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The explanations and examples in this publication re-
flect the interpretation by the Internal Revenue Service
(IRS) of:

e Tax laws enacted by Congress,
e Treasury regulations, and
¢ Court decisions.

However, the information given does not cover every
situation and is not intended to replace the law or
change its meaning.

This publication covers some subjects on which a
court may have made a decision more favorable to tax-
payers than the interpretation by the IRS. Until these
differing interpretations are resolved by higher court
decisions or in some other way, this publication will
continue to present the interpretation by the IRS.

All taxpayers have important rights when working
with the IRS. These rights are described in Your Rights
as a Taxpayerin the back of this publication.



Introduction

This publication can help you pre-
pare your tax return by taking you
through each part of the return. It
supplements the information in
your tax form instruction booklet.
It explains the tax law and will
help you understand your taxes
so that you pay only as much tax
as you owe and no more.

The publication begins with
the rules for filing a tax return. It
explains who must file a return,
which tax form to use, when the
return is due, and other general
information. It will help you iden-
tify which filing status you qualify
for, whether you can claim any
dependents, and whether the in-
come you are receiving is taxa-
ble. The publication goes on to
explain the standard deduction,
the kinds of expenses you may
be able to deduct (like medical
expenses, donations to charities,
etc.), and the various kinds of
credits you may be able to take to
reduce your tax. This includes the
rules for the earned income

credit and the advance earned in-
come credit.

Throughout the publication
are examples showing how the
tax law applies in typical situa-
tions. Sample forms and sched-
ules show you how to fill out your
return. Also throughout the publi-
cation are flowcharts and tables
that present tax information in an
easy-to-understand manner.

The index in the back of the
publication will help you find the
information you need.

Some material that you may
find helpful is not included in this
publication but can be found in
your tax form instruction booklet.
It includes the following:

e Lists of where to report certain
items listed on information
documents,

e List of mailing addresses for
where to file returns,

e List of recorded tax informa-
tion topics (Tele-Tax), and

¢ List of phone numbers for call-
ing the IRS.

If you operate your own busi-
ness or have other self-employ-
ment income, such as babysitting
or selling crafts, see these other
publications for more
information:

¢ Publication 334, Tax Guide for
Small Business,

e Publication 533, Self-Employ-
ment Tax,

¢ Publication 535, Business Ex-
penses, and

e Publication 587, Business Use
of Your Home (Including Use
by Day-Care Providers).

You can get free IRS publica-
tions and forms. Call 1-800—
TAX-FORM(1-800-829-3676)
or use the order form in the back
of this publication. Many public li-
braries also have reference sets
of these publications that you can
use.

IRS Customer Service Standards — 1996 Progress Report

If you have access to a per-
sonal computer and a modem,
you can also get many forms and
publications electronically. See
How To Get Forms, Publications,
and Other Information in the back
of this publication for more
details.

We welcome your sugges-
tions for future editions of this
publication. Please send your
ideas to:

Internal Revenue Service
Technical Publications
Branch(T:FP:P)
Washington, DC 20224

We respond to many letters by
telephone. Therefore, it would be
helpful if you would include your
area code and daytime phone
number along with your return
address. |

Easier filing. To make it easier
for you to meet your tax obliga-
tions, we have expanded oppor-
tunities for simplified return filing
and payment of taxes through
our electronic filing, joint Fed-
eral-state filing, TeleFile, and
electronic payment programs. In
1996, IRS received 14.9 million
electronically filed individual re-
turns and schedules compared
to 11.8 million in 1995. This in-
cluded 2.8 million returns
through TeleFile, the first totally
paperless way for you to file a
Federal income tax return. We
expanded the number of states
participating in the Federal-state
electronic filing program from 29
to 31. IRS also received over
$374 billion in electronic
payments.

Access to information. You
will have convenient access to
tax law and account information.
Tax information will be available
by fax and through the Internet.
Our pre-recorded tax information
will be available 24 hours a day,
7 days a week, and access to re-
fund status information will be
available 16 hours a day each
business day. Telephone assis-
tance provided by our represent-
atives will be available 10 hours

each business day. During
1996, we assisted over 104 mil-
lion taxpayers by providing pre-
recorded tax information, refund
status information, and tele-
phone assistance from our rep-
resentatives. In addition, taxpay-
ers had 24 hour access to over
600 forms and publications and
over 148 tax topics on the In-
ternet. Taxpayers downloaded
almost 3 million of these prod-
ucts using the Internet and over
300,000 using the IRS electronic
bulletin board. Over 100,000 in-
formation orders have been filled
by fax. There were over 80 mil-
lion accesses on the IRS Home
Page on the Internet.

Accuracy. Our goal is to answer
your questions and process your
tax returns accurately. In 1996,
we achieved an accuracy rate of
93% in answering tax law and
account questions. Our accuracy
rate for processing tax refunds
was 99.6%.

Prompt refunds. If you file a
complete and accurate tax re-
turn and you are due a refund,
your refund will be issued within
21 days if you file electronically
and within 40 days if you file a

paper return. (Your refund may
be delayed if your return is se-
lected for further review.) In
1996, refunds were issued on
time for all complete and accu-
rate returns. Refunds based on
electronically filed returns were
issued, on average, within 16
days and for paper returns, the
average was 38 days.

Initial contact resolution. Our
goal is to satisfactorily resolve all
your issues the first time you
contact the IRS. In 1996, we
met that goal 80% of the time.
We will continue our efforts to
address all of your issues and im-
prove the level of our service in
1997.

Canceling penalties. If you pro-
vide sufficient and accurate in-
formation to our tax assisters but
are given and reasonably rely on
an incorrect answer, we will can-
cel related penalties.

Resolving problems. If you
have a problem that has not
been resolved through normal
processes, you may contact our
Problem Resolution Office. A
caseworker will contact you
within 1 week and will work with

you to resolve the issue. During
1996, over 355,000 cases were
referred and taxpayers were
contacted within 1 week of refer-
ral 89.5% of the time.

Simpler forms. We will make
tax forms and instructions sim-
pler and easier for you to use.
We made some changes this
year but we want your ideas for
improvements. Please e-mail,
call, or write to us. You can e-
mail us through the IRS Internet
Home Page (http://www.irs.us-
treas.gov). You can call us and
leave a recorded message 24
hours a day, 7 days a week at 1—
800-829-9043. Or, you can write
to the Tax Forms Committee,
Western Area Distribution
Center, Rancho Cordova, CA
95743-0001. For 1996, you will
be able to request direct deposit
of your refund on your tax return
rather than on a separate form.
More sole proprietors will be eli-
gible to file the Schedule C-EZ.
In addition, several items which
appeared on the 1995 Forms
1040 and 1040A have been
eliminated. |
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Important Changes for 1996

This section summarizes impor-
tant tax changes that took effect
in 1996. These changes are dis-
cussed in more detail throughout
this publication.

Changes are also discussed
in Publication 553, Highlights of
1996 Tax Changes.

Penalty due to new law

waived. You will not have to pay
a penalty for underpaying either
of the first two installments of
your 1996 estimated tax if you
underpaid because of provisions
in the Small Business Job Pro-
tection Act of 1996. See Chapter
5.

Credit for diesel-powered
highway vehicles. The credit
allowed to purchasers of diesel-
powered highway vehicles has
been repealed. If you purchased
a diesel-powered highway vehi-
cle after August 20, 1996, you
are not entitled to the special
credit. See Chapter 36.

Death benefit exclusion re-
pealed. The exclusion from
gross income for the first $5,000
of employer-provided death ben-
efits is repealed for decedents
dying after August 20, 1996. See
Chapters 11 and 13.

Employer-provided educa-
tional assistance benefits.
The exclusion from gross in-
come for up to $5,250 of quali-
fied employer-provided educa-
tional assistance benefits was
extended retroactively to apply
to tax years beginning after 1994
and before June 1, 1997. The ex-
clusion does not apply to ex-
penses for graduate-level
courses beginning after June 30,
1996. For more information, in-
cluding how you can claim these
benefits for 1995 and 1996, get
Publication 508, Educational
Expenses.

Savings bonds used for edu-
cation. The amount of income
you can have before the exclu-
sion of interest from certain Se-
ries EE U.S. Savings bonds is
phased out increased for 1993
through 1996. If your excludable
interest from savings bonds was
reduced or eliminated in 1993,
1994, or 1995, you may be enti-
tled to a refund. See Modified ad-
justed gross income limit under
Education Savings Bonds Pro-
gramin Chapter 8.
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Donations of appreciated
stock. The special rule allowing
a deduction for the full fair mar-
ket value of qualified appreciated
stock given to certain private
foundations is reinstated, but
only for contributions made after
June 30, 1996, and before June
1, 1997. See Publication 526,
Charitable Contributions.

Damages for nonphysical inju-
ries or sickness or punitive
damages. Generally, amounts
received after August 20, 1996,
as damages for nonphysical inju-
ries or sickness or as punitive
damages are taxable. See Chap-
ter 13.

Qualified campus lodging ex-
tended to academic health
centers. The exclusion from
gross income for the value of
qualified campus lodging is ex-
tended to lodging provided on or
near academic health centers.
These are certain medical re-
search institutions that engage in
and teach basic and clinical
medical science and research.
See Publication 525, Taxable
and Nontaxable Income.

New rule to recover the tax-
free portion of certain annuity
distributions. For qualified an-
nuities that start after November
18, 1996, you must use a simpler
formula to recover your basis (in-
vestment) in the annuity. See
Chapter 11.

State tuition programs. Effec-
tive for tax years ending after Au-
gust 20, 1996, distributions from
a qualified state tuition program
are taxable only to the extent
they are more than the amount
contributed to the program. See
Publication 525, Taxable and
Nontaxable Income.

Unearned income of minor
children taxed on parent’s re-
turn. The amounts involved in
the election to claim a child’s
unearned income on the par-
ent’s return have been in-
creased. The maximum amount
of a minor child’s interest and
dividend income that a parent
may be able to report on his or
her own return (rather than filing
a return for the minor child) has
been raised from less than
$5,000 to less than $6,500. See
Chapter 32 for details.

Taxpayer identification num-
bers needed for all depen-
dents and for all qualifying
persons for the child and de-
pendent care credit. Unless
the child was born in December
1996, you must provide the tax-
payer identification number (gen-
erally the social security number)
for each dependent and each
qualifying person for the child
and dependent care credit. If a
taxpayer identification number is
incorrect or missing, the exemp-
tion and the credit may not be al-
lowed. See Chapter 3 for exemp-
tions and Chapter 33 for the child
and dependent care credit.

Taxpayer identification num-
bers for aliens. If you, your de-
pendent, or your qualifying child
is a nonresident or resident alien
who does not have — and is not
eligible to get — a social security
number (SSN), file Form W-7
with the IRS to apply for an indi-
vidual taxpayer identification
number (ITIN). You enter this
number on your tax return wher-
ever the SSN is requested, and
you use it for tax purposes only.
An ITIN does not entitle you to
the earned income credit, social
security benefits, or change your
employment or immigration sta-
tus under U.S. law. See Chapter
1 for more information.

Earned income credit. The
maximum amount of earned in-
come credit you can receive has
increased. The maximum
amount of income you can earn
and still get the earned income
credit has also increased. Gen-
erally, persons with investment
income of more than $2,200 can-
not claim the earned income
credit. For more information, in-
cluding how to figure the amount
of your credit, see Chapter 35.

Social security numbers
needed for the earned income
credit. Unless the child was
born in December 1996, you
must provide the social security
number of each qualifying child
to claim the earned income
credit. If a social security number
is incorrect or missing from
Schedule EIC, the credit may not
be allowed. See Chapter 35 for
details.

Who must file. Generally, the
amount of income you can have
before you must file a return has
been increased. See Chapter 1.

Higher exemption amount.
For 1996, you are allowed a
$2,550 deduction for each ex-
emption to which you are enti-
tled. However, your exemption
amount could be phased out if
you have high income. See
Chapter 3.

Standard deduction. For most
people, the standard deduction
has increased. Because of this
increase, it may benefit you to
take the standard deduction for
1996 even though you itemized
deductions in past years. See
Chapter 21.

Limit on itemized deductions.
Some of your itemized deduc-
tions may be limited if your ad-
justed gross income is more than
a certain dollar amount. For
1996, the amount is $117,950
($58,975 if you are married filing
separately). See Chapter 22.

Alaska Permanent Fund divi-
dends. If you otherwise qualify
to file Form 1040A or 1040EZ,
you can report Alaska Perma-
nent Fund dividends on line 12 of
Form 1040A or line 3 of Form
1040EZ. See Chapter 1.

Service in hazardous duty
area or combat zone. Tax ben-
efits are available to those who
participated in Operation Joint
Endeavor (Bosnia and Herzego-
vina, Croatia, and Macedonia)
after November 20, 1995, and to
those who served in the Persian
Gulf area combat zone. For infor-
mation, see Publication 3, Armed
Forces Tax Guide.

Standard mileage rate in-
creased. For 1996, the stan-
dard mileage rate for the cost of
operating your car is 31 cents a
mile for all business miles. The
rate is 10 cents a mile for medi-
cal and moving expenses. See
Chapter 28 for business ex-
penses, Chapter 29 for educa-
tional expenses, Chapter 23 for
medical expenses, and Chapter
19 for moving expenses.

Self-employment tax. The
maximum net earnings subject to
the social security tax portion of
self-employment tax (12.4%)
has increased to $62,700. All net
earnings of at least $400

($108.28 for church employees)
are subject to the Medicare tax
portion (2.9%). Use Schedule
SE (Form 1040) to figure the tax



due. For more information, see
Publication 533, Self-Employ-
ment Tax.

Social security and Medicare
taxes. The maximum wages
subject to social security tax
(6.2%) has increased to
$62,700. All wages are subject to
Medicare tax (1.45%).

Direct deposit of refund. You
can ask to have your refund de-
posited directly into your account
(at a bank or other financial insti-
tution) by completing the appro-
priate lines on your tax form.
There is no additional form to at-
tach. See Chapter 1.

Important Changes for 1997

Phone numbers for income
statements. The W-2G and
certain 1099 forms you receive
for 1996 should include a tele-
phone number you can call to
get answers to your questions
about the forms. However, be-
cause the law requiring this was

enacted after the 1996 forms
were printed, the statements you
get for 1996 may not include a
phone number. |

This section highlights important
tax changes that take effect in
1997 and that could affect your
estimated tax payments for
1997. More information on these
and other changes can be found
in Publication 553, Highlights of
1996 Tax Changes.

Adoption tax credit. You may
be able to claim a tax credit for
qualified adoption expenses.
The credit can be as much as
$5,000 for each child ($6,000 for
a child with special needs).

Adoption assistance. If your
employer has an adoption assis-
tance program and pays or in-
curs qualified expenses on your
behalf, you can exclude from
your gross income up to $5,000
($6,000 for a child with special
needs) of these benefits.

Voluntary withholding. You
can have federal income tax
withheld from your unemploy-
ment compensation and certain
federal payments you receive.
Complete Form W-4V, Voluntary
Withholding Request, and give it
to the payer.

Important Reminders

IRA for spouse. A married
couple filing a joint return can
contribute up to $2,000 to each
of their IRAs, even if one spouse
had little or no income. See
Chapter 18.

IRA withdrawals to pay medi-
cal expenses and medical in-
surance. You generally pay a
10% penalty if you withdraw
funds from your IRA before a
certain age. However, you may
not have to pay the penalty if the
withdrawals are used to pay un-
reimbursed medical expenses
that are more than 7Y. % of your
adjusted gross income.

If you lose your job, you may
be able to withdraw funds from
your IRA without paying the 10%
penalty if the withdrawals are not
more than the amount paid for
medical insurance for you and
your family.

Self-employed health insur-
ance deduction. If you are self-
employed, the part of your health
insurance premiums you can de-
duct increases to 40%.

Medical savings accounts.
Certain persons who are cov-
ered under a high deductible
health plan may be able to par-
ticipate in a medical savings ac-
count program. You would then
be able to deduct up to

$1,462.50 ($3,375 for family cov-
erage) a year for contributions to
a medical savings account, even
if you do not itemize your deduc-
tions. Proceeds from this ac-
count would be used to pay un-
reimbursed medical expenses.

Medical expenses for long-
term care. You generally can in-
clude in your medical expenses
the costs of qualified long-term
care services. These costs in-
clude all or part of the premiums
for qualified long-term care
insurance.

Life insurance paid before
death of insured. Certain pay-
ments received under a life in-
surance contract on behalf of a
terminally or chronically ill indi-
vidual (an accelerated death
benefit) can be excluded from
your income.

Long-term care insurance and
benefits. Long-term care insur-
ance contracts issued after 1996
generally are treated as accident
and health insurance contracts.
If you receive long-term care in-
surance benefits from your em-
ployer, you generally will not in-
clude them in your income.
Long-term care insurance con-
tracts are ones that only provide
certain coverage for the care of
chronically ill individuals under
the care of licensed health care
practitioners.

Suspension of the 15% tax on
excess distributions. The 15%
tax on distributions over
$150,000 has been suspended
for distributions made from IRAs
and qualified plans after 1996
and before the year 2000.

Energy conservation subsi-
dies. The exclusion from gross
income of any subsidy provided
by a public utility to a customer
for the purchase or installation of
an energy conservation measure
is available only for dwelling
units. |

Listed below are important re-
minders and other items that
may help you file your 1996 tax
return. Many of these items are
explained in more detail later in
this publication.

Foreign source income. If you
are a U.S. citizen with income
from sources outside the United
States (foreign income), you
must report all such income on
your tax return unless it is ex-
empt by U.S. law. This is true
whether you reside inside or
outside the United States and
whether or not you receive a

Form W-2 or 1099 from the for-
eign payer. This applies to
earned income (such as wages
and tips) as well as unearned in-
come (such as interest, divi-
dends, capital gains, pensions,
rents and royalties).

If you reside outside the
United States, you may be able
to exclude part or all of your for-
eign source earned income. For
details, see Publication 54, Tax
Guide for U.S. Citizens and Resi-
dent Aliens Abroad.

Social security taxes for
household employees. If you

pay a domestic employee (such
as a nurse, babysitter or house-
keeper) cash wages of $1,000 or
more to work in your home, you
generally will have to pay social
security and Medicare taxes.
You pay these taxes with your in-
come tax return, but wages paid
to students under 18 are exempt.
As a household employer, you
will need an employer identifica-
tion number (EIN) for the Forms
W-2 and Schedule H that you
must file. For more information,
see Publication 926, Household
Employer’s Tax Guide.

Estimated tax and with-
holding. If you must make esti-
mated tax payments or are sub-
ject to tax withholding, you have
the option of including any ex-
pected employment taxes when
figuring your estimated tax pay-
ments or how much you want
withheld from your pay. For more
information, see Publication 505,
Tax Withholding and Estimated
Tax.

Earned income credit with
your pay. If a qualifying child
lives with you and you expect to
qualify for the earned income
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credit in 1997, you may be able
to receive part of the credit in
each paycheck. See Chapter 35.

Receipts for business ex-
penses. You must have receipts
for amounts that are $75 or more
for certain business expenses.
See Chapter 28.

Lump-sum distributions. You
may be able to figure the tax on a
lump-sum distribution under the
5-year tax option even if the plan
participant was born after 1935.
For more information, see Chap-
ter 11.

Forms W-2 and 1099. You
should receive your 1996 Form
W-2, Wage and Tax Statement,
and your Forms 1099 by January
31, 1997. If you have not re-
ceived them by January 31, ask
your employer or payer for them.
If you still do not receive them by
February 15, call the IRS number
for your area listed in your tax
form instruction booklet.

Even if you do not receive
these income statements, you
must still report your earnings. If
you lose your copy of Form W-2
or 1099, or if it is incorrect, ask
your employer or payer for a new
one.

Faster ways to file your return.
The IRS offers fast, accurate
ways to file your tax return
information.

Electronic filing. You can
have your return filed electroni-
cally instead of mailing it to the
IRS. You can have your refund
deposited directly into your
checking or savings account,
and in many states, you can file
your federal and state tax returns
electronically at the same time.

On-line filing. If you have a
computer, a modem and the
necessary software, you can file
your tax return from home using
an IRS-accepted on-line service
company or transmitter.

TeleFile. If you have a touch-
tone phone and are filing Form
1040EZ, you may be able to file
your tax return over the phone.
You can only use TeleFile if you
receive a TeleFile package in the
mail and meet the requirements
explained in it.

1040PC returns. You can
use a personal computer to pre-
pare a 1040PC return. The return
has fewer pages because the
computer only prints lines on
which you make an entry. You
can get tax preparation software
that includes the 1040PC print
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option from a computer store; it
is not available from the IRS.

For more details on these
fast filing methods, see Chapter
1.

File one federal tax return. File
only one federal tax return re-
gardless of the number of jobs
you had, Forms W-2 you re-
ceived, or states you lived in dur-
ing the year.

Free tax help. The IRS provides
free tax information and services
throughout the year, and there
are approximately 100 publica-
tions available. Publication 910,
Guide to Free Tax Services, de-
scribes the publications and the
free tax information services you
can receive.

If you have access to a per-
sonal computer and a modem,
you can also get many forms and
publications electronically. See
How To Get Forms, Publications,
and Other Information in the
back of this book for details.

Tele-Tax. This telephone ser-
vice provides recorded tax infor-
mation on about 150 topics.
Tele-Tax can also tell you the
status of your refund. In addition
to listening to the Tele-Tax top-
ics by phone, you can also have
them faxed to you. See What Is
Tele-Tax? in your tax form in-
struction booklet.

Telephone help. IRS represent-
atives are available to answer
your tax questions by telephone.
If, after reading the tax form in-
structions and IRS tax publica-
tions, you are not sure how to fill
out your return, or you have a
guestion about an IRS notice,
you can call the IRS number for
your area. These numbers are
listed in your tax form instruction
booklet, which also gives the
hours of operation. You will not
be charged for the call unless
your phone company charges
you for local calls.

TTY/TDD equipment. If you
have access to TTY/TDD equip-
ment, you can call 1-800-829—
4059 with your tax questions or
to order forms and publications.
See your tax form instruction
booklet for the hours of
operation.

Written tax questions. You can
send your written tax questions
to your IRS District Director. You
should get an answer in about 30

days. If you do not have the ad-
dress, you can get it by calling
the IRS number for your area
that is listed in your tax form in-
struction booklet.

Assistance with your return.
Assisters are available in many
IRS offices throughout the coun-
try to help you prepare your own
return. An assister will explain a
Form 1040EZ, Form 1040A, or
Form 1040 with Schedules A and
B to you and other taxpayers in a
group setting. At many of these
offices, you can also file your tax
return electronically. (See Chap-
ter 1 for information on elec-
tronic filing.) To find the location
of the IRS office nearest you,
look in the phone book under
“United States Government, In-
ternal Revenue Service.”

If you want help with your tax
return, you should bring in your
tax package, Forms W-2 and
1099, and any other information
(such as a copy of last year's re-
turn) that will help the assister to
help you.

At most IRS offices you can
also get tax forms, publications,
and help with questions about
IRS notices or bills.

Videotaped instructions. Vide-
otaped instructions for complet-
ing your tax return are available
in either English or Spanish at
many libraries.

Braille tax materials. Braille tax
materials are available for review
from Regional Libraries for the
Visually Impaired in conjunction
with the National Library Service
for the Blind and Physically
Handicapped. To locate your
nearest library, write to the Na-
tional Library Service for the
Blind and Physically Handi-
capped, Library of Congress,
1291 Taylor St., NW, Washing-
ton, DC 20542.

Braille materials currently
available for review include this
publication, Publication 334, Tax
Guide for Small Business, and
Forms 1040, 1040A, and
1040EZ and their instructions.

Volunteer Income Tax Assis-
tance (VITA) and Tax Counsel-
ing for the Elderly (TCE). Free
help from volunteers is available
in most communities. After com-
pleting IRS training, these volun-
teers help prepare basic tax re-
turns for taxpayers with special
needs, including persons with
disabilities, the elderly, non-En-
glish-speaking people, and low-

income people. At many of these
offices, you can file your tax re-
turn electronically. (See Chapter
1 for information on electronic fil-
ing.) Call the IRS telephone num-
ber for your area for the location
of the volunteer assistance site
nearyou.

Tax return preparers. Choose
your preparer carefully. If you
pay someone to prepare your re-
turn, the preparer is required,
under the law, to sign the return
and fill in the other blanks in the
Paid Preparer’s area of your re-
turn. Remember, however, that
you are still responsible for the
accuracy of every item entered
on your return. If there is any un-
derpayment, you are responsible
for paying it, plus any interest
and penalty that may be due.
Therefore, you should be careful
to choose someone who under-
stands tax matters and will pre-
pare a complete and accurate
tax return.

Check the name and social se-
curity number (SSN) on your
tax form. If either the name or
SSN on your tax form does not
agree with your social security
card, your refund may be
delayed or you may not receive
credit for your social security
earnings. If your Form W-2,
Form 1099, or other tax docu-
ment shows an incorrect SSN or
name, notify your employer or
the form-issuing agent. If the
name or number on your social
security card is incorrect, call the
Social Security Administration at
1-800-772-1213.

Rounding off. Itis easier to
complete your tax return if you
round off all money amounts.
This means that you drop
amounts under 50 cents. For ex-
ample, $25.32 becomes $25.00.
You increase amounts that are
50 cents or more to the next dol-
lar so that, for example, $25.50
becomes $26.00.

If you do round off, do so for
all amounts on your return. How-
ever, if you have to add two or
more amounts to figure the total
to enter on a line, include cents
when adding the amounts and
round off only the total.

Records and receipts. Do not
send in records, receipts, or can-
celed checks with your tax re-
turn. Keep your records available
so that you can produce them if
the amounts you claim on your
return are ever questioned.



You generally should keep
records that support items of in-
come or deductions on a return
for 3 years from the date the re-
turn was filed or two years from
the date the tax was paid, which-
ever is later.

You should keep records that
relate to the cost of property as
long as they are important in fig-
uring its basis. See Chapter 1.

Filing reminders. Before you
file your return, be sure you do all
of the following.

¢ Make sure the information on
all Forms W-2 you receive is
correct.

Put all income, deductions,
credits, and tax items on the
correct lines.

® Check your social security
numbers or ITINs. Incorrect or
missing numbers for you, your
spouse, or your dependents
may delay your refund.

e Use the correct chart or work-
sheet if you take the standard
deduction.

e Use the correct column in the
Tax Table or the appropriate
Tax Rate Schedule.

e Check your math carefully.

Sign and date your return and
enter your occupation. On a
joint return both husband and
wife must sign.

If you received a tax return
package with a peel-off label
showing your address, trans-
fer the label to your return and
make any necessary correc-
tions to it. Use the label from
your federal tax return pack-
age and not the one that came
with your state tax return. Us-
ing the label helps us identify
your account, saves process-
ing time, and speeds refunds.

If you are married filing a joint
return and did not get a label,
or you are married filing a sep-
arate return, enter your
spouse’s social security num-
ber in the spaces provided on
your tax form.

Attach all Forms W-2 to the
left margin of the front page of
your return.

Attach all forms and sched-
ules in attachment sequence
number order. See Chapter 1.

Send your check or money or-
der for the amount you owe.
Write your social security
number, name, address, day-
time telephone number, form
number and tax year on your

check or money order. Use
Form 1040-V, Payment
Voucher, to send your pay-
ment, and put it loose in the
mailing envelope.

Note. If you pay the first in-
stallment of your 1997 estimated
tax at the same time you file your
1996 return, do not send it with
your return. Use a separate
check or money order and mail it
in a separate envelope to the ad-
dress for your area given in the
instructions for Form 1040—ES,
Estimated Tax for Individuals.

Death of taxpayer. If a tax-
payer died before filing a re-
quired return, the taxpayer’s per-
sonal representative must file
and sign a return for that person.
A personal representative can
be an executor, administrator, or
anyone who is in charge of the
taxpayer's property. If a joint re-
turn is filed, the surviving spouse
must also sign it. If no personal
representative has been ap-
pointed, see Chapter 4.

Copy of return. Keep a copy of
your tax return. It may be helpful
in amending a filed return or pre-
paring future returns. You can
ask the IRS for a copy of a prior
year tax return or a transcript of
tax account information. See
Chapter 1.

Gift to reduce the public debt.
You can make a voluntary gift to
reduce the public debt. To do so,
make a check payable to Bureau
of the Public Debt. You can send
it to:

Bureau of the Public Debt
Department G
Washington, DC 20239—
0601

Or, you can enclose the check
with your 1996 income tax return
when you file. See Chapter 1.

Where to file. If an envelope
addressed to the IRS came with
your 1996 return, please use it to
mail your return, and be sure to
use enough postage. If you do
not have it, or if you moved dur-
ing the year, mail your return to
the address listed for your area
under Where Do | File? in your
tax form instruction booklet.

File on time — even if you can-
not pay. If you do not have the
money to pay the amount you
owe on your return, you should
file your return on time and pay
what you can. The IRS will bill

you for the balance due, plus in-
terest if the balance is not paid
by the due date. You may also
have to pay a failure-to-pay
penalty.

If you do not file your return
by the due date, you will have to
pay interest on the amount you
owe, and you may have to pay a
failure-to-pay penalty plus inter-
est on the penalty. You may also
have to pay a failure-to-file pen-

alty, plus interest. See Chapter 1.

Installment agreement. If you
cannot pay the full amount due
with your return, you may ask to
make monthly installment pay-
ments. See Chapter 1.

Amended return. If you find
changes in your income, deduc-
tions, or credits after you mail
your return, file Form 1040X,
Amended U.S. Individual Income
Tax Return, to change the return
you already filed. See Chapter 1.

Penalties. Certain “accuracy”
penalties can be imposed, in-
cluding the penalties for negli-
gence and for substantial under-
statement of income tax. There
are also penalties for failing to
provide a social security number
and for fraud. See Chapter 1.

Address change. If you move,
be sure to notify the IRS using
Form 8822, Change of Address.
Mail it to the Service Center
where you filed your last return.
Addresses for the Service Cen-
ters are on the back of the form.

If you move after you file your
return and you are expecting a
refund, also notify the post office
serving your old address. This
will help to forward your check to
your new address.

Refund information. You can
use Tele-Tax to find out the sta-
tus of your refund by telephone.
(However, electronically filed re-
turn refund information may not
be on your area’s Tele-Tax sys-
tem.) For details on how to use
this service, see What Is Tele-
Tax?in your tax form instruction
booklet.

Refund checks. Be sure to
cash your refund check soon af-
ter you receive it. Checks not
cashed within 12 months of the
date of the check will be can-
celed. See Chapter 1.

Refund more or less than ex-
pected. If you receive a check
for a refund you are not entitled

to, or for an overpayment that
should have been credited to es-
timated tax, do not cash the
check. Call the IRS number for
your area.

If you receive a check for
more than the refund you
claimed, do not cash the check
until you receive a notice ex-
plaining the difference.

If your refund check is for
less than you claimed, it should
be accompanied by a notice ex-
plaining the difference. Cashing
the check does not stop you
from claiming an additional
amount of refund.

If you did not receive a notice
and you have any questions
about the amount of your refund,
you should wait two weeks. If you
still have not received a notice,
call the IRS number for your
area.

Do you want more or less tax
withheld in 19977 If your 1996
refund is large and you want to
have less tax withheld from your
pay, you should get Form W-4,
Employee’s Withholding Allow-
ance Certificate, from your em-
ployer. Complete Form W-4
claiming any additional al-
lowances you are entitled to, and
return the form to your employer.
If you owe a large amount of tax
this year, you may need to give
your employer a completed
Form W-4 claiming fewer al-
lowances or asking for an addi-
tional amount to be withheld
from each paycheck. See Chap-
ter 5.

Estimated tax. Tax changes for
1997 may affect whether you
must make estimated tax pay-
ments and the amount of your
payments. Generally, you must
make estimated tax payments if
you expect to owe at least $500
and you expect your withholding
and credits to be less than the
smaller of (1) 90% of the tax
shown on your 1997 return or (2)
100% of the tax shown on your
1996 return. However, certain
taxpayers may not be able to use
100% of their 1996 tax to figure
their 1997 estimated tax pay-
ments. See Chapter 5.

Unresolved tax problems.

The Problem Resolution Pro-
gram is for taxpayers who have
been unable to resolve their
problems with the IRS. If you
have a tax problem you cannot
clear up through normal chan-
nels, write to your local IRS Dis-
trict Director or call your local
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credit in 1997, you may be able
to receive part of the credit in
each paycheck. See Chapter 35.

Receipts for business ex-
penses. You must have receipts
for amounts that are $75 or more
for certain business expenses.
See Chapter 28.

Lump-sum distributions. You
may be able to figure the tax on a
lump-sum distribution under the
5-year tax option even if the plan
participant was born after 1935.
For more information, see Chap-
ter 11.

Forms W-2 and 1099. You
should receive your 1996 Form
W-2, Wage and Tax Statement,
and your Forms 1099 by January
31, 1997. If you have not re-
ceived them by January 31, ask
your employer or payer for them.
If you still do not receive them by
February 15, call the IRS number
for your area listed in your tax
form instruction booklet.

Even if you do not receive
these income statements, you
must still report your earnings. If
you lose your copy of Form W-2
or 1099, or if it is incorrect, ask
your employer or payer for a new
one.

Faster ways to file your return.
The IRS offers fast, accurate
ways to file your tax return
information.

Electronic filing. You can
have your return filed electroni-
cally instead of mailing it to the
IRS. You can have your refund
deposited directly into your
checking or savings account,
and in many states, you can file
your federal and state tax returns
electronically at the same time.

On-line filing. If you have a
computer, a modem and the
necessary software, you can file
your tax return from home using
an IRS-accepted on-line service
company or transmitter.

TeleFile. If you have a touch-
tone phone and are filing Form
1040EZ, you may be able to file
your tax return over the phone.
You can only use TeleFile if you
receive a TeleFile package in the
mail and meet the requirements
explained in it.

1040PC returns. You can
use a personal computer to pre-
pare a 1040PC return. The return
has fewer pages because the
computer only prints lines on
which you make an entry. You
can get tax preparation software
that includes the 1040PC print
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option from a computer store; it
is not available from the IRS.

For more details on these
fast filing methods, see Chapter
1.

File one federal tax return. File
only one federal tax return re-
gardless of the number of jobs
you had, Forms W-2 you re-
ceived, or states you lived in dur-
ing the year.

Free tax help. The IRS provides
free tax information and services
throughout the year, and there
are approximately 100 publica-
tions available. Publication 910,
Guide to Free Tax Services, de-
scribes the publications and the
free tax information services you
can receive.

If you have access to a per-
sonal computer and a modem,
you can also get many forms and
publications electronically. See
How To Get Forms, Publications,
and Other Information in the
back of this book for details.

Tele-Tax. This telephone ser-
vice provides recorded tax infor-
mation on about 150 topics.
Tele-Tax can also tell you the
status of your refund. In addition
to listening to the Tele-Tax top-
ics by phone, you can also have
them faxed to you. See What Is
Tele-Tax? in your tax form in-
struction booklet.

Telephone help. IRS represent-
atives are available to answer
your tax questions by telephone.
If, after reading the tax form in-
structions and IRS tax publica-
tions, you are not sure how to fill
out your return, or you have a
guestion about an IRS notice,
you can call the IRS number for
your area. These numbers are
listed in your tax form instruction
booklet, which also gives the
hours of operation. You will not
be charged for the call unless
your phone company charges
you for local calls.

TTY/TDD equipment. If you
have access to TTY/TDD equip-
ment, you can call 1-800-829—
4059 with your tax questions or
to order forms and publications.
See your tax form instruction
booklet for the hours of
operation.

Written tax questions. You can
send your written tax questions
to your IRS District Director. You
should get an answer in about 30

days. If you do not have the ad-
dress, you can get it by calling
the IRS number for your area
that is listed in your tax form in-
struction booklet.

Assistance with your return.
Assisters are available in many
IRS offices throughout the coun-
try to help you prepare your own
return. An assister will explain a
Form 1040EZ, Form 1040A, or
Form 1040 with Schedules A and
B to you and other taxpayers in a
group setting. At many of these
offices, you can also file your tax
return electronically. (See Chap-
ter 1 for information on elec-
tronic filing.) To find the location
of the IRS office nearest you,
look in the phone book under
“United States Government, In-
ternal Revenue Service.”

If you want help with your tax
return, you should bring in your
tax package, Forms W-2 and
1099, and any other information
(such as a copy of last year's re-
turn) that will help the assister to
help you.

At most IRS offices you can
also get tax forms, publications,
and help with questions about
IRS notices or bills.

Videotaped instructions. Vide-
otaped instructions for complet-
ing your tax return are available
in either English or Spanish at
many libraries.

Braille tax materials. Braille tax
materials are available for review
from Regional Libraries for the
Visually Impaired in conjunction
with the National Library Service
for the Blind and Physically
Handicapped. To locate your
nearest library, write to the Na-
tional Library Service for the
Blind and Physically Handi-
capped, Library of Congress,
1291 Taylor St., NW, Washing-
ton, DC 20542.

Braille materials currently
available for review include this
publication, Publication 334, Tax
Guide for Small Business, and
Forms 1040, 1040A, and
1040EZ and their instructions.

Volunteer Income Tax Assis-
tance (VITA) and Tax Counsel-
ing for the Elderly (TCE). Free
help from volunteers is available
in most communities. After com-
pleting IRS training, these volun-
teers help prepare basic tax re-
turns for taxpayers with special
needs, including persons with
disabilities, the elderly, non-En-
glish-speaking people, and low-

income people. At many of these
offices, you can file your tax re-
turn electronically. (See Chapter
1 for information on electronic fil-
ing.) Call the IRS telephone num-
ber for your area for the location
of the volunteer assistance site
nearyou.

Tax return preparers. Choose
your preparer carefully. If you
pay someone to prepare your re-
turn, the preparer is required,
under the law, to sign the return
and fill in the other blanks in the
Paid Preparer’s area of your re-
turn. Remember, however, that
you are still responsible for the
accuracy of every item entered
on your return. If there is any un-
derpayment, you are responsible
for paying it, plus any interest
and penalty that may be due.
Therefore, you should be careful
to choose someone who under-
stands tax matters and will pre-
pare a complete and accurate
tax return.

Check the name and social se-
curity number (SSN) on your
tax form. If either the name or
SSN on your tax form does not
agree with your social security
card, your refund may be
delayed or you may not receive
credit for your social security
earnings. If your Form W-2,
Form 1099, or other tax docu-
ment shows an incorrect SSN or
name, notify your employer or
the form-issuing agent. If the
name or number on your social
security card is incorrect, call the
Social Security Administration at
1-800-772-1213.

Rounding off. Itis easier to
complete your tax return if you
round off all money amounts.
This means that you drop
amounts under 50 cents. For ex-
ample, $25.32 becomes $25.00.
You increase amounts that are
50 cents or more to the next dol-
lar so that, for example, $25.50
becomes $26.00.

If you do round off, do so for
all amounts on your return. How-
ever, if you have to add two or
more amounts to figure the total
to enter on a line, include cents
when adding the amounts and
round off only the total.

Records and receipts. Do not
send in records, receipts, or can-
celed checks with your tax re-
turn. Keep your records available
so that you can produce them if
the amounts you claim on your
return are ever questioned.



You generally should keep
records that support items of in-
come or deductions on a return
for 3 years from the date the re-
turn was filed or two years from
the date the tax was paid, which-
ever is later.

You should keep records that
relate to the cost of property as
long as they are important in fig-
uring its basis. See Chapter 1.

Filing reminders. Before you
file your return, be sure you do all
of the following.

¢ Make sure the information on
all Forms W-2 you receive is
correct.

Put all income, deductions,
credits, and tax items on the
correct lines.

® Check your social security
numbers or ITINs. Incorrect or
missing numbers for you, your
spouse, or your dependents
may delay your refund.

e Use the correct chart or work-
sheet if you take the standard
deduction.

e Use the correct column in the
Tax Table or the appropriate
Tax Rate Schedule.

e Check your math carefully.

Sign and date your return and
enter your occupation. On a
joint return both husband and
wife must sign.

If you received a tax return
package with a peel-off label
showing your address, trans-
fer the label to your return and
make any necessary correc-
tions to it. Use the label from
your federal tax return pack-
age and not the one that came
with your state tax return. Us-
ing the label helps us identify
your account, saves process-
ing time, and speeds refunds.

If you are married filing a joint
return and did not get a label,
or you are married filing a sep-
arate return, enter your
spouse’s social security num-
ber in the spaces provided on
your tax form.

Attach all Forms W-2 to the
left margin of the front page of
your return.

Attach all forms and sched-
ules in attachment sequence
number order. See Chapter 1.

Send your check or money or-
der for the amount you owe.
Write your social security
number, name, address, day-
time telephone number, form
number and tax year on your

check or money order. Use
Form 1040-V, Payment
Voucher, to send your pay-
ment, and put it loose in the
mailing envelope.

Note. If you pay the first in-
stallment of your 1997 estimated
tax at the same time you file your
1996 return, do not send it with
your return. Use a separate
check or money order and mail it
in a separate envelope to the ad-
dress for your area given in the
instructions for Form 1040—ES,
Estimated Tax for Individuals.

Death of taxpayer. If a tax-
payer died before filing a re-
quired return, the taxpayer’s per-
sonal representative must file
and sign a return for that person.
A personal representative can
be an executor, administrator, or
anyone who is in charge of the
taxpayer's property. If a joint re-
turn is filed, the surviving spouse
must also sign it. If no personal
representative has been ap-
pointed, see Chapter 4.

Copy of return. Keep a copy of
your tax return. It may be helpful
in amending a filed return or pre-
paring future returns. You can
ask the IRS for a copy of a prior
year tax return or a transcript of
tax account information. See
Chapter 1.

Gift to reduce the public debt.
You can make a voluntary gift to
reduce the public debt. To do so,
make a check payable to Bureau
of the Public Debt. You can send
it to:

Bureau of the Public Debt
Department G
Washington, DC 20239—
0601

Or, you can enclose the check
with your 1996 income tax return
when you file. See Chapter 1.

Where to file. If an envelope
addressed to the IRS came with
your 1996 return, please use it to
mail your return, and be sure to
use enough postage. If you do
not have it, or if you moved dur-
ing the year, mail your return to
the address listed for your area
under Where Do | File? in your
tax form instruction booklet.

File on time — even if you can-
not pay. If you do not have the
money to pay the amount you
owe on your return, you should
file your return on time and pay
what you can. The IRS will bill

you for the balance due, plus in-
terest if the balance is not paid
by the due date. You may also
have to pay a failure-to-pay
penalty.

If you do not file your return
by the due date, you will have to
pay interest on the amount you
owe, and you may have to pay a
failure-to-pay penalty plus inter-
est on the penalty. You may also
have to pay a failure-to-file pen-
alty, plus interest. See Chapter 1.

Installment agreement. If you
cannot pay the full amount due
with your return, you may ask to
make monthly installment pay-
ments. See Chapter 1.

Amended return. If you find
changes in your income, deduc-
tions, or credits after you mail
your return, file Form 1040X,
Amended U.S. Individual Income
Tax Return, to change the return
you already filed. See Chapter 1.

Penalties. Certain “accuracy”
penalties can be imposed, in-
cluding the penalties for negli-
gence and for substantial under-
statement of income tax. There
are also penalties for failing to
provide a social security number
and for fraud. See Chapter 1.

Address change. If you move,
be sure to notify the IRS using
Form 8822, Change of Address.
Mail it to the Service Center
where you filed your last return.
Addresses for the Service Cen-
ters are on the back of the form.

If you move after you file your
return and you are expecting a
refund, also notify the post office
serving your old address. This
will help to forward your check to
your new address.

Refund information. You can
use Tele-Tax to find out the sta-
tus of your refund by telephone.
(However, electronically filed re-
turn refund information may not
be on your area’s Tele-Tax sys-
tem.) For details on how to use
this service, see What Is Tele-
Tax?in your tax form instruction
booklet.

Refund checks. Be sure to
cash your refund check soon af-
ter you receive it. Checks not
cashed within 12 months of the
date of the check will be can-
celed. See Chapter 1.

Refund more or less than ex-
pected. If you receive a check
for a refund you are not entitled

to, or for an overpayment that
should have been credited to es-
timated tax, do not cash the
check. Call the IRS number for
your area.

If you receive a check for
more than the refund you
claimed, do not cash the check
until you receive a notice ex-
plaining the difference.

If your refund check is for
less than you claimed, it should
be accompanied by a notice ex-
plaining the difference. Cashing
the check does not stop you
from claiming an additional
amount of refund.

If you did not receive a notice
and you have any questions
about the amount of your refund,
you should wait two weeks. If you
still have not received a notice,
call the IRS number for your
area.

Do you want more or less tax
withheld in 19977 If your 1996
refund is large and you want to
have less tax withheld from your
pay, you should get Form W-4,
Employee’s Withholding Allow-
ance Certificate, from your em-
ployer. Complete Form W-4
claiming any additional al-
lowances you are entitled to, and
return the form to your employer.
If you owe a large amount of tax
this year, you may need to give
your employer a completed
Form W-4 claiming fewer al-
lowances or asking for an addi-
tional amount to be withheld
from each paycheck. See Chap-
ter 5.

Estimated tax. Tax changes for
1997 may affect whether you
must make estimated tax pay-
ments and the amount of your
payments. Generally, you must
make estimated tax payments if
you expect to owe at least $500
and you expect your withholding
and credits to be less than the
smaller of (1) 90% of the tax
shown on your 1997 return or (2)
100% of the tax shown on your
1996 return. However, certain
taxpayers may not be able to use
100% of their 1996 tax to figure
their 1997 estimated tax pay-
ments. See Chapter 5.

Unresolved tax problems.

The Problem Resolution Pro-
gram is for taxpayers who have
been unable to resolve their
problems with the IRS. If you
have a tax problem you cannot
clear up through normal chan-
nels, write to your local IRS Dis-
trict Director or call your local
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IRS office and ask for Problem
Resolution assistance. If you
have access to TTY/TDD equip-
ment, you can call 1-800-829—
4059 to ask for help from Prob-
lem Resolution.

This office cannot change
the tax law or technical deci-
sions. But it can help you clear
up problems that resulted from
previous contacts.
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For more information about
the Problem Resolution Pro-
gram, get Publication 1546, How
to use the Problem Resolution
Program of the IRS.

Privacy Act and paperwork re-
duction information. The Pri-
vacy Act of 1974 and the

Paperwork Reduction Act of
1980 say that when we ask you
for information we must first tell
you what our legal right is to ask
for the information, why we are
asking for it, how it will be used,
what could happen if we do not
receive it, and whether your re-
sponse is voluntary, required to

obtain a benefit, or mandatory
under the law. A complete state-
ment on this subject can be
found in your tax form instruction
booklet. |




Part One.

The Income
TaxReturn

The five chapters in this part provide basic information on the tax system.
They take you through the first steps of filling out a tax return — such as
deciding what your filing status is, how many exemptions you can take, and
what form to file. They also discuss recordkeeping requirements, electronic
filing, certain penalties, and the two methods used to pay tax during the

year: withholding and estimated tax.

1.
Filing
Information

Important Changes
for 1996

Who must file. Generally, the amount of in-
come you can receive before you must file a
return has been increased.

Direct deposit of refund. Instead of getting
a paper check, you may be able to have your
refund deposited directly into your account
at a bank or other financial institution. See
Direct deposit under Refunds, later.

Social security number for dependent.
You must provide the social security number
(SSN) of each dependent you claim, regard-
less of the dependent’s age. But you do not
need to provide an SSN for a child born in
December of 1996. For more information,
see Social Security Number, under How Do |
Prepare My Return? |ater.

Alaska Permanent Fund dividends. A divi-
dend from the Alaska Permanent Fund can
now be reported on Form 1040A, line 12, or
Form 1040EZ, line 3, as well as on Form
1040, line 21. Please see Chapter 13 for
more information about this income.

Service in hazardous duty area or com-
bat zone. You are allowed additional time to
take care of tax matters if you are a member
of the Armed Forces who served in the Per-
sian Gulf Area combat zone, or a qualified
hazardous duty area (Bosnia and Herzego-
vina, Croatia, or Macedonia) in the former
Yugoslavia, or if you are not a member of the
Armed Forces but served in the combat
zone or hazardous duty area in support of
the Armed Forces. You are allowed addi-
tional time for filing your tax returns, paying
your taxes, and filing claims for refunds. See
Individuals Serving in Combat Zone, later,
under When Do | have To File?

Taxpayer identification number for
aliens. If you, or your dependent is a non-
resident or resident alien who does not
have—and is not eligible to get—a social se-
curity number, file Form W-7 with the IRS to
apply for an Individual Taxpayer Identifica-
tion Number (ITIN). You enter this number
wherever the SSN is requested, and you use
it for tax purposes only.
For more information on an ITIN:

¢ For you or your dependent, see Social Se-
curity Numberunder How Do | Prepare My
Return?

¢ For your qualifying child, see Social secur-
ity numberunder Who Can Claim the
Creditin Chapter 35.

Important Reminders

TeleFile. If you receive a TeleFile tax pack-
age, you may be able to file your tax return
over the phone. See TeleFile under Does My
Return Have To Be On Paper?

Installment agreement. If you cannot pay
the full amount due with your return, you may
ask to make monthly installment payments.
See Installment Agreement, later, under
Amount You Owe.

Change of address. If you change your ad-
dress for any reason, you should use Form
8822, Change of Address, to notify the IRS.
See Change of Address, later, under What
Happens After | File?

Electronic filing. You may want to take ad-
vantage of filing your return electronically in-
stead of on a paper form. Electronic filing
can shorten the time for processing returns
to within 3 weeks. See Electronic Filing,
later, under Does My Return Have To Be On
Paper?

Computerized returns. You may want to
prepare your return on a personal computer.
This return, called a 1040PC return, can be
processed faster and more accurately than
the regular tax return. Whenever this chapter
refers to Form 1040, it generally also in-
cludes a 1040PC return. See Computerized
Returns, later, under Does My Return Have
To Be On Paper?for more information.
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Introduction

This chapter discusses:

e Whether you have to file a return,

¢ Which form to use,

e When, how, and where to file your return,

e What happens if you pay too little or too
much tax,

¢ What records you should keep and how
long you should keep them, and

e How you can change a return that you
have already filed.

Do | Have To
File a Return?

If you are a citizen or resident of the United
States or a resident of Puerto Rico and you
meet the filing requirements for any of the
following categories that apply to you, you
must file a federal income tax return:

¢ Individuals—In General

Surviving Spouses, Executors, Ad-
ministrators, or Legal
Representatives

U.S. Citizens Living Outside the U.S.
Residents of Puerto Rico

Individuals With Income From U.S.
Possessions

¢ Dependents

¢ Children Under Age 14
¢ Self-Employed Persons
¢ Aliens

The filing requirements apply even if you
do not owe tax.

Even if you do not have to file a re-
@ turn, it may be to your advantage to
do so. See Who Should File, /ater.

One return. File only one federal income
tax return regardless of how many jobs you
had, how many Forms W-2 you received, or
how many states you lived in during the year.
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Individuals—In General

If you are a U.S. citizen or resident, whether
you must file depends on three factors:

1) Your grossincome,
2) Your filing status, and

3) Yourage.

To find out whether you must file, see Ta-
ble 1-1, Table 1-2, and Table 1-3. Even if no
table shows that you must file, you may need
to file to get money back (see Who Should
File, later).

Gross income. This includes all income
you receive in the form of money, goods,
property, and services that is not exempt
from tax. Common types of income are dis-
cussed in the chapters in Part Two of this
publication.

Community property. If you are mar-
ried and have your permanent home in a
community property state, half of any in-
come described by state law as community
income may be considered yours. This af-
fects your federal taxes, including whether
you must file, if you do not file a joint return
with your spouse. See Publication 555, Com-
munity Property, for more information.

Self-employed individuals. If you are
self-employed, your gross income includes
the amount on line 7 of Schedule C (Form
1040), Profit or Loss From Business, or line 1
of Schedule C-EZ (Form 1040), Net Profit
From Business. See Self-Employed Per-
sons, later, for more information about your
filing requirements.

Filing status. Your filing status depends on
whether you are single or married and on
your family situation. Your filing status is de-
termined on the last day of your tax year,
which is December 31 for most taxpayers.
See Chapter 2 for an explanation of each fil-
ing status.

Age. If you are 65 or older at the end of the
year, you generally can have a higher
amount of gross income than other taxpay-
ers before you must file. See Table 1-1. You
are considered 65 on the day before your
65th birthday. For example, if your 65th birth-
day was on January 1, 1997, you are consid-
ered 65 for 1996.

Surviving Spouses,

Executors, Administrators,

or Legal Representatives

You must file a final return for a decedent (a
person who died) if:

* You are the surviving spouse, executor,
administrator, or legal representative, and

¢ The decedent met the filing requirements
at the date of death.

For more information on rules for dece-
dents, see Chapter 4.
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U.S.Citizens
Living Outside the U.S.

If you are a U.S. citizen living outside the
United States, you must file a return if you
meet the filing requirements. For more infor-
mation on special tax rules that may apply to
you, get Publication 54, Tax Guide for U.S.
Citizens and Resident Aliens Abroad. It is
available at most U.S. embassies and con-
sulates, or you can order it using the order
blank at the end of this publication.

Residents of Puerto Rico

Generally, if you are a U.S. citizen and a resi-
dent of Puerto Rico, you must file a U.S. in-
come tax return if you meet the filing require-
ments. This is in addition to any legal
requirement you may have to file an income
tax return for Puerto Rico.

If you are a resident of Puerto Rico for the
entire year, gross income does not include
income from sources within Puerto Rico, ex-
cept for amounts received as an employee
of the United States or a United States
agency. If you receive income from Puerto
Rican sources that is not subject to U.S. tax,
you must reduce your standard deduction.
As a result, the income level for your require-
ment to file a U.S. income tax return is lower
than the applicable amount in Table 1-1 or
Table 1-2. See U.S. taxation and its discus-
sion, Standard deduction, under The Com-
monwealth of Puerto Rico in Publication 570,
Tax Guide for Individuals With Income From
U.S. Possessions, for further information.

Table 1-1. 1996 Filing Requirements for Most Taxpayers

To use this table, first find your marital status at the end of 1996. Then, read across to find
your filing status and age at the end of 1996. You must file a return if your gross income was
at least the amount shown in the last column.

Gross income means all income you received in the form of money, goods, property,
and services that is not exempt from tax, including any gain on the sale of your main home
(even if you may exclude or postpone part or all of the gain). When using this table, do not
count social security benefits as gross income unless you are married filing a separate
return and lived with your spouse at any time in 1996. (If you must count the benefits, see
Matrried filing separately and living with spouse under Are Any of Your Benefits Taxable?in
Chapter 12 for the amount of social security benefits to count.)

Also, see Table 1-2and Table 1-3for other situations when you must file.

Marital Status Filing Status Age* Gross Income
under 65 $6,550
Single (including divorced Single 65 or older $7,550
and legally separated)
Head of under 65 $8,450
household 65 or older $9,450
Married with a child and
living apart from your
spouse during the last 6 Head of under 65 $8,450
months of 1996 household 65 or older $9,450
under 65
(both spouses) $11,800
Married and living with Married, joint 65 or older
your spouse at end of return (one spouse) $12,600
1996 (or on the date your 65 or older
spouse died) (both spouses) $13,400
Married, separate
return any age $2,550
Married, not living with
your spouse at the end of Married, joint or
1996 (or on the date your separate return any age $2,550
spouse died)
under 65 $6,550
Single 65 or older $7,550
Head of under 65 $8,450
Widowed before 1996 and household 65 or older $9,450
not remarried in 1996
Quialifying
widow(er) with under 65 $9,250
dependent child 65 or older $10,050

* If you were age 65 on January 1, 1997, you are considered to be age 65 at the end of 1996.

Chapter1 FILING INFORMATION



Individuals With Income
From U.S. Possessions

If you had income from Guam, the Northern
Mariana Islands, American Samoa, the Vir-
gin Islands, or Puerto Rico, special rules may
apply in determining whether you must file a
U.S. federal income tax return. In addition,
you may have to file a return with the individ-
ual island government. See Publication 570
for more information.

Dependents

If you are a dependent (one who meets the
dependency tests in Chapter 3), see Table
1-2to find whether you must file. You also
must file if your situation is one of those de-
scribed in Table 1-3.

Responsibility of parent. If a dependent
child with taxable income cannot file an in-
come tax return, a parent, guardian, or other
legally responsible person must file it for the
child. If the child cannot sign the return, the
filer must sign the child’s name followed by
the words “By (signature), parent (or guard-
ian) for minor child.”

A child is liable for his or her own tax. But
if a child’s income tax is not paid, the parent
or guardian is liable for the tax on the child’s
salaries and wages, but not for any tax on
any other income of the child.

Child’s income. Amounts a child earns by
performing services are his or her gross in-
come. This is true even if under local law the
child’s parents have the right to the earnings
and may actually have received them.

Children Under Age 14

If a child’s only income is interest and divi-
dends (including Alaska Permanent Fund
dividends) and certain other conditions are
met, a parent can elect to include the child’s
income on the parent’s return. If this election
is made, the child does not have to file a re-
turn. See Parent’s Election To Report Child’s
Interest and Dividends in Chapter 32.

Self-Employed Persons

You are self-employed if you:

e Carry on atrade or business as a sole
proprietor.

Table 1-2. 1996 Filing Requirements for Dependents
See Chapter 3 to find out if someone can claim you as a dependent.

when you must file.)

ship Grantsin Chapter 13).

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

In this table, earned income means salaries, wages, tips, and professional fees. It
also includes taxable scholarship and fellowship grants (see Scholarship and Fellow-

Unearned income is investment-type income such as interest, dividends, and
capital gains. It also includes unemployment compensation, taxable social security
benefits, pensions, annuities, and distributions of unearned income from a trust.

Caution: If your gross income was $2,550 or more, you generally cannot be
claimed as a dependent unless you were under age 19 or a full-time student
under age 24. For details, see Gross Income Testin Chapter 3.

$4,000.

Single dependents—Were you either age 65 or older or blind?
O No. You must file a return if any of the following apply.

¢ Your unearned income was $1 or more, and the total of that income plus your
earned income was more than $650.

¢ You had no unearned income, and your earned income was more than

O Yes. You must file a return if any of the following apply.
* Your earned income was more than $5,000 ($6,000 if 65 or older and blind),
* Your unearned income was more than $1,650 ($2,650 if 65 or older and blind),
* Your gross income was more than:

1) The larger of $650 or your earned income (up to $4,000), plus
2) $1,000 ($2,000 if 65 or older and blind).

$3,350,

Married dependents—Were you either age 65 or older or blind?
O No. You must file a return if any of the following apply.

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

¢ You had no unearned income, and your earned income was more than

e Your unearned income was $1 or more, and the total of that income plus your
earned income was more than $650.
O Yes. You must file a return if any of the following apply.
* Your earned income was more than $4,150 ($4,950 if 65 or older and blind),

* Your unearned income was more than $1,450 ($2,250 if 65 or older and blind),

® Your gross income was more than:
1) The larger of $650 or your earned income (up to $3,350), plus
2) $800 ($1,600 if 65 or older and blind).
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¢ Are an independent contractor.
* Are a member of a partnership.

e Are in business for yourself in any other
way.

Self-employment can include work in ad-
dition to your regular full-time business activ-
ities. It also includes certain part-time work
that you do at home or in addition to your
regular job.

You must file a return if your gross in-
come is at least as much as the filing require-
ment amount for your filing status and age
(shown in Table 1-1). Also, you must file
Form 1040 and Schedule SE (Form 1040) if:

1) Your net earnings from self-employ-
ment (excluding church employee in-
come) were $400 or more, or

2) You had church employee income of
$108.28 or more (see Employees of
churches, later, and Table 1-3).

Gross income. For purposes of the filing re-
quirements, your gross income includes all
income you receive in the form of money,
goods, property, and services that is not ex-
empt from tax. This includes the gross in-
come amount on line 7 of Schedule C (Form
1040), Profit or Loss From Business, or line 1
of Schedule C-EZ (Form 1040), Net Profit
From Business.

Net earnings of $400 or more. You must
file a tax return if you had net earnings of
$400 or more from self-employment. This
applies regardless of your age.

Net earnings from self-employment are
figured on line 4 of Schedule SE (Form
1040), Section A or line 4c of Schedule SE
(Form 1040), Section B.

Minimum amount. You must have $400
or more of net earnings from self-employ-
ment to be subject to self-employment tax. If
your net earnings are less than $400, you do
not have to pay the tax, unless you had
church employee income of $108.28 or
more.

Self-employment tax. Self-employment
tax is comparable to the social security and
Medicare tax withheld from an employee’s
wages.

The combined self-employment tax rate
for 1996 is 15.3%. The 15.3% rate is a total
of 12.4% for social security and 2.9% for
Medicare. Use Schedule SE (Form 1040),
Self-Employment Tax, to figure your tax. At-
tach it to Form 1040. A copy of this schedule
is shown in Chapter 39.

Maximum amount. No more than
$62,700 of your combined wages, tips, and
net earnings in 1996 is subject to any combi-
nation of the 12.4% social security part of
self-employment tax, social security tax, or
railroad retirement (tier 1) tax.

However, all of your net earnings from
self-employment in 1996 are subject to the
2.9% Medicare part of self-employment tax.

Foreign governments or international
organizations. If you are a U.S. citizen who
works in the United States for an interna-
tional organization, a foreign government, or
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a wholly owned instrumentality of a foreign
government, and if your work is exempt from
social security and Medicare taxes, you must
pay self-employment tax on earnings from
services performed in the United States.

Ministers. Income from services you
performed as a minister is subject to self-em-
ployment tax unless you have requested and
received an exemption from the tax. This
also applies to Christian Science practition-
ers and members of a religious order who
have not taken a vow of poverty. For more
information, get Publication 517, Social Se-
curity and Other Information for Members of
the Clergy and Religious Workers.

Employees of churches. You will have
to pay self-employment tax if:

1) You work for a church or a qualified
church-controlled organization that
elected exemption from social security
and Medicare taxes,

2) You receive $108.28 or more from the
church or organization as its employee
(other than as a minister or a member of

areligious order), and

~

3) You have not elected to be exempt from
social security taxes as a member of a
qualifying religious sect.

See Publication 533, Self-Employment Tax,
for more information.

Aliens

Your status as an alien—resident, nonresi-
dent, or dual-status—determines whether
and how you must file an income tax return.
The rules used to determine if you are a
resident or nonresident alien are discussed
in Publication 519, U.S. Tax Guide for Aliens.

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

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

Dual-status taxpayers. If you were a resi-
dent alien for part of the tax year and a non-
resident alien for the rest of the year, you are
a dual-status taxpayer. Different rules apply
for the part of the year you were a resident of
the United States and the part of the year
you were a nonresident. For information on
dual-status taxpayers, see Publication 519.

Joint return. If you are an alien and you
were married to a person who was a U.S. citi-
zen or resident on the last day of the tax
year, you may be able to file a joint return
with your spouse. See Publication 519.

Page 10

Who Should File

Even if you do not have to file, you
@ should file a federal income tax re-
turn to get money back if:

1) You had income tax withheld from your
pay, or
2) You qualify for the earned income

credit. See Chapter 35 for more
information.

Which Form
Should | Use?

You must use one of three forms to file your
return —Form 1040EZ, Form 1040A, or
Form 1040. (But also see Does My Return
Have To Be On Paper?later.)

Form 1040EZ

Form 1040EZ is the simplest form to use.

You can use Form 1040EZ if all of the fol-

lowing apply.

¢ Your filing status is single or married filing
jointly.

¢ You (and your spouse if married filing a
joint return) were under age 65 on Janu-
ary 1, 1997, and not blind at the end of
1996.

e You do not claim any dependents.

Your taxable income is less than $50,000.

* Your income is only from wages, salaries,
tips, unemployment compensation,
Alaska Permanent Fund dividends, taxa-
ble scholarship and fellowship grants, and
taxable interest of $400 or less.

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

¢ |f you were a nonresident alien at any time
in 1996, your filing status is married filing
jointly.

¢ You do not owe any household employ-
ment taxes on wages you paid to a do-
mestic employee.

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

Table 1-3. Other Situations When You Must File a 1996 Return

employer. (See Chapter 7.)

(See Chapter 35.)

Employed Persons.”)

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

1. You owe any special taxes, such as:
e Social security or Medicare tax on tips you did not report to your
¢ Uncollected social security, Medicare, or railroad retirement tax on
tips you reported to your employer. (See Chapter 7.)

¢ Uncollected social security, Medicare, or railroad retirement tax on
your group-term life insurance. (See Chapter 31.)

¢ Alternative minimum tax. (See Chapter 31.)

e Tax on a qualified retirement plan, including an individual retirement
arrangement (IRA). (See Chapter 18.)

e Tax from recapture of investment credit or a low-income housing
credit you claimed in a previous year. (See the instructions for Form
4255, Recapture of Investment Credit, or Form 8611, Recapture of
Low-Income Housing Credit.)

e Recapture tax on the disposition of a home purchased with a
federally-subsidized mortgage. (See Chapter 16.)

¢ Recapture of the qualified electric vehicle credit. (See Chapter 36.)
2. You received any advance earned income credit (EIC) payments from
your employer. This amount should be shown in box 9 of your Form W-2.

3. You had net earnings from self-employment of at least $400. (See “Self-

4. You had wages of $108.28 or more from a church or qualified church-
controlled organization that is exempt from employer social security and
Medicare taxes. (See Publication 533)
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Form 1040A

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

You can use Form 1040A if:

e Your income is only from wages, salaries,
tips, IRA distributions, pensions and annu-
ities, taxable social security and railroad
retirement benefits, taxable scholarship
and fellowship grants, interest, dividends
(including Alaska Permanent Fund divi-
dends), and unemployment
compensation.

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

e Your only adjustment to income is the de-
duction for contributions to an IRA.

* You do not itemize your deductions.
* Your only taxes are:
a) The amount from the Tax Table.

b) Alternative minimum tax (see Chapter
31).

c) Employment taxes on cash wages
you paid to a household employee
(see Publication 926, Household Em-
ployer’s Tax Guide).

d) Advance earned income credit (EIC)
payments, if you received any (see
Chapter 35).

* Your only credits are:

a) The credit for child and dependent
care expenses (see Chapter 33).

b) The credit for the elderly or the dis-
abled (see Chapter 34).

c) The earned income credit (see Chap-
ter 35).

If you file Form 1040A, you can claim es-
timated tax payments for 1996 and the ex-
clusion of interest from Series EE U.S. sav-
ings bonds issued after 1989.

If you do not meet all of the above re-
quirements, you cannot use Form 1040A.
For example, you may want to claim itemized
deductions, which you cannot claim on Form
1040A. Check the list under Form 1040 to
see if you must use Form 1040.

Form 1040

If you cannot use Form 1040EZ or Form
1040A, you must use Form 1040. You can
use Form 1040 to report all types of income,
deductions, and credits, including those you
cannot put on either Form 1040EZ or Form
1040A.

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

You must use Form 1040 if:
¢ Your taxable income is $50,000 or more.
* You itemize your deductions.

You received or paid accrued interest on
securities transferred between interest
payment dates.

You received nontaxable dividends or
capital gain distributions.

You have to complete Part Il of Schedule
B (Form 1040) because:

You were a grantor of, or transferor
to, a foreign trust that existed dur-
ing 1996, or

At any time during the year you had
an interest in, or signature or other
authority over, a bank, securities,
or other financial account in a for-
eign country. Note: If the com-
bined value of the foreign ac-
count(s) is $10,000 or less during
all of 1996, or if the account(s)
was with a U.S. military banking
facility operated by a U.S. finan-
cial institution, you may be able to
use Form 1040A or Form 1040EZ.

You had income that cannot be reported
on Form 1040EZ or Form 1040A. This in-
cludes gain from the sale of your home or
other property, barter income, alimony in-
come, taxable refunds of state and local
income taxes, and self-employment in-
come (including farm income).

You sold or exchanged capital assets or
business property.

You claim adjustments to gross income
for moving expenses, the deduction for
self-employment tax, payments for self-
employed health insurance, payments to
a Keogh or SEP plan, the penalty on early
withdrawal of savings, alimony paid, cer-
tain required repayments of supplemental
unemployment benefits, jury pay turned
over to your employer, qualified perform-
ing artists’ expenses, or other allowable
adjustments to income.

Your Form W-2 shows uncollected em-
ployee tax (social security and Medicare
tax) on tips or group-term life insurance in
box 13. See Chapter 7.

You received $20 or more in tips in any
one month, and you did not report all of
these tips to your employer. See Chapter
7.

You must pay tax on self-employment in-
come. See Schedule SE (Form 1040),
Self-Employment Tax.

You have to recapture an investment
credit, a low-income housing credit, a
qualified electric vehicle credit, or an In-
dian employment credit you claimed in a
previous year.

You have to recapture tax on the disposi-
tion of a home purchased with a federally-
subsidized mortgage. See Chapter 16.

You have to pay tax on an excess golden
parachute payment.

You claim credits against your tax for any
of the following:

Mortgage interest credit
Foreign tax credit
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Any general business credit
Credit for prior year minimum tax

Credit for fuel from a nonconven-
tional source

Credit for federal tax on fuels
Qualified electric vehicle credit

Regulated investment company
credit

¢ You file any of the following:

Form 2119, Sale of Your Home
(when filed in the year of sale)

Form 2555, Foreign Earned Income

Form 2555-EZ, Foreign Earned In-
come Exclusion

Form 4563, Exclusion of Income for
Bona Fide Residents of American
Samoa

Form 4970, Tax on Accumulation Dis-
tribution of Trusts

Form 4972, Tax on Lump-Sum Distri-
butions (See Chapter 11.)

Form 5329, Additional Taxes Attribu-
table to Qualified Retirement
Plans (Including IRAs), Annuities,
and Modified Endowment
Contracts
Note: If you are filing Form 1040
solely because you have to file
Form 5329, do not file Form 1040,
you only have to file Form 5329.
(See Chapters 11 and 18.)

Form 8271, Investor Reporting of Tax
Shelter Registration Number

Form 8814, Parents’ Election To Re-

port Child’s Interest and
Dividends

When Do |
Have To File?

April 15, 1997, is the due date for filing your
1996 income tax return if you use a calendar
year. For a quick view of due dates for filing a
return with or without an extension of time to
file (discussed later), see Table 1-4.

If you use a fiscal year (a year ending on
the last day of any month except December,
or a 52-53 week year), your income tax re-
turn is due by the 15th day of the 4th month
after the close of your fiscal year.

When the due date for doing any act for
tax purposes—filing a return, paying taxes,
etc.—falls on a Saturday, Sunday, or legal
holiday, you can do that act on the next busi-
ness day.

Filing on time. Your return is filed on time if
it is properly addressed and is postmarked
by the due date. The return must have suffi-
cient postage. If you send a return by regis-
tered mail, the date of the registration is the
postmark date. The registration is evidence
that the return was delivered. If you send a
return by certified mail and have your receipt
postmarked by a postal employee, the date
on the receipt is the postmark date. The
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postmarked certified mail receipt is evidence
that the return was delivered.

Private delivery services. In addition to
the United States Postal Service, private de-
livery services (to be designated by the IRS)
can be used to meet the timely mailing as
timely filing and paying rule (for example, to
send your tax return to the IRS). When this
publication was printed, no private delivery
had been designated. When they are, the
IRS will make every effort to publicize the
information.

Filing late. If you do not file your return by
the due date, you may have to pay a failure-
to-file penalty and interest. For more infor-
mation, see Penalties, later. Also see Inter-
estunder Amount You Owe.

Nonresident alien. If you are a nonresident
alien and earn wages that are subject to U.S.
income tax withholding, your 1996 U.S. in-
come tax return ( Form 1040NR or Form
1040NR-EZ) is due by:

e April 15, 1997, if you use a calendar year,
or

® The 15th day of the 4th month after the
end of your fiscal year if you use a fiscal
year.

If you do not earn wages that are subject
to U.S. income tax withholding, your return is
due by:

e June 16, 1997, if you use a calendar year,
or

e The 15th day of the 6th month after the
end of your fiscal year, if you use a fiscal
year.

Get Publication 519, U.S. Tax Guide for
Aliens, for more filing information.

Filing for a decedent. If you must file a final
return as an executor, administrator, legal
representative, or surviving spouse of a tax-
payer who died during the year (a decedent),
the income tax return is due by the 15th day
of the 4th month after the end of the de-
ceased taxpayer’s normal tax year. In most
cases, for a 1995 return, this will be April 15,
1997. See Final Return for the Decedent in
Chapter 4.

Extensions of Time To File
You may be able to get an extension of time
to file your return. Special rules apply if you
were:

¢ Outside the United States, or

e Serving in a combat zone or a qualified
hazardous duty area.

These rules are discussed separately.

Form 4868. If you are not able to file your
1996 return by the due date, you may be able
to get an automatic 4—month extension of
time to file. To get the automatic extension,
you must file Form 4868, Application for Au-
tomatic Extension of Time To File U.S. Indi-
vidual Income Tax Return.
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Table 1-4. When to File Your 1996 Return (For U.S. citizens and residents
who file returns on a calendar year)

requested

Form 4868 filed
(1st extension)

Form 2688 filed
after filing Form
4868 (2nd
extension)

For Most For Certain Taxpayers
Taxpayers Outside the U.S.
No extension April 15, 1997 June 16, 1997

August 15, 1997

October 15, 1997

August 15, 1997

October 15, 1997

Example. If your return is due on April
15, 1997, you will have until August 15, 1997,
to file.

Caution: You may not be eligible. If
you want the IRS to figure your tax, you can-
not use the automatic extension of time to
file. If you are under a court order to file by
the regular due date, you also cannot use
the automatic extension of time to file.

When to file. You must file Form 4868
by April 15, 1997. If you are filing a fiscal year
return, file Form 4868 by the regular due
date for your return. You can file Form
1040EZ, Form 1040A, or Form 1040 any
time before the 4—month extension period
ends.

Time to pay not extended. An extension of
time to file is not an extension of time to pay.
You must make an accurate estimate of your
tax for 1996 and send any necessary pay-
ment with your Form 4868. If you find you
cannot pay the full amount due with Form
4868, you can still get the extension. You will
owe interest on the unpaid amount.

You also may be charged a penalty for
paying the tax late unless you have reasona-
ble cause for not paying your tax when due.
See Penalties, later.

Interest and penalties are assessed
(charged) from the original due date of the
return, which, for most taxpayers, is April 15,
1997.

When you file your return. Enter any pay-
ment you made with Form 4868 on line 55,
Form 1040. If you file Form 1040EZ or Form
1040A, include any payment you made with
Form 4868 in your total payments on line 9 of
Form 1040EZ or line 29d of Form 1040A.
Also write “Form 4868 and the amount paid
in the space to the left of line 9 or line 29d.

Extensions beyond 4 months. If you qual-
ify for the 4—month extension and you later
find that you are not able to file within the 4—
month extension period, you may be able to
get 2 more months to file, for a total of 6
months.

You can apply for an extension beyond
the 4-month extension either by a letter to
the IRS or by filing Form 2688, Application
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for Additional Extension of Time To File U.S.
Individual Income Tax Return. You should
request the extension early so that, if re-
fused, you still will be able to file on time. Ex-
cept in cases of undue hardship, Form 2688
or arequest by letter will not be accepted un-
til you have first used Form 4868 to get an
automatic 4—-month extension. Form 2688 or
your letter will not be considered if you file it
after the extended due date.

To get an extension beyond the auto-
matic 4—-month extension, you must give all
the following information:

* The reason for requesting the extension.

¢ The tax year to which the extension
applies.

The length of time needed for the
extension.

e Whether another extension of time to file
has already been requested for this tax
year.

You may sign the request for this extension,
or it may be signed by your attorney, CPA,
enrolled agent, or a person with a power of
attorney. If you are unable to sign the re-
quest because of iliness or for another good
reason, a person in close personal or busi-
ness relationship to you can sign for you,
stating why you could not sign the request.

Extension granted. If your application
for this extension is approved, you will be no-
tified by the IRS. Attach the notice to your re-
turn when you file it.

If an extension is granted and the IRS
later determines that the statements made
on your request for this extension are false
or misleading and an extension would not
have been granted at the time based on the
true facts, the extension is null and void. You
will have to pay the failure-to-file penalty
(discussed later).

Extension not granted. If your applica-
tion for this extension is not approved, you
must file your return by the extended due
date of the automatic extension. You may be
allowed to file within 10 days of the date of
the notice you get from the IRS if the end of
the 10—day period is later than the due date.
The notice will tell you if the 10—-day grace
period is granted.



No further extensions. An extension of
more than 6 months will not be granted if you
are in the United States. However, if you are
outside the United States and meet certain
tests, you may be granted a longer exten-
sion. See When To File and Pay in Publica-
tion 54 for more information.

Individuals Outside the U.S.

You are allowed an automatic 2-month ex-
tension (until June 16, 1997, if you use a cal-
endar year) to file your 1996 return and pay
any federal income tax that is due if you are a
U.S. citizen or resident and on the regular
due date of your return (April 15, 1997, if you
use a calendar year):

1) You are living outside of the United
States and Puerto Rico, and your main
place of business or post of duty is
outside the United States and Puerto
Rico, or

2) You are in military or naval service on
duty outside the United States and Pu-
erto Rico.

However, if you pay the tax due after the
regular due date, interest will be charged
from the regular due date until the date the
tax is paid.

See When To File and Pay in Publication
54 for more information.

If you served in a combat zone, see Indi-
viduals Serving in Combat Zone, later, for
special rules that apply to you.

Married taxpayers. If you file a joint return,
only one spouse has to qualify for this auto-
matic extension to apply. If you and your
spouse file separate returns, this automatic
extension applies only to the spouse who
qualifies.

How to get the extension. To use this spe-
cial automatic extension, you must attach a
statement to your return explaining what sit-
uation (see the two listed earlier) qualified
you for the extension.

Extensions beyond 2 months. If you are
unable to file your return within the automatic
2—-month extension period, you may be able
to get an additional 2-month extension of
time to file your return, for a total of 4
months. You must file Form 4868 by the end
of the automatic extension period (usually
June 16, 1997) to get this additional 2—
month extension.

This additional 2—-month extension of
time to file is not an extension of time to pay.
See Time to pay not extended, earlier.

Extensions beyond 4 months. If you are
still unable to file your return within the 4—
month extension, you may be able to get an
extension for 2 more months, for a total of 6
months. See Extensions beyond 4 months,
earlier.

No further extensions. An extension of
more than 6 months will generally not be
granted. However, if you are outside the

United States and meet certain tests, you
may be granted a longer extension. See
When To File and Pay in Publication 54 for
more information.

Individuals Serving
in Combat Zone

If you served in the Armed Forces in the Per-
sian Gulf Area combat zone, or in a qualified
hazardous duty area (Bosnia and Herzego-
vina, Croatia, or Macedonia) in the former
Yugoslavia, the deadline for filing your tax re-
turn, paying any tax that you may owe, and
filing a claim for refund is automatically ex-
tended. The deadline is also extended if you
served in the combat zone or in a qualified
hazardous duty area in support of the Armed
Forces, even though you were not a member
of those forces. This category includes Red
Cross personnel, accredited correspon-
dents, and civilians under the direction of the
Armed Forces in support of the Armed
Forces.

For purposes of the deadline extension,
the Persian Gulf Area became a combat
zone on August 2, 1990, and Bosnia and
Herzegovina, Croatia, and Macedonia be-
came a qualified hazardous duty area on No-
vember 21, 1995. See Publication 3 for more
information on these and other benefits.

Extension period. Your deadline for filing
your return, paying any tax that is due, and
for filing a claim for refund is extended for at
least 180 days after the later of:

1) The last day you are in a combat zone
or in a qualified hazardous duty area (or
the last day the area qualifies as a com-
bat zone or a qualified hazardous duty
area), or

2) The last day of any continuous qualified
hospitalization for injury from service in
the combat zone or qualified hazardous
duty area.

In addition to the 180 days, your deadline
is also extended by the number of days you
had left to file when you entered the Persian
Gulf Area combat zone or qualified hazard-
ous duty area. For example, you have 372
months (January 1 — April 15, 1997) to file
your 1996 tax return. Any days of this 3¥—
month period that are left when you entered
the combat zone or qualified hazardous duty
area (or the entire 3¥-months if you entered
the combat zone or qualified hazardous duty
area before January 1, 1997) are added to
the 180 days to find the end of your time ex-
tension for filing your 1996 return.

How Do |
Prepare My Return?

This section explains how to get ready to fill
in your tax return, including when to report
your income and expenses. It also explains
how to complete certain sections of the
form. You may find Table 1-5 helpful when
you prepare your return.

Chapter1 FILING INFORMATION

In most cases, the IRS will mail you either
Form 1040, Form 1040A, or Form 1040EZ
with related instructions, based on what you
filed last year. Before you fill in the form, look
it over to see if you need additional forms or
schedules. You may also want to read Does
My Return Have To Be On Paper?later.

If you have not received a tax return
package in the mail, or if you need other
forms, you can order them. You can get most
forms and publications you need by using
the order blank at the end of this publication
or by calling 1-800-TAX-FORM (1-800—
829-3676).

Form W-2. If you are an employee, you
should receive Form W-2 from your em-
ployer. You will need the information from
this form before you prepare your return.

If you do not receive Form W-2 by Janu-
ary 31, contact your employer. If you still do
not get the form by February 15, the IRS can
help you by requesting the form from your
employer. For more information, see Form
W-2under Credit for Withholding and Esti-
mated Taxin Chapter 5.

Form 1099. If you received certain types of
income, you may get a form in the Form
1099 series. For example, if you received
taxable interest of $10 or more, the payer
generally must give you a Form 1099—INT. If
you have not received it by January 31, con-
tact the payer. If you still do not get the form
by February 15, call the IRS for help.

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

Tax help on videotape. A videotape of tax
return instructions is available in either En-
glish or Spanish at participating libraries.

Table 1-5. 6 Steps for Preparing
Your Return

1—Get all of your records together for
income and expenses.

2—Get all forms, schedules, and
publications that you need.

3—Fillin your return.

4—Check your return to make sure it is
correct.

5—Sign and date your return.

6—Attach all required forms and
schedules.

When Do | Report My

Income and Expenses?
You must figure your taxable income on
the basis of a tax year. A “tax year” is an
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annual accounting period used for keeping
your records and reporting your income
and expenses. You must account for your
income and deductions in a way that
clearly shows your taxable income. The
way you do this is called an accounting
method. This section explains which ac-
counting periods and methods you can
use.

Accounting Periods

Most individual tax returns cover a calen-
dar year —the 12 months from January 1
through December 31. If you do not use a
calendar year, your accounting period is a
fiscal year. A regular fiscal year is a 12—
month period that ends on the last day of
any month except December. A 52-53
week fiscal year varies from 52 to 53
weeks and ends on a particular day of the
week.

You must choose your accounting pe-
riod when you file your first income tax re-
turn. It cannot be longer than 12 months.

Changing your accounting period. If
you want to change your accounting pe-
riod, you generally must get permission
from the IRS. Use Form 1128, Application
To Adopt, Change, or Retain a Tax Year.
Form 1128 must be filed by the 15th day of
the second calendar month of the re-

quested accounting period. The new pe-
riod cannot be used until you receive ap-
proval from IRS. A fee is charged to

request a change in your accounting

period.

Example. Last year, you were an em-
ployee and filed your income tax return on
a calendar year basis. On July 1 this year
you quit your job and open your own repair
shop. For business reasons, you want to
file your income tax return on a fiscal year
basis from July 1 to June 30. To change
your accounting period, complete and
send Form 1128 by August 15.

Additional information. For more infor-
mation on accounting periods, see Publi-
cation 538, Accounting Periods and
Methods.

Accounting Methods

Your accounting method is the way you ac-
count for your income and deductions.
Most taxpayers use either the cash
method or an accrual method. You choose
a method when you first file a return.

Cash method. If you use this method, re-
port all items of income in the year in which
you actually or constructively receive
them. Deduct all expenses in the year you
pay them. This is the method most individ-
ual taxpayers use.

Constructive receipt. You construc-
tively receive income when it is credited to
your account, or is set apart in any way that
makes it available to you. You do not need
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to have physical possession of it. For ex-
ample, interest credited to your bank ac-
count on December 31, 1996, is taxable in-
come to you in 1996 if you could have
withdrawn it in 1996 (even if the amount is
not entered in your passbook or withdrawn
until 1997).

Garnisheed wages. If your employer
uses your wages to pay your debts, or if
your wages are attached or garnisheed,
the full amount is constructively received
by you. You must include these wages in
income for the year you would have re-
ceived them.

Brokerage and other accounts.
Profits from a brokerage account, or similar
account, are fully taxable in the year you
earn them. This is true even if:

1) You do not withdraw the earnings,

2) The credit balance in the account may
be reduced or eliminated by losses in
later years, or

3) Current profits are used to reduce or
eliminate a debit balance from previ-
ous years.

Debts paid for you. If another person
cancels or pays your debts (but not as a gift
or loan), you have constructively received
the amount and generally must include it in
your gross income for the year. See Can-
celed Debts in Chapter 13 if you need more
information.

Payment to third party. If athird party
is paid income from property you own, you
have constructively received the income. It
is the same as if you had actually received
the income and paid it to the third party.

Payment to an agent. Income re-
ceived by an agent for you is income con-
structively received by you in the year the
agent receives it. If you indicate in a con-
tract that your income is to be paid to an-
other person, you must include the amount
in your gross income when the other per-
son receives it.

Check received or available. A valid
check you received or that was made avail-
able to you before the end of the tax year is
constructively received by you in that year,
even if you do not cash the check or de-
posit it in your account until the next year.

No constructive receipt. There may
be facts to show that you did not construc-
tively receive income.

Example. Alice Johnson, a teacher,
agreed to her school board’s condition
that, in her absence, she would receive
only the difference between her regular
salary and the salary of a substitute
teacher hired by the school board. There-
fore, Alice did not constructively receive
the amount by which her salary was re-
duced to pay the substitute teacher.

Accrual method. If you use an accrual
method, you generally report income when
you earn it, rather than when you receive it.
You generally deduct your expenses when
you incur them, rather than when you pay
them.
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Income paid in advance. Prepaid in-
come is generally included in gross income
in the year you receive it. Your method of
accounting does not matter as long as the
income is available to you. Prepaid income
includes rents or interest you receive in ad-
vance and pay for services you will perform
later.

Changing your accounting method.
Once you have chosen your accounting
method, you ordinarily cannot change it
without the permission of the IRS. How-
ever, you can choose a different method
for each business you have when you re-
port income from it for the first time.

Example. You work for a salary and
use the cash method to report that income
on your tax return. You open a gift shop
and continue to work for a salary. Even
though you use the cash method for your
salary, you can use an accrual method for
reporting income from your gift shop.

How to change. If you want to change
your accounting method, get Form 3115,
Application for Change in Accounting
Method. In general, Form 3115 must be
filed within 180 days after the beginning of
the year of change. A fee is charged to re-
guest a change in your accounting method.

Additional information. For more infor-
mation on accounting methods, get Publi-
cation 538.

Social Security Number

You must show your social security num-
ber (SSN) on your return. Be sure the SSN
on your return is the same as the SSN on
your social security card. If the address la-
bel in your tax return package shows the
wrong SSN, mark through it. Correct it on
the label. If you did not receive a tax return
package with a label, enter your SSN in the
space provided on the return.

If you are married and you did not re-
ceive a tax return package with a label,
enter the SSNs for both you and your
spouse, whether you file jointly or
separately.

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

Dependent’s social security number.
You must provide the SSN of each depen-
dent you claim, regardless of the depen-
dent’s age. This requirement applies to all
dependents (not just your children)
claimed on your tax return.

Exception. You do not need to provide
an SSN for a child born in December of
1996.



No social security number. If you or your
dependent does not have an SSN, file a
Form SS-5 with your local SSA office. It
usually takes about 2 weeks to get an SSN.
If you or your dependent is not eligible to
get an SSN, see Individual taxpayer identi-
fication number for aliens, later.

If you are a U.S. citizen, you must show
proof of age, identity, and citizenship with
your Form SS-5. If you are 18 or older, you
must appear in person.

Form SS-5 is available at any SSA of-
fice. If you have any questions about which
documents you can use as proof of age,
identity, or citizenship, contact your SSA
office.

If your dependent does not have an
SSN by the time your return is due, you
may want to ask for an extension of time to
file, as explained earlier under When Do |
Have To File?

If you don’t provide a required SSN or if
you provide an incorrect SSN, your tax may
be increased and any refund may be
reduced.

Nonresident alien spouse. |If your
spouse is a nonresident alien and you file a
joint or separate return, your spouse must
have either an SSN or an Individual Tax-
payer ldentification Number (ITIN). If your
spouse is not eligible to get an SSN, see
the next discussion.

Individual taxpayer identification num-
ber (ITIN) for aliens. The IRS will issue
you an ITIN if you are a nonresident or resi-
dent alien and you do not have and are not
eligible to get a social security number
(SSN). To apply for an ITIN, file Form W-
7 with the IRS. See How To Get Forms,
Publications, and Other Information, at the
end of this publication, to find out how to
get the form. It usually takes about 30 days
to get an ITIN. Enter this number on your
tax return wherever your SSN is requested,
and use it for tax purposes only. An incor-
rect or missing taxpayer identification num-
ber may increase your tax or reduce your
refund.

Alien dependent. If your dependent is
a nonresident or resident alien who does
not have and is not eligible to get a social
security number (SSN), file Form W-7 with
the IRS to apply for an individual taxpayer
identification number (ITIN). Enter this
number on your return wherever the de-
pendent’s SSN is requested. Use it for tax
purposes only.

An ITIN is for tax use only. It does
A not entitle you or your dependent
YWITEN] to social security benefits or

change the employment or immigration
status of either of you under U.S. law.

Penalty for not providing social secur-
ity number. If you do not include your
SSN or the SSN of your spouse or depen-
dent as required, you may have to pay a

penalty. See the discussion on Penalties,
later, for more information.

SSN on correspondence. If you write to
the IRS about your tax account, be sure to
include your SSN in your correspondence.
Because your SSN is used to identify your
account, this helps the IRS respond to your
correspondence promptly.

Presidential Election
Campaign Fund

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

Rounding Off Dollars
You may round off cents to whole dollars
on your return and schedules. If you do
round to whole dollars, you must round all
amounts. To round, drop amounts under
50 cents and increase amounts from 50 to
99 cents to the next dollar. For example,
$1.39 becomes $1 and $2.50 becomes $3.
If you have to add two or more amounts
to figure the amount to enter on a line, in-
clude cents when adding the amounts and
round off only the total.

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

Additional Schedules

Depending on the form you file and the
items reported on your return, you may
have to complete additional schedules and
attach them to your return.

Form 1040EZ. There are no additional
schedules to file with Form 1040EZ.

Form 1040A. If you file Form 1040A, you
must complete and attach any of the fol-
lowing schedules that apply.

e Schedule 1 to report your interest in-
come or dividend income if either
amount is more than $400 or if certain
conditions apply. Those conditions are
listed under How To Report Interest In-
come in Chapter 8.

e Schedule 2 to take the credit for child
and dependent care expenses.

e Schedule 3 to take the credit for the eld-
erly or the disabled.

e Schedule EIC to take the earned income
credit.

e Schedule H to figure employment taxes
on cash wages you paid to a household
employee.
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Form 1040. If you file Form 1040, attach
the necessary schedules or forms, such
as:

e Schedule A to itemize your deductions.

e Schedule B to report over $400 in inter-
est or dividends (including capital gain
and nontaxable distributions), to answer
the foreign accounts and foreign trusts
questions, or to report interest or divi-
dend income (even if $400 or less) if
certain conditions apply. Those condi-
tions are listed under How To Report In-
terest Income in Chapter 8.

e Schedule C or Schedule C—EZ to report
profit or loss subject to self-employment
tax from a business you operated or a
profession you practiced as a sole pro-
prietor, and to report wages and ex-
penses you had as a statutory
employee.

e Schedule D to report capital gains and
losses.

e Schedule E to report income or loss
from rental real estate, royalties, part-
nerships, estates, trusts, S corporations,
and REMICs (residual interests).

e Schedule EIC to take the earned income
credit.

e Schedule F to report farm income and
expenses.

e Schedule H to figure employment taxes
on cash wages you paid to a household
employee.

e Schedule R to take the credit for the eld-
erly or the disabled.

e Schedule SE to figure self-employment
tax.

Foreign accounts and trusts. You
must complete Part |1l of Schedule B (Form
1040) if:

1) You received more than $400 in either
interest or dividends, or

2) You had a foreign account or were the
grantor of, or transferor to, a foreign
trust.

If you checked Yes to the question on
line 11a, Part Ill of Schedule B, you must
file Form TD F 90-22.1, Report of Foreign
Bank and Financial Accounts, by June 30,
1997, with the Department of the Treasury
at the address shown on the form. Form
TD F 90-22.1 is not a tax return, so do not
attach it to your Form 1040. Be sure to file
your Form 1040 with the IRS. You can get
Form TD F 90-22.1 by using the order
blank at the end of this publication.

For more information, see the instruc-
tions for Part Ill of Schedule B (Form
1040).

Assembling your return. Attach all
forms and schedules behind Form 1040 in
order of the “Attachment Sequence Num-
ber” shown in the upper right corner of the
form or schedule. Put forms without an at-
tachment sequence number next. Then ar-
range all other statements or attachments
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in the same order as the forms and sched-
ules they relate to and attach them last. Do
not attach items unless required to do so.

Form W-2. Form W-2, Wage and Tax
Statement, is a statement from your em-
ployer of the wages and other compensa-
tion paid to you and the taxes withheld
from your pay. You should have a Form W-
2 from each employer. Be sure to attach
the first copy or copy B of Form W-2 in the
place indicated in the left margin of the
front page of your return. Attach it only to
the front page of your return, not to any at-
tachments. For more information, see
Form W-2in Chapter 5.

Signatures

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

If you are due a refund, it cannot be is-
sued unless you have signed your return.

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

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

Paid preparer. Generally, anyone you pay
to prepare, assist in preparing, or review
your tax return must sign it and fill in the
other blanks in the paid preparer’s area of
your return. Signature stamps and labels
are not acceptable. Paid preparers of Form
1040EZ must also put an “X” in box 10 in
the lower right corner of page 1 of the
return.

If the preparer is self-employed (that is,
not employed by any person or business to
prepare the return), he or she should check
the self-employed box in the Paid
Preparer’s Use Only space on the return.

The preparer must give you a copy of
your return in addition to the copy filed with
the IRS.

If you have questions about whether a
preparer must sign your return, please con-
tact any IRS office.

When someone can sign for you. You
can appoint an agent to sign your return if
you are:

1) Unable to sign the return because of
disease orinjury,

2) Absent from the United States for a
continuous period of at least 60 days
before the due date for filing your re-
turn, or

3) Given permission to do so by the IRS
district director in your district.

Power of attorney. A return signed by
an agent in any of these cases must have a
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power of attorney (POA) attached that au-
thorizes the agent to sign for you. You can
use a POA that states that the agent is
granted authority to sign the return, or you
can use Form 2848, Power of Attorney and
Declaration of Representative. Part | of
Form 2848 must state that the agent is
granted authority to sign the return.

Unable to sign. If the taxpayer is men-
tally incompetent and cannot sign the re-
turn, it must be signed by a court-appointed
representative who can act for the
taxpayer.

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

Spouse unable to sign. If your spouse is
unable to sign for any reason, see Signing
a joint return, in Chapter 2.

Child’s return. If a child has to file a tax re-
turn but cannot sign the return, the child’s
parent, guardian, or another legally re-
sponsible person must sign the child’s
name, followed by the words “By (signa-
ture), parent (or guardian) for minor child.”

Refunds

When you complete your return, you will
determine if you paid more income tax than
you owed. If so, you can get a refund of the
amount you overpaid or, if you file Form
1040 or Form 1040A, you can choose to
apply all or part of the overpayment to your
next year's (1997) estimated tax.

If you choose to have a 1996 over-
A payment applied to your 1997 es-
[YYNTER] timated tax, you cannot change

your mind and have any of it refunded to
you after the due date of your 1996 return.

You cannot have your overpayment ap-
plied to your 1997 estimated tax if you file
Form 1040EZ.

Follow the instructions in your tax forms
package to complete the entries to claim
your refund and/or to apply your overpay-
ment to your 1997 estimated tax.

Direct deposit. Instead of getting a
@ paper check, you may be able to
have your refund deposited di-

rectly into your account at a bank or other
financial institution. To request direct de-
posit, follow the instructions for the refund
line on your return.

The IRS may not accept direct de-
posit requests if the refund
YNNI claimed differs by more than $50
from what the IRS computes. Nor will there

be direct deposit of refunds into foreign
bank accounts. Direct deposit cannot be

Chapter1 FILING INFORMATION

used when filing a prior year return or for fil-
ing a joint return for a spouse who died dur-
ing 1996. Also, direct deposit will not occur
if the name on the tax return and bank ac-
count do not match. If the direct deposit
cannot be done, the IRS will send a check
instead.

Overpayment less than one dollar. |If
your overpayment is less than one dollar,
you will not get a refund unless you ask for
it in writing.

Cashing your refund check. U.S. Gov-
ernment checks must be cashed within 12
months of the date they are issued.
Checks not cashed within 12 months will
be canceled and the proceeds returned to
the IRS. Cash your tax refund check soon
after you receive it.

If your check has been canceled, you
can apply to the IRS to have it reissued.

Amount You Owe

When you complete your return, you will
determine if you have paid the full amount
of tax that you owe. If you owe additional
tax, you should pay it with your return. If
you owe less than one dollar, you need not
payit.

If the IRS figures your tax for you, you
will receive a bill for any tax that is due. You
should pay this bill within 30 days (or by the
due date of your return, if later). See Tax
Figured by IRSin Chapter 31.

If you do not pay your tax when
due, you may have to pay a fail-
YWITER] ure-to-pay penalty. See Penalties,
later. For more information about your bal-
ance due, see Publication 594, Under-

standing the Collection Process.

Interest

You will have to pay interest on any tax you
owe that is not paid by the due date of your
return. Interest is charged even if you get
an extension of time for filing.

If you choose to have the IRS fig-
@ ure your tax for you, interest can-
not start earlier than the 31st day

after the IRS sends you a bill. For informa-
tion on this choice, see Tax Figured by IRS
in Chapter 31.

Interest on penalties. Interest is charged
on the failure-to-file penalty, the accuracy-
related penalty, and the fraud penalty from
the due date of the return (including exten-
sions) to the date of payment. Interest on
other penalties starts on the date of notice
and demand, but is not charged on penal-
ties paid within 10 days from the date of the
notice.

Interest due to IRS error or delay. All or
part of any interest you were charged for a
deficiency or payment can be forgiven if
the interest is due to an error or delay by an



officer or employee of the IRS in perform-
ing a ministerial act. This is a procedural or
mechanical act that occurs during the
processing of a taxpayer’s case.

The interest can be forgiven only if you
are not responsible in any important way
for the error or delay and the IRS has noti-
fied you in writing of the deficiency or pay-
ment. For more information, get Publica-
tion 556, Examination of Returns, Appeal
Rights, and Claims for Refund.

How To Pay

If you pay by check or money order, make it
out to Internal Revenue Service. Please
show your correct name, address, social
security number, daytime telephone num-
ber, and tax year and form number on the
front of your check or money order.

For example, if you file Form 1040 for
1996 and you owe additional tax, show
your name and address, social security
number, daytime telephone number, and
1996 Form 1040 on the front of your check
or money order. If you file an amended re-
turn (Form 1040X) for 1995 and you owe
tax, show your name and address, social
security number, daytime telephone num-
ber, and 1995 Form 1040X on the front of
your check or money order.

Enclose your payment with your return,
but do not attach it to the form.

Do not mail cash with your return. If you
pay cash at an IRS office, keep the receipt
as part of your records.

Payment voucher. If you have a balance
due on line 62 of your 1996 Form 1040 and
you receive Form 1040-V, Payment
Voucher, use it to send us your payment.
This will help us process your payment
more accurately and efficiently. Follow the
instructions that come with the form.

Estimated tax payments. Do not include
any estimated tax payment in your check
or money order that is payment for your
1996 income tax return. Mail the estimated
tax payment separately to the address
shown in the Form 1040-ES instructions.
The address for mailing estimated tax pay-
ments is different from the address for
sending your tax return.

Waiver of estimated tax penalty. If
you underpaid your 1996 estimated tax,
you may be eligible for a waiver of the pen-
alty for the underpayment. See Chapter 5.

Payment not honored. If your check or
money order is not honored by your bank
(or other financial institution) and IRS does
not receive the funds, you still owe the tax.

Installment Agreement

If you cannot pay the full amount due with
your return, you may ask to make monthly
installment payments. However, you will be
charged interest and may be charged a
late payment penalty on the tax not paid by
April 15, 1997, even if your request to pay
in installments is granted. If your request is

granted, you must also pay a fee. To limit
the interest and penalty charges, pay as
much of the tax as possible with your re-
turn. But before requesting an installment
agreement, you should consider other less
costly alternatives, such as a bank loan.

To ask for an installment agreement,
use Form 9465, Installment Agreement
Request. You can get Form 9465 by calling
1-800-TAX-FORM(1-800-829-3676).
You should receive a response to your re-
quest for installments within 30 days. But if
you file your return after March 31, it may
take longer for a reply.

Gift To Reduce
the Public Debt

You can make a contribution (gift) to re-
duce the public debt. If you wish to do so,
make a separate check payable to Bureau
of the Public Debt. You can send it to the
Bureau of the Public Debt, Department G,
Washington, DC 20239-0601. Or, you can
enclose the check in the envelope with
your income tax return. Please do not add
this gift to any tax you owe. If you owe tax,
include a separate check for the tax paya-
ble to Internal Revenue Service.

You can deduct this gift as a charitable
contribution on next year’s tax return if you
itemize your deductions on Schedule A
(Form 1040).

Peel-Off Address Label

After you have completed your return, peel
off the label for your address from the in-
side of your tax return package and place it
in the address area of the Form 1040,
Form 1040A, or Form 1040EZ you send to
the IRS. If you have someone prepare your
return, give that person your label to use.

If you file a 1040PC return, place the la-
bel over the name and address area. If you
file electronically, use your label on Form
8453. (More information on electronic filing
and the 1040PC return is found later in this
chapter.)

The coding on the label is used by the
IRS in processing your return. The label
helps to correctly identify your account. It
also saves processing costs and speeds
up processing so that refunds can be is-
sued sooner.

If you are due a refund, we will send it to
the address shown on the return you file
(unless you choose direct deposit). We will
also send any notices or other correspon-
dence to that address. So if you move,
please let us know. See Change of Ad-
dress, later, under What Happens After |
File?

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

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

If you file Form 1040EZ and you do not
have a label, print (do not type) this infor-
mation in the spaces provided.

P.O. box. If your post office does not de-
liver mail to your street address and you
have a P.O. box, write your P.O. box num-
ber on the line for your present home ad-
dress instead of your street address.

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

1) City,

2) Province or state,

3) Foreign postal code, and
4) Name of foreign country.

Do not abbreviate the name of the
country.

Where Do | File?

After you complete your return, you must
send it to the IRS. You can mail it or you
may be able to file it electronically. See
Does My Return Have To Be On Paper?
next.

Mailing your return. If an addressed en-
velope came with your tax forms package,
you should mail your return using that
envelope.

If you do not have an addressed envel-
ope or if you moved during the year, mail
your return to the Internal Revenue Service
Center for the area where you now live.
The street address of the Service Center is
not needed. A list of Service Center ad-
dresses is shown in your tax forms
package.

If you are making a payment, follow any
additional instructions in your tax forms
package.

Does My Return Have
To Be On Paper?

You may be able to file a paperless return,
or a return with less paper. This section
explains:
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1) Electronic filing,
2) On-line filing,
3) TeleFile (filing by telephone), and

4) Computerized returns (the 1040PC re-
turn, which is prepared on a personal
computer and generally has fewer
pages than a conventional return).

Electronic Filing

You may be able to have your return filed
electronically instead of on a paper form.
Millions of taxpayers filed electronically
last year. Most individuals can file electron-
ically, whether their return shows a bal-
ance due or a refund.

Tax returns can be electronically filed
through tax preparers, through a company
that will transmit your return to the IRS,
with your personal computer using an IRS-
accepted on-line service company or
transmitter, and through many IRS walk-in
offices offering taxpayer assistance.
Check your telephone book for tax
preparers and other companies offering
this service. If you plan to go to an IRS
walk-in office, call 1-800—-829-1040 for the
site nearest you.

For this discussion, “preparer” in-
cludes transmitters, on-line service provid-
ers, and any other electronic filers the IRS
accepted to file returns under the Elec-
tronic Filing Program.

For more information on electronic fil-
ing, a recorded message is available on
the Tele-Tax system. The Tele-Tax num-
ber for your area is listed in your tax forms
package.

Benefits. Table 1-6 lists the benefits of
electronic filing. Electronic filing uses auto-
mation to replace most of the manual
steps needed to process paper returns. As
aresult, processing for electronic returns is
faster and more accurate. However, errors
on the return or problems with its transmis-
sion can delay processing.

As with a paper return, you are respon-
sible for making sure your return contains
accurate information and is filed on time.

Electronic filing does not affect your
chances of an IRS examination of your
return.

Balance due. If you have a balance due
with your return, you must pay it by April 15,
1996 to avoid penalties and interest. Mail
your payment with either:

1) The Form 1040-V, Payment Voucher,
included in some tax forms packages
(or provided by your preparer), or

2) The tear-off stub from the appropriate
payment reminder notice.

Refunds. If you file a complete and accu-
rate return, your refund will be issued within
21 days. However, some refunds may be
temporarily delayed as a result of compli-
ance checks. These checks make sure
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Table 1-6. Benefits of Filing Electronically

Accuracy

Acknowledgement

File Now,
Pay Later

Refunds

Simultaneous
Federal/State

e Computer program quickly catches
mistakes before they become problems

¢ |IRS advises the preparer (or other
transmitter) who filed your return that it has
been accepted for processing

¢ File early and pay the balance due by
April 15

e Normally issued within 3 weeks

e File both federal and state returns with the

IRS at the same time (see Federal/State
Filing electronic filing for a list of participating
states)

that returns are filed accurately and that
the refund is correctly determined.

You can have a refund check mailed to
you, or you can elect to have your refund
deposited directly to your savings or
checking account.

Direct deposit. To choose direct de-
posit of your refund, complete Part Il of
Form 8453 ( discussed later) and check
the appropriate box in Part IIl.

Errors in direct deposit information will
cause delays in processing your refund.
Review the information carefully. Make
sure the “routing transit number” (RTN) of
your financial institution contains 9 digits.
Your return will be rejected if there are
fewer than 9 digits.

Once an electronic return has been ac-
cepted by IRS, you cannot cancel the di-
rect deposit election nor can you change
your RTN or bank account number.

Offset against debts. As with a paper
return, you will not get all of your r