . . . . . . . . . 114 Not entertainmentCredit or debit card payment of
Defined . . . . . . . . . . . . . . . . . . . . 142Short-term gains and expenses . . . . . . . . . . . . . . 183taxes . . . . . . . . . . . . . . . . . . . . . 14
Dependents . . . . . . . . . . . . . . . . 143losses . . . . . . . . . . . . . . . . . . . 114 Deductibility of . . . . . . . . . . . . . . 161 Social security and Medicare
Final return of decedent . . . . . 142Stock appreciation rights . . . . . 47 taxes . . . . . . . . . . . . . . . . . . 208, 223Employer treating as wages for tip
Married filing separately:Stock rights: income . . . . . . . . . . . . . . . . . . . 54 Allocated tips . . . . . . . . . . . . . . . . 56

One spouse hasAs capital assets . . . . . . . . . 104 Reporting of (Table 1-3) . . . . . . . . 7Service Corps of Retired
itemized . . . . . . . . . . . . . . . 142Dividends as . . . . . . . . . . . . . . 66 Executives (SCORE) . . . . . . . . 52 Support, not included in . . . . . . 35

Purpose of . . . . . . . . . . . . . . . . . 142Holding period, determination Services: Social security benefits . . . . . . . 33,
Standard meal allowance . . . . 180,of . . . . . . . . . . . . . . . . . . . . . 106 No charitable deduction for value 82, 86

190Worthless . . . . . . . . . . . . . . . . 101 of . . . . . . . . . . . . . . . . . . . . . . . 163 Deductions related to . . . . . . . . 85
Amount of . . . . . . . . . . . . . . . . . . 180Surrender of stock . . . . . . . . . . 101 Property received for . . . . . . . . . 98 Employer retirement plans Areas outside continentalTax-exempt: different from . . . . . . . . . . . . . 125Settlement date of securities U.S. . . . . . . . . . . . . . . . . . . . . . 180Home equity loan proceeds transaction . . . . . . . . . . . . . . . . 106 Estimated tax . . . . . . . . . . . . . . . . 83 Prorating on partial days ofinvested in . . . . . . . . . . . . . 157 Foreign employer . . . . . . . . . . . . 51Settlement fees: travel . . . . . . . . . . . . . . . . . . . . 191Interest incurred to produce Real property transactions . . . . 96 Form SSA-1042S for nonresident Standard medical mileageincome from . . . . . . . . . . . . 160 aliens . . . . . . . . . . . . . . . . . . . . . 82Sale of home . . . . . . . . . . . . . . . 109 rates . . . . . . . . . . . . . . . . . . . . . . 145Interest to purchase or carry, Form SSA-1099 . . . . . . . . . . 44, 82Severance pay . . . . . . . . . . . . . . . . 47 Standard mileage rates . . . . . . 186not deductible . . . . . . . . . . 161 Group-term life insurance, taxesAccrued leave payment . . . . . . 47 Business-related miles . . . . . . 177,Tenants by the entirety owning, owed on . . . . . . . . . . . . . . . . . . . . 8Outplacement services . . . . . . . 47 186reporting of dividends . . . . . . 64 Income . . . . . . . . . . . . . . . . . . . . . . . 7Shipping: Car expenses . . . . . . . . . . . . . . 186Tenants in common owning, IRAs for recipients ofBusiness-related travel Charitable organization service,reporting of dividends . . . . . . 64 benefits . . . . . . . . . . . . . . . . . . 125expense . . . . . . . . . . . . . . . . . 179 auto use for . . . . . . . . . . . . . . 165Worthless securities . . . . . . . . . 101 Joint returns . . . . . . . . . . . . . . . . . 86Shipwrecks: Medical reasons for use ofSecurity deposits: Lump-sum election . . . . . . . . . . . 84Casualty loss due to . . . . . . . . 171 car . . . . . . . . . . . . . . . . . . . . . . 148Rental property, for . . . . . . . . . . 68 Married filing separately . . . . . . 22,Short tax year: Not allowed . . . . . . . . . . . . . . . . 186Self-employed persons  (See also 83 Work-related education . . . . . . 196,Change in annual accountingSelf-employment tax) . . . . . . . 155 Paid by employer . . . . . . . . . . . . 47 199period . . . . . . . . . . . . . . . . . . . 142Corporate directors as . . . . . . . . 93 Repayment of benefits . . . . 83, 90 State:Short-term debt instruments:Definition . . . . . . . . . . . . . . . . . . . . . . 6 Repayments . . . . . . . . . . . . . . . . 203 Obligations, interest on . . . . . . . 61Government obligations . . . . . 105Filing requirements (Table Reporting of . . . . . . . . . . . . . . . . . 83Ordinary gain . . . . . . . . . . . . . . . 105 State bar associations:1-3) . . . . . . . . . . . . . . . . . . . . . . . . 7

Taxability of . . . . . . . . . . . . . . 82, 83 Bar review courses . . . . . . . . . 198Short-term gains andForeign government or
Tips, taxes owed on . . . . . . . . . . . . 8 Charitable contributionslosses . . . . . . . . . . . . . . . . . 104, 114international organizations, U.S.
Withholding for . . . . . . . . . . . 40, 83 to . . . . . . . . . . . . . . . . . . . . . . . 166Priority in deducting . . . . . . . . . 115citizens employed by . . . . . . . . . 6

Not deductible . . . . . . . . . . . . 154 State or local governments:Sale or trade of property held 1Gross income . . . . . . . . . . . . . . . . . 5
year or less . . . . . . . . . . . . . . 106 Bonds, tax-exempt . . . . . . . . . . 105Social security numberHealth insurance costs, deductible

(SSN) . . . . . . . . . . . . . . . . . . . . . . . 12 Charitable contributionsSick leave:as medical expense . . . . . . . 150
to . . . . . . . . . . . . . . . . . . . . . . . 163Correspondence with IRS, includeCash payments for unusedHomeworkers, deduction of

Employees:SSN . . . . . . . . . . . . . . . . . . . . . . 12leave . . . . . . . . . . . . . . . . . . . . 148expenses . . . . . . . . . . . . . . . . 189
Section 457 plans for (SeeDependents . . . . . . . . . . . . . . . . . 12Federal employees buyingIRAs . . . . . . . . . . . . . . . . . . . . . . . 124

Section 457 deferredback . . . . . . . . . . . . . . . . . . . . . . 53 Exception . . . . . . . . . . . . . . . . . 12Meal allowance not permitted
compensation plans)Failure to include penalty . . . . . 12Sick pay:when more than 10% ownership

UnemploymentForm SS-5 to requestFECA payments . . . . . . . . . . . . . 53of corporation . . . . . . . . . . . . 190
compensation . . . . . . . . . . . 91number . . . . . . . . . . . . . . . . . . . 12Income . . . . . . . . . . . . . . . . . . . . . 47Ministers . . . . . . . . . . . . . . . . . . . . . . 6

Fee-basis officials:Nonresident alien spouse . . . . . 12Railroad Unemployment InsuranceNonemployee
Business expenses of . . . . . 193Resident aliens . . . . . . . . . . . . . . 12Act . . . . . . . . . . . . . . . . . . . . . . . 53compensation . . . . . . . . . . . . . 93
Work-related educationWithholding . . . . . . . . . . . . . . 39, 40Qualified retirement plans Social security numbers

expenses . . . . . . . . . . . . . . 200for . . . . . . . . . . . . . . . . . . . . . . . . 76 (SSNs) . . . . . . . . . . . . . . . . . . . . 220Signatures . . . . . . . . . . . . . . . . . . . . 13
State or local incomeTravel outside U.S. . . . . . . . . . 181 Alimony recipient’s numberAgent, use of . . . . . . . . . . . . . . . . 13

taxes . . . . . . . . . . . . . . . . . . . . . . 143Work-related education required . . . . . . . . . . . . . . . . . . 137Joint returns . . . . . . . . . . . . . . . . . 21
Deduction of . . . . . . . . . . . . . . . . 151expenses . . . . . . . . . . . . . . . . 200 Child’s . . . . . . . . . . . . . . . . . . . . . . . . 2Mentally incompetent . . . . . . . . 13 List of deductible taxes (TableNumber to be obtained atSelf-employment tax . . . . . . . . . 207 Parent for child . . . . . . . . . . . . . . 13 22-1) . . . . . . . . . . . . . . . . . . 153birth . . . . . . . . . . . . . . . . . . . . 37Deduction of . . . . . . . . . . . . . . . . 155 Physically disabled . . . . . . . . . . . 13 Schedule A (FormDependents . . . . . . . . . . . . . . . . . . . 2List of deductible taxes (Table Signing your return . . . . . . . . . . . . . 9 1040) . . . . . . . . . . . . . . . . . . 154

22-1) . . . . . . . . . . . . . . . . . . 153 Dividend payers to use . . . . . . . 64Silver  (See Gold and silver) Electronic returns filed with
Rental income . . . . . . . . . . . . . . . 72 Earned income credit . . . . . . . 240,SIMPLE plans: federal . . . . . . . . . . . . . . . . . . . . . . 9

244Seller-financed Rollover to Roth IRA . . . . . . . . 134 Exception to deduction . . . . . . 151
Penalty for failure to provide:mortgages . . . . . . . . . . . . . . . . . 112 Federal changes, effect on . . . 19Simplified employee pensions

To dividend payers . . . . . . . . 64Seminars: Form W-2 to show withheld(SEPs):
Social security card . . . . . . . . . 240Investment-related . . . . . . . . . . 205 taxes . . . . . . . . . . . . . . . . . . . . 151IRAs as . . . . . . . . . . . . . . . . . . . . 124

Sonic booms:Senior Companion Interest on, notSimplified Method:
Casualty loss due to . . . . . . . . 171Program . . . . . . . . . . . . . . . . . . . . 52 deductible . . . . . . . . . . . . . . . . 161Computation of taxable

Joint state and local returns butSpecial needs children:Separate returns  (See Married annuity . . . . . . . . . . . . . . . . . . . 78
federal returns filedfiling separately) Adoption credit . . . . . . . . . . . . . 257Worksheet . . . . . . . . . . . . . . . . 78
separately . . . . . . . . . . . . . . . . 151Separated parents . . . . 28, 31, 245 Spouse  (See also MarriedSingle taxpayers . . . . . . . . . . . . . . 21

Married filing separately . . . . . 151taxpayers; SurvivingSeparated taxpayers . . . . . . . . . . 21 Charitable contributions to, no
Refunds, treatment of . . . . . . . 151spouse) . . . . 5, 12, 13, 21, 22, 79,Filing status . . . . . . . . . . . . . . 22, 23 deduction for . . . . . . . . . 163, 165

State or local taxes:88IRAs . . . . . . . . . . . . . . . . . . . . . . . 125 Filing requirements . . . . . . . . . . . . 5
Refunds . . . . . . . . . . . . . . . . . . . . 89Disabled, qualifying for dependentMedical and dental expenses of Filing status . . . . . . . . . . . . 5, 20, 21

Statute of limitations:care credit . . . . . . . . . . . . . . . 220children of . . . . . . . . . . . . . . . . 146 Form 1040EZ, use of . . . . . . . 7, 21
Claim for refund . . . . . . . . . . . . . 14Student . . . . . . . . . . . . . . . . . . . . 220Mortgage interest . . . . . . . . . . . 157 Gross income filing requirements
Claim for refunds . . . . . . . . . . . . 18SSN  (See Social security numberNonresident alien spouse . . . . . 23 (Table 1-1) . . . . . . . . . . . . . . . . . . 5

Statutory employees . . . . . . . . . 189(SSN))Personal exemption . . . . . . . . . . 26 Small businesses:
Stillborn child . . . . . . . . . . . . . . . . 28Stamp taxes:Separation agreements: Capital gains or losses from stock
Stock appreciation rights . . . . . 47Real estate transactionsDefined for purposes of of . . . . . . . . . . . . . . . . . . . . . . . 115

and . . . . . . . . . . . . . . . . . . . . . . 154alimony . . . . . . . . . . . . . . . . . . 135 Stock bonus plans . . . . . . . . . . . . 40Keogh plans . . . . . . . . . . . . . . . . . 76
Stamps  (See Collectibles)Losses on stock of . . . . . . . . . . 105SEPs  (See Simplified employee Stock certificates:

pensions (SEPs)) Charitable contributions, dateStandard deduction . . . . . . 142, 143Smoking cessation programs:
of . . . . . . . . . . . . . . . . . . . . . . . 168Age 65 or older . . . . . . . . . . . . . 142Series EE and E savings bonds Deductibility as medical

(See U.S. savings bonds) expense . . . . . . . . . . . . . . . . . 147 Blind persons . . . . . . . . . . . . . . . 142 Stock options . . . . . . . . . . . . . . 50, 66
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Stockholders  (See also Synagogues  (See Churches, Standard Deduction Worksheet for Real estate taxes, treatment
Securities) . . . . . . . . . . . . . . . . . . 19 temples, etc.) Dependents (Table of . . . . . . . . . . . . . . . . . . . . . . . 154

20-3) . . . . . . . . . . . . . . . . . . . . 144 Reduced . . . . . . . . . . . . . . . . . . . . 19Debts . . . . . . . . . . . . . . . . . . . . . . . 87
Student loan interest deduction State and local income taxStockholders’ meeting

(Table 19-1) . . . . . . . . . . . . . . 138 refunds . . . . . . . . . . . . . . . . . . 151expenses . . . . . . . . . . . . . . . . . . 206 T
State liability, effect on . . . . . . . 19Tax returns:Stocks  (See also Dividends; Tables and figures:
Withholding . . . . . . . . . . . . . . . . . . . 7Due dates (Table 1-5) . . . . . . . . 9Securities) . . . . . . . . . . . . . . . 19, 44 Adjusted basis, examples of
Worthless securities . . . . . . . . . . 19Steps to prepare (Table(Table 13-1) . . . . . . . . . . . . . . . 97Stolen funds:

Claim for refund . . . . . . . . . . 1011-6) . . . . . . . . . . . . . . . . . . . . 11Alimony requirementsReporting of . . . . . . . . . . . . . . . . . 95
Taxes that are deductible (Table Tax return preparation:(instruments executed afterStolen property  (See Theft losses)

22-1) . . . . . . . . . . . . . . . . . . . . 153 Rental expenses . . . . . . . . . . . . . 691984) (Table 18-1) . . . . . . . . 136Stop-smoking programs: Travel and transportation Tax returns  (See also Due dates;Capital gain rates (TableDeductibility as medical expenses: Joint Returns; Signatures) . . . . . 9,16-1) . . . . . . . . . . . . . . . . . . . . 115expense . . . . . . . . . . . . . . . . . 147 Examples of deductible 13, 21Car expenses, reporting of (TableStorms  (See also Disaster expenses (Table Aliens . . . . . . . . . . . . . . . . . . . . . . . . . 626-3) . . . . . . . . . . . . . . . . . . . . 192relief) . . . . . . . . . . . . . . . . . . . . . . 174 26-1) . . . . . . . . . . . . . . . . . . 179 Amended (See also FormCasualty and theft losses:Casualty loss due to . . . . . . . . 171 Local transportation (Figure 1040X) . . . . . . . . . . . . . . . 18, 143Deduction limits for personalStraddles: 26-B) . . . . . . . . . . . . . . . . . . 184 Attachments to returns . . . . . . . 12property (Table 25-1) . . . 175Interest from . . . . . . . . . . . . . . . . 160 Proof of (Table 26-2) . . . . . . 188 Child . . . . . . . . . . . . . . . . . . . . . . . . 13Deduction of loss, when to takeStrike benefits . . . . . . . . . . . . . . . . 95 Reporting of (Table Copies of . . . . . . . . . . . . . . . . . . . 16(Table 25-2) . . . . . . . . . . . . 176
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Outplacement services . . . . . . . 47Trust beneficiaries: Undistributed capital Vasectomy:
Religious orders . . . . . . . . . . . . . 51Dividends received by . . . . . . . . 64 gains . . . . . . . . . . . . . . 66, 114, 258 Deductibility as medical
Restricted property . . . . . . . . . . . 50Losses of trust . . . . . . . . . . . . . . . 93 expense . . . . . . . . . . . . . . . . . 147Unearned income of child  (See

Dividends on restrictedReceiving income from Children, subheading: Investment Veterans benefits . . . . . . . . . . . . . 51
stock . . . . . . . . . . . . . . . . . . . 50trust . . . . . . . . . . . . . . . . . . . 93, 94 income of) Retroactive determination . . . . 52

Retirement plan contributions byRollover restrictions . . . . . . . . . . 80 Special statute ofUnemployment
employer . . . . . . . . . . . . . . . . . . 50limitations. . . . . . . . . . . . . . . . . 53Trustees: compensation . . . . . . . . . . . . 7, 90

Severance pay . . . . . . . . . . . . . . 47Administrative fees . . . . . . . . . . 203 Credit card insurance Veterans’ benefits:
Sick pay . . . . . . . . . . . . . . . . . 47, 53IRA . . . . . . . . . . . . . . . . . . . . . . . . 203 paying . . . . . . . . . . . . . . . . . . . . 92 Educational assistance . . . . . . . 95
Social security and MedicareIRAs: Mandatory contributions to state Tuition deduction, effect

taxes paid by employer . . . . . 47Fees . . . . . . . . . . . . . . . . . 124, 125 funds, deduction of . . . . . . . 151 on . . . . . . . . . . . . . . . . . . . . . 140
Stock appreciation rights . . . . . 47Private fund, from . . . . . . . . . . . . 91Notification of Veterans’ insurance: Stock options . . . . . . . . . . . . . . . . 50Repayment of benefits . . . . . . . 91recharacterization . . . . . . 129 Dividends on . . . . . . . . . . . . . . . . 67 Supplemental . . . . . . . . . . . . . . . 39Reporting on Forms 1040, 1040A,Transfer from trustee to Veterans’ organizations: Volunteer work . . . . . . . . . . . . . . 51or 1040EZ . . . . . . . . . . . . . . . . 91trustee . . . . . . . . . . . . . 128, 134 Charitable contributions Withholding (See Withholding)Supplemental benefits . . . . . . . . 91Trusts  (See also Trust to . . . . . . . . . . . . . . . . . . . 162, 163 Waiters and waitresses:Voluntary benefit fundbeneficiaries) . . . . . . . . 64, 93, 208 30% limit . . . . . . . . . . . . . . . . . 168
Tips (See Tip income)contributions . . . . . . . . . . . . . 206Grantor trusts . . . . . . . . . . . . . . . 93 Viatical settlements . . . . . . . . . . . 88 War veterans’ organizations  (SeeWithholding . . . . . . . . . . . . . . 40, 91Income . . . . . . . . . . . . . . . . . . . . . 93 Victims of terrorism  (See Terrorist Veterans’ organizations)Unemployment tax:Child beneficiary . . . . . . . . . . 214 attacks) War zone  (See Combat zone)State employment taxes . . . . . 224Investment interest . . . . . . . . . . 160 VISTA volunteers . . . . . . . . . . . . . 52 Wash sales . . . . . . . . . 101, 104, 107Related party transactions with Uniform Settlement Statement Vitamins:

fiduciaries . . . . . . . . . . . . . . . . 103 Washington State Supplemental(Form HUD-1): Not deductible as medical Workmen’s CompensationPoints shown on . . . . . . . . . . . . 159TTY/TDD information . . . . . . . . 276 expense . . . . . . . . . . . . . . . . . 147 Fund . . . . . . . . . . . . . . . . . . . . . . 151Uniformed services . . . . . . . . . . 110Tubal ligation: Volunteer firefighters: Welfare benefits . . . . . . . . . . . 33, 91Deductibility as medical Uniforms . . . . . . . . . . . . . . . . . . . . 202 Charitable contributions
What’s new . . . . . . . . . . . . . . . . . . . . . 1expense . . . . . . . . . . . . . . . . . 147 Charitable organization requiring, to . . . . . . . . . . . . . . . . . . . . . . . 163

Educator expenses . . . . . . . . . 141deduction for cost and upkeepTuition . . . . . . . . . . . . . . . . . . . . . . 139 IRAs . . . . . . . . . . . . . . . . . . . . . . . 125
of . . . . . . . . . . . . . . . . . . . . . . . 165 Wheelchairs:Alimony payments made to Volunteer work . . . . . . . . . . . 51, 220

cover . . . . . . . . . . . . . . . . . . . . 135 Unions  (See also Labor As medical expense . . . . . . . . . 147Deductibility of contributions
unions) . . . . . . . . . . . . . . 40, 91, 95Charitable deduction not allowed Widow/widower  (See Surviving(Table 24-2) . . . . . . . . . . . . . . 164
Assessments . . . . . . . . . . . . . . . 202for paying . . . . . . . . . . . . 163, 166 spouse)Out-of-pocket expenses,
Dues . . . . . . . . . . . . . . . . . . . . . . 202Credit (See Education credits) Winter energy payments . . . . . . 93deductible when serving for

Deduction for . . . . . . . . . . . . . . . 139 United States  (See headings qualified organization . . . . . 162, Withholding  (See also Form
Claiming for dependent . . . . 141 starting with “Federal” or “U.S.”) 165 W-2) . . . . . . . . . . . . . . 11, 37-45, 38
Refund of expenses . . . . . . . 140 United Way  (See Charitable Tax counseling (Volunteer Income Agricultural Act of 1949

Eligible educational institution, contributions) Tax Assistance program) . . . . 9, payments . . . . . . . . . . . . . . . . . 41
defined . . . . . . . . . . . . . . . . . . 140 Universities  (See Colleges and 52 Changing amount withheld . . . 38

Expenses that do not universities) Value of income lost by, not For 2012 . . . . . . . . . . . . . . . . . . 38
qualify . . . . . . . . . . . . . . . . . . . 140 deductible . . . . . . . . . . . . . . . . 166 Checking amount of . . . . . . 38, 232Unlawful discrimination suits:

Qualified programs (See Qualified Claim for refund . . . . . . . . . . . . . . . 7Deduction for costs . . . . . . . . . . 92 Vouchers for payment of
tuition programs) Commodity credit loans . . . . . . 40tax . . . . . . . . . . . . . . . . . . . . . . . . . 43Unmarried persons  (See Single

Related expenses, Credit for . . . . . . . . . . . . . . . . . 37, 44taxpayers)
defined . . . . . . . . . . . . . . . . . . 140 Cumulative wage method . . . . . 39Unrecaptured Section 1250

Tuition and fees deduction: Definition . . . . . . . . . . . . . . . . . . . . 37Wgain . . . . . . . . . . . . . . . . . . . 104, 115
Refund of expenses . . . . . . . . . 140 Determining amount toW-2 form  (See Form W-2)Unstated interest . . . . . . . . . 96, 101

Tuition programs, qualified  (See withhold . . . . . . . . . . . . . . . . 38, 39Wages and salaries  (See alsoUnused sick leave:Qualified tuition programs) Disaster Assistance Act of 1988Form W-2) . . . . . . . . 11, 46-54, 50Cash payments for . . . . . . . . . . 148
Tuition, benefits under GI payments . . . . . . . . . . . . . . . . . 41Accident and healthUse of home in business . . . . . 201Bill . . . . . . . . . . . . . . . . . . . . . . . . . 35 Dividend income . . . . . . . . . . . . . 64insurance . . . . . . . . . . . . . . . . . 47Used clothing and household Employers, rules for . . . . . . . . . . 39Accrued leave payment . . . . . . 47goods: Exemption from . . . . . . . . . . . . . . 39Adoption, employerCharitable deduction for . . . . . 166 Federal income taxes, notU assistance . . . . . . . . . . . . . . . . 48Used clothing and household deductible . . . . . . . . . . . . . . . . 154Advance commissions . . . . . . . 46U.S. citizen: items: Fiscal years . . . . . . . . . . . . . . . . . 44Allowances andEarned income credit . . . . . . . 240 Charitable deduction for fair Form W-4:reimbursements . . . . . . . . 39, 46U.S. citizen or resident . . . . . . . . 27 market value . . . . . . . . . . . . . 167 Provided by employer . . . . . . 39Archer MSA contributions . . . . . 47U.S. national . . . . . . . . . . . . . . . . . . 27 Usurious interest . . . . . . . . . . . . . 58 Fringe benefits . . . . . . . . . . . . . . 40Awards and prizes . . . . . . . . . . . 46U.S. obligations, interest . . . . . . 57, Utilities: Gambling winnings . . . . . . . . 40, 44Babysitting . . . . . . . . . . . . . . . . . . 4658 Charges for installing included in General rules . . . . . . . . . . . . . . . . 37Back pay awards . . . . . . . . . . . . 46U.S. possessions: property basis . . . . . . . . . . . . . 96 Highest rate, employer mustBonuses . . . . . . . . . . . . . . . . . . . . 46Charitable contributions Emergency energy programs, withhold at if no W-4 . . . . . . . 39Child care providers . . . . . . . . . . 46to . . . . . . . . . . . . . . . . . . . . . . . 163 charitable contributions Incorrect form . . . . . . . . . . . . . . . 44Children’s earnings . . . . . . . . . . . . 6Deduction of income tax paid to . . . . . . . . . . . . . . . . . . . . . . . 163 IRA distributions . . . . . . . . . . . . 130Clergy . . . . . . . . . . . . . . . . . . . . . . 50to . . . . . . . . . . . . . . . . . . . . . . . 152 Energy conservation New job . . . . . . . . . . . . . . . . . . . . . 38De minimis benefits . . . . . . . . . . 48Income from . . . . . . . . . . . . . . . . . . . 5 subsidies . . . . . . . . . . . . . . 93, 95 Penalties . . . . . . . . . . . . . 37, 39, 41Elective deferrals . . . . . . . . . . . . 50
U.S. Postal Service  (See Post Late payment charges, not Pensions and annuities . . . . . . . 13,Employee achievement

office employees) deductible . . . . . . . . . . . . . . . . 161 40, 76, 79award . . . . . . . . . . . . . . . . . . . . 46
Rebates . . . . . . . . . . . . . . . . . . . . 95U.S. savings bonds: Railroad retirementEmployee compensation . . . . . 46

Education, used for . . . . . . . . . . 22 benefits . . . . . . . . . . . . . . . . 40, 83Farmworkers . . . . . . . . . . . . . . . . 38
Interest on . . . . . . . . . . . . . . . . . . 94 Repaying withheld tax . . . . . . . . 39Foreign employer . . . . . . . . . . . . 51
Transfer between spouses . . . . 99 V Rollovers . . . . . . . . . . . . . . . . . . . . 79Form W-2 (See Form W-2)

U.S. Treasury bills or notes: Salaries and wages . . . . . . . . . . 37Vacation homes: Fringe benefits . . . . . . . . . . . . . . 47
Trade of . . . . . . . . . . . . . . . . . . . 103 Separate returns . . . . . . . . . . . . . 44Determining if used as Garnisheed . . . . . . . . . . . . . . . . . 11

Sick pay . . . . . . . . . . . . . . . . . . . . 40U.S. Treasury bills, notes, and home . . . . . . . . . . . . . . . . . . . . . 70 Government cost-of-living
bonds . . . . . . . . . . . . . . . . . . . . . . 61 Points . . . . . . . . . . . . . . . . . . . . . 159 allowances . . . . . . . . . . . . . . . . 47 Social security benefits . . . . 40, 83
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Education to maintain or improve Individual retirement Dependents (age 65 or older orWithholding  (Cont.)
skills . . . . . . . . . . . . . . . . . . . . . 196 arrangements (IRAs), modified blind) exemption fromState and local income taxes,

Education to meet minimum AGI computation (Worksheet withholding (Worksheetdeduction for . . . . . . . . . . . . . 151
requirements . . . . . . . . . . . . . 197 17-1) . . . . . . . . . . . . . . . . . . . . 127 1-2) . . . . . . . . . . . . . . . . . . . . . 144Supplemental wages . . . . . . . . . 39

Indefinite absence from Pensions or annuities, jointTips (See Tip income) World Trade Center attacks  (See
work . . . . . . . . . . . . . . . . . . . . . 196 returns . . . . . . . . . . . . . . . . . . . . 77Unemployment Terrorist attacks)

Meal expenses . . . . . . . . . . . . . 199 Roth IRA modified adjusted grosscompensation . . . . . . . . . . 40, 91 Worthless securities . . . . . . . . . 101
Qualifying education (Figure income (MAGI), computationWork clothes . . . . . . . . . . . . . . . . 202 Wristwatch . . . . . . . . . . . . . . . . . . 206

27-A) . . . . . . . . . . . . . . . . . . . . 197 (Worksheet 17-2) . . . . . . . . . 132Workers’ compensation . . . . . . . 53 Write-offs  (See Cancellation of
Recordkeeping Simplified Method computation ofMandatory contributions to state debt)

requirements . . . . . . . . . . . . . 200 taxable annuity . . . . . . . . . . . . 78funds, deduction of . . . . . . . 151
Reimbursement for . . . . . . . . . 199 Social security or railroadReturn to work . . . . . . . . . . . . . . . 53
Teachers . . . . . . . . . . . . . . . 197, 198 retirement benefits, to figure YWork-related education . . . . . . 196
Temporary absence from taxability . . . . . . . . . . . . . . . 83, 84 Yard-care workers  (See DomesticBusiness deduction:

work . . . . . . . . . . . . . . . . . . . . . 196 Student loan interest help)Qualified
Travel expenses for . . . . . . . . . 199 deduction . . . . . . . . . . . . . . . . 139 Youth groups:expenses . . . . . . . . . . 198-199
Unclaimed Support test . . . . . . . . . . . . . . . . . 33 Troop leader’s travelReimbursements . . . . . . . . . 199

reimbursement . . . . . . . . . . . 198 Withholding (Form W-4) . . . . . . 38 expenses . . . . . . . . . . . . . . . . 165Tax benefit of . . . . . . . . . . . . 196
Worksheets: Worksheets (blank):Education required by employer or

Capital loss carryover . . . . . . . 115 Age 65 or older or blind exemption ■by law . . . . . . . . . . . . . . . . . . . 196
Casualty and theft losses . . . . 171 from withholding (Worksheet 1-1Education that qualifies for new
Excess withholding credit . . . . 260 & 1-2) . . . . . . . . . . . . . . . . . . . 144trade or business . . . . . . . . . 198
Head of household status and

cost of keeping up home . . . 23
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Where To File
Note. Use this table only if you are an individual taxpayer filing your own return. Envelopes without enough postage will be returned to you by the
post office. Your envelope may need additional postage if it contains more than five pages or is oversized (for example, it is over 1/4 inch thick). Also,
include your complete return address.

AND use the zip code below according to the form you are filing and
whether you are enclosing payment

Form 1040 Form 1040A Form 1040EZ

OR send your
return to the

THEN send your address below
return to the if you ARE
address below if enclosing a
you are NOT payment No No No
enclosing a (check or payment Payment payment Payment payment Payment

IF you live in... payment... money order...) enclosed enclosed enclosed enclosed enclosed enclosed

InternalDepartment of the RevenueTreasuryAlabama, Georgia, North Service  64999– 30348–  64999– 30348– 64999– 30348–Internal RevenueCarolina, South Carolina P.O. Box 0002 5017 0015 5017 0014 5017Service 105017Kansas City, MO Atlanta, GA

Department of the Internal
Treasury RevenueFlorida, Louisiana, 73301– 28201– 73301– 28201– 73301– 28201–Internal Revenue ServiceMississippi, Texas 0002 1214 0015 1214 0014 1214Service P.O. Box 1214
Austin, TX Charlotte, NC

InternalDepartment of theAlaska, Arizona, RevenueTreasuryCalifornia, Colorado, Service 93888– 94120– 93888– 94120– 93888– 94120–Internal RevenueHawaii, Nevada, P.O. Box 7704 0002 7704 0015 7704 0014 7704Service Oregon, Washington San Francisco,Fresno, CA CA

Arkansas, Idaho, Illinois,
Indiana, Iowa, Kansas, InternalMichigan, Minnesota, Department of the RevenueMontana, Nebraska, Treasury Service 93888– 45280– 93888– 45280– 93888– 45280–New Mexico, North Internal Revenue P.O. Box 0002 2501 0015 2501 0014 2501Dakota, Ohio, Service 802501Oklahoma, South Fresno, CA Cincinnati, OHDakota, Utah,
Wisconsin, Wyoming

InternalDepartment of the RevenueKentucky, Missouri, New Treasury Service  64999– 63197– 64999– 63197– 64999– 63197–Jersey, Tennessee, Internal Revenue P.O. Box 0002 0011 0015 0011 0014 0011Virginia, West Virginia Service 970011Kansas City, MO St. Louis, MO

Connecticut, Delaware,
District of Columbia, Department of the Internal
Maine, Maryland, Treasury Revenue  64999– 06176–  64999– 06176–  64999– 06176–Massachusetts, New Internal Revenue Service 0002 0008 0015 0008 0014 0008Hampshire, New York, Service P.O. Box 37008
Pennsylvania, Rhode Kansas City, MO Hartford, CT
Island, Vermont

A foreign country, U.S. Department of the Internalpossession or territory*, Treasury Revenueor use an APO or FPO 73301– 28201–Internal Revenue Serviceaddress, or file Form 0215 1303Service P.O. Box 13032555, 2555-EZ, or 4563, Austin, TX Charlotte, NCor are a dual-status alien

* If you live in American Samoa, Puerto Rico, Guam, the U.S. Virgin Islands, or the Northern Mariana Islands, see Pub. 570.
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Tax Publications for Individual Taxpayers See How To Get Tax Help for a variety of ways to get publications, including by computer,
phone, and mail.

531 Reporting Tip Income 908 Bankruptcy Tax GuideGeneral Guides
535 Business Expenses 915 Social Security and Equivalent Railroad1 Your Rights as a Taxpayer

Retirement Benefits536 Net Operating Losses (NOLs) for17 Your Federal Income Tax For Individuals
Individuals, Estates, and Trusts 925 Passive Activity and At-Risk Rules334 Tax Guide for Small Business (For

537 Installment Sales 926 Household Employer’s Tax Guide ForIndividuals Who Use Schedule C or
Wages Paid in 2012541 PartnershipsC-EZ)

929 Tax Rules for Children and Dependents544 Sales and Other Dispositions of Assets509 Tax Calendars for 2012
936 Home Mortgage Interest Deduction547 Casualties, Disasters, and Thefts910 IRS Guide to Free Tax Services
946 How To Depreciate Property550 Investment Income and Expenses

Specialized Publications (Including Capital Gains and Losses) 947 Practice Before the IRS and Power of
Attorney551 Basis of Assets3 Armed Forces’ Tax Guide

950 Introduction to Estate and Gift Taxes554 Tax Guide for Seniors54 Tax Guide for U.S. Citizens and
969 Health Savings Accounts and Other555 Community PropertyResident Aliens Abroad

Tax-Favored Health Plans556 Examination of Returns, Appeal Rights,225 Farmer’s Tax Guide
970 Tax Benefits for Educationand Claims for Refund463 Travel, Entertainment, Gift, and Car
971 Innocent Spouse Relief559 Survivors, Executors, and AdministratorsExpenses
972 Child Tax Credit561 Determining the Value of Donated501 Exemptions, Standard Deduction, and

Property 1542 Per Diem Rates (For Travel Within theFiling Information
Continental United States)570 Tax Guide for Individuals With Income502 Medical and Dental Expenses (Including

From U.S. Possessions 1544 Reporting Cash Payments of Overthe Health Coverage Tax Credit)
$10,000 (Received in a Trade or571 Tax-Sheltered Annuity Plans (403(b)503 Child and Dependent Care Expenses
Business)Plans) For Employees of Public504 Divorced or Separated Individuals

Schools and Certain Tax-Exempt 1546 Taxpayer Advocate Service –  Your505 Tax Withholding and Estimated Tax
Organizations Voice at the IRS514 Foreign Tax Credit for Individuals

575 Pension and Annuity Income516 U.S. Government Civilian Employees Spanish Language Publications
584 Casualty, Disaster, and Theft LossStationed Abroad

1SP Derechos del ContribuyenteWorkbook (Personal-Use Property)517 Social Security and Other Information for
17(SP) El Impuesto Federal sobre los Ingresos587 Business Use of Your Home (IncludingMembers of the Clergy and Religious

Para Personas FisicasUse by Daycare Providers)Workers
547(SP) Hechos Fortuitos Desastres y Robos590 Individual Retirement Arrangements519 U.S. Tax Guide for Aliens
584(SP) Registro de Pérdidas por Hechos(IRAs)521 Moving Expenses

Fortuitos (Imprevistos), Desastres y594 The IRS Collection Process523 Selling Your Home
Robos (Propiedad de Uso Personal)596 Earned Income Credit (EIC)524 Credit for the Elderly or the Disabled

594SP El Proceso de Cobro del IRS721 Tax Guide to U.S. Civil Service525 Taxable and Nontaxable Income
596SP Crédito por Ingreso del TrabajoRetirement Benefits526 Charitable Contributions
850(EN/ English-Spanish Glossary of Words and901 U.S. Tax Treaties527 Residential Rental Property (Including

SP) Phrases Used in Publications Issued907 Tax Highlights for Persons withRental of Vacation Homes)
by the Internal Revenue ServiceDisabilities529 Miscellaneous Deductions

1544 Informe de Pagos en Efectivo en Exceso530 Tax Information for Homeowners
(SP) de $10,000 (Recibidos en una

Ocupación o Negocio)

Commonly Used Tax Forms See How To Get Tax Help for a variety of ways to get forms, including by computer, phone, and mail.

2441 Child and Dependent Care ExpensesForm Number and Title
2848 Power of Attorney and Declaration of Representative1040 U.S. Individual Income Tax Return
2848(SP) Poder Legal y Declaración del RepresentanteSch A Itemized Deductions
3903 Moving ExpensesSch B Interest and Ordinary Dividends
4562 Depreciation and AmortizationSch C Profit or Loss From Business
4868 Application for Automatic Extension of Time To File U.S.Sch C-EZ Net Profit From Business

Individual Income Tax ReturnSch D Capital Gains and Losses
4868(SP) Solicitud de Prórroga Automática para Presentar laSch E Supplemental Income and Loss

Declaración del Impuesto sobre el Ingreso Personal de losSch EIC Earned Income Credit
Estados UnidosSch F Profit or Loss From Farming

4952 Investment Interest Expense DeductionSch H Household Employment Taxes
5329 Additional Taxes on Qualified Plans (Including IRAs) andSch J Income Averaging for Farmers and

Other Tax-Favored AccountsFishermen
6251 Alternative Minimum Tax—IndividualsSch R Credit for the Elderly or
8283 Noncash Charitable Contributionsthe Disabled
8582 Passive Activity Loss LimitationsSch SE Self-Employment Tax
8606 Nondeductible IRAs1040A U.S. Individual Income Tax Return
8812 Additional Child Tax Credit Sch B Interest and Ordinary Dividends
8822 Change of Address1040EZ Income Tax Return for Single and Joint Filers With No
8829 Expenses for Business Use of Your HomeDependents
8863 Education Credits (American Opportunity, and Lifetime1040-ES Estimated Tax for Individuals

Learning Credits)1040X Amended U.S. Individual Income Tax Return
8949 Sales and Other Dispositions of Capital Assets2106 Employee Business Expenses
9465 Installment Agreement Request2106-EZ Unreimbursed Employee Business Expenses
9465(SP) Solicitud para un Plan de Pagos a Plazos2210 Underpayment of Estimated Tax by Individuals, Estates, and

Trusts
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▲                              ▲

Circle the forms and 
publications you need. The
instructions for any form
you order will be included. 

Cut here

Name

Postal mailing address

City

Order Form

Please print.
Apt./Suite/Room

Foreign country

Daytime phone number

State ZIP code

International postal code

( )

Use the blank spaces to 
order items not listed.

Save Money and Time by Going Online!
Download or order these and other tax products at www.irs.gov/formspubs

Schedule R
(1040A or

1040)

2441

1040

1040EZ

Schedule SE
(1040)

Pub. 590

8829

Schedule A
(1040)

1040-ES
(2012)

Pub. 1

1040A

Pub. 523

Pub. 910

Schedule C
(1040)

1040X

4506-T

Pub. 17

Pub. 526

Schedule D
(1040)

2106

Pub. 334

Pub. 527

4684
Schedule E

(1040)

6251

Pub. 463

Pub. 529

Schedule F
(1040)

Pub. 505

Schedule EIC
(1040A or

1040)

Pub. 596

8822

Schedule
C-EZ (1040)

8283

8606

Pub. 501

Pub. 502 Pub. 550

Pub. 575

Pub. 554

Schedule H
(1040)

Pub. 915

1040-V

Schedule J
(1040)

8812

8863

Pub. 972

8949

8917

Pub. 4681

3903 Pub. 535

4562

Pub. 525

Pub. 5474506

Pub. 587

Pub. 551

Pub. 583

Pub. 946

Pub. 970

5405

4868

Schedule B
(1040A or

1040)

Order Form
for Forms and
Publications

The most frequently ordered forms and publications are listed on the order form below.
You will receive two copies of each form, one copy of the instructions, and one copy of
each publication you order. To help reduce waste, please order only the items you need
to prepare your return.

                       For faster ways of getting the items you need, go to www.irs.gov/formspubs.

How To Use the Order
Form
Circle the items you need on the order form
below. Use the blank spaces to order items
not listed. If you need more space, attach a
separate sheet of paper.

Print or type your name and address
accurately in the space provided below to
ensure delivery of your order. Enclose the
order form in an envelope and mail it to the
IRS address shown on this page. You should
receive your order within 10 days after
receipt of your request.

Do not send your tax return to the address
listed below. Instead, see Where To File.

Mail Your Order Form To:
Internal Revenue Service
1201 N. Mitsubishi Motorway
Bloomington, IL 61705-6613

TIP


