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Important Changes for
1996 
Taxpayer identification number needed for
qualifying person. You must include on your
1996 return the taxpayer identification number
(generally the social security number) of the
qualifying person. If the correct number is not
shown, the credit may not be allowed. This
does not apply if the child was born in Decem-
ber 1996.

Individual taxpayer identification number
(ITIN) for aliens. The IRS will issue an ITIN to
a nonresident or resident alien who does not
have — and is not eligible to get — a social se-
curity number (SSN). To apply for an ITIN,
Form W–7 must be filed with the IRS. It usually
takes about 30 days to get an ITIN. The ITIN is
entered wherever an SSN is requested on a
tax return. If you are required to include an-
other person’s SSN on your return and that
person does not have — and cannot get — an
SSN, enter that person’s ITIN.

An ITIN is for tax use only. It does not enti-
tle the holder to social security benefits or
change the holder’s employment or immigra-
tion status under U.S. law.

Important Reminders 
Provider identification. You must provide
certain information on all persons or organiza-
tions that care for your child or dependent. For
information on this identification, see Provider
Identification Test.

You may have to pay employment taxes. If
you pay someone to come to your home and
care for your dependent or spouse, you may



be a household employer who has to pay em- 2) You (and your spouse if you are married) For information on claiming an exemption,
ployment taxes. Usually, you are not a house- see Publication 501.must keep up a home that you live in with
hold employer if the person who cares for your the qualifying person or persons. (See
dependent or spouse does so at his or her Keeping Up a Home Test.) Physically or mentally not able to care for
home or place of business. See Employment oneself.  Persons who cannot dress, clean, or3) You (and your spouse if you are married)
Taxes for Household Employers. feed themselves because of physical ormust have earned income during the

mental problems are considered not able toyear. (However, see Rule for student-
care for themselves. Also, persons who mustspouse or spouse not able to care for self
have constant attention to prevent them fromunder Earned Income Test.)Introduction injuring themselves or others are considered

4) You must pay child and dependent care not able to care for themselves.This publication explains the tests you must
expenses so you (and your spouse if youmeet to claim the credit for child and depen-
are married) can work or look for work. Person qualifying for part of year. You de-dent care expenses. It explains how to figure
(See Work-Related Expense Test.) termine a person’s qualifying status each day.and claim the credit. It also discusses some of

For example, if the person you pay child andthe employment tax rules for household 5) You must make payments for child and
dependent care expenses for no longer quali-employers. dependent care to someone you (or your
fies on September 16, count only those ex-If you pay someone to care for your depen- spouse) cannot claim as a dependent. If
penses through September 15. Also see Dol-dent under age 13 or for your spouse or de- you make payments to your child, he or
lar Limit, later.pendent who is not able to care for himself or she cannot be your dependent and must

herself, you may be able to get a credit of up to be age 19 or older by the end of the year.
30% of your expenses. To qualify, you must Child of Divorced or(See Payments to Relatives under Work-
pay these expenses so you can work or look Related Expense Test.) Separated Parents  
for work. To be a qualifying person, your child usually6) Your filing status must be single, head of

must be your dependent for whom you canhousehold, qualifying widow(er) with de-Dependent care benefits. If you received any claim an exemption. But an exception may ap-pendent child, or married filing jointly. Youdependent care benefits from your employer ply if you are divorced or separated. Under themust file a joint return if you are married,in 1996, you may be able to exclude from your exception, if you are the custodial parent, youunless an exception discussed underincome all or part of them. See Employer’s De- can treat your child as a qualifying personJoint Return Test applies to you.pendent Care Benefits under How To Figure even if you cannot claim the child’s exemption.
7) You must identify the care provider onthe Credit. If you are the noncustodial parent, you cannot

your tax return. (See Provider Identifica- treat your child as a qualifying person even if
tion Test.)Useful Items you can claim the child’s exemption.

You may want to see: This exception applies if:8) You must exclude less than $2,400 (less
than $4,800 if two or more qualifying per- 1) One or both parents had custody of the

Publication sons were cared for) of dependent care child for more than half of the year,
assistance benefits. (See Reduced Dollar□ 501 Exemptions, Standard Deduction, 2) One or both parents provided more thanLimit.)and Filing Information half of the child’s support for the year, and

□ 926 Household Employer’s Tax Guide 3) Either—

a) The custodial parent signed FormForm (and Instructions) Qualifying Person Test  
8332, Release of Claim to Exemption

Your child and dependent care expenses must□ 2441 Child and Dependent Care for Child of Divorced or Separated Par-
be for the care of one or more members ofExpenses ents, or a similar statement, agreeing
your home who are qualifying persons. A quali-□ 6251 Alternative Minimum Tax— not to claim the child’s exemption for
fying person is:Individuals the year, or
1) Your dependent who was under age 13□ Schedule 2 (Form 1040A) Child and b) The noncustodial parent provided at

when the care was provided and forDependent Care Expenses for least $600 for the child’s support and
whom you can claim an exemption,Form 1040A Filers can claim the child’s exemption under a

pre-1985 decree of divorce or separate2) Your spouse who was physically or men-□ Schedule H (Form 1040) Household
maintenance, or written agreement.tally not able to care for himself or herself,Employment Taxes

or
□ W–10 Dependent Care Provider’s  A similar statement includes a divorce decree3) Your dependent who was physically orIdentification and Certification or separation agreement that went into effectmentally not able to care for himself or

after 1984 that allows the noncustodial parentSee How To Get More Information, near herself and for whom you can claim an
to claim the child’s exemption without anythe end of this publication, for information exemption (or could claim an exemption
conditions, such as payment of support.about getting these publications and forms. except the person had $2,550 or more of

You can use Figure B to see whether thisgross income).
exception applies to you. If it applies, only the
custodial parent can treat the child as a quali-Tests To Claim fying person. If the exception does not apply,You must include on your return the
follow the regular rules for a qualifying persontaxpayer identification number (gen-the Credit 
under Qualifying Person Test, earlier.erally the social security number) of

To be able to claim the credit for child and de- If you can take the credit because of thisthe qualifying person. If the correct number is
pendent care expenses, you must meet all the exception, enter your child’s first and lastnot shown, the credit may not be allowed. This
following tests. These tests are presented in name and taxpayer identification number (TIN)does not apply if the child was born in Decem-
Figure A and are also explained in detail in this in the space to the left of line 3, Form 2441 orber 1996.
publication. To claim the credit, you must file Schedule 2 (Form 1040A). If the child was
Form 1040 or Form 1040A, not Form 1040EZ. born in December 1996 and does not have aIf you are divorced or separated, see Child

TIN, enter ‘‘12/96’’ next to the child’s name.of Divorced or Separated Parents to deter-1) The care must be for one or more qualify-
mine which parent may treat the child as aing persons. (See Qualifying Person Example. You are divorced and have cus-
qualifying person.Test.) tody of your 8-year-old child. You sign Form
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8332 to allow your ex-spouse to claim the ex- that you use to keep up your home are pro- have an IRS-approved form that exempts cer-
vided by the state, not by you. You must pro- tain income from social security and Medicareemption. You pay child care expenses so you
vide more than half the cost of keeping up your taxes. These forms are:can work. Your child is a qualifying person and
home from your own funds to claim theyou, the custodial parent, can claim the credit ● Form 4361, Application for Exemption From
credit for child and dependent care expenses.for those expenses, even though your ex- Self-Employment Tax for Use by Ministers,

spouse claims an exemption for the child. Members of Religious Orders and Christian
Families living together. If you and your fam- Science Practitioners, or
ily share living space with another family, yourCustodial parent.  You are the custodial par-

● Form 4029, Application for Exemption Fromfamily and the other family are treated as sep-ent if, during the year, you have custody of Social Security and Medicare Taxes andarate households. (This rule applies only foryour child longer than your child’s other parent Waiver of Benefits, for use by members ofpurposes of the credit for child and dependenthas custody. recognized religious groups.care expenses.) If you provide more than half
the cost of running your household, you areDivorced or separated.  For purposes of de- Each form is discussed in this section inkeeping up a home.termining whether your child is a qualifying terms of what is or is not earned income for

person, you are considered divorced or sepa- purposes of the child and dependent careCost determined monthly. If a qualified per-rated if either of the following applies. credit. For information on the use of theseson lived with you for less than a full year, fig-
forms, see Publication 517, Social Security1) You are divorced or separated under a ure the cost of keeping up your home for that
and Other Information for Members of thedecree of divorce or separate mainte- period. To do this, divide your cost for the year
Clergy and Religious Workers.nance or a written separation agreement, by 12 and multiply the result by the number of

Form 4361. If you have an approved Formor months the person lived with you. Count any
4361, amounts you received for performingpartial month as a full month.2) You lived apart from your spouse for all of
ministerial duties as an employee are earnedthe last 6 months of the year. Example. Joe lives in his home all year, but income. This includes wages, salaries, tips,

his son, who is a qualifying person, lives in it and other employee compensation. Other em-
only from June 20 to December 31. The cost ployee compensation includes earned income
of keeping up his home for the full year is that is not taxable such as housing allowancesKeeping Up a Home Test  
$6,600. To meet the keeping up a home test, or the rental value of a parsonage that you re-To claim the credit, you (and your spouse if Joe must pay more than half the cost of keep- ceive as part of your pay for services as anyou are married) must keep up a home that ing up the home from June 1 to December 31. employee.you live in with one or more qualifying persons. He figures this as follows. Amounts you received for ministerial du-You are keeping up a home if you pay more

ties, but not as an employee, are not net earn-than half the cost of running it for the year. If Cost of keeping up the home for the full
ings from self-employment. Examples includeyou live in your home with a qualifying person year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $6,600
fees for performing marriages and honorariafor less than a full year, see Cost determined Divided by the number of months in a year ÷  12
for delivering speeches. Any income or lossmonthly, later. Monthly cost of keeping up the home . . . . . . $ 550 from these activities is not taken into account

Multiplied by number of months the in figuring earned income.Home. The term ‘‘home’’ means the main qualifying person lived in the home . . . . . . ×  7 Any amount you received that is not re-home for both you and the qualifying person. Cost of keeping up the home while the lated to your ministerial duties is earnedYour home can be the main home even if the qualifying person lived there . . . . . . . . . . . . . $3,850 income.qualifying person does not live there all year Multiplied by one-half . . . . . . . . . . . . . . . . . . . . . . . ×  .50 Form 4029. If you have an approved Formbecause of his or her:
Half the cost of keeping up the home while 4029, all wages, salaries, tips, and other em-

1) Birth, the qualifying person lived there . . . . . . . . . $1,925 ployee compensation are earned income.
Amounts you received as a self-employed in-2) Death, or
dividual are not net earnings from self-employ-To meet the keeping up a home test, Joe must

3) Temporary absence due to: ment and are not taken into account in figuringpay more than $1,925 to keep up his home
earned income.from June 1 to December 31.a) Sickness,

b) School, Earned income does not include pensionsEarned Income Test  
c) Business, or annuities, social security payments, work-

To claim the credit, you (and your spouse if ers’ compensation, interest, dividends, or un-d) Vacation, you are married) must have earned income employment compensation. It also does not
during the year.e) Military service, or include scholarship or fellowship grants, ex-

cept amounts paid to you (and reported onf) Custody agreement. Earned income includes wages, salaries, Form W–2) for teaching, research, or other
tips, other employee compensation, and net services.
earnings from self-employment. A net loss

Costs of keeping up home.  The costs of from self-employment reduces earned in- Rule for student-spouse or spouse notkeeping up a home normally include property come. Earned income also includes strike able to care for self.  Your spouse is treatedtaxes, mortgage interest, rent, utility charges, benefits and any disability pay you report as as having earned income for any month thathome repairs, insurance on the home, and wages. It also includes nontaxable earned in- he or she is:food eaten at home. come such as parsonage allowances, meals
1) A full-time student, orThe costs of keeping up a home do not in- and lodging furnished for the convenience of

clude payments for clothing, education, medi- the employer, voluntary salary deferrals, mili- 2) Physically or mentally not able to care for
cal treatment, vacations, life insurance, trans- tary basic quarters and subsistence al- himself or herself.
portation, or mortgage principal. They also do lowances and in-kind quarters and subsis-
not include the purchase, permanent improve- tence, and military pay earned in a combat Figure the earned income as shown under
ment, or replacement of property. For exam- zone. Earned Income Limit, later.
ple, you cannot include the cost of replacing a This rule applies to only one spouse for any
water heater. However, you can include the Members of certain religious faiths. This one month. If, in the same month, both you
cost of repairing a water heater. section is for persons who are members of and your spouse do not work and are either

Aid to families with dependent children certain religious faiths that are opposed to par- full-time students or physically or mentally not
(AFDC). Payments you receive from a state ticipation in Social Security Act programs and able to care for yourselves, only one of you
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can be treated as having earned income in pay for child and dependent care while you are services for any of those persons, even if the
that month. off work because of illness. These amounts center is not run for profit.

Full-time student. You are a full-time stu- are not paid to allow you to work. This applies Camp.  The cost of sending your child to
dent if you are enrolled at and attend a school even if you get sick pay and are still consid- an overnight camp is not considered a work-
for the number of hours or classes that the ered an employee. related expense.
school considers full time. You must have
been a student for some part of each of 5 cal- Transportation.  The cost of getting a qualify-Care of a Qualifying Person  
endar months during the year. (The months ing person from your home to the care locationTo be work related, your expenses must be to
need not be consecutive.) If you attend school and back, or from the care location to schoolprovide care for a qualifying person. You do
only at night, you are not a full-time student. and back, is not considered a work-related ex-not have to choose the least expensive way of
However, as part of your full-time course of pense. This includes the costs of bus, subway,providing the care.
study, you may attend some night classes. taxi, or private car. Also, if you pay the trans-Expenses for household services qualify if

The term ‘‘school’’ includes elementary portation cost for the care provider to come topart of the services is for the care of qualifying
schools, junior and senior high schools, col- your home, you cannot count this cost as apersons. See Household Services, later.
leges, universities, and technical, trade, and work-related expense.Expenses are for the care of a qualifying
mechanical schools. It does not include on- person only if their main purpose is the per-
the-job training courses, correspondence Household Services  son’s well-being and protection. Expenses for
schools, and night schools. care do not include amounts you pay for food, Expenses you pay for household services

clothing, and entertainment. However, if these meet the work-related expense test if they are
amounts are incident to and cannot be sepa-Work-Related at least partly for the well-being and protection
rated from the cost of caring for the qualifying of a qualifying person.Expense Test  
person, you can count the total cost. Household services are ordinary and usualChild and dependent care expenses must be

services done in and around your home thatwork related to qualify for the credit. Expenses
Schooling.  You can count the total cost of are necessary to run your home. They includeare considered work related only if:
sending your child to school if: the services of a housekeeper, maid, or cook.

● They allow you (and your spouse if you are However, they do not include the services of a1) Your child is in a grade level below themarried) to work or look for work, and chauffeur, bartender, or gardener.first grade, and
In this publication, the term ‘‘house-● They are for a qualifying person’s care.

2) The amount you pay for schooling is inci- keeper’’ refers to any household employee
dent to and cannot be separated from the whose services include the care of a qualifying
cost of care. person.Working or Looking for Work 

To be work related, your expenses must allow If your child is in the first grade or higher, or Expenses partly work related. If part of an
you to work or look for work. If you are married, if the cost of schooling can be separated, you expense is work related (for either household
generally both you and your spouse must work must divide the total cost between the cost of services or the care of a qualifying person) and
or look for work. Your spouse is treated as care and the cost of schooling. You can count part is for other purposes, you have to divide
working during any month he or she is a full- only the cost of care in figuring your credit. the expense. To figure your credit, count only
time student or is physically or mentally not the part that is work related. However, you doExample 1. You take your 3-year-old child
able to care for himself or herself. not have to divide the expense if only a smallto a nursery school that provides lunch and

Your work can be for others or in your own part is for other purposes.educational activities as a part of its pre-
business or partnership. It can be either full

school child-care service. You can count the Example. You pay a housekeeper to caretime or part time. Work also includes actively
total cost in figuring the credit. for your 9-year-old and 15-year-old children solooking for work. However, if you do not find a

you can work. The housekeeper spends mostExample 2. Your 5-year-old child goes tojob and have no earned income for the year,
of the time doing normal household work andkindergarten in the morning. In the afternoon,you cannot take this credit. See Earned In-
spends 30 minutes a day driving you to andshe attends an after-school day care programcome Test, earlier.
from work. You can treat the entire expense ofat the same school. Your total cost for sendingWhether your expenses allow you to work
the housekeeper as work related because theher to the school is $3,000, of which $1,800 isor look for work depends on the facts. For ex-
time spent driving is minimal. You do not havefor the after-school program. Only the $1,800ample, the cost of a babysitter while you and
to divide the expenses between the two chil-qualifies for figuring the credit.your spouse go out to eat is not normally a
dren because the household expense is partlywork-related expense. Expenses are not con- Example 3. You place your 10-year-old
for the care of your 9-year-old child, who is asidered work related merely because you had child in a boarding school so you can work full
qualifying person.them while you were working. They must en- time. Only the part of the boarding school ex-

able you to be gainfully employed. For exam- pense that is for the care of your child is a
Meals and lodging provided for house-ple, you are not gainfully employed if you do work-related expense. You cannot count any
keeper.  If you have expenses for food thatunpaid volunteer work or volunteer work for a part of the amount you pay the school for your
your housekeeper eats in your home, countnominal salary. child’s education.
these as work-related expenses. If you have
extra expenses for your housekeeper’s lodg-Work for part of year. If you work or actively Care outside your home.  You can count the
ing, count these as work-related expenseslook for work during only part of the period cost of care provided outside your home if the
also.covered by the expenses, then you must figure care is for your dependent under age 13, or

Example. You move to an apartment withyour expenses for each day. For example, if any other qualifying person who regularly
an extra bedroom for a housekeeper. You canyou work all year and pay care expenses of spends at least 8 hours each day in your
count the extra rent and utility expenses for$120 a month ($1,440 for the year), all the ex- household.
this bedroom as work related. If your house-penses are work related. However, if you work Dependent care center.  You can count
keeper moves into an existing bedroom in youror look for work for only 2 months and 15 days care provided outside your home by a depen-
home, you can count the extra utility expensesduring the year and pay expenses of $120 a dent care center if the center complies with all
as work related.month, your work-related expenses are limited state and local regulations that apply to these

to $300 (2 1/2 months ×  $120). centers. A dependent care center is a place
that provides care for more than six persons Taxes paid on wages.  The taxes you pay on

Payments while you are out sick. Do not (other than persons who live there) and re- wages for qualifying child and dependent care
count as work-related expenses amounts you ceives a fee, payment, or grant for providing services are work-related expenses. For more
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information on a household employer’s tax re- security number or individual taxpayer identifi-
sponsibilities, see Employment Taxes for cation number. If the care provider is an organ- How To Figure
Household Employers, later. ization, then it is the employer identification the Credit number (EIN).

You do not have to show the taxpayerPayments to Relatives  Your credit is a percentage of your work-re-
identification number if the care provider isYou can count work-related expenses you pay lated expenses. Your expenses are subject to
one of certain tax-exempt organizations (suchto relatives who are not your dependents, the earned income limit and the dollar limit.
as a church or school). In this case, writeeven if they live in your home. However, do not The percentage is based on your adjusted
‘‘Tax-Exempt’’ in the space where the tax formcount any amounts you pay to: gross income.
calls for the number.

1) A dependent for whom you (or your
If you cannot provide all of the informationspouse if you are married) can claim an Figuring Totalor the information is incorrect, you must beexemption, or Work-Related Expenses able to show that you used due diligence (dis-

2) Your child who is under age 19 at the end cussed later) in trying to furnish the necessary To figure the credit for 1996 work-related ex-
of the year, even if he or she is not your information. penses, count only those you paid by Decem-
dependent. ber 31, 1996.

Getting the information.  You can use Form
Expenses prepaid in an earlier year.  If youW–10 to request the information from the careJoint Return Test  pay for services before they are provided, youprovider. If you do not use Form W–10, you
can count the prepaid expenses only in theGenerally, married couples must file a joint re- can get the information from:
year the care is received. Claim the expensesturn to take the credit. However, if you are le-
for the later year as if they were actually paid ingally separated or living apart from your 1) A copy of the provider’s social security
that later year.spouse, you may be able to file a separate re- card,

turn and still take the credit.
Expenses not paid until the following year. 2) A copy of the provider’s driver’s license
Do not count 1995 expenses that you paid inLegally separated.  You are not considered (in a state where the license includes the
1996 as work-related expenses for 1996. Youmarried if you are legally separated from your social security number),
may be able to claim an additional credit forspouse under a decree of divorce or separate
them on your 1996 return, but you must figuremaintenance. You are eligible to take the 3) A copy of the provider’s completed Form
it separately. See Payments for previouscredit on a separate return. W–4 if he or she is your household
year’s expenses under Amount of Credit, later.employee,

Married and living apart. You are not consid-
If you had expenses in 1996 that youered married and are eligible to take the credit 4) A copy of the statement furnished by your did not pay until 1997, you cannotif all the following apply: employer if the provider is your employ- count them when figuring your 1996

er’s dependent care plan, or1) You file a separate return. credit. You may be able to claim a credit for
them on your 1997 return.2) Your home is the home of a qualifying 5) A letter or invoice from the provider if it

person for more than half the year. shows the necessary information.
3) You pay more than half the cost of keep- Expenses reimbursed.  If a state social ser-

ing up your home for the year. vices agency pays you a nontaxable amount
4) Your spouse does not live in your home You should keep this information with to reimburse you for some of your child and

for the last 6 months of the year. your tax records. Do not send Form dependent care expenses, you cannot count
W–10 (or other document containing the expenses that are reimbursed as work-re-

this information) to the Internal Revenue lated expenses.
Death of spouse. If your spouse died during Service. Example. You paid work-related expenses
the year and you do not remarry before the of $3,000. You are reimbursed $2,000 by a
end of the year, you generally must file a joint state social services agency. You can use onlyDue diligence.  If the care provider informa-return to take the credit. If you do remarry $1,000 to figure your credit.tion you give is incorrect or incomplete, yourbefore the end of the year, the credit can be

credit may not be allowed. However, if you canclaimed on your deceased spouse’s separate Medical expenses.  Some expenses for theshow that you used due diligence in trying toreturn. care of qualifying persons who are not able tosupply the information, you can still claim the
care for themselves may qualify as work-re-credit.
lated expenses and also as medical ex-Provider You can show due diligence by getting and
penses. You can use them either way, but youkeeping the provider’s completed Form W–10Identification Test  
cannot use the same expenses to claim both aor one of the other sources of informationYou must identify all persons or organizations credit and a medical expense deduction.listed earlier. Care providers can be penalizedthat provide care for your child or dependent. If you use these expenses to figure theif they do not provide this information to you orDo this on the same form you use to claim the credit and they are more than the earned in-if they provide incorrect information.credit. If you file Form 1040, use Part I of Form come limit or the dollar limit, discussed later,Provider refusal. If the provider refuses to2441 to show the information. If you file Form you can add the excess to your medical ex-

give you their identifying information, you1040A, use Part I of Schedule 2. penses. However, if you use your total ex-
should report whatever information you have penses to figure your medical expense deduc-
(such as the name and address) on the formInformation needed. To identify the care pro- tion, you cannot use any part of them to figure
you use to claim the credit. Write ‘‘See Page 2vider, you must give the provider’s: your credit. For information on medical ex-
’’ in the columns calling for the information you1) Name, penses, see Publication 502, Medical and
do not have. On the bottom of page 2, explain Dental Expenses.2) Address, and that you requested the information from the
care provider, but the provider did not give you3) Taxpayer identification number. Amounts excluded from your income
the information. This statement will show that under your employer’s dependent
you used due diligence in trying to furnish theIf the care provider is an individual, the tax- care benefits plan cannot be used to
necessary information.payer identification number is his or her social claim a medical expense deduction.
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earnings in your earned income for this credit.Employer’s Dependent Care Earned Income Limit  
In this case, subtract any deduction youBenefits  The amount of work-related expenses you use claimed on Form 1040, line 25, from the total

to figure your credit cannot be more than:Dependent care benefits include: of the amounts on Schedule SE, Section B,
1) Your earned income for the year, if you lines 3 and 4b, to figure your net earnings.

1) Amounts your employer pays directly to are single at the end of the year, or
either you or your care provider for the Student-spouse or spouse not able to care2) The smaller of your or your spouse’scare of your qualifying person while you for self.  Your spouse who is either a full-timeearned income for the year, if you arework, and

student or not able to care for himself or her-married at the end of the year.
self is treated as having earned income. His or2) The fair market value of care in a day-care
her earned income for each month is consid-facility provided or sponsored by your Earned income is defined under Earned In-
ered to be at least $200 if there is one qualify-employer. come Test, earlier.
ing person in your home, or at least $400 if

For purposes of item (2), use your there are two or more. If your spouse works
 Your salary may have been reduced to pay for spouse’s earned income for the en- during that month, use the higher of $200 (or
these benefits. tire year, even if you were married for $400) or his or her actual earned income for

only part of the year. that month. If your spouse is a full-time student
or not able to care for himself or herself forExclusion. If your employer provides depen-
only part of a month, the full $200 (or $400)Example. You remarried on Decemberdent care benefits under a qualified plan, you
still applies for that month.1st. Your earned income for the year wasmay be able to exclude these benefits from

If, in the same month, both you and your$18,000. Your new spouse’s earned incomeyour income. Your employer can tell you
spouse are either full-time students or not ablefor the year was $2,000. You paid work-relatedwhether your benefit plan qualifies. If it does,
to care for yourselves, only one spouse can beexpenses of $3,000 for the care of your 5-you must complete Part III of either Form 2441
considered to have this earned income ofyear-old child and qualify to claim the credit.or Schedule 2 (Form 1040A) to claim the ex-
$200 (or $400) for that month.The amount of expenses you use to figureclusion even if you cannot take the credit. You

your credit cannot be more than $2,000 (thecannot use Form 1040EZ. Example. You are married. You work and
smaller of your earned income or that of yourThe amount you can exclude is limited to keep up a home for yourself and your spouse.
spouse).the smallest of: Because of an accident, your spouse is not

able to care for herself for 11 months during
1) The total amount of dependent care ben- Separated spouse.  If you are legally sepa- the tax year.

efits received during the year, rated or married and living apart from your During the 11 months, you pay $2,750 of
spouse (as described under Joint Return Test, work-related expenses for the care of your2) The total amount of qualified expenses in-
earlier), you are not considered married for spouse. These expenses also qualify as medi-curred during the year,
purposes of the earned income limit. Use only cal expenses. Your adjusted gross income is
your income in figuring the earned income3) Your earned income, $29,000 and the entire amount is earned
limit. income.

4) Your spouse’s earned income, or Your earned income limit is the smallest of
Surviving spouse.  If your spouse died during the following amounts:5) $5,000 ($2,500 if married filing
the year and you file a joint return as a surviv-separately). 1)  Work-related expenses you paid . . . . . . $ 2,750ing spouse, you are not considered married for

2) Your earned income . . . . . . . . . . . . . . . . . . . $29,000purposes of the earned income limit. Use only
3) Income considered earned by youryour income in figuring the earned income

spouse (11 ×  $200) . . . . . . . . . . . . . . . . . . . $ 2,200Statement for employee. Your employer limit.
must give you a Form W–2, Wage and Tax

You use $2,200 to figure the credit. You canStatement (or similar statement),  showing in Community property laws.  You should dis- treat the balance of $550 ($2,750 –  $2,200)box 10 the total amount of dependent care regard community property laws when you fig- as a medical expense. However, if you use thebenefits provided to you during the year under ure earned income for this credit. $2,750 first as a medical expense, you cannota qualified plan. Your employer will also in-
use any part of that amount to figure yourclude any dependent care benefits over Self-employment.  If you are self-employed, credit.$5,000 in your wages on Form W–2. include your net earnings in earned income.

Forfeitures.  Forfeitures are amounts For purposes of the child and dependent care
credited to your dependent care benefit ac- Dollar Limit  credit, net earnings from self-employment
count and included in the amount shown in There is a dollar limit on the amount of yourgenerally means the amount from line 3 of
box 10 of your Form W–2, but not received be- work-related expenses you can use to figureSchedule SE (either Section A or Section B)
cause you did not incur the expense. When fig- the credit. This limit is $2,400 for one qualify-minus any deduction for self-employment tax
uring your exclusion, subtract any forfeitures ing person, or $4,800 for two or more qualify-on line 25 of Form 1040. Include your self-em-
from the total dependent care benefits re- ing persons.ployment earnings in earned income, even if
ported by your employer. To do this, enter the If you paid work-related expenses for thethey are less than $400 and you did not file
forfeited amount on line 12 of Form 2441 or care of two or more qualifying persons, theSchedule SE. If you filed Schedule C or C–EZ
Schedule 2 (Form 1040A). $4,800 limit does not need to be dividedto report income as a statutory employee, also

equally among them. For example, if yourinclude as earned income the amount from
Forfeitures do not include amounts work-related expenses for the care of oneline 1 of that Schedule C or C–EZ.
that you expect to receive in the qualifying person are $2,000 and your work-re-You must reduce your earned income by
future. lated expenses for another qualifying personany net loss from self-employment.

are $2,800, you can use the total, $4,800,Optional method. If your net earnings
when figuring the credit.from self-employment are low or you have a

Claiming the credit. In figuring your credit, do net loss, you may be able to figure your net
not include the amount of any dependent care earnings by using an optional method instead Yearly limit. The dollar limit is a yearly limit.
benefits that you exclude from your income in of the regular method. Get Publication 533, The amount of the limit remains the same no
your work-related expenses. The excluded Self-Employment Tax, for details. If you use an matter how long you have a qualifying person
amount also reduces the dollar limit as dis- optional method to figure net earnings for self- in your household. Use the $2,400 limit if you
cussed later. employment tax purposes, include those net paid work-related expenses for the care of one
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qualifying person at any time during the year. Use the following worksheet to figure 4) Enter $2,400 if care was for one
the credit you may claim for 1995 ex- qualifying person ($4,800 if for twoUse $4,800 if you paid work-related expenses
penses paid in 1996. or more) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,400for the care of more than one qualifying per-

son at any time during the year. 5) Enter any dependent care benefits
1) Enter your 1995 qualified expenses received for 1995 and excluded from

paid in 1995 . . . . . . . . . . . . . . . . . . . . . . . . . . your income (from line 19 of 1995Reduced Dollar Limit 
2) Enter your 1995 qualified expenses Form 2441 or Schedule 2 (FormIf you received dependent care benefits

paid in 1996 . . . . . . . . . . . . . . . . . . . . . . . . . . 1040A)) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0from your employer that you exclude from your
6) Subtract amount on line 5 from3) Add the amounts on lines 1 and 2 . . .income, you must subtract that amount from

amount on line 4 and enter the result $ 2,400the dollar limit that applies to you. Your re- 4) Enter $2,400 if care was for one
duced dollar limit is figured on lines 21 through 7)  Compare your earned income forqualifying person ($4,800 if for two or
25 of Form 2441 or Schedule 2 (Form 1040A). 1995 and your spouse’s earnedmore) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
See Employer’s Dependent Care Benefits, income for 1995 and enter the

5) Enter any dependent care benefitsearlier, for information on excluding these smaller amount . . . . . . . . . . . . . . . . . . . . . . $14,000
received for 1995 and excluded frombenefits. 8) Compare the amounts on lines 3, 6,your income (from line 19 of 1995

and 7 and enter the smallest amount $ 2,400Example. You are a widower with one child Form 2441, or Schedule 2 (Form
and earn $20,000 a year at work. You pay 9) Enter the amount on which you1040A)) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
work-related expenses of $1,600 for your 4- figured the credit for 1995 (from line6) Subtract amount on line 5 fromyear-old child and qualify to claim the credit for 7 of 1995 Form 2441 or Schedule 2amount on line 4 and enter the resultchild and dependent care expenses. Your em- (Form 1040A) or line i of Section D

7)  Compare your earned income forployer pays an additional $1,000 under a quali- of 1995 Form 1040–T) . . . . . . . . . . . . . . . 2,000
1995 and your spouse’s earnedfied dependent care benefits plan. This $1,000 10)  Subtract amount on line 9 from
income for 1995 and enter theis excluded from your income. The dollar limit amount on line 8 and enter the
smaller amount . . . . . . . . . . . . . . . . . . . . . . .for your work-related expenses is $2,400 (one result. If zero or less, stop here. You

qualifying person). However, your credit is fig- 8) Compare the amounts on lines 3, 6, cannot increase your credit by any
ured on only $1,400 of the $1,600 work-re- and 7 and enter the smallest amount previous year’s expenses. . . . . . . . . . . . 400
lated expenses you paid because your dollar

9) Enter the amount on which you 11) Enter your 1995 adjusted grosslimit is reduced as follows:
figured the credit for 1995 (from line income (from line 32 of your 1995
7 of 1995 Form 2441 or Schedule 2 Form 1040, line 17 of your 1995Dollar limit: Maximum allowable expenses
(Form 1040A) or line i of Section D of Form 1040A, or line 16 of your 1995for one qualifying person . . . . . . . . . . . . . . . . $ 2,400
1995 Form 1040–T). . . . . . . . . . . . . . . . . . . Form 1040–T) . . . . . . . . . . . . . . . . . . . . . . . $30,000Minus: Dependent care benefits you can

10)  Subtract amount on line 9 fromexclude from income . . . . . . . . . . . . . . . . . . . . – 1,000 12) Find your 1995 adjusted gross
amount on line 8 and enter the result. income in the table of percentagesReduced dollar limit on expenses you can
If zero or less, stop here. You cannot (shown earlier) and enter theuse for the credit . . . . . . . . . . . . . . . . . . . . . . . . $ 1,400
increase your credit by any previous corresponding decimal amount
year’s expenses. . . . . . . . . . . . . . . . . . . . . . here. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .20

11) Enter your 1995 adjusted gross 13) Multiply line 10 by line 12. Add thisAmount of Credit income (from line 32 of your 1995 amount to your 1996 credit and
To determine the amount of your credit, multi- Form 1040, line 17 of your 1995 enter the total on line 10 of your
ply your work-related expenses (after applying Form 1040A, or line 16 of your 1995 1996 Form 2441 or Schedule 2
the earned income and dollar limits) by a per- Form 1040–T) . . . . . . . . . . . . . . . . . . . . . . . . (Form 1040A). Write ‘‘PYE’’ and the
centage. This percentage depends on your amount of this credit to the left of12) Find your 1995 adjusted gross
adjusted gross income shown on line 32 of line 10. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 80income in the table of percentages
Form 1040 or line 17 of Form 1040A. The fol- (shown earlier) and enter the
lowing table shows the percentage to use  Add the $80 from line 13 of this worksheet tocorresponding decimal amount here.
based on adjusted gross income. your 1996 credit and enter the total on line 10

13) Multiply line 10 by line 12. Add this of Form 2441 or Schedule 2 (Form 1040A).
amount to your 1996 credit and enterAdjusted Gross Income Percentage For example, if the 1996 credit is $400, the
the total on line 10 of your 1996 FormOver But not over total amount you show on line 10 of Form
2441 or Schedule 2 (Form 1040A). 2441 or Schedule 2 (Form 1040A) is $480.$ 0 — $10,000 30%
Write ‘‘PYE’’ and the amount of this

10,000 — 12,000 29%
credit to the left of line 10. . . . . . . . . . . . . Your credit may be limited because of

12,000 — 14,000 28%
the alternative minimum tax. See

14,000 — 16,000 27% your form instructions.Example. In 1995, you had child-care ex-
16,000 — 18,000 26%

penses of $2,600 for your 12-year-old child. Of
18,000 — 20,000 25%

the $2,600, you paid $2,000 in 1995 and $600
20,000 — 22,000 24% in 1996. Your adjusted gross income for 1995
22,000 — 24,000 23% was $30,000. Your spouse’s earned income of How To Claim24,000 — 26,000 22% $14,000 was less than your earned income. A
26,000 — 28,000 21% credit for your 1995 expenses paid in 1996 is the Credit  
28,000 — No limit 20% not allowed in 1995. It is allowed for the 1996

To claim the credit, you can file Form 1040 ortax year, but you must use your adjusted gross
Form 1040A. You cannot claim the credit onincome for 1995 to compute the amount.
Form 1040EZ.Payments for previous year’s expenses.  If You figure this credit as follows:

you had work-related expenses in 1995 that
you paid in 1996, you may be able to increase Form 1040. You must complete Form 24411) Enter your 1995 qualified expenses
the credit on your 1996 return. Attach a state- and attach it to your Form 1040. Enter thepaid in 1995 . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,000
ment to your form showing how you figured the credit on line 39 of your Form 1040.

2) Enter your 1995 qualified expensesadditional amount from 1995. Then write
paid in 1996 . . . . . . . . . . . . . . . . . . . . . . . . . . 600‘‘PYE’’ and the amount to the left of line 10, Form 1040A. You must complete Schedule 2

3) Add the amounts on lines 1 and 2 . . . $ 2,600Form 2441 or Schedule 2 (Form 1040A). (Form 1040A)  and attach it to your Form

Page 9



1040A. Enter the credit on line 24a of your you hire one from that list, the sitter may be During the year they pay work-related ex-
Form 1040A. your employee. penses of $3,000 for child care at a neighbor’s

If you have a household employee you may home and $2,200 for child care at Pine Street
Tax credit not refundable. Your credit for be subject to: Nursery School.
child and dependent care expenses cannot be They figure their credit on Schedule 2 as1) Social security and Medicare taxes,
more than the amount of your tax liability. This follows:

2) Federal unemployment tax, andmeans that you cannot get a refund for any
Child care by neighbor . . . . . . . . . . . . . . . . . . . . . . $3,000part of the credit that is more than your tax. 3) Federal income tax withholding.
Child care by nursery school . . . . . . . . . . . . . . . 2,200

You should keep records of your Total work-related expenses . . . . . . . . . . . . . . . $5,200Social security and Medicare taxes are with-
work-related expenses. Also, if your Dollar limit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,800held from the employee’s pay and matched by
dependent or spouse is not able to the employer. Federal unemployment (FUTA) Percentage for AGI of $27,500 . . . . . . . . . . . . . 21%care for himself or herself, your records should tax is paid by the employer only and is for the Amount of credit (21% of $4,800) . . . . . . . . . . $1,008show both the nature and length of the disabil- employee’s unemployment insurance. Fed-

ity. Other records you should keep to support eral income tax is withheld from the employ-
your claim for the credit are described earlier ee’s total pay if the employee asks you to do
under Provider Identification Test. Example 2:so and you agree.

For more information on a household em- Dependent Care Benefits  
ployer’s tax responsibilities, see Publication Joan Thomas is divorced and has two chil-
926 and Schedule H (Form 1040). dren, ages 3 and 9. She works at ACME Com-

You may also be subject to state income puters. Her adjusted gross income (AGI) isEmployment Taxes
tax withholding and state unemployment tax. $29,000, and the entire amount is earnedfor Household You should contact your state unemployment income.
tax office for information on how to file the Joan’s younger child stays at her employ-Employers  state tax returns and for a state reporting er’s on-site child-care center while she works.
number.If you pay someone to come to your home and The benefits from this child-care center qualify

care for your dependent or spouse, you may to be excluded from her income. Her employer
be a household employer who has to have an reports the value of this service as $3,000 for
employer identification number (EIN) and pay the year. This $3,000 is shown in box 10 of herExamples employment taxes. If the individuals who work Form W–2, but is not included in taxable
in your home are self-employed, you are not li- The following examples show how to figure wages in box 1.
able for any of the taxes discussed in this sec- the credit for child and dependent care ex- A neighbor cares for Joan’s older child af-
tion. Self-employed persons who are in busi- penses. A filled-in page 1 of Schedule 2 (Form ter school, on holidays, and during the sum-
ness for themselves are not household 1040A) that illustrates Example 1 and a filled- mer. She pays her neighbor $2,400 for this
employees. Usually, you are not a household in Form 2441 (Form 1040) that illustrates Ex- care.
employer if the person who cares for your de- ample 2 are shown after the examples. Joan figures her credit on Form 2441 as
pendent or spouse does so at his or her home follows:
or place of business. Example 1: Work-related expenses Joan paid . . . . . . . . $ 2,400If you use a placement agency that exer-

Child Care—Two Children cises control over what work is done and how Dollar limit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,800
it will be done by a babysitter or companion Ann and Jerry Jones are married and keep up Minus: Dependent care benefits excluded
who works in your home, that person is not a home for their two preschool children, ages from income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 3,000
your employee. This control could include pro- 2 and 4. They claim their children as depen-

Reduced dollar limit . . . . . . . . . . . . . . . . . . . . . . . $ 1,800
viding rules of conduct and appearance and dents and file a joint return using Form 1040A.

Percentage for AGI of $29,000 . . . . . . . . . . . . 20%requiring regular reports. In this case, you do Their adjusted gross income (AGI) is $27,500.
Amount of credit (20% of $1,800) . . . . . . . . . $ 360not have to pay employment taxes. But, if an Ann earned $15,000 and Jerry earned

agency merely gives you a list of sitters and $12,500.
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address. Your local library or post office also Tax questions. You can call the IRS with your
may have the items you need. tax questions. Check your income tax packageHow To Get

For a list of free tax publications, order or telephone book for the local number, or you
More Publication 910, Guide to Free Tax Services. It can call 1–800–829–1040.

also contains an index of tax topics and re-Information lated publications and describes other free tax TTY/TDD equipment. If you have access to
information services available from IRS, in- TTY/TDD equipment, you can call 1–800–
cluding tax educat ion and assistance 829–4059 to ask tax questions or to order
programs. forms and publications. See your income tax

If you have access to a personal computer package for the hours of operation.
and modem, you also can get many forms andYou can get help from the IRS in several ways.
publications electronically. See Quick and
Easy Access to Tax Help and Forms in your in-Free publications and forms. To order free
come tax package for details. If space permit-publications and forms, call 1–800–TAX–
ted, this information is at the end of thisFORM (1–800–829–3676). You can also write
publication.to the IRS Forms Distribution Center nearest

you. Check your income tax package for the
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