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A
and instructions for From the Commissioner
sohedules Here is the information you need to prepare Form 1040 and related schedules.
You may, however, be able to file one of our shorter forms, Form 1040A or
A, B, c, D, E, F, 1040tZ, instead. Check ""Which Form To File'" on page 3 of the instructions to
see which form you should use this year.
and SE

There have been a number of changes to the forms this year because of tax law
_— . changes that are effective for 1985. Most importantly, the Tax Table and Tax Rate
(Tax Table pages 37 42) Schedules have been adjusted so that inflation wilf not increase your tax.

Similarly, the amount allowed as a deduction for each exemption has been
increased to $1,040 and the zero bracket amounts for all filing statuses have been
increased. Other major changes are explained on page 2 under “Important Tax
Law Changes.” | urge you to read these carefully before you begin to prepare your
return this year.

Be sure to report all your income. In fairness to the vast majority of taxpayers
who correctly report all their income, we make every effort to identify others who
understate their income. If we must increase your tax liability after you file your
return, it can be more costly for you than accurate reporting when you file because
of interest and penalties you may be charged.

Many peaple find that rounding off cents to whole dollars makes calculations
easier. Rounding is easy too. Just drop amounts under 50 cents and increase
amounts that are 50 cents or more to the next whole dollar. See the instructions
on page 8.

After completing your return, check to make sure it is correct, sign it, and mail
it early. Please be sure to keep a copy for your records. If you have any suggestions
for improving the forms or instructions, please write and let us know.

Finally, last year some of you received your refunds later than usual because of
problems that arose from major changes we made to our returns processing
systern. We regret the difficulties and inconvenience that resuited. The changes
were necessary to enabie us to keep pace with increased demands on our
employees and equipment. We believe that iast year's problems have been
resolved, and we are continuing to make every effort to improve the level of
service to the public.

%««L%&/\

Roscoe L. Egger, Jr.
Commissioner of Internal Revenue



Iimportant Tax
Law Changes

Exemption for Children of Divorced
or Separated Parents. Generally, for
1985, if you did not have custody of
your child, you may claim that child as
your dependent only if:

o the parent who had custody of that
child waives the right to claim the
exemption by completing Form 8332,
Release of Claim to Exemption for Child
of Divorced or Separated Parents, and
you attach that form to your tax return,
OR

e a divorce decree or written
agreement executed before 1985
states that you are entitled to claim the
child’s exemption, and you paid at least
$600 for the child’s support.

For more details, see Children of
Divorced or Separated Parents on
page 7.

Alimony. If you received alimony or
separate maintenance payments in
1985, you must let the payer know your
social security number. f you deduct
alimony you paid, you must show the
recipient’s social security number on
your tax return. Also, for divorce or
separation instruments executed after
15984, new rules apply in determining
whether the payments qualify as
alimony. If you received alimony, see
the instructions for line 11 on page 9
for more details. If you paid alimony,
see the instructions for line 29 on page
12 for more details.

Deduction for Charitable
Contributions. Generally, for 1985, if
you do not itemize your deductions, you
may deduct one-half of your qualified

charitable contributions. New rules also
apply if you made contributions of
property other than cash. See the
instructions for lines 34b through 34e
on page 14 for more details.

Earned Income Credit. For 1985, the
income limit has increased to $11,000.
See the instructions for line 59 on page
16 for more details.

New Information Required for
Business Use of Vehicles. Beginning
in 1985, you must answer certain
guestions on Form 2106, Employee
Business Expenses, if you were an
employee and you claim a deduction
for business use of an auto or a light
truck. Get Form 2106 for more details.
Similar questions are on Form 4562,
Depreciation and Amartization, for
other persons who use a vehicle in their
business.

Important Reminders

Estimated Tax Payments—Retirees
and Others With Income Not Subject
to Income Tax Withholding. If you
have income generally not subject to
income tax withholding (such as
interest, dividends, pensions, or capital
gains), you may have to make
estimated tax payments. If you do not
pay enough estimated tax or do not
have enough tax withheld, you may be
charged a penalty. For more details, get
Publication 505, Tax Withholding and
Estimated Tax.

Social Security Benefits May Be
Taxable. If you received social security
benefits, part of these benefits may be
taxable under certain conditions. Be
sure to read the IRS Notice 703 that
you should get from the Social Security
Administration with Form SSA-1099
by January 31, 1986. See the
instructions for lines 21a and 21b that
begin on page 10.

Could You Pay Less Tax by Income
Averaging? If there has been a large
increase in your income this year, you
may be able to pay less tax by using the
income averaging méthod to figure your
tax. Get Schedule G (Form 1040) to
see if you qualify.

Tax Shelter Registration Number. A
person who sells (or otherwise
transfers) to you an interest in a tax
shelter must maintain a list of investors
and give you the tax shelter registration
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number assigned to the tax shelter. You
must attach to your tax return Form
8271, Investor Reporting of Tax Shelter
Registration Number, to report this
number. Penalties are provided if you
fail to report this number on your tax
return.

Do You Want More or Less Income
Tax Withheld in 198672 If the refund
you receive is large, you may want to
decrease your withholding for 1986. If
you are a warking married coupie, or
had two or more jobs, or had income
not subject to withholding, you may
need to have more tax withheld to avoid
owing IRS a large amount. See Income
Tax Withholding for 1986 on page 17
for more details.

Employment Taxes for Household
Employers. If you have a household
employee, both you and the employee
may have to pay a share of the social
security tax on the employee’s wages.
You may also have to pay Federal
unemployment tax, which is for your
employee’s unemployment insurance.
For more details, get Publication 503,
Child and Dependent Care Credit, and
Employment Taxes for Household
Employers.

Assembling Your Return, Attach all
schedules and forms in order of the
“sequence number” that is shown
below the year in the upper right corner
of the schedule or form. Attach other
forms in numerical order and any
additional information sheets at the
end of your return. See Step 6 on page
4 for more details.

Form 1040 Instructions

Voluntary Contributions To Reduce

. the Public Debt. We often receive

inquiries about how people may make
voluntary contributions to reduce the
public debt. If you wish to contribute,
just enclose in your tax return envelope
a separate check made payable to
“Bureau of the Public Debt.” Subject to
the limitations on charitable
contributians, you may deduct this
cantribution on your 1986 tax return.
But please be sure to keep your
contribution to reduce the public debt
separate from any amount you owe an
your tax return. Make your check for
taxes payable to “Internal Revenue
Service.”

Mailing Your Return. i you received
an envelope with your forms booklet,
please use it. Otherwise, see Where To
File on page 18. You may be filing your
return with a different Service Center
this year because the IRS has changed
the filing location for severai areas.

Telephone Service for Tax Refund
Information. if it has been at [east 10
weeks since you mailed your 1985 tax
return, you may be able to call a special
telephone number for your area to find
out the status of your income tax
refund. For details on how to use this
service, see How To Use Tele-Tax
Information (the page numbers arein
the index).



How To Use
This
Instruction
Booklet

The instructions are divided into 5 main
sections.

¢ Section 1 contains information on who
must file, how to choose the correct form to
use, and when to file a return.

o Section 2 contains helpful steps to get
you ready to prepare your return.

e Section 3 contains line-by-line
instructions for most of the lines on the
return.

o Section 4 contains general information.

& Section 5 contains instructions for

most of the lines on many of the

- schedules that may be attached to Form

1040.

If you follow the steps in Section 2 and
the line-by-line instructions in Section 3, we
feel you can fill in your return quickly and
accurately. You may also find some of the
publications and Tele-Tax Information
listed in the instructions helpful.

———— -

Section 1
Filing Information

First, be sure you need to file a tax return.

Your marita! status, filing status, age, and gross income determine whether you have to file
a tax return. Gross income usually means money, goods, and property you received on
which you must pay tax. It does not include nontaxable benefits. See pages 7 and 8 of the
instructions to find out which types of income you should include.

Use the following chart to see whether you must file a tax return.

Who Must File

You must file a tax return if—

Your marital status at the end of 1985 and your filing status is: and at the end of 1985 and your gross
was: you were: income was at least:
Single (including divorced and legally Single or Head of household  under 65 $3,430
separated) 65 or over $4,470
Married with a dependent child (or a child
whom you cannot ¢laim as a dependent .
because of the rules on page 7 for Children  Head of household under 65 $3,430
of Divorced or Separated Parents) and 65 or over $4,470
living apart from your spouse during last 6
months of 1985
under 6% (both spouses) $5,620

Married and living with your spouse at end Married, joint return 65 or over (one spouse) $6.660
of 1985 (or on the date your spouse died) 65 or over (both spouses) $7,700

Married, separate return any age $1,040
Married, not tiving with your spouse at end Married, joint return or. any age $1.040
of 1985 separate return

Singie or Head of household under 65 $3,430
Widowed in 1984 or 1983 and not 65 or over $4.470
remarried in 1985 Qualifying widow(er) with  under 65 $4,580

dependent child 65 or aver $5,620
Widowed befare 1983 and not remarried Single or Head of household under 65 $3,430
in 1985 65 or over $4,470

Other Filing Requirements. Even if your
income was less than the amounrts shown
above, you must file a return if any one of
the following applied for 1985:

@ You could be claimed as a dependent on
your parents’ return and you had $1,040 or
maore in income that was not earned
income—for example, taxable interest and
dividends.

® You owe any special taxes, such as:

— social security tax on tips you did not
report to your employer;

— uncollected social security tax or
RRTA tax or tips you reported to your
employer;

— alternative minimum tax;

— tax on an Individual Retirement
Arrangement (1RA); or

—- tax from recapture of investment
credit.

e You received any advance earned
income credit (EIC) payments from your
employer(s).

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

® You had wages of $100 or more from a
church or qualified church-controlled
arganization that is exempt from employer
sccial security taxes.

Instructions for Form 1040

® You exclude income from sources within
U.S. possessions and your gross income
was at least $1,040,

These rules apply to all U. S. citizens and
resident aliens. They also apply to
nonresident aliens and dual-status aliens
who are married to U.S. citizens or
residents at the end of 1985 and who have
elected to be treated as resident aliens.

If you were a nonresident alien at any
time during 1985 (except as mentioned
above), different rules apply. You may have
to file Form 1040NR, U.S. Nonresident
Alien Income Tax Return. Also get
Publication 519, U.S. Tax Guide for Aliens.
Note: Beginning in 1985, specific rules
apply to determine if you are a resident or
nonresident alien. See Publication 519 for
details.

Who Should File

Even if you do not have to file, you shouid
file to get a refund if Federal income tax was
withheld from any payments to you. Also file
if you can take the earned income credit. If
you file for either of these reasons only, you
may bhe able to use Ferm 1040A {cr in some
instances, Form 1Q40EZ).

When To File
You should file as soon as you can after
January 1, but not later than April 15, 1986.

If you file late, you may have to pay
penaities and interest. Please see the
instructions for Penalties and Interest on
page 18.

If you know that you cannat file by the
due date, you should ask for an extension
using Form 4868, Application for
Automatic Extension of Time To File U.S.
Individual Income Tax Return.

Note: Form 4868 does not extend the time
to pay your income tax. See the instructions
for Form 4868.

If you are living or traveling outside the
United States and Puerto Rico on April 15,
you can get an automatic 2-month extension
of time to file. Just attach a statement to
your return explaining the details.

Which Form To File
You MAY Be Able To Use
Form 1040EZ if:

& You were single and claim anly your own
personal exemption.

¢ You had only wages, salaries, and tips,
and not mere than $400 of interest income.
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¢ Your taxable income is less than

$50,000.

® You do not itemize deductions or claim

any adjustments to income or tax credits.
You can use Form 1040EZ to deduct

part of certain charitable contributions,

You MAY Be Able To Use Form 1040A
I

& You had income only from wages,
salaries, tips, unemployment

compensation, interest, or dividends.

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

® Youdo not itemize deductions.

You can also use Form 1040A to claim
the deduction for a married couple when
both work, the deduction for certain
contributions to an Individual Retirement
Arrangement {IRA}, the credit for child and
dependent care expenses, and the partial
deduction for charitable contributions.

Since Forms 10404 and 1040EZ are
easier to complete than Form 1040, you
should use one of them unless using Form
1040 lets you pay less tax. However, even if
you meet the above tests, you must file
Form 1040 if any of the following situations
applies to you.

You MUST Use Form 10440 if:

® Your taxable income is $50,000 or more,
® You itemize deductions. (Read line 34a
instructions that begin on page 13 to see if
it would benefit you to itemize.)

® Your spouse files a separate return and
itemizes deductions, Exception: You may
still use Form 1040A if you have a child and
can meet the tests on page 5 under
Married Persons Who Live Apart.

® You can be claimed as a dependent on
your parents’ return AND you had interest,
dividends, or other unearned income of
$1,040 or mare.

® You are a gualifying widow(er} with a
dependent child.

® You were a nonresident alien during any
part of 1985 and do not file a joint return.
(You may have to file Form 1040NR.)

® Youwere married at the end of 1985 to
a nenresident alien who had U.S. source
income and who has not elected to be
treated as a resident alien. Exception: You
may be able to use Form 1040A if you meet
the tests on page 5 under Married Persons
Who Live Apart.

® Yoy received taxable social security

benefits or tier 1 railroad retirement benefits.

® Youreceived interest as a nominee.

® Youreceived or paid accrued interest on
securities transferred between interest
payment dates. ]

® You received any nontaxable dividends,
capital gain distributions, dividends as a
nominee, or you elect to exclude qualified
reinvested dividends from a qualified public
utility.

® You are required to fill in Part il of
Schedule B for foreign accounts and foreign
trusts {see page 23 of the instructions).

® You take any of the adjustments to
income shown on Form 1040, lines 24, 25,
27,28, 29, ar any write-in amount included
online 31.

® You claim any of the credits on Form
1040, lines 42, 43, 47, 48, or any write-in
credit included on tines 45 or 49,
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® You owe any of the taxes on Form 1040,
lines 39, 51 through 55, or any write-in
amount inciuded on line 56 {other than
advance EIC payments).

® You claim any of the payments on Form
1040, ines 58, 62, 63, or any write-in
amount included on lines 63 or 64,

® You file any of these forms:

Form 1040-ES, Estimated Tax for
individuals, for 1985 (or if you want to apply
any part of your 1985 overpayment to
estimated tax for 1986).

Schedule G, Income Averaging.

Form 2210, Underpayment of Estimated
Tax by Individuals.

Form 2555, Foreign Earned Income.

Form 4563, Exclusior of Income From
Sources in United States Possessions.

Form 8271, Investor Reporting of Tax
Shelter Registration Number.

Section 2
Steps for
Preparing
Your Return

Follow the six useful steps below to help you
prepare your return. If you follow these
steps and read the line-by-line instructions,
we feel that you can fili in your return
quickly and accurately.

Step 1

Get all of your records together.

Income Records. These include any Forms
W-2, W-2G, W-2P, and 1099 that you may
have. If you don't get a Form W-2 by
January 31, or if the one you getisn't
correct, please contact your employer as
soon as possible. Only your employer can
give you a Form W-2, or correct it. If you
cannot geta Form W-2 by February 15, call
the toll-free telephone number listed in the
instructions for your area.

If you have someone prepare your return
for you, make sure that person has all your
income and expense records so he or she
can fill in your return correctly. Remember,
if someone else preparas your return
incorrectly—you are still responsible.
Itemized Deductions and Tax Credits.
Pages 14 through 22 of these instructions
tell you what credits and itemized
deductions you can take. Some of the
records you may need are:
¢ Medical and dental payment records.

e Real estate and personal property tax
receipts.

® Interest payment records for items such
as a home mortgage, car, or appliances.

* Records of payments for chiid and
dependent care so you could work.

Step 2

Get any forms, schedules, or
publications you need.

In general, we mail forms and schedules to
you based on what you filed (ast year.

Before you filt in your return, look it over to
see if you need more forms or schedules.

If you think you will need any other
forms, get them before you start to fill in
your return. Your local bank, post office, or
public library may have some of them. Or,
you can use the order blank on the next to
the last page of this instruction booklet. We
will send you the forms, schedules,
instructions, and publications you ask for.

Step 3

Check your return to make sure it is
correct.

Step 4
Use the mailing label we sent you.

The label helps us identify your account and
saves processing time.

Step 5
Sign and date your return.

Form 1040 is not considered a return
unless you sign it. Your spouse must also
sign if it is a joint return.

Step 6

Attach all necessary forms and
schedules.

Attach the first copy or Copy B of Forms
W-2, W-2G, and W-2P to the front of Form
1040Q. Attach schedules and forms in
"“sequence number’’ order. The number is
just below the year in the upper right corner
of the scheduie or form.

H you need more space on forms or
schedules, attach separate sheets and use
the same format as the printed forms, but
show your totals on the printed forms.
Please use sheets that are the same size as
the forms and schedules. Be sureto put
your name and social security number on
these separate sheets and attach them at
the end of your return,

If you owe tax, be sure to attach your
payment to the front of Form 1040.
Use the envelope we sent you. Envelopes
with insufficient postage will be returned by
the post office.

Section 3

Line-By-Line
Instructions

Name, Address, and Social
Security Number Blocks

Please use the mailing labe! from the forms
booklet we sent you. But don't attach your
label to your return until you complete the
return. Make sure the label is correct. i it
isn't, mark through the label and make
corrections on the label. Show your
apartment number if you have one. If you do
not have a label, print or type your name,
address, and social security number.

Hf the label is for a joint return and the
social security numbers are not listed in the
same order as the first names, show the
numbers in the correct order,

Note: If the post office delivers mail to your
£.0. box number rather than to your street

address, use your P.Q. box number instead
of your street address.



Social Security Number. If you are
married, give social security numbers for
both you and your spouse whether you file
joint or separate returns.

i your spouse is a nonresident alien, has
no income, does not have a social security
number, and you file a separate return,
write "NRA™ in the block for your spouse’s
social security number. If you and your
spouse file a joint return, your spouse must
get a socia! security number.

If you don't have a social security
number, please get Form §5-5 from a
Social Secunity Administration (SSA) office.
Fite it with your local SSA office early
enough fo get your number before April 15,
If you do not get the number by then, file
yaur return and write "'Applied for'" in the
block for your sacial security number.
Name Change. If you have changed your
name because of marriage, divorce, etc.,
make sure you immediately notify the Social
Security Administration (SSA) so the name
on your tax return is the same as the name
SSA has on its records. This may prevent
delays in issuing your refund.

Joint Return. If you are married, filing a
joint return, show the social security
numbers in the same order that you show
your first names, if you are filing a joint
return and have different last names, please
separate the names with an “"and."” For
example: “John Brown and Mary Smith.”

Remember to show your occupation{s) in
the spaces in the upper right corner just
below the social security number blocks.

Presidential Election
Campaign Fund

Congress established this fund to support
public financing of Presidential election
campaigns.

You may have $1 go to the fund by
checking the Yes hox. On a joint returp,
each of you may cheose to have $1 go to
this fund, or each may choose not to. One
may choose to have $1 go to this fund and
the other may choose not to.

If you check Yes, it will not change the
tax or refund shown on'your return.

Do not claim this amount as a credit for
politicat contributions on line 44,

Filing Status
Lines 1 through 5 Boxes
Single

Consider yourse!f single if on December 31
you were unmarried or separated from your
spouse either by diverce or separate
maintenance decree and you do not qualify
for another filing status. State law governs
whether you are married, divorced, or
legally separated.

If you were married on December 31,
consider yourself married for the whole
year. |f you meet the tests explained on this
page for Married Persons Who Live Apart,
you may consider yourself single for the
whole year and file as head of household.

If your spouse died during 1985,
consider yourself married to that spouse for
the whoie year, unless you remarried before
the end of 1985,

Form 1040 Instructions

Married
Joint or Separate Returns?

Joint Returns. Most married couples will
pay less tax if they file a joint return, You
must report all income, exemptions,
deductions, and credits for you and your
spouse. Both of you must sign the return,
even if only one of you had income.

You and your spouse can file a joint
return even if you did not live together for
the whole year. Both of you are respansible
for any tax due on a joint return, so if one of
you does not pay, the other may have to.

Note: If you fife a joint return, you may not,
after the due date of the return, choose to
file separate returns for that year.

If your spouse died in 1985, you can file
a joint return for 1985. You can also file a
jeint return if your spouse died in 1986
before filing 2 1985 return. For details on
how to file the joint return, see Death of
Taxpayer on page 19.
Tax Tip: If you decide not to file a joint
return and plan to file a separate return, see
if you can lower your tax by meeting the
tests described on this page under Married
Persons Who Live Apart.

Special Rule for Aliens. —{f at the end
of 1985, you were a nonresident alien or
dual-status alien married to a citizen or
resident of the United States, you may be
able to file a joint return with your spouse. If
you do file a joint return, you and your
spouse must agree to be taxed on your
combined worldwide income. For more
details, get Publication 519, U.S. Tax
Guide for Aliens. .
Separate Returns. You can file separate
returns if both you and your spouse had
inceme, or if enly ore of you had income.

If you file a separate return, you each
report only your own income, exemptions,
deductions, and credits, and you are
responsible anly for the tax due on your own
return,

Special rules apply, however, for
taxpayers who live in cammunity property
states. For details, get Publication 555.

In most instances if you file a separate
return, you will pay more Federal tax because
the tax rate is higher for married persons
filing separately. The following also apply:
® You cannot take the deduction for a
matried couple when both work.

® You cannot take the credit for child and
dependent care expenses in most cases.

® You cannot take the earned income credit.
® |f you lived with your spouse at any time
in 1985—

a. You will have o include in income more
of any unemployment compensation you
received in 1985,

b. You cannot take the credit for the elderly
and the permanently and totally disabled.

¢. Youmay have to include in income up to
one-half of any social security benefits
(including any tier 1 raitroad retirement
benefits) you received in 1985.

® You must itemize your deductions if your
spouse itemizes, even if it is not to your tax
benefit to itemize deductions.

If you file a separate return, write your
spouse’s full name in the space after Box 3
and your spouse’s sqcial security number in
the block provided for that number.

if your spouse does not file, check the
boxes on line 6b that apply if you can claim
the exemptions for your spouse. Please see
For Your Spouse on page 6.

Married Persons Who Live Apart. Some
married persons who have a child and who
do not live with their spouse may file as head
of household and use tax rates that are
lower tian the rates for single or for married
filing a separate return. This also means that
if your spouse itemizes deductions, you do
not have to. You may also be able to claim
the earned income credit.

You should check Box 4, Head of
household, if you meet ALL 4 of the
following tests:

1. You file a separate return from your
Spouse.

2. You paid more than haif the cost to keep
up your home in 1985.

3. Your spouse did not live with you at any
time during the last 6 months of 1985.

4. For over 6 months of 1985, your home
was the principal home of your child or
stepchild whom—

a. you can claim as a dependent, OR

b. the child’s other parent claims as a
dependent under the rules explained on
page 7 for Children of Divorced or
Separated Parents. (Write this child's
name in the space provided on line 4.)

Head of Household

Tax Tip: The tax rates for a person who can
meet the tests for head of household are
fower than the rates for single or for married
filing a separate return.

You may use this filing status ONLY IF on
December 31, 1985, you were unmatried
(including certain married persons who live
apart, as discussed above) or legally
separated and meet test 1 or 2 below:

1. You paid more than half the cost of
keeping up a home, which was the principal
home of your father or mother whom you
can ¢laim as a dependent. OR

2. You paid more than half the cost of
keeping up the home in which you lived and
in which onre of the following also lived for
more than 6 months of the year (except for
temporary absences, such as for vacation or
school):

a. Yourunmarried child, grandchild,
adopted child, or stepchild. This child does
not have to be your dependent. However,
your foster child must be your dependent.

Note: If this child is nof your dependent,
you must write the child’s narne in the
space provided on line 4.

b. Your married child, grandchild,
adopted child, or stepchild. This child must
be your dependent. But if your married
child’s other parent claims him or heras a
dependent under the rules on page 7 for
Children of Divorced or Separated Parents,
this child does not have to be your
dependent. (If your child is not your
dependent hecause of these rules, you
must write the child's name in the space
provided on line 4.)
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¢. Any other relative listed below whom
you can claim as a dependent.

Parent Brother-in-law
Grandparent Sister-in-law
Brother Son-in-law

Sister Daughter-in-law, or
Stepbrother if related by blood:
Stepsister Uncle
Stepmother Aunt

Stepfather Nephew
Mother-in-law Niece
Father-in-law

Note: See instructions for lines 6¢ through
6e below for the definition of dependent,

Special rules

e [f you receive payments under the Aid to
Families with Dependent Children (AFDC)
program and use them to pay part of the
cost of keeping up this home, you may not
count these amounts as furnished by you.

e You cannot file as head of household if
you claim a relative in 1 or 2 onpage Sasa
dependent under a Multiple Support
Declaration. (See page 7 for details on
dependents supported by two or more
taxpayers.)

Qualifying Widow or Widower
With a Dependent Child

If your spouse died in 1984 or 1983 and
you did not remarry in 1985, you may be
able to use joint return tax rates for 1985.
You can figure your tax at joint return rates
if you meet ALL 3 of the following tests:

1. You couid have filed a joint return with
your spouse for the year your spouse died,
even if you didn't actually do so.

2. Your dependent child, stepchild, adopted
child or foster child lived with you (except
for temporary absences, such as for
vacation or schoot).

3. You paid over half the cost of keeping up
the home for this child for the whoie year.

Check Box 5, Qualifying widow(er) with
dependent child, and show the year your
spouse died in the space provided. Do not
claim an exemption for your spouse.

If your spouse died before 1983 and you
were singie in 1985, you may check Box 4 if
you met the tests under Head of Household.
Otherwise you must file as single.

Exemptions

Line 6a Boxes

For Yourself

You can always take ane exemption for
yourself. Take two exemptions if you were
blind, or 65 or over, Take three exemptions
if you were blind and 65 or over, Be sure to
check ali the boxes gn line 6a for the
exemptions you can take for yourself,

You can take the extra exemptions for
age 65 or over and biindness only for
yourself and your spouse. You cannot take
them for dependents.

Age and blindness are determined as of
December 31. However, if your 65th
birthday was on January 1, 1986, you can
take the extra exemption for age for 1985,
Proof of Blindness. If you are compietely
blind, attach a statement to your return to
this effect.
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In cases of partial blindness, you must
attach to your return each year a certified
statement from an eye physician or
registered optometrist that:

a. You cannot see better than 20/200 in the
better eye with glasses, or contact lenses, or
b. Your field of vision is not more than 20
degrees.

If this eye condition will never improve
beyond the standards in a or b, you may
submit a certified opinion te this effect from
an examining eye physician. You must
attach this certification to your return only
once. In later years you can just include a
staternent referring to it.

Line 6b Boxes

For Your Spouse

You can take exemptions for your spouse if
you file a joint return. if you file a separate
return, you can take your spouse’s
exemptions only if your spouse is not filing a
return, had no income, and was not the
dependent of someone eise,

Your spouse's exemptions are like your
own. Take one exemption for your spouse if
your spouse was neither blind nor 65 or
over. Take two exemptions if your spouse
-‘was blind or 65 or over, Take three
exemptions if your spouse was blind and 65
or over, Be sure to check all the boxes on
line 6b for the exemptions you can take for
your spouse.

if at the end of 1985, you were divorced
or legally separated, you cannot take an
exemption for your former spouse. if you
were separated by a divorce that is not final
({interlocutory decree), you are considerad
martied for the whole year.

If your spouse died during 1985 and you
did not remarry before the end of 1985,
check the boxes for the exemptions you
could have taken for your spouse on the
date of death,

Nonresident Alien Spouse. If you do not
file a joint return, you may claim your
spouse’s exemptions only if your spouse
had no income from United States sources
and is not the dependent of angther
taxpayer. Use the boxes on line 6b to claim
exemptions for a nonresident alien spouse.
When claiming your spouse’s exemption,
please write '‘NRA'" above the word Spouse
on line &b,

Lines 6¢ through 6e
Children and Other Dependents

Line 6¢. Enter the first names of your
dependent children who lived with you
(except for temporary absences, such as for
vacation or school). Fill in the total number
in the box to the right of the arrow.

Line 6d. Enter the first names of your
dependent children who did not live with
you most of the year. Fill in the total
number in the box on the right. If you are
claiming a child under the rules explained
on page 7 for Children of Divorced or
Separated Parents, you must either:

e attach Form 8332, Release of Claim to
Exemption for Child of Divorced or Separated
Parents, or similar statement, OR

e check the box for pre-1985 agreements.
Line 6e. Enter the full names and other
information for your other dependents. Fill
in the total number in the box to the right of
the arrow. You can take an exemption for
each person who is your dependent.

Birth or Death of Dependent. You can take
an exemption for a dependent who was born
or who died during 1985 if he or she met
the tests for a dependent while alive. This
means that a baby who lived only a few
minutes can be claimed as a dependent.
For more information, please get
Publication 501, Exemptions,
Each person you claim as a dependent
has to meet ALL 5 of these tests:
1. income;
2. support;
3. married dependent;
4. citizenship or residence; and
5. relationship.
These tests are explained below.
1. Income
In general, the person must have received
tess than $1,040 of gross income. Gross
income does not include nontaxable
income, such as welfare benefits or
nontaxable social security benefits,

Beginning in 1985, income received by a
permanently and totally disabled person for
services performed at a sheltered workshop
school is not included in gross income for
purposes of the income test if:
¢ the medical care available at the
warkshop was the main reason the person
was there, and
e the income was earned from activities at
the workshop that were incident to the
medical care.

See Publication 501 for the definition of
a sheltered workshop school.

Special Rules for Your Dependent Child.
Even-if your child had income of $1,040 or
mere, you can claim your child as a
dependent if tests 2, 3, and 4 below are
met, and:

® vyour child was under 19 at the end of
1985, or

*® your child was enrolled as a full-time
student at a school during any 5 months of
1985, or

¢ your child took a full-time, on-farim
training course during any 5 months of
1985. (The course had to be given by a
school or a state, county, or local
government agency.)

The school must have a regular teaching
staff, a regutar course of study, and a
regularly enrolled body of students in
attendance.

A school includes:

® elementary, junior, and senior high
schools;

® colieges and universities; and

#® technical, trade, and mechanical schools.

However, school does not include on-the-
job training courses or correspondence
schools.

2. Support N
In general, you must have given over half of
the dependent’s support in 1985, If you file
a joint return, the support can be from you
or your speuse. Even if you did not give over
haif of the dependent's support, you wilt be
treated as having given over half of the
support if you meet the tests explained on
page 7 for Children of Divorced or
Separated Parents or Dependent
Supported by Two or More Taxpayers.

In figuring total support, you must
inciude money the dependent used for his
or her own support, even if this money was



not taxable (for example, gifts, savings,
welfare benefits). If your child was a
student, do not include amounts he or she
received as scholarships.

Support inciudes items such as food, a
place to live, clothes, medica! and dental
care, recreation, and education. In figuring
support, use the actuai cost of these items.
However, the cost of a place to live is
figured at its fair rental value.

Do not include in support items such as
income and socia! security taxes, premiums
for life insurance, or funeral expenses.

Capital items—You must include capital
items such as a car or furniture in figuring
support, but only if they are actually given
to, or bought by, the dependent for his or
her use or benefit. Do not include the cost
of a capital item for the household or for use
by persons other than the dependent.

If you care for a foster child, see
Publication 501 for special ruies that apply.
Children of Divorced or Separated
Parents. The parent who has custody of a
child for mast of the year (the custodial
parent) can generally take the exemption for
that child if the child's parents together paid
more than half of the child’s support.
Beginning in 1985, this general rule also
applies to parents who did not live together
at any time during the last 6 months of the
year. But the parent who does not have
custody, or who has the child for the sharter
time (the noncustodial parent), may take the
exemption if either a or b below, applies.

a. The custodial parent signs Form 8332,
Refease of Claim to Exemption for Child of
Divorced or Separated Parents, er similar
statement, agreeing not to claim the child as
a dependent for 1985, and the noncustodial
parent attaches the form or similar
statement, to his or her 1985 tax return, OR
b. A decree of divorce or separate
maintenance (or a written agreement) that
was in effect before 1985 states that the
noncustodial parent can take the
exemption and he or she gave at least
$600 for the child’s support in 1985, The
noncustodial parent must check the box
on iine 6d for pre-1985 agreements. (This
rule does not apply if the decree or
agreement was modified after 1984 to
specify that the noncustodial parent
cannet claim the exemption.)

Note: in figuring support, a parent who has
remarried may count the support provided
by the new spouse.

Dependent Supported by Two or More
Taxpayers. Sometimes two or more
taxpayers together pay more than half of
another persen's suppart, but no one alone
pays over half of the support. One of the
taxpayers may claim the personas a
dependent only if the tests for income,
married dependent, citizenship or residence,
and relationship, discussed on page 6 and
this page are met.

In addition, the taxpayer who claims the
dependent must:

a. have paid more than 10% of the
dependent’s suppart; and

b. attach to his or her tax return a signed
Form 2120, Multiple Support Declaration,
from every other person who paid more
than 10% of the support. This form states
that the person who signs it will rot claim
an exemption in 1985 for the person he or
she helped to support.
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3. Married Dependent
The dependent did not file a joint return,
However, if neither the dependent nor the
dependent's spouse is required to file, but
they file a joint return to get a refund of all
tax withheld, you may claim him or her if
the other 4 tests are met.
4, Citizenship or Residence
The dependent must have been a citizen or
resident of the United States, a resident of
Canada or Mexico, or an alien chiid adopted
by and fiving the entire year with a U.S.
citizen in a foreign country.
5. Relationship
The dependent met test a or b below.

a. Was related to you {or your spouse if
you are filing a joint return) in one of the
following ways:

Child Stepbrother  Son-in-law
Stepchiid Stepsister Daughter-in-law
Mather Stepmother or, if related by
Father Stepfather blood:
Grandparent Mother-in-law  Uncle

Brother Father-in-law Aunt

Sister Brother-in-iaw  Nephew
Grandchild  Sister-in-law Niece

Note: Any relationships that have been
established by marriage are not ended by
death or divarce.

b. Was any other persan wheo lived in your
home as a member of your household for
the whole year. A person is not a member
of your household if at any time during your
tax year the relationship between you and
that person violates loca! law.

The word child includes:

® Your sgn, daughter, stepson, or
stepdaughter, or adopted son or daughter.
® Achild who lived in your home as a
member of your family if placed with you by
an authorized placement agency for legal
adoption.

® Afoster child {any child who lived in your
home as a member of your family for the
whaole year).

Income

Examples of Income You Do Not Report

(Do not include these amounts when you

decide if you must file a return.)

Welfare benefits.

Disability retirement payments (and other
benefits) paid by the Veterans'
Administration.

Workers' compensation benefits, insurance
damages, etc., for injury or sickness.

Child support.

Gifts, money, or other property you
inherited or that was willed to you.

Dividends on veterans' life insurance.

Life insurance proceeds received because
of a person’s death. ’

Interest on certain state and municipal -
bonds.

Amounts you received fram insurance
because you fost the use of your home
due to fire or other casualty to the extent
the amounts were more than the cost of
your normai expenses while living in your
home. (You must report as income
reimbursements for normal living
expenses.)

Amounts an employer contributed on your
behalf and benefits provided to you as an
employee or the spouse or dependent of
an empioyee, under a qualified group
legal services plan.

Cancellation of certain student loans where
the student, under the terms of the loan,
performs certain professicnal services for
any of a broad class of employers.

Examples of Income You Must Report
The following kinds of income should be
reported on Form 1040, or related forms
and schedules. You may need some of the
forms and schedules listed below.

Wages, including salaries, fringe benefits,
bonuses, commissions, fees, and tips.

Dividends {Schedule B).

Interest (Schedule B) on:
bank deposits, bonds, notes;

U.S. Savings Bonds;

mortgages on which you receive payments;
tax refunds;

certain arbitrage bonds issued by state
and local governments; and

accounts with savings and loan
assaciations, mutual savings banks,

credit unions, etc.

In certain instances, part of Federal social
security benefits {and tier 1 railroad
retirement benefits) may he taxable. (See
tine 21 instructions on page 10.}

Tier 2 and supplemental annuities under
the Railroad Retirement Act.

Original Issue Discount (Schedule B).

Unemployment compensation {insurance).
(See page 10.)

Distributions from an Individual Retirement
Arrangement (IRA), including $SEPs and
DECs.

Amounts received in place of wages, from
accident and health plans {including sick
pay and disability pensions) if your
employer paid for the policy.

Bartering income (fair market value of
goods or services you received in return
for your services).

Business expense reimbursements you
received that are more than you spent for
these expenses,

Alimony, separate maintenance, or support
payments received from and deductible
by your spouse or former spouse.

Refunds of state and iocal taxes if you
deducted the taxes in an earlier year and
got a tax benefit for them.

Life insurance proceeds from a policy you
cashed in if the proceeds are more than
the premium you pald.

Profits frorm businesses and professions
(Schedute C).

Your share of profits from partnerships and
S corporations (Schedule E).

Profits from farming (Schedute F).

Pensions, annuities, and endowments.

Lump-sum distributions (Form 4972 or
Form 5544). (See page 10.)

Gains from the sale or exchange (including
barter} of real estate, securities, coins,
gold, silver, gems, or other property
(Schedule D or Form 4797},

Gains from the sale of your personal
residence (Schedule D and Form 2119),

Rents and royalties (Schedule E).

Your share of estate or trust income
{Scheduie E), including accumuiaticn
distributions from trusts (Form 4970),

Prizes and awards (contests, raffles, lottery,
and gambling winnings).
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Earned income from sources outside the
United States (Form 2555).

Director’s fees.

Fees received as an executor or
administrator of an estate.

Embezzled or other illegal income.

U.S. Citizens Living Abroad

Generally, foreign source income must be
reported. Get Publication 54, Tax Guide for
U.S. Citizens and Resident Aliens Abroad,
for more details.

Community Property States
Community property states are: Arizona,
Califgrnia, ldaho, Louisiana, Nevada, New
Mexico, Texas, and Washington.

H you and your spouse live ina
community property state, you must foliow
state law to determine what is community
income and what is separate income.
However, different rules could apply if:
® you and your spouse lived apart all year,
® you do not file a joint return, and
* 1o part of the community income you
earn is transferred to your spouse.

For details, get Publication 555,
Community Property and the Federal
tncome Tax.

Rounding Off to Whole Dollars

You may round off cents to the nearest
whole dollar on your return and schedules.
But, if you do'round.off, do so for all
amounts, You can drog amounts under 50
cents. Increase amounts from 50 to 99
cents to the next dollar. For example: $1.39
becomes $1 and $2.69 becomes $3.

Line 7

Wages, Salaries, Tips, Etc.

Show the total of all wages, salaries, fees,
commissions, tips, bonuses, supplemental
unemployment benefits, and other amaunts
you were paid before taxes, insurance, etc.,
were taken out. For infarmation on
allocated tips, get Publication 531,
Reporting Income From Tips.

Include in this total:

® The amount that should be shown in Box
10 on Form W-2. Report all wages, salaries,
and tips you received, even if you do not
have a Form W-2.

® Tips received that you did not report to
your empioyer. (Show any social security tax
due on these tips on line 54 —see the
instructions on page 15.)

Note: if you do not report the full amount of
your tip aifocation as gross income, you
must be able to prove the lesser amount
reported with adequate records. |

® (Certain disability pensions if you are
under age 65.

Note: Except for certain disability income,
pensions shown on Form W-2P are reported
on fine 16 or line 17a of Form 1040.

® Payments by insurance companies, efc.,
not included on Form W-2. If you receive
sick pay or a disability payment from
anyone other than your employer, and it is
not included in the wages shown on Form
W-2, include it on line 7. Attach a statement
showing the name and address of the payer
and amount of sick pay or disability income.
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(Get Form W-45 for information on
withholding of Federal income tax from your
sick pay.)

® Fair market value of meals and living
quarters if given by your employer as a
matter of your choice and rot for your
employer’'s convenience, Don't report the
value of meals given you at work if they
were provided for your employer's
convenience. Also do not report the value of
living quarters you had to accept on your
employer's business premises as a
condition of employment.

® Strike and lockout benefits paid by a
union from union dues. Include cash and
the fair market value of goods received.
Don't report benefits that were gifts.

& Anyamount your empioyer paid for your
moving expenses (including the value of
services furnished in kind), whether or not
included on Form W-2.

Note: You must report on line 7 all wages,
salaries, etc., paid for your personal
services, even if the income was signed over
to a trust (including an IRA), another
person, a corporation, or a tax-exempt
arganization.

For more details on reperting income
received in the form of goods, property,
meals, stock options, etc., get Publication
525, Taxable and Nontaxable Income.
Fringe Benefits. If you used an
employer-provided highway motor vehicle
for both personal and business use and your
employer included 100% of the value of the
vehicle in the wages, tips, and other
compensation box (Box 10) of your W-2
form, you must use Form 2106, Employee
Business Expenses, to claim a deduction for
the business use of the vehicle. You must
report on Form 1040, line 7, the total
amount shown in Box 10 of your W-2 form,

For more information on fringe benefits,
get Publication 525.

Line8
Interest Income

Enter your TOTAL taxable interest income.
If the total interest is more than $400, first
fill in Schedule B. (The instructions for
Schedule B begin on page 22.)

Report any interest you received or that
was credited to your account so you could
withdraw it, (It does not have to be entered
in your passbook.) Generally, the payer will
send you a Form 1099-INT or, if applicable,
a Form 1099-01D for this interest.

If you received interest as a nominee for
someone else, see Schedule B instructions
on page 22.

Caution: Be sure to give each payer of
interest incorme your correct social security
number. Otherwise, the payer may have to
withhold 20% of the interest. You may also
be subject to penalties.

For more information, get Publication
550, Investment Income and Expenses,

Examples of Interest Income You
MUST Report

Report interest from:

®  Accounts (including certificates of
deposit and money market accounts) with
banks, credit unions, and savings and loan
associations.

*® Building and loan accounts.

* Notes, loans, and mortgages. Special
rules apply to loans with below-market
interest rates. Get Publication 525.

® Tax refunds (report only the interest on
them as interest income).

® Bonds and debentures. Also arbitrage
bonds issued by state and locat
governments after October 9, 1969. (Do
not report interest on other state and local
bonds and securities.) Also report as
interest any gain on the disposition of
certain market discount bonds issued to you
after July 18, 1984, to the extent of the
accrued market discount.

® (.S Treasury bills, notes, and bonds.
* .S, Savings Bonds. The interest is the
yearly increase in the value of the bond.
Interest on Series E or EE bonds can be
reported using method a or b below:

a. Report the total interest when you cash
the bonds, or when they reach final
maturity and na longer earn interest; OR
b. Each year report on your return the
yearly increase of the bonds’ value.

If you change to method b, report the
entire increase in all your bonds from the
date they were issued. Each year after
report only the yearly increase. Once you
have used method b to repert your interest,
you must continue to do so for alf your U.S,
Savings Bonds.

Note: If you receive for 1985 a Form 1099-
INT for U.S. Savings Bond interest, which
includes amounts reported before 1985,
see Publication 550.

® QOriginal Issue Discount {OID). This is the
difference between the issue price of a debt
instrument and the stated redemption price
at maturity. If the instrument was issued at
a discount after May 27, 1969 (or for
certain noncorporate instruments after July
1,1982), include ir your interest income
the discount for the part of the year you
held it. Als¢ include any stated interest
shown on Form 1099-0ID.

If you bought debt instruments at
original issue and held them for all of 1985
or the part of 1985 that they were
outstanding, include in interest income the
total QID from Form 1099-0ID. if these
instruments were cutstanding for all of
1985, but you did not hold them for all of
1985, figure your taxable OID as follows:

a. Instruments issued before July 2, 1982—
Divide the total OID by 12 and multiply the
result by the number of complete and partial
months (for example, 642 months) you held
the instruments in 1985.

b. Instruments issued after July 1, 1982—
Divide the total CID by 365 and multiply the
resuit by the number of days you held the
instruments in 1985, or follow the more
detailed rules described in Publication
1212, List of Original Issue Discount
Instruments.

tf you had OID for 1985, but did not
receive Form 1099-01D, or if the price you
paid for the instrument is more than the
issue price plus accumulated OID, get
Publication 1212. It provides total 01D on
the instruments listed and gives
computational information.

Line 9a
Dividends

Dividends are distributions of money, stock,
or other property that corporations pay to
stockholders. They also include dividends



you receive through a partnership, an S
corporation, or an estate or trust. Payers
include nominees or other agents.
Generally, the payer will send you a Form
1099-DIV for these dividends.

If you received dividends as a nominee
for someone else, see Schedule B
instructions that begin on page 22.
Caution: Be sure to give each payer of
dividends your correct socfal security
number. Otherwise, the payer may have to
withhold 20% of the dividend income. You
may also be subject to penalties.

If the total dividends, including capital
gain and nontaxable distributions, are mare
than $400, or you elect to exclude qualified
reinvested dividends from a qualified public
utility, first fill in Schedule B. (The
instructions for Schedule B begin on page
22.) If you received $40Q or less in
dividends, include only the ordinary
dividends on line Sa.

Dividends include:

¢ Ordinary dividends. These are paid out
of earnings and profits and are ordinary
income. Assume that any dividend you
receive is an ordinary dividend unless the
paying corparation tells you otherwise.

e Capital gain distributions. If you have
other capital gains or losses, you should also
enter your capital gain distributions on
Schedule D. if you don't need Schedule D to
repert any other gains or losses, don't use it,
Instead, show 40% of your capital gain
distributions on Form 1040, line 14,

¢ Nontaxable distributions. Some
distributions are nontaxable because they
are a return of your cost. They will not be
taxed until you recover your cost. You must
reduce your cost (or other basis) by these
distributions. After you get back all of your
cost (or other basis), you must report these
distributions as capital gains.

Note: Generally, payments from a Money
Markat Fund are dividends.

Do Not Report as Dividends

o Mutual insurance company dividends
that reduced the premiums you paid.

® Amcunts paid on deposits or accounts
from which you could withdraw your money,
such as mutual savings banks, cooperative
banks, and credit unions. Remember to
report these amounts as interest on line 8.

Exclusion for Dividend Reinvestment
in Stock of Public Utilities
If you own stock in a qualified public utility

" and choose to receive your dividends in
qualified common stock rather than in cash
or other property, you may exclude up to
$750 ($1,500 on a joint return) of the
qualified common stock dividends
distributed to vou. See Schedule B
instructions for details.

Line 9b

Dividend Exclusion

You can exclude (subtract) up to $100 of
qualifying dividend income. if you and your
spouse file a joint return, you can subtract
up to $200, regardless of which spouse
received the dividends.

Dividends must be from a domestic
carperation to qualify for the exclusion.
Dividends from mutual funds (other than
money market funds) generally qualify for
the exclusion. The corporation will tell you
how much of the dividend quafifies.
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The following taxable dividends do not
qualify for the exclusion,
® Dividends from money market funds
unless the corporation has told you how
much of the dividends qualify.
® Dividends from foreign corporations,
including controlled foreign corporations.
® Dividends from exempt organizations
(charitable, fraternal, etc.) and exempt
farmers’ cooperative organizations.
® Dividends paid on stock held by
employee stock ownership plans.

Line10

Taxable Refunds of State

and Local Income Taxes

If you received a refund (or credit or offset)
of state or local income taxes in 1985 that
you paid before 1985, you may receive
Form 1099-G, Statement for Recipients of
Certain Government Payments, or similar
statement, showing the refund. You may
have teo report all or part of this amount as
income if your itemized deduction for state
and local income taxes in the year you paid
the taxes resulted in a tax benefit.

Do not report the refund as income if it
was for a tax you paid in a year for which
you did not itemize deductions on-Schedule
A (Form 1040), or it was for a year in which
you filed Form 1040A or Form 1040EZ.

If the refund was for a tax you paid in a
year for which you itemized deductions on
Schedule A, use the following worksheet to
figure the amount, if any, you must report
as income for 1985,

However, see Publication 525, Taxable
and Nontaxable Income, instead of using the
worksheet helow if any of the fellowing
applies;
¢ Therefund you received in 1985 is fora
tax year cther than 1984.

e You received a refund (other than an
income tax refund, such as a real property
tax refund) in 1985 of an amount you
deducted or credit you claimed in an earlier
year.

e Your 1984 taxable income was less
than your zero bracket amount.

® Yourlast payment of 1984 estimated
state income tax was made in 1985.

Worksheet (Xeep for your records)

1. Enter the income tax refund
from Form{s) 1099-G, or
similar statement . ..........

2. Enter the amount from your
1984 Schedule A, line 26 ... ..

3. Taxable part of your refund.
Compare amounts on lines 1
and 2 above, and enter the
smaller of the two amounts
here and on Form 1040, line 10

Line11

Alimony Received

Enter amaunts you received as alimony or
separate maintenance. Beginning in 1985,
you must let the person who made the
payments know your social security
number. If you do not provide this

_information to the payer, you may have to

pay a $50 penalty. For more detalls, get
Publication 504, Tax information for
Divorced or Separated Individuals.

if you received payments under a divorce
or separation instrument executed after
1984, see the instructions for line 29 on

page 12 for information on the new rules
that apply in determining whether these
payments qualify as alimony.

Transfers of Property Between Spouses
or Former Spouses. In general, no gain or
loss will be recognized on a transfer of
property between spouses, or former
spouses, if incident to divorce. Get
Publication 534 for mare details.

Line 14

Capital Gain Distributions

If you do not need Schedule D for other
capital transaclions, enter 40% of your
capital gain distributions on line 14,

Line 15
Other Gains or (Losses)

If you sold or exchanged assets used in a
trade or business, see the instructions for
Form 4797. Enter the gain or {loss) from
Form 4797.

Line 16

Fully Taxable Pensions, IRA
Distributions, and Annuities
Use this line to report fully taxable pension
and annuity income and regular individual
retirement arrangement (IRA} distributions
you receive. In general, you should receivera
Form W-2P showing the amount of your
pension or annuity.

Your pension or annuity payments are
fully taxable if:
® you did not contribute to the cost of your
pension or annuity, or
® you got back tax-free your entire cost
before 1985.

Fully taxable pensions and annuities also
include: mifitary retirement pay shown on
Form W-2F, and distributions from an IRA
(including premature distributions, but not
rollovers).

If you received taxable raitroad
retirement benefits (other than tier 1
benefits), enter on line 16 the amount from
Box 12 of your Form RRB-W-2P. If an
amount is shown in Box 13 of your form, get
Publication §7%, Penrsion and Annuity
Income, for information on how to report
your benefits.

Other pensions and annuities, including
rollovers, should be shown on lines 17a and
17b.

For more details, get Publication 575.

Lines17aand17b

Qther Pensions and Annuities,
Including Rollovers

Use fines 17a and 17b to report pension and
annuity income that is not fully taxable. In
general, you should receive 2 Form W-2P
showing the amount of your pension or
annuity. If your Form W-2P does not show
the taxable part of your pension or annuity,
you must figure the taxable amount as
explained below. Also, use these lines to
report distributions from profit-sharing plans,
retirement plans, employee-savings plans,
and individual retirement arrangement
rollovers.
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If you received social security or tier 1
railroad retirement benefits, part of these
benefits may be taxable. Do not use line 17
to report any of these benefits. Instead, see
the instructions for lines 21a and 21b.

The pension, annuity, or employee-
savings plan may not be taxable until a later
year if:

a. both you and your employer
contributed to it, and

b. the total amount you can expect to
receive within 3 years from the date you get
your first payment equals or exceeds your
full cost.

If you meet the requirements ofaand b
above, complete the pension and annuity
worksheet below to figure the taxabie part of
your pension or annuity. After you get back
your full cost, all payments you receive are
fully taxable. Your cost includes amounts you
contributed and amounts your employer
contributed, which you reported as income.

Example.—You retired in 1985 with a
monthly pension of $200. Both you and
your employer contributed to it. Your
pension cost was $4,925. The amount you
can expect to receive within 3 years is
$7.200 (36 months x $200 = $7,200).
Since this amount is more than your cost,
you should exclude your pension until the
payments total $4,925. After that, they are
fully taxable and you should report them on
linre 16.

For more information on pensions and
annuities, get Publication 575, Pension
and Annuity Income. Retirees from the
Federal government shouid get Publication
567, U.S. Civil Service Retirement and
Disability. For information on military
disability pensions, get Publication 525,
Taxable and Nontaxable Income.

Pension and Annuity Worksheet
(Keep for your records)

la. Enteryourcost.............
b. Costrecoveredin prioryears . . .
¢. Subtract line 1bfrom line la . ..
2. Amount received this year. Also
enter this amount on Form
1040, linel7a.............
3. Amount on line 2 that is not tax-
able (but not more than line 1c)
4, Taxable part. Subtract line 3
from line 2. Enter the result here
and on Form 1040, line 17b {if
zerg, enter-0-) . ..., . ... ..
Note: If you had more than one pension or
annuity that is not fully taxable, figure the
taxable part of each separately. Enter the total
of the taxable parts on Form 1040, line 17b.

If the amount you expect to receive
within 3 years will not equal or exceed your
cost, you must use a special method to
report your pension or annuity income. For
more details, get Publication 575. If you
must use this method, enter the amount
you received this year on line 17a. Enter the
taxable part on line 17b.

Caution: Certain transactions, such as
loans against your interest in a qualified
plan, may be taxable distributions and may
also be subject to penalties. For more
information, see Publication 575.

Page 10

Form 1040 Instructions

Total Distributions From Profit-
Sharing, Retirement Plans, and
Individual Retirement Arrangements

Rollover Distributions. A “rollover” is a
tax-free transfer of cash or other assets
from one retirement program to another.
For example, there are two kinds of
rallovers to an individual retirement
arrangement (IRA): (1) a rollover from one
IRA to another, and (2) a rollover from a
qualified pension or profit-sharing plan to
anlRA,

Rollover distributions are reported to you
on Form 1099-R. For a rollover distribution,
enter the total distribution (excluding your
nondeductible contribution, if any) on line
17a. i the total on line 17a was rolled aver,
enter zero on line 17b. Otherwise, enter the
taxable part as ordinary income on line 17b.

For more details on IRA rollovers, get
Publication 590, Individual Retirement
Arrangements (IRAs). For details on other
rollovers, including distributions under
qualified domestic relations orders, get
Publication 575.

Lump-Sum Distributions. If you received a
lump-sum distribution from a profit-sharing
or retirement plan, report the ordinary
income part on line 16 of Form 1040 and
the capital gain part on Schedule D (Form
1040). Form 1099-R shows the amount of
the distribution. You may pay less tax on
this distribution if you are eligible to use the
special 10-year averaging method. (This
method cannot be used for lump-sum
distributions from IRA plans.) For more
details, get Form 4972, Special 10-Year
Averaging Method, or Form 5544, Multiple
Recipient Special 10-Year Averaging
Method, and separate instructions.

Beneficiaries—Death Benefit
Exclusion

If you are the beneficiary of a deceased
employee or deceased former employee,
amounts paid to you by, or on bebhalf of, an
employer because of the death of the
employee may qualify for a death benefit
exclusion of up to $5,000.

Special rules apply if you are the survivor
under a joint and survivor's annuity. For
details, get Publication 575.

If you are entitled to this exclusion, add it
to the cost of the pension or annuity.

Lines 20a and 20b
tinemployment Compensation

Unemployment compensation (insurance)
you receive may be taxable under certain
conditions.

You should receive a statement on Form
1099-G, Statement for Recipients of
Certain Government Payments, showing
the total unemployment compensation paid
to you during the year. For payments in
1985, you should receive this statement by
January 31, 1986.

Note: Supplemental unemployment
benefits received from a company-financed
supplemental unemployment benefit fund
are wages. They are not considered
unemplioyment compensation for purposes
of this computation. Report these benefits
on Form 1040, line 7.

To see if any of the unemployment

compensation {s taxable, fill in the
worksheet that follows:

Unemployment Compensation
Worksheet (Keep for your records)

Check only one box

[J A. Married filing a joint return—enter
$18,000 on line 8 below.

[0 B. Married not filing a joint return and lived
with your spouse at any time during the
year—enter -0- on line 8 below.

O ¢. Married not filing a joint return and DID NOT
live with your spouse at any time during the
year—enter $12,000 on line 8 below.

[ . All others—enter $12,000 on line 8 below.

1. Enter total unemployment
compensation from Farm{s)
1099-G here and on Form 1040,
line20a.... ...............

2. If you received an overpayment of
unemployment compensation i
1985 and repaid it in 1985, enter
the repayment here. Also write
“repayment’’ and show the
amoeunt repaid on the dotted line to
theleftofline20b. .. ...... ...

3. Subtractline 2 fromlire 1.....

4. Add the amounts shown on Form
1040, ilines 7 through 19, plus line

22 (do not include any
unempioyment compensation in
thisfigure). . ........ ... ...

5. Addlines3and4 ...........

6. Add the amounts shown on Form
1040, lines 24 through 29, plus
any write-in adjustments included
in the total on line 31. Do not
include any amount from line 30 . .

7. Subtractline 6 fromline 5 ... ..

318,000 if you checked
box A, or
-0 if you checked
box B, or

$12,000 if you checked
boxCorD

9. Subtract line 8 from line 7. If zero
or less, enter -0- on Form 1040,
line 20b, Do not complete lines 10
or 11, Otherwise, goon to line 10. .

10. Divide the amountenlineSby 2 . .

11. Taxable unemployment com-
pensation. Compare amounts on
lines 3 and 10 above, and enter the
smaller of the two amounts here
and on Form 1040, line 20b . . . ..

Lines 21a and 21b

Social Security Benefits (and Tier 1
Railroad Retirement Benefits)

Social security benefits you receive may be
taxable in some instances. Sccial security
benefits include any monthly benefit under
title 11 of the Social Security Act or a tier 1
railroad retirement benefit. However, social
security benefits do not include any
Supplemental Security Income (8Sl)
payments.

You should receive a Form SSA-1099
showing the total social security benefits
paid to you in 1985, and the amount of any
social security benefits you repaid in 1985,
You should receive this statement by
January 31, 1986. If you received tier 1
railroad retirement benefits, you should
receive Form RRB-1099. For more
information, get Publication 915, Tax
Information on Social Security Benefits
(and Tier 1 Railroad Retirernent Benefits).

Use the worksheet on page 11 to see if
any of your benefits are taxable, but please
note the following before you begin to
complete it.

8. Enter




o You will first need to complete Form
1040, lines 7 through 20b, 22, and 24
through 29 if they apply to you to figure the
taxable part, if. any, of your benefits.

o [f you repaid any benefits in 1985, and
your total repayments (Box 4) were more
than your totat benefits for 1985 (Box 3},
do not use the worksheet below. None of
your benefits are taxable for 1985. But you
may be able to take an itemized deduction
for part of the excess repayments if you
had any taxable benefits in 1984. Get
Publication 915 for details.

e [fyou file Form 2555 or Form 4563, or
you exclude irnrcome from sources within
Puerto Rico, use the worksheet in
Publication 915 instead of the one below.

Social Security Benefits (and Tier 1
Railroad Retirement Benefits)
Warksheet (Keep for your records)

Check box A, B, C, or D befow, whichever
applies to you. Check only one box. Then go on
to line 1 of the worksheet below.

A. Single—enter $25,000 an line 8 below.

B. Married filing a joint return—enter
$32,000 on line 8 beiow.

C. Married not filing a joint return and lived
with your spouse at any time during the
year—enter -0- on line 8 below,

D. Married not filing a joint return and DID
NOT live with your spouse at any time
during the year—enter $25,000 on line
8 below.

1. Enter the tetal amount from Box
5 of ALL your Forms SSA-1099
and Forms RRB-1099 (if
applicable). —

Note: ifline 1 {s zero or less, stop here; none of your

benefits are taxable. Otherwise, goon to fine 2.

2. Divide the amount on line 1 by 2

3. Add the amounts on Form 1040,
lines 7 through 20b, plus line 22,

Do not include here any amounts
from Box 5 of Forms SSA-1093 or
RRB-1099 . .

4. Enter any tax-exempt mterest in-
come you received in 1985. Also
enter this interest in the space pro-
vided to the left of line 21b. DO
NOT include this interest on line
21b . . e

5. Add lines 2, 3, and4

6. Add the amounts on Form 1040

lines 24 threugh 29. Also enter on

this line any write-in amount

included on line 31. Do not

0 Obgd

3

for 1984, you may be able to reduce the taxabie
amount shown on the worksheet, Get Publication 915
for details.

Line 22

Other Income

Use line 22 to report any income you can't
fird a place for on your return or other
schedules. List the type and amount of
income. For more information, see
Miscellaneous Taxable Income, in
Publication 525, Taxable and Nontaxable
Income.

Caution: Do not report any income from
self-employment on line 22. If you do have
any income from self-employment, you
must use Schedule C or Schedule F.
Amounts your employer paid you for
business expenses that are more than you
spent for the actual business expenses
shoutd be added to the wages shown on line
7 unless they were aiready included in your
Form W-2.

Examples of income to be reported on
line 22 are:

® Prizes, awards, and gambling winnings.
Proceeds from lotteries, raffies, etc., are
gambling winnings. You must report the full
amount of your winnings on this line. You
cannat offset losses against winnings and
report the difference.

If you had any gambling fosses, you may
take thern as an itemized deduction on
Schedule A. However, you cannot deduct
more losses than the winnings you report.

® Repayment of medical expenses or other
items such as real estate taxes that you
deducted in an earlier year if they reduced
your tax. See Pubfication 525 for
information on how to figure the amount to
include in income.

& Amounts you recovered on bad debts
that you deducted in an earlier year.

® Fees received for jury duty and precinct
election board duty.

Net Operating Loss. If you had a net
operating loss in an earlier year to carry
forward to 1985, enter it as a minus figure
on line 22. Attach a statement showing how
you figured the amount. Get Publication
536, Net Operating Losses and the At-Risk
Limits, for more details.

include any amount entered on
Form 1040, line 30 -

7. Subtract line 6 from line 5.

$25,000if you checked

box AorD, or

$32, OOO if you checked

box B, o
-0- 1fyou checked box C

9. Subtract line 8 from line 7 .

Note: If line 9is zero or less, stop hera. Do not enter
any amounts on lines 21a and 21b because none of

8. Enter

your benefits are taxable. Otherwise, go on to line 10.

10. Divide the amount on line 9 by 2
11. Taxable social security benefits.
@ First, enter on Form 1040, line
21a, the amount from line 1 above.

@ Then, compare the amounts on
lines 2 and 10 above, and enter the
smaller of the two amounts on this line
and also on Form 1040, iine 21b

Note: If part of your benefits are taxable for 1985

AND they include benefits paid in 1985 that were

Form 1040 Instructions

Adjustments
toincome

Line 24

Moving Expense

Employees and self-employed persons
(including partners) can deduct certain
moving expenses. The move had to be in
connection with your job or business.

You can take this deduction only if your
change in job location has added at least 35
miles to the distance from your old
residence to your work place. If you had no
former principal work place, your new
principal work place must be at least 35
miles from your former residence,

H you meet these requirements; you
should see Form 3903 for details. Use
Form 3903 to figure the amount of moving
expenses to show on line 24. If you began
work at a new work place outside the

. United States or its possessions, see Form

3903F.

If your employer paid for any part of your
move, you must report that amount as
income on Form 1040, line 7. Your
employer should give you a Form 4782 and
include the amount paid in the wages, tips,
and other compensation box (Box 10) on
your Form W-2.

Line 25

Employee Business Expenses

You can deduct certain business expenses
that were not paid by your employer. Travel,
transportation (but net commuting to and
from work), and meals and lodging can be

~deducted on tine 25 even if you do not

itemize deductions on Schedule A. You
must use Form 2106 to claim the
deduction. All other business expenses,
such as union or professional dues, tools,
and uniforms, that were not paid by your
emplayer can be deducted only as an
itemized deduction on Schedule A, Qutside
salespersons mustuse Form 2106 to cfaim
their business expenses an line 25. For
details, see Tele-Tax Information in the
index (topic no. 214) or get Publication
463, Travel, Entertainment, and Gift
Expenses.

Line 26

Individual Retirement
Arrangement (IRA) Deduction

You can deduct on line 26 contributions
made to your IRA (including those made
under a Simplified Empioyee Pension
(SEP) plan or to a pian that accepts
deductibie employee contributions
(DECs)). Schedule C or F filers with a SEP
and partners with a SEP take the
deduction on li