m Department of the Treasury
Internal Revenue Service
Instructions for preparing

1985 1040EZ and 1040A

From the Commissioner

There are two tax forms in this tax package—Form 1040EZ, for certain single
taxpayers with no dependents, and Form 1040A. Even if you qualify to use Form
1040EZ or Form 10404, it might benefit you to use Form 1040 instead. For
example, if you own a home, you may want to itemize your deductions; to do so, you
must file Form 1040. See pages 4 through 6 to determine which form to use and
whether itemizing deductions will help you.

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 has been
adjusted so that inflation will 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. I 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 people 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 doliar. See the instructions on page 13.

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 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 system.
We regret the difficulties and inconvenience that resulted. The changes were
necessary to enable us to keep pace with increased demands on our employees and
equipment. We believe that last year’s problems have been resolved, and we are
continuing to make every effort to improve the level of service to the public.

%m:'.@h,/\

Roscoe L. Egger, Jr.
Commissioner of Internal Revenue
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Important 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:

the parent who had custody of that child waives the right to claim the exemption hy
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

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 12.

Deduction for charitable contributions

Generally, for 1985, if you do not itemize deductions, you may deduct one-half of your
qualified charitable contributions. If you gave over $3,000 to any one organization, or if
you made any noncash contributions, you CANNOT use Form 1040EZ. See the
instructions on page 20 for more details and for other new rules that apply to noncash
contributions.

Earned income credit

For 1985, the income limit for the credit has been increased to $11,000. See the
instructions on page 26.

Important
reminders

Soctal security benefits may be taxable

If you received social security benefits in 1985, part of these benefits may be taxable. Be
sure to read the IRS Notice 703 that vou should get from the Social Security
Administration with Form SSA-1099 by January 31, 1986. If part of your benefits are
taxable, you MUST use Form 1040. See page 13 for more information.

Do you want more or less income tax withheld in 19867

If the refund you recelve is large, you may want to decrease your withholding for 1986. If
you are a working married couple, 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
when you file your return. See Income tax withholding for 1986 on page 30.

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 contributions, vou may deduct this contribution on your 1986 tax return.
But please be sure to keep your contribution to reduce the public debt separate from any
amount you owe on your tax return. Make your check for taxes payable to “Internal
Revenue Service.”

Mailing vour return

If you received an envelope with your instruction booklet, please use it. Otherwise, see
Where to file on page 30. You may be filing your return with a different Service Center
this year because the Internal Revenue Service has changed the filing locations for
several areas,

Telephone service for tax refund information

If it has been at least 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
on page 38.
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How to use this
instruction booklet

The instructions are divided into three sections. Section 1 contains
information about who must file a return and how to choose the correct form to
use: Form 1040EZ, Form 1040A, or Form 1040, Seetion 2 contamns step-by-
step instructions for Form 104CA. Section 3 contains general information.

Section 1—
Filing information
First, be sure you

need to file a tax
return

Your marital status, filing status, age, and gross income determine whether
you have to file a tax return. Gross income usually means money, goods, and
property vou reéceived that you must pay tax on. It does not include nontaxable
benefits.

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

You must file a tax return if—

Your marital status at the and yvour filing and at the end of and your gross income
end of 1985 was: status is: 1985 vou were: was at least:
Single (including divorced Single or Head under 65 $3,430
and legally separated) of household G5 or over $4,470
Married with a dependent
child {or a child who is
claimed by his or her other
parent under the rules for Head of household under 65 $3,430
separated parents) and 65 or over 84,470
living apart from vour
spouse during the last 6
months of 1985
: - Married, joint under 65 (hoth spouses) $5,620
%?ﬁfﬁifﬁ;&nﬁ. return 65 or over (one spouse) $6,660
end of 198:“')1 (orhon the 65 or over (hoth spouses) $7,700
date your spouse died) Married, separate return any age $1,040
Married, not living with Married, joint or any age $1,040
spouse at end of 1985 separate return
Single or Head under B5 $3,430
Widowed in 1984 of household 65 or over $4,470
or 1983 and not
remarried in 1985 Qualifying widow(er) under 65 54,580
with dependent child 65 or over 35,620
Widowed heiore 1983 and Single or Head under 65 $3,430
not remarried in 1985 of household 65 or over $4,470

Other filing
requirements—

either

Tax Tip: Even if you
do not have to file a
return, you should file
ane to get a refund of
any Federal income
tax withheld. You
should also file to get a
refund of earned
tncome credit if you
are eligible to take the
credit.

or

or

or

or

or

You must file a tax return if you recejved any advance earned income credit
(EIC) payments from your employer. You must also file a tax return using
Form 1040 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 more 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.

you owe uncollected social security tax or RRTA tax on tips you reported to
your employer.

you earned $400 or more from self-employment after you deduct your business
expenses,

you earned wages of $100 or more from a church or a church-controlled
organization that is exempt from employer social security taxes.

you were allowed to exclude income from sources within U.S. possessions and
had gross income of $1,040 or more.

These rules apply to all .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.
Beginning in 1985, there are new rules to determine if you are a resident or
nonresident alien. See Publication 519, U.S. Tax Guide for Aliens, for details,




Page 4

Second, be sure you
use the tax form that
Is right for you

There are three tax forms for individuals short Form 1040EZ for certain single taxpayers,
Form 10404, and Form 1040. All taxpayers may use Form 1040 if they want to, but you will
probably save time if you are able to use one of the shorter forms instead. The foliowing chart
{pages 4 and 5) shows the kinds of filing statuses, exemptions, income, deductions, taxes, and
credits that can be shown on each of these three forms. Use it to help determine which form

to use.

Filing status

Number of
exemptions

Taxable income

Only income from

Form 1040EZ

Single only

Only one personal
exemption for

Only taxable income
{line 7) of less than

» Wages, salaries, tips
* Interest of $400 or
less

yourself $50,000
Form 1040A + Single All exemptions that  Only taxable income « Wages, salaries, tips
e Married filing joint  you are entitled to (line 19) of less than  « Interest
» Married filing claim $50,000 s Dividends
separate » Unemployment
» Head of household compensation
Form 1040 » Single All exemptions that  Any amount of * Wages, salaries, tips
* Married filing joint  you are entitled to taxable income (line  « Interest
» Married filing claim 37} » Dividends
separate » Taxable social
* Head of household security and tier 1
« Qualifying railroad retirement

widowi(er) with
dependent child

henefits (see page 13)

* Unemployment
compensation

+ Self-employment

* Rents and royalties
(Schedule E)

* Pensions and
annultles

» Taxable state and
local income tax
refunds

» Capital gains
(Schedule D}

» Gain from the sale of
your home (Form
2119)

» Alimony received

» All other sources

Form 1040EZ for
single filers

Form 1040E% can be used only by single filers who—

s claim only one personal exemption, and
» ¢claim no dependents, and
* have income only from wages, salaries, and tips, and have interest income of $400 or less,

and

« have taxable income of less than $50,000, and:
« have no dividend income, and
« have no unempioyment compensation.

If you use Form 1040E7Z, the step-by-step instructions on the back of the form are the only
ones you will need for completing most of the items. However, you will have to use the

1040A tax table on pages 31-36 to complete line 9 of Form 1040EZ.
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Adjustments to income

Itemized deductions Other taxes Tax credits

No adjustments to
income

No itemized deductions No other taxes No tax credits

{However, you may deduct
one-half of certain cash
amounts you gave to
charitable organizations)

Only adjustments to income

for:

» The deduction for a
married couple when both
work (Schedule 1, Part [)

» The deduction for certain
contributions toan IRA

No itemized deductions Only advance earned Only tax credits for:

{However, you may deduct ~ 11€OMe credit (EIC) » Partial political
onc-half of the amount payments contributions credit

you gave to charitable + Credit for child and
organizations) dependent care expenses

(Schedule 1, Part II)
+ FEarned income credit

All adjustments to income:
= Alimony paid

» Penalty for early
withdrawal of savings

» Deduction for
contributions to an IRA or
Keogh plan

» Moving expenses
(Form 3903 or Form
3903F)

» Emplovee business
expenses (Form 2106)

+ Deduction for a married
couple when hoth work
{Schedule W)

« Other adjustments

All itemized deductions All other taxes: All tax credits:
{Use Schedule A): o Advance earnedincome  « Partial political
+ State and local income credit {EIC} payments contributions credit
laxes + Self-employment tax + Earned income credit
» Real estate taxes (Schedule SE) = Credit for child and
+ Sales taxes s+ TaxonanIRA dependent care expenses
+ Interest paid (Form 5329) (Form 2441)
¢ Charitable contributions * Alternative minimum tax + Investment credit
» Medical and dental (Form 6251) (Form 3468)
exXpenses + Social security tax ontips * Jobscredit (Form 5884}
« Casualty and theft losses not reported to your « Foreign tax credit{Form
+ Miscellaneous deductions ~ employer (Form 4137) 1116)

Credit for the elderly and
the permanently and totally

« Uncollected social security «
tax on tips shown on your

Form W-2 disabled (Schedule R)
» All other income taxes « Residential energy credit
{(Form 5695)

+ Qualified diesel-powered
highway vehicles credit
(Form 4136)

+ Mortgage interest credit
{Form 8396)

+ All other credits

Can you itemize
deductions?

Many people choose to file Form 1040 so they can itemize deductions. ltemizing often
benefits you when you have large deductions for items such as real estate taxes, state and
local income taxes, mortgage interest, or medical expenses.

It would generally benefit you to itemize deductions if—

And your itemized deductions are:
» More than $2,390
= More than $3,540

Your filing status is:
Single or Head of household
Married filing joint or
Qualifying widow(er) with
dependent child

Married filing separate » More than 81,770

Even if it does not benefit you to itemize deductions, you are still allowed to claim
adjustments to income for such items as moving expenses or alimony paid. However, you
must use Form 1040,
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Taxpayers who must
use Form 1040

Tax Tip: If vour
taxable income in
1985 is substantially
larger than your
average taxable
income for the past
three years, it may
benefit you to “income
average.” But you
must use Form 1040
Lo do so. Get
Schedule G, Income
Averaging, for details.

Use the chart on pages 4 and 5 as a guide to see which form you can use, However, even if
you can otherwise use Form 1040EZ or 10404, you MUST use Form 1040 instead if any of
the following special situations applies to you.

You MUST use Form 1040 if:

You received any of the following types of income:

Taxable social security or tier 1 railroad retirement benefits (see Social security benefits
on page 13 to determine whether any of your henefits are taxable).

Unearned income of $1,040 or more (for example, taxable interest or dividends) and you
can be claimed as a dependent on your parents’ return.

Tips not reported to your employer on which you owe social security tax. See page 15.
Interest or dividend income received as a nominee (that is, in your name) for someone else,
Interest on securities transferred between interest payment dates. {You must aiso use Form
1040 if you paid, rather than received, the interest.)

Capital gain distributions or nontaxabie distributions.

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

Your marital and filing status situation is any one of the following:

You are married filing a separate return and your spouse itemizes. {Note: You may be able
to file Form 10404 if you are considered unmuarried under the rules expluined on page 9 for
Married persons who live apart.)

You file as a qualifying widow{er) with dependent child. {See the special rule on page 8
under Box 2, Married filing a joint return.)

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

At the end of 1985 you were married to a nonresident alien or dual-status alien who had
U.8. source income and who has not elected to be treated as a resident alien. (Note: You
may use Form 10404 if you are considered unmarried under the rules explained on page 9 for
Married persons who live apart.)

You can exclude or deduct any of the following sources of income:

Qualified reinvested dividends from a qualified public utility. (Nete: You must also file
Schedule B to take the exclusion.)

Foreign earned income you received as a 1.S. citizen or resident alien. (Note: You must
also file Form 25585.)

Certain income received from sources in a .S, possession. (Note: You must also file Form
4563,)

. Youmade estimated tax payments in 1985 (or want to apply any part of yvour refund to your

1986 estimated tax). (Note: If you did not pay enough tax, you may have to pay a penalty.
See page 27.)

. Youare a .5 government employee or railroad employee representative and you can take

a credit for excess hospital insurance henefits tax you paid in 1985, See page 25. (Note:
You must also file Form 4469.)

You were a grantor of, or transferor to, a foreign trust that existed in 1985, OR vou had an
interest in, or authority over, a foreign bank account, securities account, or other foreign
financial account. ({Note: You must also file Schedule B.)

You were an employee of a church or a church-controlled organization that is exempt from
employer social security taxes and you received wages of $100 or more. (Note: You must
also file Schedule SE.)

Third, prepare and
mail your tax return

Tax Tip: Be sure to
keep a copy of your tax
return for your files.

After you have determined which form vou can use, file only one of these forms as your tax
return.

Instructions for Form 1040EZ are on the back of the form. Instructions for completing
Form 1040A begin on the next page.

Mail your return in the envelope we sent vou. If you don’t have one or you moved after
receiving your tax package, mail the return to the Service Center for your state. See the list
on page 30.

File as soon as you can after January 1, 1986, but not later than April 15, 1986, If you
need more time to file, you can get an automatic four-month extension by filing Form
48638 by the due date of your return. If you file late, you may have to pay penalties and
interest. See page 28 for details.
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Section 2—
Step-by-step
instructions for

Use these instructions when vou prepare Form 1040A. They correspond to the steps and
the entry lines on the form. They also refer you to IRS publications that you might find
helpful.

Form 1040A and these instructions are separated into nine main steps. At the beginning of

Form 1040A each step of the instructions is a filled-in example of the appropriate section of Form
1040A. You might find it helpful to refer to the examples as you complete your return.
The examples show a Form 1040A filled in for Jon and Lisa Brown. The Browns are filinga
joint return for 1885 and have one son, whom they claim as a dependent. Both Jon and Lisa
worked. They also had interest and dividend income. Jon, who was unemploved for part of
1983, received unemployment compensation. They contributed to two charities. They also
paid a babysitter tc care for their son while they worked.

Llepartenent «f the Treas.ary — Enternal Hevenue Secvice

Step 1 US Individual Income Tax Return 1985 o

Name, address,

and social Use the IRS mailing label. If vou don’t have one, print or type:

security number

Mane ¥our sacial secority no.

JB  516-04-1492
JON I & LISA BROWN 0
885 SCOTT ST f
ANYTOWN, MD 01234 :
_J

575-10-1778 s08 3

Hpouse’s social aecurity no,

Tax Tip: If you
changed your name
because of marriage,
divoree, etc., be sure
the Social Security
Administration (854)
has the sume nome in
its records that you
hauve on your tax
return. This prevents
delays in processing
your refurn.

Please use the mailing label we sent you, but don’t attach it until you have completed your
return. Mark through and correct any errors on it, Use of the label saves processing time,

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

If vou don’t have a label, print or type the information in the spaces provided. On a joint
return, if you and your spouse use different last names, separate the names with

“and” —for example, “Jon Brown and Lisa Smith.” Also write your own social security
number and, if you are married, your spouse’s number, On a joint refurn, be sure the
numbers are in the same order as your first names. If you don’t have a social security
number, get Form 88-5 from vour local S5A office and file it with them. If you don’t
receive a number by the time your return is due, write “applied for” in the space for your
social security number.,

If 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 space for your spouse’s social security
number. If vou and your spouse {ile a joint return, your spouse must get a social security
number.

Presidential Election
Campaign Fund

Presidential Election Campaign Fund _
Do youwant $1 to go to this fund?, T, 4 Yes 1 No
If joint return, does your spouse want Sl togo to thlS fund . X] Yes _

Congress established this fund to support public financing of Presidential election
campaigns. You may have $1 go to the fund by checking the YES box. On a joint return,
each of you may choose whether to have $1 go to the fund.

Checking YES does not change the tax or refund shown on your return. Thisis NOT a
political contribution, se you cannot claim this amount as a partial credit for political
contrihuiicns on line 21b.

Step 2
Check your
filing
status—
Boxes 1
through 4

1 [ Single (See if you can use Form 1040E7.}

2 X Married filing joint return (even if only one had income}

2 [ Married filing separate return. Enter spouse’s social security number ahove
and spouse’s full name here.

4 [ Head of household (with qualifying person). If the qualifying person is your unmarried child
but not your dependent, write this child’s name here.

Check only the filing status box that applies io you. In general, your filing status depends
on whether you are considered single or married.

There is a different tax rate for each filing status. The lowest rate is married filing a
foint return followed by head of household. The next higher tax rate is single. The
highest tax rate is married filing a separate return. If more than one filing status
applies to you, choose the filing status that will give you the lowest tax.
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Box 1 Check Box 1 if any one of the following applies as of December 31, 1985:
Single either you were never married,

.. or you were legally separated, according to your state law, under a decree of divorce or of
r‘f‘x Tip: If you were separate maintenance,
widowed in 1983 or or you were widowed before January 1, 1985, and did not remarry in 1985.
1984 and have a
dependent child, see You may be able tc file as head of household if you were married, living apart from your
the special rule below spouse, and you meet the tests explained on page 9 under Married persons who live
for widowed taxpayers. apart.
Box 2 A husband and wife may file a joint return even if only one had income or they do not live
Married filing a together all year. However, both must agree to file jointly, and both must sign the return.

joint return

Tax Tip: If both you
and your spouse
received wages in 1985,
you may be able to take

elther

ar

Note:

On a joint return, each is responsible for the return. This means, for example, that if one
spouse does not pay the tax due on the joint return, the other spouse may have to. You may
file a joint return if any one of the following applies:

you were married as of December 31, 1985, even if you did not live together at the end of
1985,

your spouse died in 1985 and you did not remarry in 1985.

If yvou file a juint return for 1985, you may not, after the due date for filing that return, amend
that return to file as married filing a separate return.

Special rule for widowed taxpayers who have a dependent child. If your spouse died in
1983 or 1984 and you did not remarry in 1985, vou may be able to file as a qualifying
widow(er) with dependent child and use joint return tax rates to lower your tax. But

a special deduction. you will have to use Form 1040 instead of Form 1040A. You can use this filing status if all
See page 20 for more four of the following apply:
delails. 1. You have a child (including stepchild or foster child) whom you claim as a dependent.
2. This child lived in yeur home for all of 1985 {(except for temporary absences).
3. Youpaid over half the cost of keeping up your home for this child.
4. You could have filed & joint return with your spouse the year he or she died, even if
you didn’t actually do so.
If you can't {ile as qualifying widow(er) with dependent child, refer to page 9 to see if you
can file as head of household. Otherwise, you must {ile as single.
Special rule for nonresident aliens and dual-status aliens. You may be able to file a joint
return with yvour spouse if, at the end of 1985, you were a nonresident alien or a dual-status
alien and were married to a citizen or resident alien of the United States. You and your
spouse must also agree to be taxed on your combined worldwide income. For more details,
see How To Use Tele-Tax on page 39 or get Publication 519, U.S, Tax Guide for
Aliens.
Box 3 Some married couples file separate tax returns because each wants to be responsible only
Married filing a for his or her own tax.
separate return However, in almost all instances, if you file a separate return, you will pay more Federal
income tax. This is because the tax rate is higher for married persons filing separately. And
Tax Tip: If vou were in general, you cannot get certain important tax benefits. For example, if you file a separate
married in 1985, had a return:
child living with you, » You cannot take the deduction for a married couple when both work.,
and you lived apart « You cannot take the credit for child and dependent care expenses in most instances,
from your spouse « You cannot take the earned income credit.
during the last 6 v 1l have to include in i P i e il
ths of the year + You will have to include in income more of any unemployment compensation or socia
MOnRL N ’ security benefits you received in 1985 if you lived with your spouse at any time in 1985 than
sec the .spe;{;gl ru{cgn you would if you filed a joint return with your spouse.
f 3 . - . + . - g -
page 9 for arrie « You must itemize your deductions if your spouse itemizes, even if it is not to your tax
persons who live benefit to do so.
apart. Special rules for filing a separate return
1. Generally, you report only your own income, exemptions, deductions, and credits. Differcnt
rules apply to taxpayers in community property states. (See fist on page 15.) For more
information, get Publication 555, Community Property and the Federal Income Tax.,
2. If your spouse itemizes deductions, you must itemize and use Form 1040.
3. Each of you must enter the other’s name and social security number in the spaces provided

on the form, If your spouse does not file, check the boxes on line &b that apply if you can
claim the exemption{s) for your spouse.
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Box 4
Head of household

Tax Tip: For 1985,
the ruies for head of
household have
changed. Generally,
your qualifying
relative need only
have lived with you
for mare than 6
months instead of
the whole year.

Note:

either

or

Note:

*

= GO bo

either

or

Note:

This filing status is for unmarried individuals who provide a home for certain other
persons,

If you were married in 1985, had a child living with you, and you lived apari from your spouse
during the last 6 months of the year, see the special rule for Married persons whe live
apart, below.

You may file as head of household if:
You were unmarried as of December 31, 1985, and

You provided over half the cost of keeping up a home that was the principal home of your
parent whom you can claim as a dependent. Your parent did not have to live with you in
your home.

You provided over half the cost of keeping up a home in which you lived and in which one
of the following also lived for more than 6 months (except for temporary absences, such as
for school):

. Your unmarried child or grandchild. This child does not have to he your dependent.

However, your foster child must qualify as your dependent.

. Your married ¢hild or grandchild whom you can claim as a dependent. However, if your

marrted child’s other parent claims him or her as a dependent under the rules for Children
of divorced or separated parents explained on page 12, your married child dees not
have to be your dependent.

. Any other relative whom vou can claim as a dependent. For the definition of “relative,”

see page 11,

You must write the child's name in the space provided on line 4 if the child is not your
dependent. To determine whether someone is your “dependent,” see the instructions for lines
5c through 5e Lthal begin on page 11,

Your “child” means your son, daughter, stepchild, or adopted child.
Your “grandchild” means a descendant of your son, daughter, or adopted child.

Special rules

You do not qualify as head of household if your relative described in 2 or 3 above, or your
foster child is your dependent under the rules for Dependent supported by two or more
taxpayers (explained on page 12).

If you received payments under the program for Aid to Families with Dependent Children
{AFDC}, and you used them to pay part of the cost of keeping up your home, you cannot
count the payments as an amount you paid for keeping up your home. You must count
these payments as support from someone else.

Married persons who live apart. Even if you were not divorced or legally separated in
1985, you may be considered unmarried and use the head of household tax rate that is lower
than that for married persons filing separate returns. This means that you may be able to
claim the credit for child and dependent care expenses and the earned income credit. It also
means that if your spouse itemized deductions, you do not have to. If you and your spouse
each meet the tests, each of you can be treated as unmarried and use the head of household
filing status.

Beginning in 1985, you are considered unmarried if all five of the following apply:

. You file a separate return from your spouse, and

. You lived apart from your spouse during the last 6 months of 1985, and

. You provided over half the cost of keeping up your home for 1985, and

. Your home was the principal home of your child or stepchild for more than 6 months of

1985, and

. You claim this child or stepchild as your dependent.

However, you do not have to claim this child as your dependent if:
you have signed Form 8332, Release of Claim to Exemption for Child of Divorced or

Separated Parents, or a similar statement, agreeing not to claim the child’s exemption for
1985,

your spouse gave at least $600 toward the child’s support in 1985, and your separate
maintenance decree or written agreement was in effect before 1985, and it states that your
spouse can claim the child as a dependent. This rule does not apply if your decree or
agreement was changed after 1984 to specify that your spouse cannot claim the child’s
exemption.

For more information, see Children of divorced or separated parents on page 12.
You must write the child’s name in the space provided on line 4 if the child is not your

dependent.
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g;ignsg your Always check the exemption box labeled Yourself, Check ather boxes if they apply.
Sa X Yourself (1 65 or over [] Blind Wrile number
exe|'|'|pt|0|'|5— l:l D Bl‘ d of baxes 2
Lines 5a through 5f b A Spouse 65 or over _ ind ‘ checkedonfaandb &
¢ First names of your dependent children who lived with you ean et |
children listed om S¢ _—
d First names of your dependent children who did not kive with
you {see page 11}. (If pre-1985 agreement, check here [] .} 3
i iensd
Tax Tip: For 1985, e Otherdependents: niwen, e Qs
the exempti@n amount 1. Mame 2. Helationsbip in yimar hame. F1.U4itor muce? dependen s support?
has increased to I
£1,040. uther depeatents
Listed vt 5o -
Add nummners
f Total number of exemptions claimed. {Also complete line 18.) e e
An exemption is a tax benefit. For each exemption vou take—either for yourself, your
spouse, or someone you claim as a dependent—you reduce by $1,040 the amount of income
on which you must pay tax.
Line Sa. Please be sure to check the exemption box(es) that apply to you.
Exemptions for If vou were: You can take:
yourself ] )
» Under 65 and not blind * One exemption for vourself
* 65 or over and not blind » Two exemptions for yourself
» Under 65 and blind « Two exemptions for yourself
* 65 or over and blind * Three exemptions for yourself
Age and blindness are determined as of December 31. However, if your 65th birthday was
ondJanuary 1, 1986, you can take the extra age exemption for 1985.
Blindness. If you were completely blind, attach a statement to your return describing this
condition.
If you were partially blind, you can take the blindness exemption if:
either vyou can’t see better than 20/200 in your better eye with eyeglasses or contact lenses,
or your field of vision is 20 degrees or less.
If you were partially blind, attach a certified statement from your eye doctor describing this
condition. If your eye condition is not likely to improve, you need to attach a statement
only once. In later years, just mention that you have already filed a statement.
Line 5b. The same rules apply for your spouse’s exemptions as for yours. If you are filing a joint

Exemptions for
your spouse

bo =

Note:

return, you can always take the exemptions that apply for your spouse.

If vour spouse was: You can take:

Under 65 and not hlind » One exemption for your spouse

65 or over and not blind + Two exemptions for your spouse
Under 865 and blind » Two exemptions for your spouse
65 or over and blind » Three exemptions for your spouse

If you are filing a separate return, you can take exemptions for your spouse
only if he or she—

is not filing a return, and
had no taxable income, and
was not the dependent of another person.

If at the end of 1985 you were divorced or legally separated, you cannot take an
exemption for your former spouse.

You are considered as married for the whole year if, as of the end of 1985, you were separated
under an interlpcutory (not a fingl) decree of divorce.

Death of your spouse. If your husband or wife died in 1985, and vou did not remarry by the
end of 1985, check the hoxes for the exemptions you could have taken for your spouse on
the date of death. For other filing instructions, see Death of taxpayer on page 29,
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Lines 5¢, 5d, and Se.

Exemptions for

dependent children

and other
dependents

Five tests to
determine
whether you can
claim someone as
a dependent

Tax Tip: Your child
con take a $1,040
personal exemption
on his or her own tax
return if he or she
files one. This is true
even If you can also
claim this child as a
dependent on your
own return.

Test 1—
either
or

Test 2—
Note:

Test 3—
either

or

or

Test4—

You can claim an exemption for each of your dependents. Each person you claim as a
dependent must have been alive during some part of 1985. This includes a baby born in
1985 or a person who died in 1985.

On line 5¢c write the name of each dependent child who lived with yvou (except for
temporary absences, such as for school or vacation).

On line 5d write the name of each dependent child who did not live with you most of the
year. If you are claiming the child under the rules for Children of divorced or separated
parents explained on page 12, you must either check the pre-1985 agreement box on line
5d, or attach Form 8332, Release of Claim to Exemption for Child of Divoreed or
Separated Parents,

On line 5e write the name and other information for other dependents.

There are five tests to determine whether someone is your dependent: relationship, married
dependent, citizen or resident, income, and support test.

Each dependent must meet all five of the following tests:

Relationship. Your dependent must he:

your relative,

someone who lived in your home as a member of your household all yvear; the
relationship must not vielate local law.

The tollowing are considered your relatives:

Your child. Your child includes your son, daughter, stepchild, adopted child; a child who

lived in your home as a family member, if placed with you by an authorized placement

agency for legal adoption; and a foster child (any ¢hild who lived in your home as a family

member for the whole year).

Your grandchild.

Your son-in-law, daughter-in-law.

Your parent, grandparent, stepparent, parent-in-law.

Your brother, sister, stephrother, stepsister, brother-in-law, sister-in-law.

If related by blood, your aunt, uncle, nephew, niece.

é&ny ﬁelationships that have been established by marriage are not ended by divorce or
eath.

Married dependent. Your married dependent cannot 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
four tests are met.

Citizen or resident. The dependent must be;

a U8, citizen or resident alien,

a resident of Canada or Mexico,

your adopted child who is not a U.8. citizen, but who lived with you all year in a foreign
country.

Income. Generally, the dependent’s gross income must be less than $1,040. Gross income
does not include nontaxable income, such as welfare benefits or nontaxable social security
benefits.

If, in 1985, your dependent was permanently and totally disabled and had gross income
from services performed at a sheltered workshop school, do not include this gross

income for purposes of the income test if:

the medical care available at the workshop was the main reason your dependent was at
the workshop, and

the income earned by your dependent at the workshop was from activities that were
incident to the medical care,

See Publication 501, Exemptions, for the definition of a sheltered workshop school.
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Exemptions for
dependent children

and other dependents githey

(continued)

or

Test 5—

Tax Tip: If you care
for a foster child, see
How To Use Tele-
Tax on page 39 or
Publication 501,
Exemptions, for
special rules that
apply.

Tax Tip: To figure
the amount of support
provided, a parent
who has remarried
may count the
support furnished by
the new spouse.

—

Special rules for your dependent child. Your dependent who is your child does not
have to meet this income test if:

your child was under 19 at the end of 1985,
your child qualifies as a student dependent.

Your child is a “student dependent” if he or she:
was enrolled as a full-time student at a school during any 5 months during 1985, or

took a full-time, on-farm training course during any 5 months of 1985. {The course
had to be given by a school or a staie, county, or local government agency.)

To be a fuil-time student, the child must be enrolled in school for the number of hours
or classes that the school considers te be full time.

School includes elementary, junior and senior high schools; colleges, universities; and
technical, trade, and mechanical schools. It does not include on-the-job training
courses or correspondence schools.

Support. The general rule is that you had to provide over half the dependent’s support
in 1985. If you file a joint return, support can come from either spouse. For exceptions
to the support. test, see Children of divorced or separated parents and Dependent
supported by two or more taxpayers below.

Suppert includes food, a place to live, clothing, medical and dental care, and education.
Support also includes such items as a car and furniture, but only if they are given to the
dependent, or if the dependent buys them, solely for his or her own use or benefit. In
figuring support, use the actual cost of these items. However, you should figure the cost
of a place to live at its fair rental value.

In figuring support, you must include money used by the dependent for his or her own
support, even if this money was not taxable. Examples are social security and welfare
benefits, gifts, and savings.

Support does not include such items as income and social security taxes, life insurance
premiums, or funeral expenses for your deceased dependent. If your dependent is a
student, do not include his or her scholarships.

Children of divorced or separated parents. Beginning in 1985, many of the rules
for claiming a dependency exemption for a child of divorced or separated parents have
changed. In general, the parent who has custody of the child or children for the greater
part of the vear is treated as having provided over half of the child’s support if:

. The child receives over half of his or her support from both of the parents, and
. The child was in the custody of one or both of his or her parents for more than half of the

year.
But there are two exceptions to this general rule, as explained below,

Parent who does not have custody. If vou do not have custody (or you have custody
for the shorter time), you can still claim the exemption for your child or children if:

either the parent having custody signs Form 8332, Release of Claim to Exemption for Child of

Divorced or Separated Parents, or similar statement, agreeing not to claim the child's
exemption. You must attach Form 8332, or similar statement, to your return.

or you gave at least $6800 toward each child’s support in 1985, and your divorce decree or

Lok QO D

written separation agreement was in effect before 1985, and it states that you can claim the
child’s exemption. You must check the pre-1985 agreement box on line 5d. (Note: This
rule does not apply if your decree or agreement was changed after 1984 to specify that you
cannot claim the child’s exemption.)

Dependent supported by two or more taxpayers. Even if you did not provide more
than half of another person’s support, vou might still be able to claim the person as a
dependent if ALL of the following apply:

. You and one or more other eligible person(s) together provided over half of another

person’s support, and

. You provided more than 10% of that person’s support, and

. No one alone provided over half of that person’s support, and

. Tests 1 through 4 on page 11 are met, and

. You attach Form 2120, Multiple Support Declaration, to your return. Each eligible

person who paid over 10% of support must complete Form 2120 so you can attach these
forms to your return. The form states that you alone will claim the person as a
dependent for 1985.

An “eligible” person is someone who could have claimed another person as a dependent
except that he or she did not provide more than half of that person’s support.
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Step4

Figuring your
total income

Note:

6 Thotal wages, salaries, tips, ete. This should be shown in Box 10

of your W-2 form(s). (Attach Form(s) W-2.) 6 40 g0 00
7 Interest income, {If the total is over $400, also attach Schedule 1,
Part II1.) 7 250 .00

8a Dividends. (If the total is over $400, also attach Schedule 1, Part IV}
Total. 8a A40.00 8b Exclusion (see page 16). 8b A00 .00

¢ Subtract line 8b from line 8a. Write the result on line 8c. 3c do . 00
9a Unemployment compensation {insurance), from
Form{s) 1099-G. Total received."Repaymant ” 350.000a 3,000 .00
Iy Taxable amount, if any, from the worksheet on page 17 of the instructions. ah -0

10 Addlines 8, 7, 8¢, and 9b. Write the total. This is your total income. > 10 4, 370 .00

Rounding off to whole dollars

You may find calculations easier if you round off cents to the nearest whole dollar. But if
vou do round off, do so for all amounts. You can drop amounts that are less than 50
cents. For example, $129.39 becomes $129, Increase amounts that are 50 cents or more
to the next whole dollar. For exampie, $235.67 becomes $236.

Refunds of state or local income taxes

If vou received a refund, credit, or offset of state or local income taxes in 1985, the state
or other taxing authority may send you a Form 1099-G, Statement for Recipients of
Certain Government Payments, showing the amount of this refund, credit, or offset.

You do not have to include this amount in your income for 1985 if you filed—
Form 1040EZ for 1984, or

Form 1040A for 1984, or

Form 1040 for 1984 and you did not itemize deductions on Schedule A of Form 1040.

If you itemized deductions on Form 1040 for 1984, you may have to report part or all of the
amount shown on Form 1099-G as income on Form 1040 for 1985. See How To Use
Tele-Tax (topic no. 134) on page 39 or Publication 525, Taxable and Nontaxable
Income, for detatls,

Social security benefits
{and tier 1 railroad retirement benefits)

If you received social security benefits in 1985, you may have to include some of your
benefits in income. If any of the social security benefits you received for 1985 are taxable,
you MUST use Form 1040 instead of Form 1040EZ or Form 1040A. Social security benefits
for this purpose include any monthly benefii under title II of the Social Security Act ora
tier | railroad retirement henefit.

By January 31, 1986, you should receive Form SSA-1099 or Form RRB-1099

showing the total benefits paid to vou for 1985 and the total amount of any

henefits repaid in 1985.

Use the worksheet on page 14 to see if any of your benefits may be taxable for

1985. Keep the worksheet for your records; DO NOT file it with your return,

For more information, see Publication 915, Tax Information on Social
Security Benefits (and Tier 1 Railroad Retirement Benefits).




Page 14

Figuring your Worksheet to determine if any of your social security and/or tier 1 railroad
total income retirement benefits are taxable (keep for your records)
{continued)

Check only one box:

[]a. Single—write $25,000 on line M below.

[ ] b. Married, filing a joint return—write $32,000 on line M below.

[l . Married, not filing a joint return and DID NOT live with your spouse at any
time during 1985—write $25,000 on line M below.

[_] d. Married, not filing a joint return and you lived with your spouse at any time
during 1985—write -0- on line M below.

Note: If vou checked Box b above, include your spouse’s amounts on the appropriate
lines below.

A. Write the amount from Box 5 of all your
Forms SSA-1099 or Forms RRB-1099. (If a
negative amount is shown in Box 5 on any of
your forms, subtract that amount from the
total of all other amounts in Box 3.) A,

Note: If the amount on line A above is zero or less, stop here; none of your
benefits are tuxable this year.

B. Divide the amount on line A above by 2.
Write the result. B.

C. Write your total wages, salaries, tips, etc.,
from Form(s) W-2.

D. Write your total interest income. D.
E. Write your total dividend income. E.
F. Write the amount, if any, of your dividend

exclusion. F.

G. Subtract line F from line E. Write the result.

H. Write the taxable amount, if any, of your
unemployment compensation. H.

I. Write the total amount of any interest
income you received in 1985 that is exempt
from Federal income tax, such as interest

from municipal bonds. 1.
J. Addlines B, C, D, G, H, and I above. Write the total. J.
K. Write the amount, if any, of your IRA

deduction. K.

L. Subtractline K from line J. Wriie the result.

M. Write:  $25,000 if you checked Box a or ¢ above,
$32,000 if you checked Box b above.
-0- if you checked Box d ahove. M.

[f the amount on line M is equal to or more than the amount on line L, none of your
benefits are taxakle this year. You may use Form 1040EZ or Form 10404, whichever
applies. DO NOT list your benefits as income.

If the amount on line L is more than the amount on line M, some of your benefits are
taxable this year. You MUST use Form 1040 instead of Form 1040EZ or Form 1040A.

Note: If your figures show that some of your benefits are taxable this year and you received benefits
in 1985 that were for 1984, see Publication 915 for rules on a special election you may want to
make that may reduce the amount of your taxable benefits.
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Figuring your
total income
(continued)

[ o B =

Special rules for taxpayers in community property states

Married couples living in community property states must follow state law to
determine what is community property and what is individual property. Community
property states are Arizona, California, Idaho, Louisiana, Nevada, New Mexico,
Texas, and Washington.

Be sure to get Publication 555, Community Property and the Federal Income Tax. It
explains the rules for couples living in community property states. In general, the
special rules for reporting only your own income apply if:

. You and your spouse lived apart all year, and
. You do not file a joint return, and
. You did not transfer community earned income to your spouse before the end of the

year, and

. Your spouse did not transfer community earned income to you before the end of the

year.

Line 6.
Total wages,
salaries, tips, etc.

Include the total of all income you received from wages, salaries, fringe benefits, and
tips. This should be shown in Box 10 of the W-2 form that each employer is required to
give you. For a joint return, also be sure to include your spouse’s income on line 6.

If you don’t have a W-2 form by January 31, ask your employer for one, If you don’t get
one from your employer by February 15, contact your local IRS office. You must stil]
report your earnings even if you don’t get a W-2 form from your employer. If you lose
your W-2 form or the one that you have is incorrect, ask your employer for a new one.

Tip income. Be sure to report income from tips you actually received, even if the
income is not included in Box 10 of your W-2. If vou do not include in gross income the
full amount of your tip allocation as shown on your W-2 form(s), you must be able to
prove the smaller amount reported with adequate books and records. If you received
tips of $20 or more in any month and vou did not report the full amount to your
employer, vou generally will have to pay the social security tax on the tip income not.
included in Box 10 of your W-2 form. To figure this tax, complete and attach Form
4137 to Form 1040. You may not file Form 10404 or Form 1040EZ. For more
information on allocated tips, see Publication 531, Reporting Income From Tips.

Fringe benefits. If you used an employer-provided highway motor vehicle for both
personal and business purposes and your employer included 100% of the value of the
vehicle in your wages, tips, and other compensation box (Box 10) of your W-2 form, you
MUST use Form 1040 together with Form 2106, Emplovee Business Expenses, to
claim a deduction for the business use of the vehicle. You CANNOT use Form 1040A or
1040EZ. For more information on fringe benefits, get Publication 525, Taxable and
Nontaxable Income.

Line 7.
Interest income

Note:

Tax Tip: If you either
redeemed a time or
savings deposit early,

your interest statement

may show a penalty for

early withdrawal. You

can deduct this

penalty, but you must .
use Form 1040 to Note:
take the deduction.

Report on line 7 your total interest income from banks, savings and loan associations,
credit unions, savings bonds, seller-financed mortgages, ete. Include any interest that
you received or that was credited to your account so you could withdraw it, even if it
wasn't entered in your passhook.

Generally, amounts you received from money market funds are not interest income. Instead,
you should report these amounts as dividends.

Use Form 1040 instead of Form 10404 if:

you received interest as a nominee for someone else,

you received or paid accrued interest on securities transferred hetween interest payment
dates.

Each payer should send you a Form 1099-INT showing interest you must report.
Even if you do not receive a Form 1093-INT, yvou must report all taxable interest. For
more information on interest income, see How To Use Tele-Tax (topic o, 132} on
page 39 or Publication 550, Investment Income and Expenses.

Be sure each payer of interest income has vour correct social security number. Otherwise,
the payer may withhold 20% of the interest income. You may also be subject to penalties.
For more information, see Publication 550.

If the amouni on line 7 is over $400, also complete and attach Schedule 1 (Form 10404),
Part 111, Interest income.
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Interest
income
(continued}

Tax-exempt interest. If you received a Form 1099-IN'T for tax-exempt interest, such as
from municipal bonds, do not include this income on line 7. If vou are completing
Schedule 1 (Form 1040A}, Part 111, include in line 1 the tax-exempt interest as shown on
Form 1093-INT. Several lines above line 2, put a subtotal of all interest income. Below
this subtotal, write “Tax-Exempt Interest” and show the amount of this interest,
Subtract this amount from the subtotal and write the result on line 2 of Part III.

In the example on page 13, the Browns reported $250 in taxable interest earned on their
deposits in a savings account. Since the amount of interest they received was not more
than $400, they did not have to complete the interest section of Schedule 1.

Line 8.
Dividends

Note:

Note:

Use line 8 to report dividend income. There are three parts to this line.
Line 8a, Total. Report vour tolal dividends on line 8a.

Each payer should send you a Form 1099-DIV. It will show you whether your dividend
qualifies for the dividend exclusion. If you are unsure, contact the corporation. Report all
taxable dividends even if you did not receive a Form 1099-DIV.

Be sure each payer of dividends has your correct social security number. Otherwise, the payer
may withhold 20% of the dividend income. You may also be subject to penalties. For more
information, see Publication 550, Investment Income and Expenses.

If the amount on line 8a is over 3400, also complete and attach Schedule 1 (Form
1040A), Part IV, Dividend income.

Use Form 1040 instead of Form 1040A if any of the following applies:
You had capital gain distributions or nontaxable distributions.

You received dividends as a nominee for someone ¢lse.

You exclude qualified reinvested dividends from a gualified public utility.

Earnings from savings and loan associations, building and loan associations, or credit unions
are often called dividends. But they are really interest and shoudd be reported on line 7.

Line 8b, Exclusion. You can exclude (subtract) up to $100 of qualifying dividend income.
{(You can exclude up to $200 on a joint return regardless of which spouse owns the stock.)
On line 8b show the amount of your exclusion.

In the example on page 13, Jon Brown had $190 in dividends on stock he owned separately.
Jon and Lisa also received $50 in dividends on stock they owned jointly. Since they are
filing a joint return, they can claim a $200 dividend exclusion. If they had filed separate
returns, Jon could have claimed a $100 dividend exclusion. However, Lisa could have
claimed only a $25 dividend exclusion. This is because she is treated as having received
one-half of the jointly-owned dividends.

Qualifying dividends. Only dividends from domestie corporations qualify for the
dividend exclusion.

Nongqualifying dividends. Dividends from the following do not gualify for the
exclusion:

Money market funds, unless the corporation has told you how much of the dividend
you can exclude.

Foreign corporalions.

Real estate investment trusts (REITS).

Exempt corporations (such as charitable organizations and farmers’ cooperative
associations}.

Employee stock ownership plans.

For more details on the dividend exclusion, get Publication 550,

Line 8¢. Subtract line 8b from line 8a. Write your answer on line 8c. If it’s less than
zero, write -0-,

Line 9.
Unemployment
compensation

If you received unemployment compensation in 1985, you might have to pay tax on some or
all of it. Your state will send you a Form 1099-G, Statement for Recipients of Certain
(Government Payments, showing the amount you were paid. Write this amount on line 9a.
Then use the worksheet on page 17 to see if any of it is taxable.

Do not include on line 9a any supplemental unemployment benefits you received from a
company-financed supplemental unemployment benefit fund. Instead, report these
benefits as wages on line 6. If you pay back these supplemental unemployment benefits in a
later year because you receive payments under the Trade Act of 1974, you can deduct the
repayment. However, you must use Form 1040 to do so. For more details, get Publication
525, Taxable and Nontaxable Income.
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Line 9,
Unemployment
compensation
(continued)

Here is a sample
worksheet showing how
the Browns figure how
much, if any, of their
unemployment
compensation is taxable.
Jon Brown recetved
unemployment
compensation of $3,000 in
1985. He was overpaid
$300 and repaid this
amount in 1985.

® >

ZOmmEn

b

7=

Unemployment compensation worksheet
Check only one box:
] a. Single—write $12,000 on line H below.

k. Married filing a joint return—write $18,00¢ on line H helow.

SAMPLE

[] e. Married not filing a joint return and lived with your spouse at any time during the year—

write -0- on line H below.

(] d. Married not filing a joint return and DID NOT live with vour spouse at any time during the

yvear—write $12,000 on line H below.

Write total unemployment compensation from Form(s) 1099-G. Also write this

amount on line 9a of Form 10404,

Write amount of any 1985 unemployment compensation payments repaid in 1285, Also

write “repayment” and the amount in the space to the left of line 9a entry space.

Subtract line B from line A. Write the result.
Add lines 6, 7, and 8c of Form 1040A. Write the total.
Add lines C and D. Write the total.
Write the amount, if any, from line 11, IRA deduction.
Subtract line F from line E. Write the result.
Write: [ $12,000 if you checked Box a or d above.

{ $18,000 if you checked Box b above. }

-0- if you checked Box ¢ above.

Subtract line H from line G. If zero or less, write -0- on line 9b of Form 10404 and

do not complete lines J and K.
Divide the amount on line [ by 2. Write the result.

Write the smaller of line C or line J. Also write this amount on line 8b of Form

10404,

o=EDow »

f

3,000.00

1+ |ng!

300.00

2,700.00

9,370.00

12,070.00

-0-.

= 12,070.00

H.- 18.000.00

~0-.

.

Unemployment compensation worksheet (keep for your records)

Check only one box:
[] a. Single—write $12,000 on line H below.

] b. Married filing a joint return—write $18,000 on line H below.

[ ] e. Married not filing a joint return and lived with your spouse at any time during the

year—write -0- on line H below.

[ | d. Married not filing a joint return and DID NOT live with your spouse at any time

during the year—write $12,000 on line H below.

Write total unemployment compensation from Form(s)
1099-G. Also write this amount on line 9a of Form 1040A.

Write amount of any 1985 unemployment compensation
payments repaid in 1985. Also write “repayment” and the
amount in the space to the left of line 8a entry space.

Subtract line B from line A. Write the result.
Add lines 8, 7, and &c of Form 1040A, Write the total,
Add lines C and D. Write the total.

Write the amount, if any, from line 11, IRA
deduction.

Subtract line F from line E. Write the result.
Write: [ $12,000 if you checked Box a or d above.
$18,000 if yvou checked Box b above.
-0- if you checked Box ¢ above.

Subtract line H from line G. If zero or less, write -0- on
line 9b of Form 10404 and do not complete lines J and K.

Divide the amount on line I by 2. Write the result.

Write the smaller of line C or line J. Also write this
amount on line 9b of Form 1040A.

-

1

||l
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'_s.'tep 5 11 Individual retirement arrangement {IRA}
g.u"ng your deduction, from the worksheet on page 19. n
adjusted gross 12 Deduction f ied couple when both work
income eduction fora marrn? couple when hoth worl.
Complete and attach Schedule 1, Part 1. 12 140 .00
13 Addlines 11 and 12. Write the total. These are your total adjustments. 13 190 .00
14 Subtract line 13 from line 10. Write the result. This is your adjusted
gross income. > 14 9,180 .00
Line 11. You can deduct contributions to vour IRA for 1985 on line 11 of Form 1040A. Use the
Deduction for worksheet on page 19 to figure how much you can deduet.
:ﬁ’}t]fé?:ité?lg? to You should receive a statement showing ALL contributions made to your IRA for 1985,
Retirement Before you complete the worksheet on page 19, please note the following:
Arrangement « If you made contributions to your IRA in 1985 that you deducted on your 1984 income tax
(IRA) return, DO NOT include those contributions in the worksheet on page 19 and DO NOT

Note:

deduct them on your 1985 tax return. You have already deducted those contributions for
1984,

If vou made or will make contributions to your IRA in 1986 by April 15, 1986, that you
want to deduct on your 1985 Form 1040A, be sure to include these contributions when you
complete the worksheet on page 19.

If you deduct contributions that you have not yet made and you do not make the
contributions by April 15, 1986, you should amend your tax return by filing Form 1040X
to show the actual contributions you made to your IRA.,

If any of the following applies, you must use Form 1040 instead of Form 1040A:

Your employer made contributions to your IRA under a Simplified Employee Pension
(SEP) plan.

You made deductible employee contributions (DECs) to your employer’s qualified plan.
You received any taxable distribution from your IRA.

You received amounts from one IRA and transferred them to another IRA, or you
received amounts from one qualified pension or profit-sharing plan and transferred them
to an IRA. The amounts you received and transferred are called “rollover” contributions.

You owe tax on any early distributions from your IRA, any excess contributions made to
your TRA, or any excess accumulations in your IRA account,

For more information, see How To Use Tele-Tax (topic no. 218) on page 39
or Publication 590, Individual Retirement Arrangements (IRAs).

Married taxpayers. If both you and your spouse worked and you both have IRAs, figure

each spouse’s deduction separately using columns 1 and 2 of lines A through F of the

\Fvorksheet.j;l‘hen add the separate deductions and write the total amount on line 11 of
orm 10404.

If you made contributions to your nonworking spouse’s IRA, complete lines A through N
(column 1) of the worksheet and write the amount from line N on line 11 of Form 10404,
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Line 11.
Deduction for

contributions to an
IRA
(continued) A

Note:

&

mEoa

Worksheet to figure your IRA deduction
(keep for your records)

(1)
Your
TIRA

{2)
Your working
spouse’s IRA

. Write IRA contributions vou made in 1985

that you are deducting for 1985.

Do not include on line A any amount you
contributed in 1985 and deducted on your 1984
income tax return.

Write IRA contributions you made or will
make in 1986 by April 15, 1986, that you are
deducting for 1985.

Add amounts on lines A and B. Write the total.

o|®

Write your wages, salaries, and tips.

Maximum amount.

=) &

2,000.00

2,000.00

Compare amounts on lines C, D, and E. Write the

smallest of the three amounts on line F. If you
are married and made contributions to your
nonworking spouse’s IRA, go on to line G.

Otherwise, stop here; add the amounts in columns
1 and 2 (if applicable) from line F, and write the

total on Form 10404, line 11.

F.

Complete lines G through N only if you made contributions to your nonworking

spouse’s IRA and you file a joint return for 1985.

Write IRA contributions made in 1985 for your
nonworking spouse that you are deducting for
1985,

Do not include on line G any emount you
contributed in 1985 and deducted on your 1984

tneome Lax return. G.
Write IRA centributions made or that will be
made for your nonworking spouse in 1986 by
April 15, 19886, that you are deducting for
1985, H.
Add amounts on lines G and H. Write the total. I.
Write the amount from line D
(column 1) above. dJ. .
Maximum amount. K. 2,000.00
Compare amounts on lines [, J, and K.
Write on line L the smallest of the three
amounts, L.
Add amounts on line F (column 1) and line L.
Write the total, but not more than $2,25¢. M.
N. Compare amounts ¢n lines J and M. Write on
line N the smaller of the two amounts. Also
write this amount on Form 1040A, line 11. N.
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Line 12,

Deduction fora
married couple
{filing a joint return)

when both work Note:

Here is a sample

If you are married and you and your spouse both work and file a joint return, you may be
able to take a deduction that will reduce your income,

Complete and attach Schedule 1 (Form 1040A), Part 1, to figure the deduction. Write the
amount from line 6 of Part I on line 12 of Form 1040A.

Do not consider community property laws in figuring this deduction.

In the example on page 18, the Browns deducted $190 on line 12 of their return because
they both worked and they filed a joint return. Jon’s wages were $7,180 and Lisa’s wages

worksheet showing were $1,900. Since Lisa’s wages were the smaller of the two, they figured their deduction on
how the Browns figure her wages.
their deduction on
Schedule 1, Part I. SAMPLE
(a) You (b) Your spouse
1 Wages, salaries, tips, ete., from Form 10404, line 6. 1 7,180.00 1,%00.00
2 IRA deduction, if any, from Form 10404, line 11. 9 _ -0-. - -0=,
3 Subtract line 2 from line 1. Write the result. 3 = 7.180.00 = 1,900.00
4 Write the amount from line 3, column (a) or {b) above, whichever is smaller. 4 1,900.00
5 Percentage used to figure the deduction (10%). 5 %.10
6 Multiply the amount on line 4 by the percentage on line 5. Write
your answer here and on Form 10404, line 12. 8 = 190.00
Line 14. Subtract line 13 from line 10. This is your adjusted gross income for 1985,
Adjusted gross If line 14 is less than $11,000, you might be eligible for the earned income credit. See
mcome page 26 of the instructions for more details.
Step 6
. p 16 Write the amount from line 14. 15 4,180 00
Figuring your

taxable income

16a If you made charitable contributions, write your
cash contributions. {If $3,000 or more to any one

organization, see page 21.) 16a 60 .00
p Write your noncash contributions. If over $500,
you must attach Form 8283, 16h —_— 00—
¢ Add lines 16a and 16h. Write the total. 1G¢ L0 .00
d Divide the amount on line 16¢ by 2 and write the result. 16d 30 .00
17 Subtract line 16d from line 15. Write the result. 17 ql 50 .00
18 Multiply $1,040 by the total number of exemptions claimed on line 5f.
See the chart on page 22 of the instructions. 18 3,120 00
19 Subtract line 18 from line 17. Write the result. This is your taxable income. » 19 6,030 .00

Line 16,
Allowable part of
your charitable
contributions

Tax Tip: For more
details on what
gualifies as a
charitable
contribution, get
Publication 526, .
Charitable

Contributions.

For 1985, you can deduct one-half of what yvou gave to certain charitable organizations.
The amount you can deduct depends on how much you actually contributed to qualified
organizations. Qualified organizations are religious, charitable, educational, scientific,
or literary in purpose, or are those that work to prevent cruelty to children or animals.

Examples of contributions Examples of contributions

you CAN deduct: you CANNOT deduct:

Gifts to churches, temples, « Political contributions (but see line
synagogues, Salvation Army, Red 21b instructions).

Cross, Scouts, United Way, etc. o Gifts to individuals, foreign

Gifts to nonprofit schools and organizations, and civic leagues.
hqspitals. . ) + The value of your time or services.
Gifts to veterans’ and certain cultural * "T'he cost of raffle, bingo, or

groups. lottery tickets.

* Value of blood given to a blood bank.

Contributions can be in cash (keep cancelled checks, receipts, or other reliable written
records showing the name of the organization and the date and amount given), property, or
out-of-pocket expenses you paid to do volunteer work. If you drive to and from the
volunteer work, vou may take 12 cents a mile or the actual cost of gas and oil. Add parking
and tolls to the amount you claim under either method. Bat don’t deduct any amounts chat
were repaid to you.
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Line 16.
Charitable
contributions
{continued)

See Publication 526 for information on special rules that apply if:

either you gave cash gifts of more than 30% of your adjusted gross income shown on Form 10404,

line 15, or on Form 1040EZ, line 3;

or you gave gifts of ordinary income property that are more than 30% of your adjusted gross

income shown on Form 10404, line 15;

or you gave gifts of capital gain property to certain organizations that are more than 20% of

your adjusted gross income shown on Form 10404, line 15;

or you gave gifts of property that increased in value, made bargain sales to charity, or gave

Note:

Note:

gifts of the use of property.

Line 16a. Write on line 16a all of your cash contributions (including out-of-pocket
expenses). If you gave cash of $3,000 or more to any one organization, in the space
provided, write the name of the organization and how much you gave.

Line 16h. Enter vour total gifts of property. If the total is more than $500, you must
complete and attach Form 8283, Noncash Charitable Contributions (Rev. October 1985).
See Recordkeeping below for special rules on the records you must keep for gifts of
property.

If you made cash contributions of 33,000 or more to any one organization, or if you made any
noncash contributions, such as clothing, you CANNOT use Form 1040EZ. You must use
Form 1040A.

If you gave used items, such as clothing or furniture, deduct their fair market value at the
time you gave them. Fair market value is what a willing buyer would pay a willing seller
when neither has to buy or sell and both are aware of the conditions of the sale.

Line 16c¢. Add the amounts on lines 16a and 16h,

Line 16d. Divide the amount on line 16¢ by 2. Write the result on line 16d. This is the
amount of your deductible charitable contributions.

Recordkeeping. Beginning in 1985, if you gave gifis of property, you should keep a
receipt or writ{en statement from the organization you gave the property to, or a reliable
written record, that shows the organization’s name and address, the date and location of
the gift, and a description of the property. You should also keep reliable written records for
each gift of property that include the following information:

How you figured the properily’s value at the time you gave it. (If the value was determined
by appraisal, you should also keep a signed copy of the appraisal.)

The cost or other basis of the property if you must reduce it by any ordinary income or
capital gain that would have resulted if the property had been sold at its fair maket value,

How you figured your deduction if you chose to reduce your deduction for gifts of capital
gain property.

Any conditions attached to the gift.

If your total gifts of property are over $500, your records should contain additional
information, and you must attach Form 8283 to your return. See Form 8283 and Publication
526 for details.

In the example on page 20, the Browns wrote $60 on line 16a. These were the total cash
contributions they gave to qualified charities in 1985. Since they did not give any noncash
contributions, they wrote -0- on line 16h and $60 on line 16¢. They divided $60 by 2 and
wrote $30 on line 16d. This is the amount of their deduction for charitable contributions.
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Line 18.
Exemptions

Write this
amount on
line 18—

You are entitled to a $1,040 deduction for each exemption yvou can take. Multiply $1,040 by
the number of exemptions shown on line 5f, OR use the chart below. Write this amount on
line 18.

Number of exemptions shown on line 5f—

1 2 3 4 5 8 7 8 9 10

1,040 | 2,080 3,120 | 4,160 5,200 6,240 | 7,280 | 8,320 | 9,360 |10,400

If you are entitled to more than 10 exemptions, figure yvour deduction as follows. Add the
amount shown in the column for 10 exemptions to the amount shown in the column that
would total the number of exemptions you are taking. For example, if you are entitled to 12
exemptions, add the amount shown for 10 exemptions (10,400) to the amount shown for 2
exemptions (2,080). Your deduction would be 12,480 (10,400 plus 2,080).

Line 19.
Taxable income

Subtract line 18 from line 17. This is your taxable income. Your tax is figured on this
amount.,

IRS willl figure your
tax and your earned
income credit for you

[y

oo

If you want, we will figure your tax for you. If it turns out that you have pa