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

* Tax laws enacted by Congress,

* 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
taxpayers 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 Taxpayer in the back of this publication.

The IRS Mission. Provide America's taxpayers top
quality service by helping them understand and meet
their tax responsibilities and by applying the tax law
with integrity and fairness to all.



Introduction

This publication can help you
prepare your tax return by taking
you through each part of the re-
turn. It supplements the informa-
tion 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, and the vari-

ous kinds of credits you may be
able to take to reduce your tax.

Throughout the publication
are examples showing how the
tax law applies in typical situ-
ations. Sample forms and
schedules show you how to re-
port certain items on your return.
Also throughout the publication
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 informa-
tion.

* List of where to report cer-
tain items listed on informa-
tion documents.

Important Changes for 1998

¢ List of mailing addresses for
where to file returns.

e List of recorded tax informa-
tion topics (TeleTax).

If you operate your own
business or have other self-
employment income, such as
babysitting or selling crafts, see
the following publications for
more information.

* Publication 334, Tax Guide
for Small Business.

* Publication 533, Self-
Employment Tax.

* Publication 535, Business
Expenses.

* Publication 587, Business

Use of Your Home (Including
Use by Day-Care Providers).

For information on how you
can get free IRS publications and

forms, see How To Get More In-
formation in the back of this
publication. Also see the front
cover of this publication for in-
formation on using your com-
puter or fax machine to get
forms.

We welcome your sug-
gestions for future editions of this
publication. Please send your
ideas to the following address.

Internal Revenue Service

Technical Publications
Branch (OP:FS: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.

|

This section summarizes impor-
tant tax changes that took effect
in 1998. These changes are dis-
cussed in more detail throughout
this publication.

Changes are also discussed
in Publication 553, Highlights of
1998 Tax Changes.

Write in your social security
number. To protect your pri-
vacy, social security numbers
(SSNs) are not printed on the
peel-off label that comes in the
mail with your tax instruction
booklet. This means you must
enter your SSN in the space
provided on your tax form. If you
filed a joint return for 1997 and
are filing a joint return for 1998
with the same spouse, enter your
names and SSNs in the same
order as on your 1997 return.
See chapter 1.

Include your phone number on

your return.  To promptly re-
solve any questions we have in
processing your tax return, we
would like to be able to call you.
Please enter your daytime tele-
phone number on your tax form
in the space provided next to
your signature. See chapter 1.

Payment of taxes. Instead of
making your check or money or-
der payable to “Internal Revenue
Service,” make it payable to
“United States Treasury.” See
chapter 1.

Child tax credit.  You may be
able to claim a tax credit of up to
$400 ($500 beginning in 1999)
for each of your qualifying chil-
dren under the age of 17. See
chapter 35.

Education benefits.  There are
new tax benefits for higher edu-
cation. You cannot claim more
than one benefit for the same
expense. Highlights of the new
benefits follow.

Hope credit. You may be
able to claim a tax credit of up to
$1,500 for each eligible student.
The Hope credit is allowed for
the first 2 years of postsecondary
education and is based on the
qualified tuition and related ex-
penses paid during the tax year.
See chapter 36.

Lifetime learning credit. For
expenses paid after June 30,
1998, you may be able to claim
a tax credit of up to $1,000 per
family for the total qualified tui-
tion and related expenses paid
during the tax year. There is no
maximum period for which the
lifetime learning credit can be
claimed. See chapter 36.

Education IRAs. You may
be able to make nondeductible
contributions of up to $500 to an
education IRA for a child under
18. Earnings in the IRA accu-
mulate tax free. See chapter 18.

Interest on student loans.
You may be able to claim a de-
duction of up to $1,000 ($1,500

for 1999) for interest paid on a
qualified student loan. You claim
the deduction on line 24 of Form
1040 or line 16 of Form 1040A.
See your form instructions.

Individual retirement arrange-
ment (IRA) changes. The fol-
lowing paragraphs highlight the
new tax benefits that relate to
IRAs. See chapter 18 for details.
Traditional IRA income lim-
its. If you are covered under an
employer retirement plan, the
amount of income you can have
and not be affected by the de-
duction phaseout has increased
for most taxpayers. The amounts
vary depending on filing status.
Spouse covered by plan.
Even if your spouse is covered
by an employer-sponsored re-
tirement plan, you may be able
to deduct contributions to your
traditional IRA if you are not
covered by an employer plan.
New Roth IRA. You may be
able to establish a Roth IRA. In
this new type of IRA, contribu-
tions are not deductible but
earnings grow tax free and qual-
ified withdrawals are not taxable.
You may also be able to convert
a traditional IRA to a Roth IRA,
but you must include all or part
of the taxable converted amount
in income.
New investment opportu-
nities allowed. Your IRA can
invest in certain platinum coins

and certain gold, silver, platinum,
and palladium bullion.
Penalty-free  withdrawals.

You generally pay a 10% addi-
tional tax if you withdraw funds
from your IRA before age 59%.
However, you may not have to
pay this additional tax if the
withdrawal is:

* Not more than your qualified
higher education expenses,
or

* Used to buy, build, or rebuild
a qualified first home.

New recovery method for joint
and survivor annuity pay-
ments from qualified plans.
For annuity starting dates begin-
ning in 1998, there is a new
method for figuring the tax-free
portion of an annuity payment
that is payable over the lives of
more than one annuitant. Under
this method, the number of an-
ticipated monthly payments used
to recover the tax-free invest-
ment in the contract is deter-
mined by combining the ages of
the annuitants. See chapter 11.

Elimination of 18-month hold-

ing period for lowest capital

gains rates. Beginning in 1998,
you no longer have to hold
property for more than 18
months to be eligible for the
lowest capital gains rates. Now,
in most cases, you only have to
hold property more than one



year to be eligible for the 10%
or 20% tax rate. See chapter 17.

Sale of qualified small busi-
ness stock. You may have to
pay tax on only one-half of your
gain from the sale or exchange
of qualified small business stock.
The stock must have been ori-
ginally issued after August 10,
1993, and held by you for more
than 5 years. See chapter 4 of
Publication 550.

Capital gain distributions. If
you receive a capital gain distri-
bution, you now report it directly
on Schedule D (Form 1040). You
no longer report it on Schedule
B (Form 1040). See chapter 17.

Foreign earned income exclu-
sion. The amount of foreign
earned income that you can ex-
clude increases to $72,000. See
Publication 54, Tax Guide for
U.S. Citizens and Resident Al-
iens Abroad.

Increased standard deduction
for employed dependents. The
standard deduction for many
employed dependents for whom
an exemption can be claimed by
another taxpayer will increase by
up to $250. See chapter 21.

Increased standard mileage
rate for charitable purposes.
The standard mileage rate for
the cost of operating your car for
charitable purposes is increased
to 14 cents a mile. See chapter
26.

Employee business expenses.

creased or modified. Employee
business expenses are dis-
cussed in chapter 28.

The standard mileage rate
for the cost of operating your car
increased to 321 cents a mile for
all business miles. You can now
use the standard mileage rate for
a car you lease, as well as a car
you own.

If you are a rural mail carrier
who received qualified re-
imbursements for business car
expenses, you may be able to
treat the amount of such re-
imbursement as your allowable
car expense. The higher stand-
ard mileage rate that previously
applied to rural mail carriers is
repealed.

If you are subject to the De-
partment of Transportation's
hours of service limits, you
may be able to deduct 55% of
your  qualified meal and
beverage expenses while travel-
ing away from your tax home.

Certain federal employees
who are participating in federal
crime investigations or prose-
cutions are not subject to the
1-year rule for deducting tempo-
rary travel expenses.

Credit for the elderly or disa-

bled. If you are under age 65
and retired on permanent and
total disability, you may be able
to claim the credit for the elderly
or disabled. You are no longer
required to attach to your return
a physician's statement (certify-
ing that you are permanently or
totally disabled), but your physi-
cian must complete the state-

Claiming the foreign tax credit.

If your foreign taxes are $300 or
less ($600 or less in the case of
a joint return) and all your foreign
income is passive income, you
may be able to claim the foreign
tax credit without filing Form
1116. See chapter 38.

Credit for federal tax paid on
kerosene. If you use kerosene
for household use (such as for
heating, lighting, or cooking), you
may be able to claim a credit of
24.4 cents for each gallon. And
you can get a refund even if you
do not owe tax. This credit ap-
plies to undyed kerosene pur-
chased (other than from a
blocked pump) after June 30,
1998. You must complete Form
4136, Credit for Federal Tax
Paid on Fuels, and attach it to
Form 1040. The form instructions
have information on how to
complete it.

Self-employed health insur-
ance. The part of your self-
employed health insurance pre-
miums that you can deduct as
an adjustment to income in-
creased to 45% (60% for 1999).
See chapter 23.

Estimated tax penalty rule
eased. You may be subject to
an estimated tax penalty if the
amount you owe with your 1998
return is $1,000 or more (up from
$500). See chapter 5.

Certain amounts increased.
Some tax items that are indexed
for inflation increased for 1998.

can earn and still get the earned
income credit has increased.
You may be able to take the
credit if you earned less than
$30,095 ($10,030 if you do not
have any qualifying children).
The maximum amount of invest-
ment income you can have and
still be eligible for the credit has
increased to $2,300. See chapter
37.

Exemption amount. You are
allowed a $2,700 deduction for
each exemption to which you are
entitted. However, your ex-
emption amount could be
phased out if you have high in-
come. See chapter 3.

Limit on itemized de-
ductions. Some of your itemized
deductions may be limited if your
adjusted gross income is more
than a certain dollar amount. For
1998, the amount is $124,500
($62,250 if you are married filing
separately). See chapter 22.

Social security and Medi-
care taxes. The maximum
wages subject to social security
tax (6.2%) has increased to
$68,400. All wages are subject
to Medicare tax (1.45%).

Joint return  responsibility.
Generally, both spouses are re-
sponsible for the tax and any in-
terest or penalties on a joint tax
return. In some cases, one
spouse may be relieved of that
responsibility for items of the
other spouse that were incor-
rectly reported on the joint return.
For details, see Joint responsi-
bility in chapter 2.

Certain employee business ex- ment for you to keep with your Earned income credit. The n
pense deductions have been in- records. See chapter 34. maximum amount of income you

Important Reminders

Listed below are important re- ITIN. An ITIN is for tax purposes tax year beginning after 1996, Adoption tax credit. = You may

minders and other items that
may help you file your 1998 tax
return. Many of these items are
explained in more detail later in
this publication.

Taxpayer identification num-
bers.  You must provide the
taxpayer identification number
for each person for whom you
claim certain tax benefits. This
applies even if the person was
born in 1998. Generally, this
number is the person's social
security number (SSN). See
chapter 1.

Individual taxpayer identifi-
cation number (ITIN). A resi-
dent or nonresident alien who
does not have and is not eligible
to get an SSN can file Form
W=7, Application for IRS Individ-
ual Taxpayer Identification Num-
ber, with the IRS to apply for an
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only, but it cannot be used for
purposes of the earned income
credit.

Adoption taxpayer identifi-
cation number (ATIN). If a child
is placed in your home by an
authorized adoption agency, you
may be able to claim the child
as your dependent and also
claim certain tax credits. Gener-
ally, if you cannot get an SSN for
the child until the adoption is
final, use Form W-7A, Applica-
tion for Taxpayer Identification
Number for Pending U.S.
Adoptions, to get an ATIN for the
child. However, you cannot use
an ATIN for purposes of the
earned income credit.

Earned income credit not al-

lowed. If the IRS determines
that you should not have claimed
the earned income credit for a

you may not be eligible to claim
the credit for the next 2 years (10
years if you are denied the credit
based on fraud). See chapter 37.

Advance earned income
credit. If a qualifying child lives
with you and you expect to
qualify for the earned income
credit in 1999, you may be able
to get part of the credit paid to
you in advance throughout the
year (by your employer) instead
of waiting until you file your tax
return. See chapter 37.

Sale of your home. Generally,
you will only need to report the
sale of your home if your gain is
more than $250,000 ($500,000
if married filing a joint return).
Report the gain on Schedule D
(Form 1040). Do not use Form
2119, which is obsolete. See
chapter 16.

be able to claim a tax credit for
qualified adoption expenses paid
in 1998. The credit can be as
much as $5,000 for each child
($6,000 for a child with special
needs). See chapter 38.

Adoption assistance. If your
employer has an adoption as-
sistance program and pays or
incurs qualified expenses on
your behalf, you may be able to
exclude from your gross income
up to $5,000 ($6,000 for a child
with special needs) of these
payments. See Publication 968,
Tax Benefits for Adoption.

Medical savings accounts

(MSAs). If you are covered only
under a high deductible health
plan, you may be able to partic-
ipate in an MSA program. You
can deduct contributions to your



MSA even if you do not itemize
your deductions. See chapter 23.

Long-term care expenses. You
can include with your medical
expenses your payments for
qualified long-term care insur-
ance premiums (up to certain
limits) and unreimbursed costs
for qualified long-term care of a
chronically ill individual. See
chapter 23.

Generally, benefits you re-
ceive under a long-term care in-
surance contract can be ex-
cluded from your income. See
chapter 13.

Accelerated death benefits.
Certain payments received un-
der a life insurance contract on
the life of a terminally or chron-
ically ill individual before death
can be excluded from income.
This also applies to amounts re-
ceived on the sale or assignment
of the contract to a viatical
settlement provider. See chapter
13.

Survivor benefits of public

safety officers.  Generally, sur-
vivor annuities paid to the
spouse, former spouse, or child
of a public safety officer killed in
the line of duty can be excluded

from income. This applies to of-

ficers dying after 1996. See
chapter 13.
Qualified state tuition pro-

grams. For purposes of qual-
ified state tuition programs, the
term “qualified higher education
expenses” now includes the rea-
sonable costs for room and
board if the student is carrying
at least half of the normal full-
time workload for his or her
course of study. See chapter 13.

Individual retirement arrange-
ment (IRA) for spouse. A mar-
ried couple filing a joint return
can contribute up to $2,000 each
to their IRAs, even if one spouse
had little or no income. See
chapter 18.

Penalty-free IRA withdrawals
to pay medical expenses and
medical insurance. You gener-
ally pay a 10% additional tax if
you withdraw funds from your
IRA before age 59'%.. However,
you may not have to pay this
additional tax if the withdrawals
are not more than the amount
you paid for unreimbursed med-
ical expenses that are more than
7%% of your adjusted gross in-
come.

If you lose your job, you may
not have to pay the additional tax
if the withdrawals are not more
than the amount paid for medical
insurance for you and your fam-
ily. See chapter 18.

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
income (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
Resident Aliens Abroad.

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

mation. These include the fol-
lowing methods:

* IRS e-file (electronic filing),
¢ TeleFile, and
* Computerized returns.

For details on these fast filing
methods, see chapter 1.

Private delivery services.  You
may be able to use a designated
private delivery service to mail
your tax returns and payments.
See chapter 1 for more informa-
tion.

Privacy Act and paperwork re-
duction information. The Pri-
vacy Act of 1974 and the Paper-
work Reduction Act of 1980 say
that when we ask you for infor-
mation 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 re-
ceive 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.
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Part One.

The Income
Tax Return

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, IRS e-file (electronic filing), certain penalties, and the two
methods used to pay tax during the year: withholding and estimated tax.

1.
Filing
Information

Important Changes

Write in your social security number.

The peel-off address label included in your
1998 tax return package will have your
name and address printed on it. Your social
security number (SSN) will not be printed
on the label. You must write your SSN in
the spaces provided on your tax return. If
the label is for a joint return, please write the
SSNs in the same order as the names.

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

Important Reminders

Alternative filing methods. Rather than
filing a return on paper, you may be able to
use one of the following methods.

* IRS e-file.
* TeleFile.
* Computerized return.

For information on these methods, see
Does My Return Have To Be On Paper,
later.

Change of address. If you change your
address, you should notify the IRS. See
Change of Address, later, under What
Happens After | File.

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

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

Service in combat zone. You are allowed
extra time to take care of tax matters if you
are a member of the Armed Forces who
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served in a combat zone, or if you served
in the combat zone in support of the Armed
Forces. See Individuals Serving in Combat
Zone, later, under When Do | Have To File.

Adoption taxpayer identification number.

If a child has been placed in your home for
purposes of legal adoption and you will not
be able to get a social security number
(SSN) for the child in time to file your return,
you may be able to get an adoption tax-
payer identification number (ATIN). See
Adoptive child with no SSN, later, under
Social Security Number.

Taxpayer identification number for al-
iens. If you or your dependent is a nonres-
ident or resident alien who does not have
and is not eligible to get a social security
number, file Form W-7 with the IRS to ap-
ply for an Individual Taxpayer ldentification
Number (ITIN). For more information on
ITINs, see Social Security Number under
How Do | Prepare My Return.

Introduction

This chapter discusses:

* Whether you have to file a return,
* Which form to use,

* When, how, and where to file your re-
turn,

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

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

* How you can change a return you have
already filed.

Do | Have To
File a Return?

You must file a federal income tax 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.

1) Individuals in general (There are spe-
cial rules for surviving spouses, exec-
utors, administrators, or legal repre-
sentatives; U.S. citizens living outside
the United States; residents of Puerto
Rico; and individuals with income from
U.S. possessions.).

2) Dependents.

3) Self-Employed Persons.
4) Aliens.

The filing requirements for each cate-
gory are explained in this chapter.

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 for the year regardless of how
many jobs you had, how many Forms W-2
you received, or how many states you lived
in during the year.

Individuals—In General

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

1) Your gross income,
2) Your filing status, and

3) Your age.

To find out whether you must file, see
Table 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
discussed in the chapters in Part Two of this
publication.

Community property. If you are mar-
ried and your permanent home is 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,
Community 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
determined on the last day of your tax year,
which is December 31 for most taxpayers.
See chapter 2 for an explanation of each
filing 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
birthday was on January 1, 1999, you are
considered 65 for 1998.

Surviving Spouses,
Executors, Administrators,
or Legal Representatives

You must file a final return for a decedent
(a person who died) if both of the following
are true.

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

* The decedent met the filing require-
ments at the date of death.

For more information on rules for filing
a decedent's final return, see chapter 4.

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 informa-
tion 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. Also see How To Get More Infor-
mation in the back of this publication.

Residents of Puerto Rico

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

If you are a Puerto Rico resident for the
entire year, gross income does not include
income from sources within Puerto Rico,
except for amounts received as an em-
ployee 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 amount of in-
come you must have before you are re-
quired 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
discussion, Standard deduction, under The
Commonwealth of Puerto Rico in Publica-
tion 570, Tax Guide for Individuals With In-
come From U.S. Possessions, for further
information.

Individuals With Income
From U.S. Possessions

If you had income from Guam, the Com-
monwealth of the Northern Mariana Islands,
American Samoa, or the Virgin Islands,
special rules may apply when determining
whether you must file a U.S. federal income
tax return. In addition, you may have to file
a return with the individual island govern-
ment. See Publication 570 for more infor-
mation.

Table 1-1. 1998 Filing Requirements for Most Taxpayers

To use this table, first find your marital status at the end of 1998. Then, read across
the line that shows your filing status and age at the end of 1998. 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 income from sources
outside the United States (even if you may exclude part or all of it).

When using this table, do not include social security benefits as gross income
unless you are married filing a separate return and lived with your spouse at any time
in 1998. (If you must include the benefits, see chapter 12 for the amount to include.)

Also, see Table 1-2 and Table 1-3 for other situations when you must file a return.
Marital Status Filing Status Age* Gross Income

_ under 65 $6,950
Single (including divorced ~ S"9'€ 65 or older $8,000
and legally separated) Head of under 65 $8,950
household 65 or older $10,000
Married, with a child,
living apart from your
spouse during the last 6 Head of under 65 $8,950
months of 1998 household 65 or older $10,000
under 65
(both spouses) $12,500
. - . Married, joint 65 or older
Married, living with '
your spouse at end of return 65(%Te0%pe$use) $13,350
1998 (or on the date your
spouse died) (both spouses) $14,200
Married, separate
return any age $2,700
Married, not living with
your spouse at end of Married, joint or
1998 (or on the date your separate return any age $2,700
spouse died)
under 65 $6,950
Single 65 or older $8,000

) Head of under 65 $8,950
Widowed before 1998 and '
not remarried in 1998 household 65 or older $10,000

Qualifying
widow(er) with under 65 $9,800
dependent child 65 or older $10,650

*If you turned age 65 on January 1, 1999, you are considered to be age 65 at the end of 1998.

Dependents

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

Responsibility of parent. Generally, a
child is responsible for filing his or her own
tax return and for paying any tax on the re-
turn. But if a dependent child who must file
an income tax return cannot file it for any
reason, such as age, a parent, guardian,
or other legally responsible person must file
it for the child. If the child cannot sign the
return, the parent or guardian must sign the
child's name followed by the words “By
(signature), parent (or guardian) for minor
child.”

Child's earnings. Amounts a child
earns by performing services are his or her
gross income. This is true even if under lo-
cal law the child's parents have the right to
the earnings and may actually have re-
ceived them. If the child does not pay the

tax due on this income, the parent is liable
for the tax.

Child 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
return. See Parent's Election To Report
Child’s Interest and Dividends in chapter 32.

Self-Employed Persons
You are self-employed if you:
* Carry on a trade or business as a sole
proprietor,
* Are an independent contractor,
* Are a member of a partnership, or
* Are in business for yourself in any other
way.
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Table 1-2. 1998 Filing Requirements for Dependents

See chapter 3 to find out if someone can claim you as a dependent.

situations when you must file.)

of unearned income from a trust.

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

In this table, earned income includes salaries, wages, tips, and professional fees. It
also includes taxable scholarship and fellowship grants (see Scholarship and
Fellowship Grants in chapter 13). Unearned income includes investment-type income
such as interest, dividends, and capital gains. It also includes unemployment
compensation, taxable social security benefits, pensions, annuities, and distributions

Caution: If your gross income was $2,700 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 Test in chapter 3.

1) $700, or

Single dependents—Were you either age 65 or older or blind?
No. You must file a return if any of the following apply.
® Your unearned income was more than $700.
® Your earned income was more than $4,250.
® Your gross income was more than the larger of:

2) Your earned income (up to $4,000) plus $250.
[0 Yes. You must file a return if any of the following apply.
® Your earned income was more than $5,300 ($6,350 if 65 or older and blind).
® Your unearned income was more than $1,750 ($2,800 if 65 or older and blind).
® Your gross income was more than:
1) The larger of $700, or your earned income (up to $4,000) plus $250, plus
2) $1,050 ($2,100 if 65 or older and blind).

itemizes deductions.

1) $700, or

itemizes deductions.

Married dependents—Were you either age 65 or older or blind?
O No. You must file a return if any of the following apply.
® Your gross income was at least $5 and your spouse files a separate return and

® Your earned income was more than $3,550.
® Your unearned income was more than $700.
® Your gross income was more than the larger of:

2) Your earned income (up to $3,300) plus $250.
O Yes. You must file a return if any of the following apply.
® Your gross income was at least $5 and your spouse files a separate return and

® Your earned income was more than $4,400 ($5,250 if 65 or older and blind).
® Your unearned income was more than $1,550 ($2,400 if 65 or older and blind).
® Your gross income was more than:

1) The larger of $700 or your earned income (up to $3,300) plus $250, plus

2) $850 ($1,700 if 65 or older and blind).

Self-employment can include work in
addition to your regular full-time business
activities. 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 re-
quirement amount for your filing status and
age (shown in Table 1-1). Also, you must
file Form 1040 and Schedule SE (Form
1040), Self-Employment Tax, if:

1) Your net earnings from self-
employment (excluding church em-
ployee income) were $400 or more, or

2) You had church employee income of
$108.28 or more (see Table 1-3).

Use Schedule SE (Form 1040) to figure
your self-employment tax. Self-employment
tax is comparable to the social security and
Medicare tax withheld from an employee's
wages. For more information about this tax,
get Publication 533, 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,
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or a wholly owned instrumentality of a for-
eign government, and your employer does
not deduct social security and Medicare
taxes from your income, you must include
your earnings from services performed in
the United States when figuring your net
earnings from self-employment.

Ministers.  You must include income
from services you performed as a minister
when figuring your net earnings from self-
employment, unless you have requested
and received an exemption from self-
employment tax. This also applies to
Christian Science practitioners and mem-
bers of a religious order who have not taken
a vow of poverty. For more information, get
Publication 517, Social Security and Other
Information for Members of the Clergy and
Religious Workers.

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 your alien
status are discussed in Publication 519,
U.S. Tax Guide for Aliens.

Resident alien. 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 alien. If you are a nonresident
alien, the rules and tax forms that apply to
you are different from those that apply to
U.S. citizens and resident aliens. See Pub-
lication 519 to find out if U.S. income tax
laws apply to you and which forms you
should file.

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

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 any of the
following conditions apply.

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

credit. See chapter 37 for more infor-
mation.

3) You qualify for the additional child tax
credit. See chapter 35 for more infor-
mation.

Whi