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Large Print Tax Forms

For easier reading, the back of this publication con-
tains some blank tax forms in larger print. Use the en-
larged Form 1040A and its Schedules 1, 3, and EIC and
Form 1040 and its Schedules A, B, and R, and Form
2119 to practice preparing your actual return. But when
you file your actual return, use the standard forms.

Important Changes for 1994

Earned income credit. The earned income credit has
been expanded and simplified. The health insurance
credit and the extra credit for a child born during the year
are no longer available, but you may now qualify for the
credit even if you do not have a child or a qualifying child.
For more information, see Earned Income Credit, later.

Filing requirements. Generally, the amount of income
you can receive before you are required to file a return
has been increased. See 1994 Filing Requirements,
later.

Exemption amount. For 1994, you are allowed a
$2,450 deduction for each exemption to which you are
entitled. However, your exemption amount is phased out
if you have high income. For 1994, you may lose the ben-
efit of part or all of your exemptions if you have adjusted
gross income of more than $83,850. See Personal Ex-
emptions, later.

Standard deduction. For most people, the standard
deduction has increased. See Standard Deduction, later.

Self-employed health insurance. The special rule that
allowed self-employed individuals to deduct 25% of
health insurance premiums from gross income expired
December 31, 1993. At the time this publication went to
print, a bill to extend this deduction was pending in Con-
gress. To find out if this deduction is allowed for 1994,
see Publication 553, Highlights of 1994 Tax Changes.

Increase in taxable portion of social security bene-
fits. If your 1994 income, including one-half of your so-
cial security benefits, is over $34,000 if single (over
$44,000 if married filing jointly), more of your benefits
may be taxable. For some people, up to 85 percent will
be taxable. For more information, see Social Security
and Equivalent Railroad Retirement Benefits, later.

Charitable contributions. If you make a contribution of
$250 or more, you generally must have a written ac-
knowledgment from the charitable organization to de-
duct the contribution. See Contributions, later.
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Club membership fees. No deduction is allowed for
amounts paid or incurred for membership in any club or-
ganized for business, pleasure, recreation, or other so-
cial purpose.

Moving expenses. The deduction for moving expenses
has been substantially modified. For more details, see
Moving Expenses, later.

Tax indexing. The Tax Table and Tax Rate Schedules
have been adjusted so that inflation will not increase
your tax.

Social security taxes for household employees. If
you pay a domestic employee, such as a babysitter or a
housekeeper, $1,000 or more to work in your home dur-
ing 1994 or 1995, you will have to pay social security and
Medicare taxes. Generally, after 1994, amounts paid to
students under 18 are exempt. For more information,
see Publication 926, Employment Taxes for Household
Employers.

Additional information. For more information on these
and other changes, see Publication 553, Highlights of
1994 Tax Changes.

Important Reminders

Expanded Form 1040EZ. If you are married filing a joint
return, and have no dependents, you may be able to file
Form 1040EZ. See Which Form to Use later. However,
you (and your spouse if married filing a joint return) must
have been under age 65 and not blind at the end of 1994.

Change of address. If you change your mailing ad-
dress, be sure to notify the Internal Revenue Service.
You can use Form 8822, Change of Address. Malil it to
the Internal Revenue Service Center for your old ad-
dress (addresses for the Service Centers are on the
back of the form). If you move after you file your return
and you are expecting a refund, also notify the post office
serving your old address. This will help to forward your
check to your new address.

Tax return preparers. Choose your preparer carefully.
If you pay someone to prepare your return, the preparer
is required, under the law, to sign the return and fill in the
other blanks in the Paid Preparer’s area of your return.
Remember, however, that you are still responsible for
the accuracy of every item entered on your return. If
there is any underpayment, you are responsible for pay-
ing it, plus any interest and penalty that may be due.

Rounding off. Itis easier to complete your tax return if
you round off all money amounts. See the discussion
Rounding Off Dollars, under Which Form to Use, later.

Claim your income tax withheld. Be sure to claim all
your federal income tax withheld. Although most with-
holding is from wages, you may also have withholding



from pensions, annuities, gambling winnings, interest,
and dividends.

Employment tax withholding. Your wages are subject
to withholding for income tax, social security, and Medi-
care even if you are receiving social security benefits.

Introduction

In general, the federal income tax laws apply equally to
all taxpayers regardless of age. However, certain provi-
sions give special treatment to older Americans.

This publication provides basic tax information of spe-
cial interest to older Americans. At the end of this publi-
cation are two Sample Returns. These samples take you
through a Form 1040A and a Form 1040, explaining
such items as the sale of a home, credit for the elderly or
the disabled, and pension and annuity income. It also in-
cludes filled-in forms and schedules showing how to re-
port these and other items.

While some items are discussed in this publication be-
cause of their interest to older Americans, they apply to
taxpayers generally and are explained in detail in other
publications of the Internal Revenue Service (IRS). Ref-
erences to these free publications are included for the
convenience of readers who need more information on
specific subjects. A list of publications is given at the end
of this publication.

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

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

Volunteer Income Tax Assistance (VITA) and Tax
Counseling for the Elderly (TCE). These programs
help older, disabled, low-income, and non-English-
speaking people fill in their returns. Call the telephone
number listed in the forms instructions for your city or
state for the location of the volunteer assistance site near
you.

Tax help on videotape. Videotaped instructions for
completing your return are available in either English or
Spanish at many libraries.

Unresolved tax problems. The Problem Resolution
Program is for people who have been unable to resolve

their problems with the IRS. If you have a tax problem
you cannot clear up through normal channels, write to
your local IRS District Director or call your local IRS of-
fice and ask for Problem Resolution assistance. This of-
fice cannot change the tax law or make technical deci-
sions. But it can help you clear up problems that resulted
from previous contacts.

Gift to reduce the public debt. You may make a gift to
reduce the public debt. If you wish to do so, enclose a
separate check with your income tax return. Make it pay-
able to Bureau of the Public Debt. You may be able to
deduct this gift on your 1995 tax return if you itemize your
deductions. Do not add your gift to any tax you may owe.
If you owe tax, include a separate check for that amount
payable to Internal Revenue Service.

Electronic filing. Electronic filing offers the following
benefits:

» Accuracy. Computer programs quickly catch mistakes
before they become problems.

» Acknowledgment. The IRS notifies your transmitter
that your return has been accepted.

» Refunds. If you file a complete and accurate return,
your refund will generally be issued within 21 days.
You can also get the convenience and safety of direct
deposit.

* File now, pay later. If you owe tax, file early and pay by
April 17, 1995.

» Simultaneous Federal/state filing. You may be able to
file your state return electronically with your Federal
return. Check with your preparer or transmitter.

Electronic filing is available whether you prepare your
own return or use a preparer. In addition to many tax
preparers, other firms are approved by the IRS to offer
electronic filing services. If you file electronically, an ap-
proved transmitter must sign your Form 8453, U.S. Indi-
vidual Income Tax Declaration for Electronic Filing. For
more details on electronic filing, call the Tele-Tax phone
number listed in the forms instructions for your city or
state (topic 252).

Another way to file your return with the IRS is to file an
“answer sheet” return. This return, called Form
1040PC, can be created only by using a personal com-
puter. It is shorter than the regular tax return and can be
processed faster and more accurately. A paid tax
preparer may give you Form 1040PC to sign and file in-
stead of the tax return you are used to seeing. If you pre-
pare your own return on a computer, you can produce
Form 1040PC using one of the many tax preparation
software programs sold in computer stores. This form is
not available from the IRS. For more details, call Tele-
Tax (topic 251).
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Specific Tax Benefits

for Older Americans

Four specific tax benefits are available to older Ameri-
cans. One of these benefits applies to all taxpayers 65 or
older. (You are considered 65 on the day before your

65th birthday.) The other three are available only to
those who qualify.

All taxpayers 65 or older benefit from a higher gross in-
come threshold for filing a federal income tax return. This
benefit is available if you file Form 1040 or Form 1040A.

Taxpayers who qualify and who meet the age require-
ments may benefit from the:

« Credit for the elderly or the disabled,

 Exclusion of gain on the sale of their home, or

 Increased standard deduction.

1994 Filing Requirements

If income tax was withheld from your pay, or if you can
take the earned income credit, you should file a return
even if you are not required to do so.

General Requirements

You must file a 1994 return if your gross income was at
least the amount shown in Table 1. You must also file a
tax return if any of the special situations discussed under
Other Filing Requirements, applies to you.

Gross income. Gross income is all income you receive
in the form of money, goods, property, and services that
is not exempt from tax. Some social security and railroad
retirement benefits you receive may be taxable in 1994.
See Social Security and Equivalent Railroad Retirement
Benefits, later.

If you are employed, gross income also includes your
total salary or wages. If you own rental property, it also
includes the total rent you receive before you deduct any
rental expenses. If you are self-employed, it also in-
cludes the total gross profit (gross receipts minus cost of
goods sold) from your trade or business.

Gross income does not include nontaxable income,
such as welfare benefits or nontaxable social security
benefits.

For more information on what income is taxable, see
Taxable and Nontaxable Income, later.
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Dependents

If you could be claimed as a dependent by another tax-
payer, special rules apply.

Table 2 can be used to determine whether a depen-
dent needs to file a return. Use only the section of the
chart that fits your circumstances.

» Section 1 is for single dependents who are under 65
and not blind.

» Section 2 is for single dependents who are 65 or older
or blind.

» Section 3 is for married dependents who are under 65
and not blind.

» Section 4 is for married dependents who are 65 or
older or blind.

Shown next is a Filing Requirement Worksheet for
Dependents Who Are 65 or Older or Blind, which you
may also use.

Even if not required to file, a dependent should file to
get a refund if any income tax was withheld.

You may wish to get Publication 929, Tax Rules for
Children and Dependents, for more information.

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

1. Enterdependent’s earnedincome .................
2. Minimum amount ...........oooviiiiiiiiieiiean, $ 600
3. Compare the amounts on lines 1 and 2. Enter the
larger of thetwoamounts ..........................
4. Enter the appropriate amount from the following
table ...

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

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

6. Enter the amount from the following table that
applies to the dependent’s filing status and

SItUALioN ..o
Filing Status Amount
Single

Either 65 or older or blind $ 950

65 or older AND blind $1,900
Married

Either 65 or older or blind $ 750

65 or older AND blind $1,500

7. Add the amounts on lines 5 and 6. Enter the total
8. Enter the dependent’s totalincome ................

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

Other Filing Requirements

You may have to file a return even if the previously dis-
cussed rules do not apply to you. These special situa-
tions are discussed in this section. Also see Table 3.



Table 1. 1994 Filing Requirements Chart for Most Taxpayers

To use this chart, first find your marital status at the end of 1994. Then, rea d across to find your filing status and age at the end of 1994. You
must file a return if your gross income was at least the amount shown in the last column. Gross income means all income you received in the
form of money, goods, property, and services that is not exempt from tax, inclu ding any gain on the sale of your main home (even if you may
exclude or postpone part or all of the gain).
Also, see Table 2and Table 3for other situations when you must file.
Marital Status Filing Status Age* Gross Income
under 65 $6,250
Single (including divorced and legally separated) Single 65 or older $7,200
Head of under 65 $8,050
household 65 or older $9,000
Married with a child and living apart from your spouse during the last 6
months of 1994 Head of under 65 $8,050
household 65 or older $9,000
under 65
(both spouses) $11,250
Married and living with your spouse at end of 1994 (or on the date your Married, joint 65 or older
spouse died) return (one spouse) $12,000
65 or older
(both spouses) $12,750
Married, separate
return any age $2,450
Married, not living with your spouse at the end of 1994 (or on the date your
spouse died) Married, joint or
separate return any age $2,450
under 65 $6,250
Single 65 or older $7,200
Head of under 65 $8,050
Widowed before 1994 and not remarried in 1994 household 65 or older $9,000
Qualifying
widow(er) with under 65 $8,800
dependent child 65 or older $9,550

* If you were age 65 on January 1, 1995, you are considered to be age 65 at the e nd of 1994.

Church employee. You must file a return if you had
wages of $108.28 or more from a church or qualified
church-controlled organization that is exempt from em-
ployer social security and Medicare taxes. See Publica-
tion 533, Self-Employment Tax.

Self-employment. If you had net earnings from self-
employment of $400 or more, you must file Form 1040
and use Schedule SE to figure your self-employment
tax.

You are self-employed if you:

» Carry on atrade or business as a sole proprietor,
 Are an independent contractor,

» Are a member of a partnership that carries on a trade
or business, or

* Are otherwise in business for yourself.

You can be self-employed even if the work you do is part-
time or in addition to your regular job.

This rule applies regardless of your age, and whether
or not you are receiving social security benefits.

Example. You are 67 years old and receive social se-
curity benefits. Your benefits are not taxable. You also

operate a small fix-it shop. You took in $1,000 during the
year from repair work. After deducting such business ex-
penses as light and heat, your net earnings were $800.
You are required to file an income tax return and pay
self-employment tax.

The self-employment tax is discussed in detail in Pub-
lication 533.

Decedents

If you are the survivor, executor, administrator, or per-
sonal representative of a person who died during the
year, you may have to file a final return for the decedent.

If you are acting in any fiduciary capacity (such as an
executor or administrator), you must file a written notice
with the IRS. Form 56, Notice Concerning Fiduciary Re-
lationship, is available for this purpose. For more infor-
mation, see Publication 559, Survivors, Executors, and
Administrators.

The person who files the return should write “DE-
CEASED,” the deceased’s name, and the date of death,
across the top of the tax return. If no executor or adminis-
trator is appointed and a joint return is filed, the surviving
spouse should sign the return and write in the signature
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Table 2. 1994 Filing Requirements Chart for Dependents

If someone can claim you as a dependent, and any of the four situations listed below applies to you, you must
file areturn.

In this chart, unearned income includes taxable interest and dividends. Earned income includes wages,
tips, and taxable scholarship and fellowship grants.

Caution: If your gross income was $2,450 or more, you generally cannot be claimed as a dependent.

1. Single dependents under 65 and not blind. — You must file a return if—

Your unearned the total of that income plus
income was: and your earned income was:
$1 or more more than $600

$0 more than $3,800

2. Single dependents 65 or older or blind. — You must file a return if—

* Your earned income was more than $4,750 ($5,700 if 65 or older and blind), or

* Your unearned income was more than $1,550 ($2,500 if 65 or older and blind), or

« Your gross income was more than the total of your earned income (up to $3,80 0) or $600, whichever is larger,
plus $950 ($1,900 if 65 or older and blind).

3. Married dependents under 65 and not blind. — You must file a return if—

« Your earned income was more than $3,175, or

* You had any unearned income and your gross income was more than $600, or

« Your gross income was at least $5 and your spouse files a separate return on Form 1040 and itemizes
deductions.

4. Married dependents 65 or older or blind. — You must file a return if—

* Your earned income was more than $3,925 ($4,675 if 65 or older and blind), or

* Your unearned income was more than $1,350 ($2,100 if 65 or older and blind), or

« Your gross income was more than the total of your earned income (up to $3,17 5) or $600, whichever is larger,
plus $750 ($1,500 if 65 or older and blind), or

« Your gross income was at least $5 and your spouse files a separate return on Form 1040 and itemizes
deductions.

Table 3. Other Situations When You Must File 1994 Return

If any of the four conditions listed below applied to you for 1994, you must fi le a return.

1. You owe any special taxes, such as:

« Social security and Medicare tax on tips you did not report to your employer;

« Uncollected social security and Medicare or RRTA tax on tips you reported to your employer;

» Uncollected social security and Medicare or RRTA tax on your group-term life insurance;

« Alternative minimum tax;

« Tax on a qualified retirement plan, including an individual retirement arrang ement (IRA); or

« Tax from recapture of investment credit, low-income housing credit, federal m ortgage subsidy, or qualified elec-
tric vehicle credit.

2. You received any advance earned income credit (EIC) payments from your employ er(s).

3. You had net earnings from self-employment of at least $400.

4. You had wages of $108.28 or more from a church or qualified church-controlled o rganization that is exempt
from employer social security and Medicare taxes.
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area “Filing as surviving spouse.” See Publication 559
for other important information.

Caution. The year your spouse died is the last year
you may file a joint return with that spouse. After that, if
you do not remarry, you must file as a qualifying wid-
ow(er) with dependent child, a head of household, or sin-
gle. However, if you remarry before the end of the year of
the decedent’s death, the filing status of the deceased
spouse is married filing a separate return.

The level of income that requires you to file changes
when your filing status changes. Even if you have not
filed a return for several years, you may have to file a re-
turn for 1994.

Example. You and your spouse both turned 65 in
1991. You have no dependents. Your gross income in
1991 and 1992 was $8,000. The income levels that re-
quired a return being filed by a married couple filing a
joint return were $11,300 in 1991 and $12,000 in 1992.
Therefore, you and your spouse did not file a return.
Your gross income in 1993 and 1994 was also $8,000.
Your spouse died in 1993, but since you would have
been able to file a joint return for 1993, and your gross in-
come was less than the filing level for married couples fil-
ing a joint return ($12,300), you did not file a return. But,
in 1994, you must file a return because your gross in-
come ($8,000) is more than the filing requirement for a
single person who is 65 or older ($7,200). See Your Fil-
ing Status, later.

Aliens

Your status as an alien (resident, nonresident, or dual-
status) determines how you file your return. The rules
used to determine if you are a resident or nonresident
alien are discussed in Publication 519, U.S. Tax Guide
for Aliens.

Resident aliens. If you are a resident alien for the entire
year, you must file a tax return following the same rules
that apply to U.S. citizens. Use the forms discussed in
this publication.

Nonresident aliens. If you are a nonresident alien, the
rules and tax forms that apply to you may be different
from those that apply to U.S. citizens. See Publication
519 to find out which forms you should file.

Dual-status taxpayers. If you were aresident alien and
a nonresident alien during the same tax year, you are a
dual-status taxpayer. Different rules apply for the part of
the year you were a resident of the United States and the
part of the year you were a nonresident. For information
on dual-status taxpayers, get Publication 519.

U.S. citizen or resident alien spouse. If you were mar-
ried to a person who was a U.S. citizen or resident on the

last day of the tax year, you may be able to file a joint re-
turn with your spouse. For information, get Publication
519.

Which Form to Use

You must use one of three forms to file your return—
Form 1040EZ, Form 1040A, or Form 1040.

If you have not received a tax return package in the
mail, or if you need other forms, you can order them from
the IRS Forms Distribution Center for your state. See Or-
dering publications and forms, earlier. Most IRS offices
and many local banks, post offices, and libraries may
also have some of the forms you need.

Form 1040EZ

If you are single or married filing jointly, you may be able
to use the simpler Form 1040EZ.

You can use Form 1040EZ if all of the following
apply:

* Your filing status is single or married filing jointly.

* You (and your spouse if married filing a joint return)

were under 65 on January 1, 1995, and not blind at the
end of 1994.

* You do not claim any dependents.

* Your taxable income is less than $50,000.

» Your income is only from wages, salaries, tips, taxable
scholarship and fellowship grants, and taxable interest
income of $400 or less.

* You did not receive any advance earned income credit
(EIC) payments.

* If you were a nonresident alien at any time in 1994,
your filing status is married filing jointly.

« If you are married filing jointly and either you or your
spouse worked for more than one employer, the total
wages of that person were not over $60,600.

* You do not itemize deductions, claim any adjustments
to income or tax credits other than the earned income
credit, or owe any taxes other than the amount from
the Tax Table.

« If you claim the earned income credit, you meet the

tests to file Form 1040EZ described later under
Earned Income Credit.

If you do not meet all of these requirements, you can-
not use Form 1040EZ. You must use Form 1040A or
Form 1040.

Form 1040A

If you do not qualify to use Form 1040EZ, you may be
able to use Form 1040A.

You can use Form 1040A if:
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* Your income is only from wages, salaries, tips, IRA
distributions, annuities and pensions, taxable social
security and railroad retirement benefits, taxable
scholarship and fellowship grants, interest, dividends
(except for Alaska Permanent Fund dividends), and
unemployment compensation.

 Your taxable income is less than $50,000.

* Your only adjustment to income is the deduction for
contributions to an IRA.

* You do not itemize your deductions.

* Your only taxes are the amount from the Tax Table, al-
ternative minimum tax, and (if you received any) ad-
vance earned income credit payments.

* Your only credits are:

a) The credit for child and dependent care
expenses.

b) The credit for the elderly or the disabled.

¢) The earned income credit.

You cannot use Form 1040A if you do not meet all of
the above requirements. For example, you may want to
claim itemized deductions, which you cannot claim on
Form 1040A.

Form 1040

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

You may have received Form 1040A or Form 1040EZ
in the mail because of the return you filed last year. If
your situation has changed this year, it may be to your
advantage to file Form 1040 instead. You may pay less
tax by filing Form 1040 because you can take itemized
deductions, adjustments to income, and some credits
that you cannot take on Form 1040A or Form 1040EZ.

Assembling Your Return

Attach schedules and forms behind Form 1040 in order
of the “Attachment Sequence No.” shown in the upper
right corner of the schedule or form. Attach all other
statements or attachments at the end of your return,
even if they relate to another form or schedule.

If you owe tax and are enclosing your payment, do not
attach it to the return. Instead, place it loose inside the
envelope.

Form W-2. If you were an employee for any part of the
year, you should have a Form W-2 from each employer.
Be sure to attach the first copy or copy B of Form W-2 in
the place indicated in the left margin of the front page of
your return.
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Foreign Financial Accounts
and Foreign Trusts

You must complete Part Ill of Schedule B (Form 1040) if
you received more than $400 of interest or dividend in-
come, or if you had a foreign account, or were the grantor
of, or transferor to, a foreign trust.

If you checked Yes to the question on line 11a
(Schedule B), file Form TD F 90-22.1, Report of Foreign
Bank and Financial Accounts, by June 30, 1995, with the
Department of the Treasury at the address shown on the
form. Do not attach Form TD F 90-22.1 to your Form
1040. You can get Form TD F 90-22.1 from any IRS
Forms Distribution Center.

Substitute Tax Forms

You cannot use your own version of a tax form unless it
meets the requirements explained in Publication 1167,
Substitute Printed, Computer-Prepared and Computer-
Generated Tax Forms and Schedules.

Address Label

After you have completed your return, peel your address
label off the cover of your tax return package and place it
in the address area of the Form 1040, Form 1040A, or
Form 1040EZ you send to the IRS. If you have someone
prepare your return, give that person your label to use.
The coding on the label is used by the IRS in process-
ing your return. The label helps to correctly identify your
account. It also saves processing costs and speeds up
processing so that refunds can be issued sooner.

Correcting the label. Make necessary name and ad-
dress changes on the label. If you have an apartment
number that is not shown on the label, please write itin. If
you and your spouse file a joint return and maintain sep-
arate homes, choose one address to enter on your re-
turn. If the label is for a joint return and the social security
numbers are not listed in the same order as the first
names, change the numbers to show the correct order. If
your social security number is not correct, or if you
changed your name, see the discussion later under So-
cial Security Number.

No label. If you did not receive a tax return package with
a label, print or type your name, address, and social se-
curity number in the spaces provided at the top of Form
1040 or Form 1040A. If you are married filing a separate
return, do not enter your spouse’s hame in the space at
the top. Instead, enter his or her name in the space pro-
vided on line 3.

If you file Form 1040EZ without a label, print (do not
type) this information in the spaces provided.

Post Office box. If your post office does not deliver mail
to your street address and you have a P.O. box, write
your P.O. box number on the line for your present home
address instead of your street address.



Foreign address. If your address is outside the United
States or its possessions or territories, enter the informa-
tion on the line for “City, town or post office, state, and
ZIP code” in the following order:

1) City,
2) Province or state,
3) Foreign postal code, and

4) Name of foreign country. (Do not abbreviate the
country name.)

Social Security Number

You must show your social security number (SSN) on
your return. If the number shown on the address label on
the tax return package you received in the mail is wrong,
mark through it. Correct it on the label. If you did not re-
ceive a return with a label, enter your number in the
space provided on the return.

If you are married and you did not receive a tax return
package with a label, enter the social security numbers
for both you and your spouse, whether you file jointly or
separately.

Name change. If you changed your name because of
marriage, divorce, etc., you should immediately notify
your Social Security Administration (SSA) office so the
name on your tax return is the same as the one the SSA
has on its records. This may prevent delays in issuing
your refund and safeguard any future social security
benefits.

Dependent’s social security number. If you claim an
exemption for a dependent who is at least 1 year old by
December 31, 1994, you must list the dependent’s SSN
on your return.

No social security number. If you or your dependent
who is at least 1 year old does not have an SSN, file a
Form SS-5 with your local SSA office. It usually takes
about 2 weeks to get an SSN.

Presidential Election
Campaign Fund

This fund was set up to help pay for presidential election
campaigns. You may have $3 of your tax liability go to
this fund by checking the Yes box on your Form 1040,
Form 1040A, or Form 1040EZ. If you file a joint return,
your spouse may also have $3 go to the fund. If you
check the Yes box, it will not change the tax you pay or
the refund you will receive.

Rounding Off Dollars

You may round off cents to the nearest whole dollar on
your forms and schedules. If you do round to whole dol-
lars, you must round all amounts. To round, drop
amounts under 50 cents and increase amounts from 50

to 99 cents to the next dollar. For example, $1.39 be-
comes $1 and $2.50 becomes $3.

If you have to add two or more amounts to figure the
amount to enter on a line, include cents when adding the
amounts and round off only the total.

Example. You received two W-2 forms, one showing
wages of $5,000.55 and one showing wages of
$18,500.73. On Form 1040, line 7, you would enter
$23,501 ($5,000.55 + $18,500.73 =$23,501.28) instead
of $23,502 ($5,001 + $18,501).

Signatures

You must sign and date your return. If you file a joint re-
turn, both you and your spouse must sign the joint return,
even if only one of you had income.

Enter your occupation in the space provided in the
signature section. If you file a joint return, enter both your
occupation and your spouse’s occupation.

If you prepare your own return, leave the space under
your signature blank. If another person prepares your re-
turn and does not charge you, that person should not
sign your return.

Paid preparer. Generally, anyone you pay to prepare,
assist in preparing, or review your tax return must sign it
and fill in the other blanks in the paid preparer’s area of
your return. Signature stamps and labels are not accept-
able. The preparer must give you a copy of your return in
addition to the copy filed with the IRS.

Paid preparers of Form 1040EZ must sign the return
and supply all other required information in the area be-
low the space for your signature.

Someone else can sign for you. You can appoint an
agent to sign your return if you are:

1) Unable to sign the return because of disease or
injury,
2) Absent from the United States for a continuous pe-

riod of at least 60 days before the due date for filing
your return, or

3) Given permission to do so by the IRS district direc-
tor in your district.

Power of attorney. A return signed by an agent in
any of these cases must have a power of attorney (POA)
attached to it that authorizes the agent to sign for you.
You can use a POA that states that the agent is granted
authority to sign the return, or you can use Form 2848,
Power of Attorney and Declaration of Representative.
Form 2848 must state that the agent is granted authority
to sign the return. If you are filing a joint return and your
spouse has a disability, see Publication 501, Exemp-
tions, Standard Deduction, and Filing Information.

Unable to sign. If the taxpayer is mentally incompe-
tent and cannot sign the return, it must be signed by a
court-appointed representative who can act for the
taxpayer.

Page 9



If the taxpayer is mentally competent but physically
unable to sign the return or POA, a valid “signature” is
defined under state law. It can be anything that clearly in-
dicates the taxpayer’s intent to sign. For example, the
taxpayer’'s X" with the signatures of two witnesses
might be considered a valid signature under a state’s
law.

Your Filing Status

Your filing status is used in determining your filing re-
qguirements, standard deduction, and correct tax. Your
correct tax is determined by using the Tax Rate Sched-
ule or the column in the Tax Table that applies to your fil-
ing status. This section discusses each filing status. If
more than one filing status applies to you, choose the
one that will give you the lowest tax.

Marital Status

In general, your filing status depends on whether you are
considered single or married.

Single taxpayers. You are considered single for the
whole year if, on the last day of your tax year, you are un-
married or separated from your spouse by a divorce or a
separate maintenance decree.

Divorced or legally separated. State law governs
whether you are married, divorced, or legally separated
under a decree of separate maintenance.

Married taxpayers. You and your spouse may be able
to file a joint return or you may file separate returns.

Spouse died during the year. If your spouse died
during the year, you are considered married for the
whole year for filing status purposes.

If you did not remarry before the end of the tax year,
you may file a joint return for yourself and your deceased
spouse. For the next 2 years, you may be entitled to the
special benefits described later under Qualifying Wid-
ow(er) With Dependent Child.

If you remarried before the end of the tax year, you
may file a joint return with your new spouse. Your de-
ceased spouse’s filing status is married filing separately
for that year.

Single

Your filing status is single if, on the last day of your tax
year, you are unmarried or separated from your spouse
by a divorce or a separate maintenance decree and you
do not qualify for another filing status.

Your filing status may be single if you were widowed
before January 1, 1994, and did not remarry in 1994.
However, you might be able to use another filing status
that will give you a lower tax. See Qualifying Widow(er)
with Dependent Child and Head of Household to see if

you qualify.
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Married Filing Jointly

You may choose married filing jointly as your filing status
if you are married and both you and your spouse agree to
file a joint return. On a joint return, you report your com-
bined income and deduct your combined allowable
expenses.

You may file a joint return even if one of you had no in-
come or deductions.

Generally, married couples will pay less tax if they file
a joint return because the tax rate for married persons fil-
ing jointly is lower than the tax rate for married persons
filing separately. However, you may want to figure your
tax both ways to see which filing status results in lower
combined tax. If you file a joint return, you cannot, after
the due date of the return, file separate returns for that
year.

Married Filing Separately

You may choose married filing separately as your filing
status if you are married. This method may benefit you if
you want to be responsible only for your own tax or if this
method results in less tax than a joint return.

Unless you are required to file separately, you may
want to figure your tax both ways (on a joint return and on
separate returns). Do this to make sure you are using the
method that results in the lower combined tax. However,
you will generally pay more combined tax on separate
returns than you would on a joint return because the tax
rate is higher for married persons filing separately.

If you file a separate return, you generally report only
your own income, exemptions (you may not split an ex-
emption), credits, and deductions on your individual re-
turns. You may file a separate return and claim an ex-
emption for your spouse only if your spouse had no
gross income and was not the dependent of another
person.

If you file as married filing separately, you must also
write your spouse’s full name and social security number
in the spaces provided.

If you file a separate return:

 Your spouse should itemize deductions if you itemize
deductions, because he or she cannot claim the stan-
dard deduction.

* You cannot take the credit for child and dependent
care expenses in most instances.

* You cannot take the earned income credit.

* You cannot exclude any interest income from Series
EE savings bonds that you used for higher education
expenses.

» Unless you lived apart from your spouse for all of 1994

a) You cannot take the credit for the elderly or the
disabled.

b) You may have to include in income more of your
social security benefits (including any equivalent
railroad retirement benefits) you received in
1994 than you would on a joint return.



¢) Your IRA deduction may be subject to a
phaseout rule.

d) You may not be allowed to claim a loss from a
passive real estate activity against your nonpas-
sive income.

Qualifying Widow(er) with Dependent
Child

If your spouse died in 1994, you may use married filing
jointly as your filing status for 1994 if you would other-
wise qualify. See Married Filing Jointly, earlier.

You may be eligible to use qualifying widow(er) with
dependent child as your filing status for 2 years following
the year of death of your spouse. For example, if your
spouse died in 1993 and you have not remarried, you
may be able to use this filing status for 1994 or 1995.

This filing status entitles you to use joint return tax
rates and the highest standard deduction amount (if you
do not itemize deductions).

Eligibility rules for filing as a qualifying widow(er)
with dependent child. You are eligible to file as a quali-
fying widow(er) with dependent child if you meet all of the
following tests.

1) You were entitled to file a joint return with your
spouse for the year your spouse died. It does not
matter whether you actually filed a joint return.

2) You did not remarry before the end of the tax year.

3) You have a child, stepchild, adopted child, or foster
child who qualifies as your dependent for the year.

4) You paid more than half the cost of keeping up a
home, which was the main home of you and that
child for the entire year except for temporary
absences.

If you qualify for this filing status, you can use Form
1040 or Form 1040A. You cannot use Form 1040EZ.
Check the box on line 5 of your tax return. Show, in the
space given, the year your spouse died. Use Tax Rate
Schedule Y-1 or the married filing jointly column of the
Tax Table.

Head of Household

You may be able to file as head of household if you were
unmarried or were considered unmarried on the last day
of the year. You must also have paid more than half the
cost of keeping up a home that was the main home for
more than half the year for you and a qualifying person.

If you qualify to file as head of household, your tax rate
will be lower than the rates for single or married filing
separately. You will also receive a higher standard de-
duction than if you file as single or married filing
separately.

You are considered unmarried on the last day of the
tax year if you meet all of the following tests:

1) You file a separate return.

2) You paid more than half the cost of keeping up your
home for the tax year.

3) Your spouse did not live in your home during the last
6 months of the tax year.

4) Your home was, for more than half of the year, the
main home of your child, stepchild, or adopted child
whom you can claim as a dependent. However, you
can still meet this test if you cannot claim your child
as a dependent only because:

a) You state in writing to the noncustodial parent
that he or she may claim an exemption for the
child, or

b) The noncustodial parent provides at least $600
support for the dependent and claims an exemp-
tion for the dependent under a pre-1985 divorce
or separation agreement.

Under certain conditions, you may claim an exemp-
tion for a foster child or a child placed with you for adop-
tion. For those conditions see Publication 501.

Each of the following individuals is considered a quali-
fying person.

1) Your child, grandchild, stepchild, or adopted child
who is:

a) Single. This child does not have to be your
dependent.

b) Married. This child must qualify as your depen-
dent. However, this child does not have to be
your dependent if you state in writing to the non-
custodial parent that he or she may claim an ex-
emption for the dependent, a decree or agree-
ment went into effect after 1984 and it
unconditionally states that the noncustodial par-
ent can claim the child as a dependent, or the
noncustodial parent provides at least $600 sup-
port for the dependent and claims an exemption
for the dependent under a pre-1985 divorce or
separation agreement.

2) Your mother or father whom you claim as your de-
pendent. If your dependent parent did not live with
you, you must have paid more than half the cost of
keeping up a home that was your parent’s main
home for the entire year.

3) Certain other relatives you claim as dependents.

You do not qualify as head of household if you can
only claim an exemption for a dependent by virtue of a
multiple support declaration.

Personal Exemptions

The amount allowed for each personal exemption is
$2,450 for 1994.

This section discusses the exemption you can claim
for yourself and the exemption you may claim for your

Page 11



spouse. In addition, you may take an exemption for each
person who qualifies as your dependent. For more infor-
mation on exemptions and the tests that must be met for
a person to qualify as your dependent, see Publication
501.

Your Own Exemption

If you file a joint return, you can take your own exemp-
tion. If you file a separate return, you can take one ex-
emption for yourself only if you cannot be claimed as a
dependent by another taxpayer. This is true even if the
other taxpayer does not actually claim your exemption.

Your Spouse’s Exemption

Your spouse is never considered your dependent. You
may be able to take one exemption for your spouse only
because you are married.

Joint return. If your spouse had any gross income, you
can claim his or her exemption only if you file a joint
return.

Separate return. If you file a separate return, you may
claim the exemption for your spouse only if your spouse
had no gross income and was not a dependent of an-
other taxpayer. This is true even if the other taxpayer
does not actually claim your spouse’s exemption.

Death of spouse. If your spouse died during the year,
you may generally claim your spouse’s exemption. If
your spouse had any gross income, you can claim his or
her exemption only if you file a joint return.

The full amount of the exemption is allowed for the
year in which death occurred.

If you remarried during the year, you may not take an
exemption for your deceased spouse.

If you are a surviving spouse without gross income
and you remarry, you may be claimed as an exemption
on both the final separate return of your deceased
spouse and the separate return of your new spouse
whom you married in the same year. If you file a joint re-
turn with your new spouse, you may be claimed as an ex-
emption only on that return.

Former spouse. You cannot take an exemption for your
former spouse for the year in which you were divorced or
legally separated under a final decree. This rule applies
even if you paid all of your former spouse’s support that
year.

Exemption Phaseout

The amount you can claim as a deduction for exemp-
tions is phased out once your adjusted gross income
(AGI) goes above a certain level for your filing status as
shown in column (a) of the following table. AGl is the
amount shown on line 31 of Form 1040 for 1994.

You must reduce the dollar amount of your exemp-
tions by 2% for each $2,500, or part of $2,500 ($1,250 if
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you are married filing separately), that your AGI exceeds
the column (a) amount for your filing status shown in the
table. If your AGI is more than the column (b) amount,
your deduction for exemptions is zero.

Phaseout of Exemptions for 1994

@ (b)

Filing Status AGlmorethan:  AGI

Single 111,800 234,300
Married filing jointly 167,700 290,200
Married filing separately 83,850 145,100
Head of household 139,750 262,250
Qualifying widow(er) 167,700 290,200

Taxable and
Nontaxable Income

Generally, all income is taxable unless it is specifically
exempted by law. Your taxable income may include
compensation for services, interest, dividends, rents,
royalties, income from partnerships, estate and trust in-
come, gain from sales or exchanges of property, and
business income of all kinds.

Under special provisions of the law, certain items are
partially, or fully, exempt from tax. Some of these provi-
sions are of special interest to older taxpayers. The types
of income that are received most frequently by older tax-
payers are discussed in this section.

Nontaxable Income

The following items are exempt from tax (nontaxable).
Generally you should not report them on your return.

Sickness or injury benefits. Most payments you re-
ceive for illness or injury are nontaxable. These include
the following:

Workers’ compensation. Amounts you receive as
workers’ compensation for an occupational sick-
ness or injury are fully exempt from tax if they are
paid under a workers’ compensation act or a stat-
ute in the nature of a workers’ compensation act.
The exemption also applies to your survivor(s) if
the payments otherwise qualify as workers’ com-
pensation. If you return to work after qualifying for
workers’ compensation, payments you continue to
receive while assigned to light duties are taxable.
Note. If part of your workers’ compensation
reduces your social security or equivalent railroad
retirement benefits received, that part is consid-
ered social security (or equivalent railroad retire-
ment) benefits and may be taxable.

Federal Employees’ Compensation Act (FECA).
Payments made under this Act for personal inju-
ries or sickness, including payments to benefi-
ciaries in case of death are not taxable. However,



you are taxed on amounts you receive under this
Act as “continuation of pay” for up to 45 days while
a claim is being decided. Also, pay for sick leave
while a claim is being processed is taxable.

Compensatory damages you receive for injury or ill-
ness (however, punitive damages in cases not in-
volving physical injury or sickness are taxable).

Benefits you receive under an accident or health
insurance policy attributable to premiums you
paid.

Disability benefits you receive for loss of income or
earning capacity as a result of injuries under a “no-
fault” car insurance policy.

Compensation you receive for permanent loss or
loss of use of a part or function of your body, or for
your permanent disfigurement. These benefits are
not taxed even though your employer pays for the
accident and health plan that provides these
benefits.

Veterans’ benefits. Veterans’ benefits under any law,
regulation, or administrative practice that was in effect
on September 9, 1986, and administered by the Depart-
ment of Veterans Affairs (VA) are not included in gross
income. For example, disability compensation and pen-
sion payments for disabilities are exempt from tax.

Veterans’ insurance proceeds and dividends paid ei-
ther to the veterans or to their beneficiaries, including the
proceeds of veterans’ endowment policies paid before
death are not taxable.

Interest on insurance dividends you leave on deposit
with the VA is nontaxable.

Volunteer work. Do not include in your income
amounts you receive for supportive services or reim-
bursements for out-of-pocket expenses under any of the
following volunteer programs:

* Retired Senior Volunteer Program (RSVP)

» Foster Grandparent Program

» Senior Companion Program

 Service Corps of Retired Executives (SCORE)
« Active Corps of Executives (ACE)

Gifts, bequests, and inheritances. Generally, property
you receive as a gift, bequest, or inheritance is not in-
cluded in your income. However, if property you receive
this way later produces income such as interest, divi-
dends, or rents, that income is taxable to you. If property
is given to a trust and the income from it is paid, credited,
or distributed to you, that also is income to you. If the gift,
bequest, or inheritance is the income from the property,
that income is taxable to you.

Interest on frozen deposits. In general, you exclude
from your income the amount of interest earned on a fro-
zen deposit. A depositis frozen if, at the end of the calen-
dar year, you cannot withdraw any part of the deposit
because:

1) The financial institution is bankrupt or insolvent, or

2) The state where the institution is located has placed
limits on withdrawals because other financial institu-
tions in the state are bankrupt or insolvent.

For information on how to figure the amount of interest
you exclude from gross income, see Publication 525,
Taxable and Nontaxable Income. Report the excluded
part of the interest in the gross income of the tax year it
becomes withdrawable.

Public assistance. Do notinclude in your income bene-
fit payments from a public welfare fund, such as pay-
ments you receive due to blindness.

Payments from a state fund for victims of crime,
should not be included in the victims’ incomes if
they are in the nature of welfare payments. Do not
deduct medical expenses that are reimbursed by
such a fund.

Mortgage assistance payments under section 235
of the National Housing Act are not included in the
homeowner’s gross income. Interest paid for the
homeowner under the mortgage assistance pro-
gram cannot be deducted.

Payments to reduce cost of winter energy use.
Payments made by a state to qualified people to
reduce their cost of winter energy use are not
taxable.

Nutrition Program for the Elderly. Food benefits
you receive under the Nutrition Program for the
Elderly are not taxable. If you prepare and serve
free meals for the program, include in your income
as wages the cash pay you receive, even if you are
also eligible for food benefits.

Taxable Income

The following items are taxable. Generally you should
report them on your return. For more information on what
income is taxable, see Publication 525.

Compensation for Services

Generally, you must include in gross income everything
you receive in payment for personal services. In addition
to wages, salaries, commissions, fees, and tips, this in-
cludes other forms of compensation such as fringe bene-
fits and stock options.

You need not receive the compensation in cash for it
to be taxable. Payments you receive in the form of goods
or services generally must be included in gross income
at their fair market value.
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You must include in your income all unemployment
compensation you receive.

Payments for Age and Residency

Payments the state of Alaska makes to its citizens who
meet certain age and residency tests, that are not based
on need, are not welfare benefits. Include them in gross
income on line 21, Form 1040.

Interest

In general, any interest that you receive or that is
credited to your account and can be withdrawn is taxable
income. You report it on line 8a, Form 1040; line 8a,
Form 1040A; or on line 2, Form 1040EZ.

You cannot use Form 1040EZ and must file Schedule
1 (Form 1040A) or Schedule B (Form 1040), if:

1) Your taxable interest income is more than $400,

2) You are claiming the interest exclusion under the
Education Savings Bond Program,

3) You received, as a nominee, interest that actually
belongs to someone else,

4) You received interest from a seller-financed mort-
gage and the buyer used the property as a personal
residence, or

5) You received a Form 1099—INT for tax-exempt
interest.

You cannot use Form 1040EZ or Form 1040A and
must file Schedule B (Form 1040), if:

You received a Form 1099—INT for interest on a bond
bought between interest payment dates,

You report original issue discount (OID) in an amount
more or less than shown on Form 1099-0ID,

You reduce your bond interest income by amortizable
bond premium, or

You had a foreign account or were grantor of, or
transferor to, a foreign trust, and you must fill in
Part Ill.

Attach the schedule to your return.

If you need more information, see Publication 550, In-
vestment Income and Expenses.

As an important part of your records, you should keep
a list showing sources and amounts of interest income
that you receive during the year.

Money market funds. Generally, amounts you receive
from money market funds should be reported as divi-
dends, not as interest.

Taxable interest. This includes:

* Interest you receive from bank accounts (including
certificates of deposit and money market certificates),
loans you make to others, mortgages, notes, and
bonds,
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* Interest from U.S. Savings Bonds and obligations is-
sued by any agency or instrumentality of the United
States,

* Interest on tax refunds, and

« Interest on building and loan, savings and loan, and
credit union accounts (even if the payments are called
dividends).

Tax-exempt interest. Generally, interest on obligations
of a state (including certain Indian tribal governments) or
one of its political subdivisions, the District of Columbia,
or a possession of the United States or one of its political
subdivisions used to finance governmental operations is
not taxable.

You must show on your tax return the amount of any
tax-exempt interest you received or accrued during the
year. This is an information reporting requirement and
does not convert tax-exempt interest to taxable interest.

If you received tax-exempt interest during 1994 and
you file Form 1040EZ, write ““TEI"’ in the space to the
right of the words “Form 1040EZ” on line 2 and show the
amount of your tax-exempt interest. Do not include tax-
exempt interest in the total entered in the boxes on line 2.
Report tax-exempt interest on line 8b if you file Form
1040 or Form 1040A.

Interest on frozen deposits. In general, you must ex-
clude from your income the amount of interest earned on
a frozen deposit. A deposit is frozen if, at the end of the
calendar year, you cannot withdraw any part of the de-
posit because:

1) The financial institution is bankrupt or insolvent, or

2) The state where the institution is located has placed
limits on withdrawals because other financial institu-
tions in the state are bankrupt or insolvent.

For information on how to figure the amount of interest
you must exclude from gross income, see Interest in-
come on frozen deposits in Chapter 1 of Publication 550.
Report the excluded part of the interest in the tax year it
becomes withdrawable.

Reporting interest on seller-financed mortgage. Ifan
individual buys his or her home from you in a sale that
you finance, you must report the buyer’'s name, address,
and social security number on line 1 of either Schedule B
(Form 1040) or Schedule 1 (Form 1040A). If you do not,
you may have to pay a $50 penalty. The buyer may have
to pay a $50 penalty if he or she does not give you this
information.

The buyer must report your name, address, and social
security number (or employer identification number) on
Schedule A (Form 1040). You must give this information
to the buyer. If you do not, you may have to pay a $50
penalty.

For a complete discussion of reporting interest in-
come, see Chapter 1 of Publication 550. More informa-
tion about deducting home mortgage interest can be



found in Publication 936, Home Mortgage Interest
Deduction.

Dividends

Generally, dividends on stock you own are taxable in-
come. Ordinary (taxable) dividends are the most com-
mon type of distribution from a corporation. They are
paid out of the earnings and profits of a corporation and
are ordinary income to you. This means they are not cap-
ital gains. Any dividend you receive on commaon or pre-
ferred stock is an ordinary dividend, unless the paying
corporation tells you otherwise.

As an important part of your records, you should keep
a list showing sources and amounts of dividend income
that you receive during the year.

Money market funds. Report amounts you receive
from money market funds as dividend income. These
amounts generally are not interest income and should
not be reported as interest.

Where to report. You report dividend income on line 9
of Form 1040 or Form 1040A. If you have more than
$400 in total dividends, you must list the payer and the
amount of income for each distribution you receive on:

e Schedule B if you file Form 1040, or
» Schedule 1 if you file Form 1040A.

Attach the schedule to your return.

You must also use Schedule B or Schedule 1 if you re-
ceived, as a nominee, dividends that actually belong to
someone else.

For more information on dividends, see Publication
550.

Rental Income and Expenses

Rental income is any payment you receive for the use or
occupation of property.

You generally must include in your gross income all
amounts you receive as rent. If you receive property or
services, instead of money, as rent, include the fair mar-
ket value of the property or services in your rental
income.

Expenses. You can ordinarily deduct the following ex-
penses from your gross rental income: depreciation, re-
pairs, maintenance, and certain other expenses.

Repairs. A repair keeps your property in good oper-
ating condition. It does not materially add to the value of
your property or substantially prolong its life. Repainting
your property inside or out, fixing gutters or floors, fixing
leaks, plastering, and replacing broken windows are ex-
amples of repairs.

Improvements. If you make repairs as part of an ex-
tensive remodeling or restoration of your property, the
whole job is an improvement. Permanent improvements
to rental property must be depreciated. See Publication
534, Depreciation, for more information.

Other expenses. You can deduct from your gross
rental income expenses for advertising, janitor and maid
service, utilities, fire and liability insurance, taxes, inter-
est, commissions for the collection of rent, and ordinary
and necessary travel and transportation.

Rental of a home. If you use a dwelling unit as a home,
how you figure your rental income and deductions de-
pends on how many days the unit was rented. You use a
dwelling unit as a home during the tax year if you use it
for personal purposes more than the greater of:

1) 14 daysor,

2) 10% of the total days it is rented to others at a fair
rental price.

See Publication 527, Residential Rental Property, for
more information.

Rented fewer than 15 days. If you use the dwelling
unit as a home and you rent it for fewer than 15 days
during the year, do not include any of the rent in your in-
come and do not deduct any of the rental expenses.
However, you can deduct allowable interest, taxes, and
casualty and theft losses as itemized deductions on
Schedule A of Form 1040.

Rented 15 days or more. If you use a dwelling unit
as a home and rent it for 15 days or more during the
year, you include all your rental income in your gross in-
come. You must divide your expenses between the per-
sonal use and the rental use based on the number of
days used for each purpose. If you had a net profit from
the rental property for the year (that is, if your rental in-
come is more than the total of your rental expenses, in-
cluding depreciation), deduct all of your rental expenses.
However, if you had a net loss, you may not be able to
deduct all of your rental expenses.

Publication 527 contains a worksheet to figure your
limit on rental deductions.

Limits on rental losses. Rental real estate activities
are generally considered passive activities, and the
amount of loss you can deduct is limited. Generally, you
cannot deduct losses from rental real estate activities
unless you have income from other passive activities.

Losses from passive activities are first subject to the
at-risk rules. At-risk rules limit the amount of deductible
losses from holding most real property placed in service
after December 31, 1986.

See Publication 925 for more information on limits on
rental losses.

For a more complete discussion of rental income and
expenses, including casualty losses on rental property,
see Publication 527.

Where to report. If you rent out buildings, rooms, or
apartments and provide only heat and light, trash collec-
tion, etc., you normally report your rental income and ex-
penses in Part | of Schedule E (Form 1040), Supplemen-
tal Income and Loss. Be sure to answer the question on
line 2.
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If you report your rental income and expenses on
Schedule E, show any depreciation you are claiming on
the rental property on line 20. You must also complete
and attach Form 4562, Depreciation and Amortization,
for rental activities only if you are claiming:

» Depreciation on rental property placed in service dur-
ing 1994,

» Depreciation on any rental property that is listed prop-
erty (such as a car), regardless of when it was placed
in service, or

» Any automobile expenses (actual or the standard
mileage rate).

Otherwise, figure your depreciation on your own work-
sheet. You do not have to attach these computations to
your return.

Your net rental income or loss from Schedule E is in-
cluded on line 17, Form 1040.

If you provide additional services that are primarily for
your tenant’s convenience, such as regular cleaning,
changing linen, or maid service, you report your rental in-
come and expenses on Schedule C (Form 1040), Profit
or Loss From Business or Schedule C-EZ, Net Profit
From Business. You also may have to pay self-employ-
ment tax on your rental income. See Publication 533,
Self-Employment Tax.

Not rented for profit. If your rental of a property is an
activity that you do not carry on to make a profit, you can
deduct your rental expenses only up to the amount of
your rental income. Report your rental income on line 21,
Form 1040.

Royalties

Royalties from copyrights, patents, oil, gas, and mineral
properties, are taxable as ordinary income. You gener-
ally report them on Part | of Schedule E (Form 1040).
You should receive a Form 1099—-MISC or other state-
ment from the payer if your total royalty payments from
the payer for the year were $10 or more.

Royalties from mineral property or standing timber are
subject to an allowance for depletion. For information on
depletion, get Publication 535, Business Expenses.

Royalties from copyrights on literary, musical, or artis-
tic works, and similar property, or from patents on inven-
tions are not subject to a depletion deduction. For infor-
mation on the amortization of intangibles, see
Publication 535.

Sale of Capital Assets

When you sell or exchange capital assets or an asset
used in your business, report your taxable gain or de-
ductible loss on Schedule D (Form 1040) or on Form
4797, Sales of Business Property. Passive activity gains
and losses may also have to be reported on Form 8582,
Passive Activity Loss Limitations. In some cases, the
loss may be limited under the passive activity rules. Re-
fer to Form 8582 and its instructions for more information
about reporting capital gains and losses from a passive
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activity. Exchanges may also have to be reported on
Form 8824, Like-Kind Exchanges.

Capital gains and losses. You must classify your gains
and losses as either capital or ordinary. Capital gains
and losses must be broken down as either short term or
long term. The correct classification of your gains and
losses is necessary so that you can figure the yearly limit
on your capital loss, or your proper tax if you qualify for
the maximum tax rate on capital gains for individuals,
discussed later.

Short-term gains or losses. A capital gain or loss on
the sale or trade of investment property held one year or
less is a short-term capital gain or loss. Report it in Part |
of Schedule D (Form 1040).

Also report in Part | your share of short-term capital
gains or losses from partnerships, S corporations, es-
tates and trusts, and any short-term capital loss carry-
over. The result from combining these items with your
other short-term capital gains and losses is your net
short-term capital gain or loss.

Long-term gains or losses. A capital gain or loss on
the sale or trade of investment property held more than
one year is a long-term capital gain or loss. Report it in
Part Il of Schedule D (Form 1040).

Also report the following in Part Il of Schedule D:

1) All capital gain distributions from regulated invest-
ment companies (mutual funds), and real estate in-
vestment trusts (REITS).

2) Your share of long-term capital gains or losses from
partnerships, S corporations, estates and trusts.

3) Long-term capital loss carryover.

The result from combining these items with your other
long-term capital gains and losses is your net long-term
capital gain or loss.

Capital gain distributions. You generally report
capital gain distributions on line 14, Part Il of Schedule D
(Form 1040). However, if you do not need Schedule D to
report any other capital gains or losses, do not complete
Schedule D. Instead, enter your capital gain distributions
for 1994 on line 13, Form 1040. Write “CGD"” on the
dotted line next to line 13.

But report your capital gain distributions on Schedule
D and use the Capital Gain Tax Worksheetto figure your
tax if your taxable income is more than the amount
shown for your filing status in the table under Maximum
tax rate on capital gains for individuals, |ater.

The total net gain or loss is then figured by combining
your net short-term capital gain or loss with your net
long-term capital gain or loss. The result is entered on
line 18, Part Il of Schedule D. If the result is a gain, it is
also entered on Form 1040, line 13. If your losses are
more than your gains, see the discussion of Capital
losses, next.



Note. If both lines 17 and 18 of Schedule D are gains,
see Maximum tax rate on capital gains for individuals,
later.

Capital losses. If you have a total net capital loss, you
can claim a capital loss deduction. You must first figure
how much of the loss is allowable. You do this on line 19
of Schedule D. You must figure how much of the loss you
can deduct in the year of the loss and how much of it you
carry over and use in future tax years.

Yearly limit. The amount of the allowable capital loss
that you may deduct in any tax year is the lesser of:

1) $3,000 ($1,500 if you are married and file a sepa-
rate return), or

2) Your capital loss shown on line 18 of Schedule D.

Capital loss carryover. If you have a capital loss on
line 18 of Schedule D that is more than the yearly limit,
you can carry over the unused part to the next tax year
and treat it as if it occurred in that year. You continue this
until your loss is completely used up. However, the capi-
tal loss of a deceased person can only be deducted on
the decedent’s final return, subject to the capital loss
limit. Any remaining loss is lost; it cannot be deducted by
the decedent’s estate or heirs.

You use the Capital Loss Carryover Worksheet in the
Schedule D instructions to figure how much loss you can
carry over to 1995.

Maximum tax rate on capital gains for individuals.
The maximum income tax rate on net capital gain is
28%, even though the highest tax rate is 39.6%. Net cap-
ital gain is the excess of net long-term capital gain for the
year over any net short-term capital loss for the year.
Therefore, the maximum 28% rate applies if you have a
net long-term capital gain on line 17 of Schedule D and a
net gain on line 18.

You should complete the Capital Gain Tax Worksheet
in the Form 1040 instructions to figure your tax only if
your taxable income (line 37, Form 1040) is more than
the amount shown for your filing status in the following
table.

Filing Status. Amount
Single ..o $55,100
Married filing joint or qualifying

WIdOW(er) .....ovvvviiiiinaan... 91,850
Married filing separate ........... 45,925
Head of household ............... 78,700

Sample Schedule D. For an example showing how to
report a capital gain on Schedule D, see Form 1040
under Sample Returns near the end of this publication.

For more information on capital gains and losses, see
Publication 544, Sales and Other Dispositions of Assets,
and Chapter 4 in Publication 550.

Retirement Plans, Pensions, and Annuities

This section explains the tax treatment of amounts you
receive from individual retirement arrangements, em-
ployee pensions or annuities, and disability pensions or
annuities.

Individual retirement arrangement (IRA) distribu-
tions. In general, include IRA distributions in your gross
income in the year you receive them. Exceptions to this
general rule are rollovers and timely withdrawals of con-
tributions, and the return of nondeductible contributions.
(If you made nondeductible contributions, file Form
8606.)

Premature distributions. Premature (early) distribu-
tions are amounts you withdraw from your IRA before
you are age 59%.

Generally, until you reach the age of 59%, you cannot
withdraw assets (money or other property) from your IRA
without having to pay an additional tax. However, there
are a number of exceptions to that rule.

Exceptions. The 10% tax will not apply to the follow-
ing distributions:

« Portions of any distributions treated as a return of non-
deductible contributions.

« Distributions made after the owner’s death.
« Distributions made because you became disabled.

« Distributions that are a part of a series of substantially
equal payments over your life (or life expectancy), or
over the lives (or life expectancies) of you and your
beneficiary. For this exception to apply, you must use
an IRS-approved distribution method and take at least
one distribution annually. Also, the payments must
continue for at least 5 years, or until you reach age
59%, whichever is the longer period. This 5-year rule
does not apply if the payment change is because of
the death or disability of the IRA owner.

 Distributions that are rolled over.

For more information on premature distributions, get
Publication 590.

Required distributions. You cannot keep funds in
your IRA indefinitely. You must eventually withdraw
them or pay an excise tax on excess accumulations in
your IRA. See Excess Accumulations (Insufficient Distri-
butions), next. The requirements for withdrawing IRA
funds differ depending on whether you are the IRA
owner or the beneficiary of a decedent’s IRA.

Excess accumulations (insufficient distributions).
You cannot keep amounts in your IRA indefinitely. Gen-
erally, you must begin receiving distributions by April 1 of
the year following the year in which you reach age 70%.

Tax on excess. If distributions from your IRA(S) dur-
ing the year are less than the required minimum distribu-
tion for the year, you may have to pay a 50% excise tax
for that year on the excess amount remaining in your
IRA.

Request to excuse the tax. If the excess accumula-
tion is due to reasonable error and you have taken, or are
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taking, steps to remedy the insufficient distribution, you
can request that the tax be excused.

For more information on IRAs, see Publication 590,
Individual Retirement Arrangements (IRAS).

Pensions and annuities. Generally, if you did not pay
any part of the cost of your employee pension or annuity,
and your employer did not withhold part of the cost of the
contract from your pay while you worked, the amounts
you receive each year are fully taxable.

If you paid part of the cost of your annuity, you are not
taxed on the part of the annuity you receive that repre-
sents a return of your cost. The rest of the amount you
receive is taxable. You use either the General Rule or
the Simplified General Rule to figure the taxable and
nontaxable parts of your pension or annuity. These rules
are explained later.

Loans. If you borrow money from an employer’s
qualified pension or annuity plan, a tax-sheltered annuity
program, or a government plan, you may have to treat
the loan as a nonperiodic distribution. This means that
you may have to include all or part of the amount bor-
rowed in your income. (The amount includible in income
may be subject to a 10% tax on early distributions, dis-
cussed later.) For more information, see Loans Treated
as Distributions in Publication 575, Pension and Annuity
Income (Including Simplified General Rule).

Cost. Before you can figure how much, if any, of your
pension or annuity is taxable, you must determine your
cost in the plan (your investment). In general, your cost is
your net investment in the contract as of the annuity
starting date. This includes amounts your employer con-
tributed that were taxable when paid.

From this total cost you must subtract:

1) Any refunded premiums, rebates, dividends, or un-
repaid loans that were not included in your income
and that you received on or before the later of the
annuity starting date or the date on which you re-
ceived your first payment.

2) Any other tax-free amounts you received under the
contract or plan on or before the later of the dates in

).

If you use the General Rule, you must subtract from your
cost the value of any refund to be received in your con-
tract.

The annuity starting date is the later of the first day
of the first period for which you receive a payment from
the plan or the date on which the plan’s obligation be-
came fixed.

Generally, the amount of your contributions recovered
tax free during the year is shown in box 5 of Form 1099—
R.

Foreign employment. If you worked in a foreign
country before 1963, the amount your employer paid into
your retirement plan may be considered part of your
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cost. For details, see Foreign employmentin Publication
575.

Amount of exclusion. If you contributed to your pen-
sion or annuity and your annuity starting date was before
1987, you continue to take your monthly exclusion for as
long as you receive your annuity.

If your annuity starting date is after 1986, the total
amount of annuity you can exclude over the years as a
return of the cost cannot exceed your total cost.

In either case, any unrecovered cost at your (or the
last annuitant’s death) is allowed as a miscellaneous
itemized deduction on the final return of the decedent.
This deduction is not subject to the 2%-of-adjusted-
gross-income limit on miscellaneous deductions.

General Rule. You must use the General Rule to figure
the taxability of your pension or annuity if your annuity
starting date is after July 1, 1986, and you do not qualify
for, and choose, the Simplified General Rule (explained
next). You must also use the General Rule if your annuity
starting date was before July 2, 1986, and you did not
qualify to use the Three-Year Rule.

For more information on the General Rule, see Publi-
cation 939, Pension General Rule (Nonsimplified
Method). That publication tells you how to figure your ex-
pected return and exclusion percentage, and contains
certain actuarial tables you will need.

Simplified General Rule. If you can use the Simplified
General Rule to figure the taxability of your annuity, it will
probably be simpler and more beneficial than the Gen-
eral Rule, mentioned earlier.

Who can use it. You may be able to use the Simpli-
fied General Rule if you are a retired employee or if you
are receiving a survivor annuity as the survivor of a de-
ceased employee or retiree. If you are a survivor of a de-
ceased retiree, you can use the Simplified General Rule
if the retiree used it. You can use it to figure the taxability
of your annuity only if:

 Your annuity starting date is after July 1, 1986,

» The annuity payments are for either (1) your life, or (2)
your life and that of your beneficiary,

» The annuity payments are from a qualified employee
plan, a qualified employee annuity, or a tax-sheltered
annuity, and

 Atthe time the payments began, you were either
under age 75 or entitled to fewer than 5 years of guar-
anteed payments.

How to use it. If you meet these conditions and you
choose the Simplified General Rule, use the following
worksheet to figure your taxable pension for 1994. In
completing this worksheet, use your age at the birthday
preceding your annuity starting date. (Be sure to keep a
copy of the completed worksheet; it will help you figure
your 1995 taxable pension.)



Worksheet for Simplified General Rule

1. Total pension received this year. Also, add
this amount to the total for Form 1040, line
16a, or Form 1040A, linella ............... $

2. Your costin the plan (contract) at annuity
starting date, plus any death benefit

exclusion® ...

3. Age at annuity starting date: Enter:
55 and under 300
56-60 260
61-65 240
66-70 170
71 and over 120

4. Divideline2byline3 ..................o..e.
5. Multiply line 4 by the number of months for
which this year's payments were made ....
NOTE: If your annuity starting date is
before 1987, enter the amount from line 5
on line 8 below. Skip lines 6, 7, 10, and 11.
6. Anyamounts previously recovered tax free
inyears after1986 .................ccooinn.
7. Subtractline6fromline2 ...................
8. Enterthelesserofline5orline7 ...........
9. Taxable pension 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
5 $

NOTE: If your Form 1099-R shows a larger
taxable amount, use the amount on line 9
instead.

10. Addlines6and8 ..............c.ooeiiiinl,

11. Balance of cost to be recovered. Subtract
line 10fromline2 ..................ooetl. $
*Statement for death benefit exclusion
Costinplan(contract) ....................... $
Death benefitexclusion .....................
Total (enteronline 2above) ................ $

Signed:

Date:

KEEP FOR YOUR RECORDS

Example. Bill Kirkland, age 65, began receiving re-
tirement benefits under a joint and survivor annuity to be
paid for the joint lives of Bill and his wife, Kathy. His an-
nuity starting date was January 1, 1994. He had contrib-
uted $24,000 to the plan and had received no distribu-
tions before the annuity starting date. Bill is to receive a
retirement benefit of $1,000 a month, and Kathy is to re-
ceive a monthly survivor benefit of $500 upon Bill's
death.

Bill chooses to use the Simplified General Rule com-
putation. He fills in the worksheet as follows:

Worksheet for Simplified General Rule

1. Total pension received this year. Also, add
this amount to the total for Form 1040, line

16a, or Form 1040A, linel1la ............... $12,000
2. Your costin the plan (contract) at annuity
starting date, plus any death benefit
exclusion® ... ... 24,000
3. Age at annuity starting date: Enter:
55 and under 300
56-60 260
61-65 240
66-70 170
71 and over 120 240
Divideline2byline3 ............cccvvveene. 100
5.  Multiply line 4 by the number of months for
which this year's payments were made .... 1,200
NOTE: If your annuity starting date is
before 1987, enter the amount from line 5
on line 8 below. Skip lines 6, 7, 10, and 11.
6. Anyamounts previously recovered tax free
inyears after1986 .................ccooen. —0-—
Subtractline 6 fromline2 ................... 24,000
Enter the lesser of line5orline7 ........... 1,200
Taxable pension 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
50 o $10,800
NOTE: If your Form 1099-R shows a larger
taxable amount, use the amount on line 9
instead.
10. Addlines6and8 ............ccoiviniiinnnt. 1,200
11. Balance of cost to be recovered. Subtract
linel0fromline2 .........cccoooiiiiiinnn. $22,800

*Statement for death benefit exclusion

Costinplan(contract) ....................... $
Death benefit exclusion .....................
Total (enteronline 2 above) ................ $
Signed:

Date:

KEEP FOR YOUR RECORDS

Bill's tax-free monthly amount is $100 (see line 4 of
the worksheet). If he lives to collect more than 240
monthly payments, he will have to include the full amount
of the additional payments in his gross income.

If Bill dies before collecting 240 monthly payments
and Kathy begins receiving payments, she will also ex-
clude $100 from each payment until her payments, when
added to Bill's, total 240 payments. If she dies before
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240 payments are made, a miscellaneous itemized de-
duction will be allowed for the unrecovered cost on her fi-
nal income tax return. This deduction is not subject to the
2%-of-adjusted-gross-income limit.

Death benefit exclusion. If you are a beneficiary of a
deceased employee or former employee, you may qual-
ify for a death benefit exclusion of up to $5,000. This ex-
clusion is discussed later under Payments to Benefi-
ciaries of Deceased Employees (Death Benefit
Exclusion). If you choose the Simplified General Rule
and you qualify for the death benefit exclusion, you in-
crease your cost in the pension or annuity plan by the al-
lowable death benefit exclusion. Your cost is on line 2 of
the worksheet.

The payer of the annuity cannot add the death benefit
exclusion to the cost for figuring the nontaxable and tax-
able part of payments reported on Form 1099-R. There-
fore, the Form 1099-R taxable amount will be larger than
the amount you will figure for yourself. Report on your re-
turn the smaller amount that you figure. You must attach
a signed statement to your income tax return stating that
you are entitled to the death benefit exclusion in making
the Simplified General Rule computation. Or you may
use the statement at the bottom of the worksheet. You
must attach this statement to your return every year until
you fully recover the cost in the pension or annuity plan.

Example. Diane Greene, age 48, began receiving a
$1,500 monthly annuity in 1994 upon the death of her
husband. She received 10 payments in 1994. Her hus-
band had contributed $25,000 to his qualified retirement
plan. Diane is entitled to a $5,000 death benefit exclu-
sion for the annuity payments. She adds that amount to
her husband’s contributions to the plan, making her total
cost in the plan $30,000.

Diane chooses to use the Simplified General Rule.
She fills out the worksheet as follows:

Worksheet for Simplified General Rule

1. Total pension received this year. Also, add
this amount to the total for Form 1040, line

16a, or Form 1040A, linella ............... $15,000
2. Your costin the plan (contract) at annuity
starting date, plus death benefit exclusion* 30,000
3. Age at annuity starting date: Enter:
55 and under 300
56-60 260
61-65 240
66-70 170
71 and over 120 300
4. Divideline2byline3 ..................oo..t. 100
5. Multiply line 4 by the number of months for
which this year’'s payments were made .... 1,000

NOTE: If your annuity starting date is
before 1987, enter the amount from line 5
on line 8 below. Skip lines 6, 7, 10, and 11.
6. Anyamounts previously recovered tax free
inyearsafter1986 ...................oooel. —0-
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Subtractline 6 fromline2 ................... 30,000
Enter the lesserofline5orline7 ........... 1,000

Taxable pension 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

151 1 o T $14,000
NOTE: If your Form 1099-R shows a larger
taxable amount, use the amount on line 9
instead.
10. Addlines6and8 ............coooiiiiiiinint. 1,000
11. Balance of cost to be recovered. Subtract
linel0fromline2 ......coveeveeeinn, $29,000
*Statement for death benefit exclusion
Costinplan (contract) .................o..... $25,000
Death benefitexclusion ..................... 5,000
Total (enteronline 2 above) ................ $30,000

Signed:

Date: January 18, 1995

KEEP FOR YOUR RECORDS

In completing Form 1099-R, the payer of the annuity
chooses to report the taxable part of the annuity pay-
ments using the Simplified General Rule. However,
since the payer does not adjust the investment in the
contract by the death benefit exclusion, the payer figures
the tax-free part of each monthly payment to be $83.33,
as follows:

Total investment: $25,000
Expected payments: 300

=$83.33 (Monthly return of investment)

However, Diane figures a $100 monthly tax-free
amount (see line 4 of the worksheet). Because of this dif-
ference in the computations, the Form 1099-R Diane re-
ceives from the payer shows a greater taxable amount
than what she figures for herself. She reports on line 16b
of Form 1040 only the smaller taxable amount based on
her own computation. She attaches to her Form 1040 a
signed copy of the worksheet, which shows that she is
entitled to the death benefit exclusion.

Changing the method. If your annuity starting date
is after July 1, 1986, you can change the way you figure
your pension cost recovery exclusion. You can change
from the General Rule to the Simplified General Rule, or
the other way around. Make the change by filing
amended returns for all your tax years beginning with the
year in which your annuity starting date occurred. You
must use the same method for all years. Generally, you
can make the change only within 3 years from the due
date of your return for the year in which you received
your first annuity payment. You can make the change
later if the date of the change is within 2 years after you
paid the tax for that year.



If your annuity starting date was before July 2, 1986,
you cannot choose the Simplified General Rule at any
time.

Survivors. If you receive a survivor annuity because of
the death of a retiree who had reported the annuity
under the Three-Year Rule, include the total received in
income. (The retiree’s cost has already been recovered
tax free.)

If the retiree was reporting the annuity payments
under the General Rule, you should apply the same ex-
clusion percentage the retiree used to your initial pay-
ment called for in the contract. The resulting tax-free
amount will then remain fixed. Any increases in the sur-
vivor annuity are fully taxable.

If the retiree had chosen to report the annuity under
the Simplified General Rule, the monthly tax-free
amount remains fixed. Continue to use the same
monthly tax-free amount for your survivor payments.

Under some circumstances, if you are a beneficiary of
a deceased employee or former employee, you may
qualify for a death benefit exclusion of up to $5,000. Add
it to the cost or unrecovered cost of the annuity at the an-
nuity starting date. See Payments to Beneficiaries of De-
ceased Employees (Death Benefit Exclusion), later.

Reporting your annuity. If you file Form 1040, report
your total annuity on line 16a, and the taxable part on
line 16b. If your pension or annuity is fully taxable, enter
it on line 16b. Do not make an entry on line 16a. For ex-
ample, if you received monthly payments totaling $1,200
during 1994 from a pension plan that was completely fi-
nanced by your employer, and you had paid no tax on
the payments that your employer made to the plan, the
entire $1,200 is taxable. You include $1,200 on line 16b,
Form 1040.

If you file Form 1040A, report your total annuity on line
11a, and the taxable part on line 11b. If your pension or
annuity is fully taxable, enter it on line 11b. Do not make
an entry on line 11a.

Withholding. The payer of your pension, profit-sharing,
stock bonus, annuity, or deferred compensation plan will
withhold income tax on the taxable part of amounts paid
to you. You can choose not to have tax withheld except
for amounts paid to you that are eligible rollover distribu-
tions. See Withholding Tax and Estimated Tax and Roll-
oversin Publication 575 for more information.

For payments other than eligible rollover distributions,
you can tell the payer how to withhold by filing a Form
W-4P, Withholding Certificate for Pension or Annuity
Payments.

Outside United States. To choose not to have tax
withheld a U.S. citizen or resident alien, must give the
payer a home address in the United States or its posses-
sions. Without that address, the payer must withhold tax.
For example, the payer has to withhold tax if you provide
a U.S. address for a nominee, trustee, or agent to whom
the benefits are to be delivered, but do not provide your

own home address in the United States or in a U.S.
possession.

Form W-4P may also be used to have tax withheld
from periodic payments at the rate that applies to your fil-
ing status and number of withholding allowances. If you
do not fill out Form W—4P, tax should be withheld from
periodic payments as if you were married and claiming
three withholding allowances.

Form 1099—-R. For 1994, you will receive a Form
1099-R, Distributions From Pensions, Annuities, Retire-
ment or Profit-Sharing Plans, IRAs, Insurance Con-
tracts, etc., for your pension or annuity, whether or not
any tax was withheld.

Form 1099-R shows your pension or annuity for the
year and any income tax withheld. Report the tax with-
held on line 54, Form 1040, or on line 28a, Form 1040A.
You cannot use Form 1040EZ if you receive pension or
annuity payments.

Tax on early distributions. Most distributions you re-
ceive from your qualified retirement plan or deferred an-
nuity contract before you reach age 59% are subject to
an additional tax of 10%. The tax applies to the part of
the distribution that you must include in gross income.
For this purpose, a qualified retirement plan means:

1) A qualified employee retirement plan,
2) A qualified annuity plan,

3) Atax-sheltered annuity plan for employees of public
schools or tax-exempt organizations, or

4) Anindividual retirement arrangement (IRA).

Exceptions to tax. The 10% early distribution tax
does not apply to distributions that are:

1) Made to a beneficiary or to the estate of the plan
participant or annuity holder on or after his or her
death,

2) Made because you are totally and permanently
disabled,

3) Made as part of a series of substantially equal peri-
odic (at least annual) payments over your life (or life
expectancy) or the joint lives (or joint life expectan-
cies) of you and your beneficiary (if from an em-
ployee plan, payments must begin after separation
from service),

4) Made to you after you separated from service with
your employer if the separation occurred during or
after the calendar year in which you reach age 55,

5) Paid to you to the extent you have deductible medi-
cal expenses (whether or not you itemize deduc-
tions for the tax year),

6) Paid to alternate payees under qualified domestic
relations orders (QDROs),

7) Made to you if, as of March 1, 1986, you separated
from service and began receiving benefits from the
qualified plan under a written election designating a
specific schedule of benefit payments,
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8) Made to correct excess deferrals, excess contribu-
tions, or excess aggregate contributions,

9) Allocable to investment in a deferred annuity con-
tract before August 14, 1982,

10) From an annuity contract under a qualified personal
injury settlement,

11) Made under an immediate annuity contract, or

12) Made under a deferred annuity contract purchased
by your employer upon the termination of a qualified
employee retirement plan or qualified annuity that is
held by your employer until you separate from the
service of the employer.

Only exceptions (1) through (3) apply to distributions
from individual retirement plans (IRAs). Exceptions (4)
through (8) apply only to distributions from qualified em-
ployee plans. Exceptions (9) through (12) apply only to
deferred annuity contracts not purchased by qualified
employer plans.

Form 5329. Use Form 5329, Additional Taxes Attrib-
utable to Qualified Retirement Plans (Including IRAs),
Annuities, and Modified Endowment Contracts, to report
the additional tax you owe on the taxable part of the early
distribution. You may also have to file Form 5329 if you
meet one of the exceptions listed earlier. However, you
do not have to file Form 5329 if you owe only the tax on
early distributions and your Form 1099-R shows a “1” in
box 7. Instead, enter 10% of the taxable part of the distri-
bution on line 51 of Form 1040 and write “No’’ on the
dotted line next to line 51.

Tax on excess distributions. If you received retire-
ment distributions in excess of $150,000 during the cal-
endar year, you are subject to an additional 15% excise
tax on the amount over $150,000. For details, see Publi-
cation 575.

Tax for failure to make minimum distribution. To
make sure that most of your retirement benefits are paid
to you during your lifetime, rather than to your benefi-
ciaries after your death, your retirement payments from
qualified plans and IRAs must generally begin, at the lat-
est, soon after you reach age 70%. The payments cannot
be less than the minimum distribution required each
year. If the actual distributions to you in any year are less
than the minimum required for that year, you are subject
to an additional tax. The tax equals 50% of the required
minimum amount not distributed.

The additional tax applies to qualified employee re-
tirement plans, qualified annuity plans, deferred com-
pensation plans under section 457, tax-sheltered annu-
ity programs (for benefits accruing after 1986), and
IRAS.

The tax may be waived if you establish that the
shortfall in distributions was due to reasonable error and
that reasonable steps are being taken to remedy the
shortfall.

For more information, see Publication 575.
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Disability Income

If you retired on disability, you must report your disability
income as ordinary income.

If you were 65 or older by the end of 1994, or you were
retired on permanent and total disability and received
taxable disability income in 1994, you may be able to
claim the credit for the elderly or the disabled. See Credit
for the Elderly or the Disabled, later.

Taxable disability pensions or annuities. Generally,
you must report as income any amount you receive for
your disability through an accident or health insurance
plan that is paid for by your employer. However, certain
payments may not be taxable to you. See Sickness or in-
Jury benefits, earlier, under Nontaxable Income.

Employee contributions. If the plan says that you
must pay a specific part of the cost of your disability pen-
sion, any amounts you receive that are due to your pay-
ments to the disability pension are not taxed. You do not
report them on your return. They are treated as benefits
received under an accident or health insurance policy
that you bought. You generally must include in income
the rest of the amounts you receive that are due to your
employer’s payments. Your employer should be able to
give you specific details about your pension plan and the
amount, if any, you paid for your disability pension.

Accrued leave payment. If you retired on disability,
any lump-sum payment you received for accrued annual
leave is a salary payment. The payment is not a disabil-
ity payment. Include it in your gross income in the year
you receive it.

Workers’ compensation. If part of your disability
pension is workers’ compensation, that part is exempt
from tax. If you die, the part of your survivor’s benefit that
is a continuation of the workers’ compensation is exempt
from tax.

How to report. You must report all your taxable disabil-
ity income on line 7, Form 1040, or line 7, Form 1040A,
until you reach minimum retirement age. Generally, this
is the age at which you could first receive a pension or
annuity were you not disabled.

Beginning on the day after you reach minimum retire-
ment age, the payments are treated as a pension or an-
nuity. Report them on lines 16a and 16b, Form 1040, or
on lines 11a and 11b, Form 1040A.

Railroad Retirement Benefits

Benefits paid under the Railroad Retirement Act fall into
two categories. These categories are treated differently
for income tax purposes.

Tier 1. The first category is the amount of tier 1 railroad
retirement benefits that equals the social security benefit
that a railroad employee or beneficiary would have been
entitled to receive under the social security system. This
part of the tier 1 benefit is called the “social security



equivalent benefit” (SSEB) and is treated (for tax pur-
poses) like social security benefits. (See Social Security
and Equivalent Railroad Retirement Benefits, later.)

Non-social security equivalent benefits. The sec-
ond category consists of the rest of the tier 1 benefits,
called the ““‘non-social security equivalent benefit”
(NSSEB), and any tier 2 benefits, vested dual benefits,
and supplemental annuity benefits. This category of
benefits is treated as an amount received from a quali-
fied employer plan. This allows for the tax-free recovery
of employee contributions from the tier 2 benefits and
the NSSEB part of the tier 1 benefits. Vested dual bene-
fits and supplemental annuity benefits are fully taxable.
See Pensions and annuities, earlier. The employee con-
tributions are the taxes that were withheld from the rail-
road employee’s pay that exceeded the amount of taxes
that would have been withheld had the earnings been
covered under the social security system.

Military Retirement Pay

Military retirement pay based on age or length of service
is taxable and must be included in gross income as a
pension on lines 16a and 16b of Form 1040, or on lines
11la and 11b of Form 1040A. Do not include in your in-
come the amount of reduction in retirement or retainer
pay to provide a survivor annuity for your spouse or chil-
dren under the Retired Serviceman’s Family Protection
Plan or the Survivor Benefit Plan.

Veterans’ benefits and insurance are discussed
under Nontaxable Income, earlier.

Lump-Sum Distributions

If you receive a lump-sum distribution from a qualified re-
tirement plan, you may be able to elect optional methods
of figuring the tax on the distribution. The part from ac-
tive participation in the plan before 1974 may qualify for
capital gain treatment. The part from participation after
1973 (and any part from participation before 1974 that
you do not report as capital gain) is ordinary income.
You may be able to use the 5— or 10—year tax option to
figure tax on the ordinary income part.

You can use these tax options to figure your tax on a
lump-sum distribution only if the plan participant was
born before 1936.

Note. Beginning in 1995, you may be able to figure
the tax on a lump-sum distribution under the 5—year tax
option even if the plan participant was born after 1935.
You can do this only if the distribution is made after the
participant has reached age 59% and the distribution oth-
erwise qualifies.

Distributions that qualify. A lump-sum distribution is
paid within a single tax year. It is the distribution or pay-
ment of a plan participant’s entire balance from all of the
employer’s qualified pension plans, all of the employer’s

qualified stock bonus plans, or all of the employer’s qual-
ified profit-sharing plans. (The participant’s entire bal-
ance does not include deductible voluntary employee
contributions or certain forfeited amounts.)

The distribution is paid:

1) Because of the plan participant’s death,
2) After the participant reaches age 59%,

3) Because the participant, if an employee, separates
from service, or

4) After the participant, if a self-employed individual,
becomes totally and permanently disabled.

Tax treatment. You can recover your cost in the lump
sum tax free. Also, you may be entitled to special tax
treatment for the remaining part of the distribution.

In general, your cost consists of:

1) The plan participant’s total nondeductible contribu-
tions to the plan,

2) The total of the plan participant’s taxable costs of
any life insurance contract distributed,

3) Any employer contributions that were taxable to the
plan participant,

4) Repayments of loans that were taxable to the plan
participant,

5) The net unrealized appreciation in employer’s se-
curities distributed, and

6) The death benefit exclusion, if applicable.

You must reduce this cost by any amounts previously
distributed tax free.

Capital gain treatment. If the plan participant was
born before 1936, you can elect to treat a portion of the
taxable part of a lump-sum distribution as a capital gain
taxable at a 20% rate. This treatment applies to the por-
tion you receive for the participation in the plan before
1974. You can elect this treatment only once for any plan
participant. Use Form 4972, Tax on Lump-Sum Distribu-
tions, to make this choice.

5- or 10-year tax options. If the plan participant
reached age 50 before 1986 (was born before 1936),
you can elect to use the 5— or 10—year option to compute
the tax on the ordinary income portion of the distribution.
(This also includes the capital gain portion of the distri-
bution if you do not elect the capital gain treatment for it.)
To qualify, you must elect to use the 5— or 10—year tax
option for all lump-sum distributions received in the tax
year.

To qualify for the 5— or 10—year option for a distribu-
tion you receive for your own participation in the retire-
ment plan, you must have been a participant in the plan
for at least 5 full tax years. You can only make one life-
time election to use this option for any plan participant.

If you choose the tax option, you generally figure your
tax, using Form 4972, as though the distribution were re-
ceived over 5 years.

However, you can instead treat the distribution as
though it were received over 10 years if you apply the
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special 1986 tax rates to it. Form 4972 shows how to
make this computation. The Form 4972 Instructions con-
tain a special 1986 tax rate schedule that you must use
in making the 10—year tax option computation.

For more information, see Publication 575.

Form 1099-R. If you receive a total distribution from a
plan, you should receive a Form 1099-R. If the distribu-
tion qualifies as a lump-sum distribution, box 3 shows
the capital gain and box 2a minus box 3 is the ordinary
income. If you do not get a Form 1099-R, or if you have
guestions about it, contact your plan administrator.

Life Insurance Proceeds

Life insurance proceeds paid to you because of the
death of the insured person are not taxable unless the
policy was turned over to you for a price. This is true
even if the proceeds were paid under an accident or
health insurance policy or an endowment contract.

Proceeds not received in installments. If death bene-
fits are paid to you in a lump sum or other than at regular
intervals, include them in your gross income only to the
extent they are more than the amount payable to you at
the time of the insured person’s death. If the benefit pay-
able at death is not specified, you include the benefit
payments in your income to the extent they are more
than the present value of the payments at the time of
death.

Proceeds received in installments. If you receive life
insurance proceeds in installments, you can exclude a
part of each installment from your income.

To determine the excluded part, divide the amount
held by the insurance company (generally, the total lump
sum payable at the death of the insured person) by the
number of installments to be paid. Include anything over
this excluded part in your income as interest.

Example. The face amount of the policy is $75,000
and, as beneficiary, you choose to receive 120 monthly
installments of $1,000 each. The excluded part of each
installment is $625 a month ($75,000 + 120), or $7,500
for an entire year. The rest of each payment, $375 a
month (or $4,500 for an entire year), is interestincome to
you.

Specified amount payable. If each installment you
receive under the insurance contract is a specific
amount, you figure the excluded part of each installment
by dividing the amount held by the insurance company
by the number of installments necessary to use up the
principal and guaranteed interest in the contract.

Example. As beneficiary, you choose to receive
$40,000 of proceeds in 10 annual installments of $4,000
plus $400 of guaranteed interest each year. During the
year you receive $4,400. You can exclude from your
gross income $4,000 ($40,000 + 10) as a return of princi-
pal. The rest of the installment, $400, is taxable as inter-
estincome. (However, see Surviving spouse, later.)
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Installments for life. If, as the beneficiary under an
insurance contract, you are entitled to receive the pro-
ceeds in installments for the rest of your life without a re-
fund or period-certain guarantee, you figure the ex-
cluded part of each installment by dividing the amount
held by the insurance company by your life expectancy.
If there is a refund or period-certain guarantee, the
amount held by the insurance company for this purpose
is reduced by the actuarial value of the guarantee.

Surviving spouse. If your spouse died before Octo-
ber 23, 1986, and insurance proceeds are paid to you
because of the death of your spouse, and you receive
them in installments, you can exclude up to $1,000 a
year of the interest included in the installments. This is in
addition to the part of each installment that is excluded
as a recovery of the lump sum payable at death. If you
later remarry, you can continue to take the exclusion.

If your spouse died after October 22, 1986, you can-
not exclude any interest payments included in the install-
ment payments.

Interest option on insurance. If an insurance com-
pany pays you interest only on proceeds from life insur-
ance left on deposit with them, the interest you are paid
is taxable.

If your spouse died before October 23, 1986, and you
chose to receive only the interest from your insurance
proceeds, the $1,000 interest exclusion for a surviving
spouse does not apply. If you later decide to receive the
proceeds from the policy in installments, you can take
the interest exclusion from the time you begin to receive
the installments.

Surrender of policy for cash. If you surrender a life in-
surance policy for cash, you must include in income any
proceeds that exceed the amount of premiums that you
paid. If you received a Form 1099-R, report these
amounts on lines 16a and 16b of Form 1040, or lines 11a
and 11b of Form 1040A.

Endowment Proceeds

Endowment proceeds paid in a lump sum to you at ma-
turity are taxable only if the proceeds are more than the
cost of the policy. Add any amounts that you previously
received under the contract and excluded from income
to the lump-sum payment to find out how much of the to-
tal is a return of your cost and how much is an excess
over your cost. Include any excess over your cost in
income.

Endowment proceeds that you choose to receive in
installments instead of a lump-sum payment at the ma-
turity of the policy are taxed as an annuity as explained
earlier. For this treatment to apply, you must choose to
receive the proceeds in installments before receiving
any part of the lump sum. This election must be made
within 60 days after the lump-sum payment first be-
comes payable to you.



Payments to Beneficiaries of Deceased
Employees (Death Benefit Exclusion)

The first $5,000 of payments made by or for an employer
because of an employee’s death can be excluded from
the income of the beneficiaries. The payments need not
be made as the result of a contract. The amount ex-
cluded for any deceased employee cannot be more than
$5,000 regardless of the number of employers or the
number of beneficiaries.

This exclusion also covers payments of the balance
to the credit of a deceased employee under a stock bo-
nus, pension, or profit-sharing plan, as long as they are
received during one tax year of the beneficiary. See
Publication 575 for details.

Example. William Smith was an officer of a corpora-
tion at the time of his death last year. The board of direc-
tors voted to pay Mr. Smith’s salary to his widow for the
remainder of the year for his past services. During the
year the corporation made payments of $18,000 to the
widow. She can exclude from her income the first $5,000
she received, but must include the remaining $13,000 on
line 21 of her Form 1040.

Self-employed individuals. The death benefit exclu-
sion also applies to lump-sum distributions paid on be-
half of self-employed individuals, if paid under a qualified
pension, profit-sharing, or stock bonus plan.

Payments not qualifying. Any amount that the de-
ceased employee (or self-employed individual) had a
guaranteed right to receive, had death not occurred,
cannot be excluded as a tax-free death benefit. If the de-
ceased employee was receiving a retirement annuity,
and the beneficiary continues to receive payments
under a joint and survivor annuity option, these pay-
ments do not qualify for the death benefit exclusion.
However, if the deceased employee had retired on disa-
bility and at the time of death had not reached minimum
retirement age, payments to the beneficiary may qualify
for the death benefit exclusion. Minimum retirement age
generally is the age at which an individual can first re-
ceive a pension or annuity were that individual not
disabled.
See Publication 575 for more information.

Paid in installments. Death benefits paid in install-
ments over a period of years are annuity payments. If
you are the beneficiary of an employee who died while
still employed, the pension or annuity you receive may
qualify for the death benefit exclusion. If you are eligible
for the exclusion, add it to the cost or unrecovered cost
of the annuity in figuring, at the annuity starting date, the
investment in the contract. Figure the excludable part of
each payment under the General Rule, or Simplified
General Rule, discussed earlier.

Social Security and
Equivalent Railroad
Retirement Benefits

Beginning in 1994, if you received social security or tier 1
equivalent railroad retirement benefits, you may have to
include a greater percentage of these benefits in taxable
income. Some persons may have to include up to 50% in
taxable income and others may have to include up to
85% of their benefits in taxable income. See Are Any of
Your Benefits Taxable, later, for more information.

When the term “benefits” is used in this section, it ap-
plies to social security benefits and equivalent tier 1 rail-
road retirement benefits. These equivalent tier 1 railroad
retirement benefits are equal to the social security bene-
fits that a railroad employee or beneficiary would have
been entitled to receive if the employee’s service had
been covered under the social security system rather
than the railroad retirement system.

SSl payments. Social security benefits you receive dur-
ing the year do not include any supplemental security in-
come (SSI) payments.

Who is taxed. The person who has the legal right to re-
ceive the benefits must determine if the benefits are tax-
able. For example, if you and your child receive benefits,
but the check for your child is made out in your name,
you must use only your portion of the benefits in figuring
if any part is taxable to you. The portion of the benefits
that belongs to your child must be added to your child’s
other income to see if any of those benefits are taxable.

Are Any of Your Benefits Taxable?

If the only income you received during 1994 was your
social security or equivalent tier 1 railroad retirement
benefits, your benefits generally are not taxable and you
probably do not have to file a return. However, if you
have income in addition to your benefits, you may have
to include part of your benefits in your taxable income.

How to Determine

To determine whether any of your benefits are taxable,
you will need to figure the total amount of your income
and one-half of your benefits and com