
Department of the Treasury
Internal Revenue Service The Government

May Owe YouPublication 596
Cat. No. 15173A Money!!
Earned
Income
Credit
For use in preparing

1995 Returns
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New legislation for tax year 1996.  Beginning in 1996,
Part II. Persons Without a Qualifying Child........... 18 you cannot claim the earned income credit if your invest-

Who Can Claim the Credit ...................................... 18 ment income is more than $2,350. Investment income
What Is Earned Income .......................................... 23 includes taxable interest and dividends, tax-exempt in-
How To Figure the Credit........................................ 26 terest, and net income from rents and royalties. Rents
How To Claim the Credit......................................... 27 and royalties received in a trade or business are not in-
IRS Will Figure Your Credit for You........................ 27 vestment income.
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Part III. Advance Earned Income Credit Important Reminders
Payments ............................................................... 31

Advance payment of the earned income credit in
your paycheck.  If you qualify for the earned incomeEligibility Checklist.................................................... 36
credit, you can receive part of it in each paycheck
throughout the year. See Part III. Advance Earned In-Earned Income Credit Tax Table ............................ 37
come Credit Payments, for more information.

Form 1040EZ.  If you do not have a qualifying child, youImportant Changes for 1995 can use Form 1040EZ to claim the credit. See How To
Claim the Credit on page 27.Increased earned income credit amount.  If you have

one qualifying child, the maximum credit has increased
Schedule EIC and the Earned Income Credit Work-from $2,038 in 1994 to $2,094 in 1995. If you have two or
sheet (EIC Worksheet).  Only persons who have amore qualifying children, the maximum credit has in-
qualifying child must fill out Schedule EIC, Earned In-creased from $2,528 in 1994 to $3,110 in 1995. If you do
come Credit (Qualifying Child Information) and attach itnot have a qualifying child, the maximum credit has in-
to Form 1040 or Form 1040A. You cannot use Formcreased from $306 in 1994 to $314 in l995.
1040EZ if you have a qualifying child. Schedule EIC con-
tains only information about your qualifying child andIncreased amount you can earn.  The amount of in-
cannot be used to figure the amount of your credit. Tocome you can earn and still get the credit has increased.
figure the amount of your credit, you must use the EICIf you have one qualifying child, you can earn less than
Worksheet. The Worksheet can be found in the instruc-$24,396. If you have two or more qualifying children, you
tions for Form 1040, 1040A, or 1040EZ. Do not attachcan earn less than $26,673. If you do not have a qualify-
the Worksheet to your tax return.ing child, you can earn less than $9,230.

If you do not want to figure the credit yourself, the In-
ternal Revenue Service can figure it for you. See IRS WillCertain nonresident aliens cannot claim the earned
Figure Your Credit for You on page 13 or 27.income credit.  If you are a nonresident alien for any

part of the year, you cannot claim the earned income
Income earned by an inmate at a penal institution.credit unless you are married to a U.S. citizen or resident
Amounts prisoners receive for their work while inmatesand both you and your spouse choose to be treated as
at a penal institution do not qualify for the earned incomeresidents for the entire year. See Nonresident Alien
credit.under Who Can Claim the Credit in Part I or Part II for

more information.
Credit has no effect on certain welfare benefits.  The
earned income credit and the advance earned incomeMore military personnel may be able to get the
credit payments you receive will not be used to deter-credit.  If you are in the U.S. military on extended active
mine whether you are eligible for the following benefitduty outside the United States, you are considered to
programs, or how much you can receive from thelive in the United States during that duty period, and you
programs:may be able to claim the earned income credit as long as
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● Aid to Families With Dependent Children (AFDC), ● Part I if you earned less than $24,396 and had a quali-
fying child living with you in 1995.● Medicaid,

● Part I if you earned less than $26,673 and had more● Supplemental Security Income (SSI),
than one qualifying child living with you in 1995.

● Food stamps, and
● Part II if you earned less than $9,230 and did not have● Low-income housing.

a qualifying child in 1995.

● Part III if you want to know more about getting part of
the earned income credit in your pay NOW instead ofIntroduction waiting for the entire credit after filing your tax return.

The earned income credit is a special credit for certain
persons who work. The credit reduces the amount of tax
you owe (if any) and is intended to offset some of the in-
creases in living expenses and social security taxes.

This publication is divided into three parts. In order to
know which part you should read, you need to know if
you have a qualifying child.

Do you have a qualifying child?  Basically, a qualifying
child is a child who:

1) Is your son, daughter, adopted child, grandchild,
stepchild, or eligible foster child, and

2) Was (at the end of 1995) under age 19, under age
24 and a full-time student, or permanently and to-
tally disabled at any age during the year, and

3) Lived with you in the United States for more than
half of 1995 (for all of 1995 if the child is your eligi-
ble foster child). For purposes of the earned income
credit, U.S. military personnel stationed outside the
United States on extended active duty are consid-
ered to live in the United States during that duty
period.

See Who Is a Qualifying Child? on page 6 for further
information.

Unmarried couples living together.  Generally, only
one person may claim the credit when unmarried
couples live together and have a child living with them. If
the child is a qualifying child for both persons, only the
person with the higher adjusted gross income may be el-
igible to claim the credit. The person with the lower ad-
justed gross income cannot claim the credit under the
rules in either Part I or Part II. Adjusted gross income can How Do I Get This Credit?  To get the credit you must:
be found on line 31 (Form 1040), line 16 (Form 1040A),

1) File a tax return—even ifor line 4 (Form 1040EZ).
● You do not owe any tax, or

Which part of the publication is for you?  After you
● You did not earn enough money to file a return.have decided if you have a qualifying child, go to the part

of this publication that applies to you: 2) Meet certain rules. These rules are explained in Part
I (page 4) or Part II (page 18) under Who Can Claim● Part I. Persons With a Qualifying Child on page 4
the Credit?● Part II. Persons Without a Qualifying Child on page 18

3) Fill out the EIC Worksheet to figure the credit● Part III. Advance Earned Income Credit Payments on
amount and where to enter it on Form 1040, 1040A,page 31
or 1040EZ. Fill out Schedule EIC and attach it to

Each Part will contain all the information you need to Form 1040 or 1040A only if you have a qualifying
get the credit. Go to the Part that applies to you. Read: child.

Page 3



4) An easier way— Let the Internal Revenue Service up to $2,094 if you have one qualifying child or up to
$3,110 if you have more than one qualifying child.figure the credit for you. See IRS Will Figure Your

Credit for You on page 13 or 27.
Unmarried couples living together.  Generally, only

Ordering publications and forms.  To order free publi- one person may claim the credit when unmarried
couples live together and have a child living with them. Ifcations and forms, call 1–800–TAX–FORM (1–800–829–
the child is a qualifying child for both persons, only the3676). If you have access to TDD equipment, you can
person with the higher adjusted gross income may be el-call 1–800–829–4059. See your tax package for the
igible to claim the credit. The person with the lower ad-hours of operation. You can also write to the IRS Forms
justed gross income cannot claim the credit under theDistribution Center nearest you. Check your income tax
rules in either Part I or Part II. Adjusted gross income canpackage for the address.
be found on line 31 (Form 1040), line 16 (Form 1040A),If you have access to a personal computer and a
or line 4 (Form 1040EZ).modem, you can also get many forms and publications

electronically. See How To Get Forms and Publications
in your Form 1040 or 1040A tax package for details. Who Can Claim the Credit?

Generally, if you are a nonresident alien for any part of
Asking tax questions.  You can call the IRS with your the year, you cannot claim the credit. See Nonresident
tax question Monday through Friday during regular busi- Alien on page 5.
ness hours. Check your telephone book or your tax To claim the earned income credit, you must meet all
package for the local number or you can call 1–800– the following rules:
829–1040 (1–800–829–4059 for TDD users).

1) You must have a qualifying child who lived with you
in the United States for more than half the year (the
whole year for an eligible foster child). For purposes
of the earned income credit, U.S. military personnelPart I. Persons With a Qualifying stationed outside the United States on extended
active duty are considered to live in the UnitedChild 
States during that duty period. See Birth or death of
a child on page 6, Social Security Number and Mili-If you do not have a qualifying child, go to Part II. Per-
tary Personnel on page 5 for more information.sons Without a Qualifying Child on page 18. If you do not

know if your child is a qualifying child, see Who Is a Qual- 2) You must have earned income during the year.
ifying Child on page 6.

3) Your earned income and adjusted gross income
Once you determine that your child is a qualifying must each be less than:

child, then read this section to see if you meet the other
● $24,396 if you have one qualifying child, orrules to get the credit.

In this section, the amount of credit you get depends ● $26,673 if you have more than one qualifying
on how many qualifying children you have. You could get child
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4) Your filing status can be any filing status EXCEPT to pay any tax owed. You should pay any amount
married filing a separate return. See Married Per- you expect to owe to avoid interest or penalty
sons Living Apart on page 6 for an exception. charges (see the instructions for Form 4868, Appli-

cation for Automatic Extension of Time to File U.S.5) You cannot be a qualifying child of another person.
Individual Income Tax Return), or

6) Your qualifying child cannot be the qualifying child
2) File the return on time, without Schedule EIC; thenof another person whose adjusted gross income  is

file an amended return (Form 1040X) after receivingmore than yours.
the SSN.7) You usually must claim a qualifying child who is

married as a dependent. See Qualifying child who is
married, on page 6 for an exception.

Military Personnel8) You are not filing Form 2555, Foreign Earned In-
Beginning in 1995, U.S. military personnel stationedcome, (or Form 2555–EZ, Foreign Earned Income
outside the United States on extended active duty areExclusion). These forms are filed to exclude from
considered to live in the U.S. during that duty period foryour gross income any income earned in foreign
purposes of the earned income credit.countries, or to deduct or exclude a foreign housing

amount. U.S. possessions are not foreign countries.
Extended active duty.  Extended active duty meansSee Publication 54, Tax Guide for U.S. Citizens and
you are called or ordered to duty for an indefinite periodResident Aliens Abroad, for more information.
or for a period of more than 90 days. Once you begin
serving your extended active duty and you serve less

Important note.  If you meet all these rules, fill out than 90 days, you are still considered to have been on
Schedule EIC and attach it to either Form 1040 or Form extended active duty.
1040A. Also complete the EIC Worksheet to figure the
amount of your credit. If you have a qualifying child, you Note.  See Publication 3, Tax Information for Military
cannot claim the credit on Form 1040EZ. Personnel (Including Reservists Called to Active Duty),

Enter ‘‘NO’’ next to line 57 (Form 1040) or line 29c for more information and examples on claiming the
(Form 1040A) if you cannot claim the credit because: earned income credit.
1) Your total taxable and nontaxable income was

$24,396 or more if you have one qualifying child (or Nonresident Alien$26,673 or more if you have more than one qualify-
Beginning in 1995, if you are a nonresident alien for anying child),
part of the year, you cannot claim the credit unless you2) You were a qualifying child for another person in
are:1995, or
1) You are married to a U.S. citizen or a resident alien,3) Your qualifying child was also the qualifying child of

andanother person whose adjusted gross income is
higher than yours. 2) You and your spouse choose to be treated as resi-

dent aliens for the entire year.

If you make this choice, you and your spouse areSocial Security Number
taxed on your worldwide income. You cannot claim any

You must provide a correct and valid social security tax treaty benefits as a resident of a foreign country dur-
number (SSN) for each person listed on your tax return ing the tax year in which the choice is in effect.
who was born before November 1, 1995. Enter the SSN
for your qualifying child on Schedule EIC, line 4. If your How to make the choice.  To make the choice, file a
qualifying child is also your dependent, enter the SSN on

joint return for the first tax year for which the choice ap-Schedule EIC, line 4, and on line 6c of Form 1040 or
plies and attach a statement. The statement should con-1040A.
tain the following:If you or your child do not have an SSN, apply for one
1) A declaration that one spouse was a nonresidentby f i l ing Form SS–5 with your Social  Securi ty

alien and the other spouse a U.S. citizen or residentAdministration.
alien on the last day of your tax year, and that you
choose to be treated as U.S. residents for the entireRefund could be delayed.  If you do not provide correct
tax year, andand valid social security numbers, the processing of your

return will be delayed. 2) The name, address, and social security number of
If the filing deadline is approaching and you still do not each spouse.

have an SSN, you have two choices:
For more detailed information, get Publication 519,1) Request an automatic extension (Form 4868) to Au-

U.S. Tax Guide for Aliens.gust 15. This extension does not give you extra time
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Adopted child.  Your adopted child includes a childMarried Persons
placed with you for adoption by an authorized placementLiving Apart agency, even if the adoption is not final.

Married persons living apart usually must file a joint re-
turn to claim the earned income credit. Even though you Eligible foster child.  For purposes of the earned in-
are married, you may file as head of household and come credit, a person is your eligible foster child if:
claim the credit on your return if:

1) The child lived with you and was a member of your
1) Your spouse did not live in your home at any time household for the whole year, and

during the last 6 months of the year,
2) You cared for that child as you would your own

2) You paid more than half the cost to keep up your child.
home for the entire year, and

As long as both (1) and (2) are met, any person can be3) Your home was, for more than half the year, the
your ‘‘eligible foster child.’’ The eligible foster child doesmain home of your child, stepchild, adopted child, or
not have to be related to you.foster child. You also must be entitled to claim an

exemption for your child.
Qualifying child who is married.  You generally must
claim an exemption for your married qualifying child. IfYou will meet (3) even if you cannot claim an exemp-
you cannot claim an exemption for your married qualify-tion for your child because:
ing child, you may still get the earned income credit if you

● You released your claim in writing to the other parent
meet either of the following:by filling out Form 8332, Release of Claim to Exemp-
1) You cannot claim your child’s exemption becausetion for Child of Divorced or Separated Parents or a

you gave that right to your child’s other parent bysimilar written statement, or
filling out Form 8332, or a similar written statement,

● There is a pre-1985 agreement (decree of divorce or
orseparate maintenance or written agreement) granting

2) You cannot claim your child’s exemption becausethe exemption to your child’s other parent.
you gave that right to your child’s other parent in a
pre-1985 agreement (such as a separation agree-
ment or divorce decree).Who Is a Qualifying Child?

You have a qualifying child if your child meets three If you need more information about either of these ex-
tests. They are: ceptions or when you can claim an exemption for your

child, see Publication 501, Exemptions, Standard De-1) Relationship,
duction, and Filing Information or Publication 504, Di-2) Residency, and
vorced or Separated Individuals.

3) Age.

2. Residency TestEach test has separate rules.
To meet the residency test, there are two rules:

Important note.  Your qualifying child does not nec- 1) You must have a child who lived with you for more
essarily have to be your dependent. See Qualifying child than half the year (the whole year if your child is an
who is married under 1. Relationship Test. eligible foster child), and

If your child does not meet all three tests of a qualify- 2) The home must be in the United States (one of the
ing child, then you cannot claim the credit for persons 50 states or the District of Columbia). For purposes
with a qualifying child. However, you might qualify for the of the earned income credit, U.S. military personnel
credit if you do not have a qualifying child and your stationed outside the United States on extended
earned income is under $9,230. See Part II. Persons active duty are considered to live in the United
Without a Qualifying Child for more information. States during that duty period.

To meet the residency test, you do not need a tradi-1. Relationship Test
tional home. For example, if your child lived with you forTo meet the relationship test, the child must be your:
more than half the year in a homeless shelter, the resi-

● Son, daughter, or adopted child (or a descendant of dency test is met.
your son, daughter, or adopted child—for example,
your grandchild), Birth or death of a child.  You will meet the rule for a

child living with you for more than half the year if:● Stepson or stepdaughter, or
● Eligible foster child (this could include a niece, ● The child was alive for half the year or less during the

nephew, brother, sister, cousin, etc.). year, and
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● The child lived with you for the part of the year he or 2) You and someone else have the same qualifying
she was alive. child.

If your qualifying child is an eligible foster child, you 1. Qualifying child of another person.  If you are a
will meet the rule for a child living with you for the whole qualifying child of another person, then you cannot claim
year if: the earned income credit—no matter how many qualify-

ing children you have.● The child was born or died during the year, and
Example.  In 1995, you and your daughter lived with● The child lived with you for the part of 1995 year he or

your mother. You are 22 years old and attended a tradeshe was alive.
school full time. You had a part-time job and earned
$5,700. You had no other income. Your mother workedTemporary absences.  You will meet the residency test
and earned $16,000.if you or the qualifying child is away from home on a tem-

Your daughter is your qualifying child. Your motherporary absence due to a special circumstance. Exam-
meets all the rules for the earned income credit. Bothples of a special circumstance include:
you and your daughter are qualifying children of your

● Illness,
mother.

● Attending school, You cannot claim the earned income credit in 1995
● Business, because you are your mother’s qualifying child.
● Vacation, or

2. Qualifying child for more than one person.  If you
● Military service.

and someone else have the same qualifying child, then
only the person with the higher adjusted gross income
may be able to claim the credit. This is true even if the3. Age Test
person with the higher adjusted gross income does not

To meet the age test, your child must meet one of three meet all the rules (page 4) to claim the credit. Adjusted
rules. gross income is the amount on Form 1040, line 31, or
1) The child must be under age 19 at the end of the Form 1040A, line 16.

year, Example 1.  You and your son lived with your mother
2) The child must be a full-time student under age 24 in 1995. You are 25 years old. Your only income was

at the end of the year, or $9,300 from a part-time job. Your mother’s only income
was $15,000 from her job.3) The child must be permanently and totally disabled

Your son is a qualifying child for both you and yourat any time during the tax year, regardless of age.
mother. However, because you both have the same
qualifying child, only one of you can claim the credit. Be-Full-time student.  Your child is a full-time student if he
cause your mother’s adjusted gross income ($15,000) isor she:
more than your adjusted gross income ($9,300), only● Was enrolled as a student at a school during any 5
your mother can claim the earned income credit in 1995.months of 1995 for the number of hours or classes
You cannot claim the credit in 1995.that the school considers to be full time, or

Example 2.  Use the same facts from Example 1, ex-
● Took a full-time, on-farm training course during any 5

cept that your mother’s adjusted gross income is nowmonths of 1995. The course had to be given by a
$27,000.school or a state, county, or local government agency.

Your mother cannot claim the earned income credit
because her adjusted gross income is more thanSchool.  A school includes technical, trade, and
$24,396. Even though your mother cannot claim themechanical schools. It does not include on-the-job train-
earned income credit, you cannot claim the credit either,ing courses or correspondence schools.
because your mother’s adjusted gross income is more
than yours.Permanently and totally disabled.  Your child is per-

Example 3.  You and your sister shared a householdmanently and totally disabled if both the following apply:
for all of 1995. You have 3 young children who lived in1) He or she cannot engage in any substantial gainful
the household all year. Your sister does not have anyactivity because of a physical or mental condition.
children. However, she cares for your children as if they

2)  A doctor determines the condition has lasted or were her own. You earn $12,000 and she earns $13,000.
can be expected to last continuously for at least a The children meet the age and residency tests for
year or can lead to death. both you and your sister. They meet the relationship test

for you because they are your children. They also meet
the relationship test for your sister because they livedOther Rules for a Qualifying Child with her in the same household for the whole year. She

The next two items explain what happens if: cared for them as if they were her own. Therefore, they
1) You are a qualifying child of another person, and qualify as her eligible foster children.
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Your children are qualifying children for both you and What Is Earned Income?
your sister. However, because your sister’s adjusted

As you already know, you must have a qualifying child
gross income is higher than yours, she is the only one living with you to qualify for the earned income credit in
who can claim the credit. this Part I. But you also must work and have earned in-

Who can claim a dependency exemption for the chil- come. There are two ways to get earned income.
dren is generally not an issue (in this case) when claim-

1) You work for someone who pays you, oring the earned income credit.
2) You work in a business you own.Remember— Schedule EIC has spaces to enter the

names of only 2 children. In this example there are 3 chil-
That’s why this credit is called the earned incomedren. You cannot split the qualifying children. Your sis-

credit. What is ‘‘earned income?’’ This section will ex-ter’s higher adjusted gross income entitles her to the
plain what counts as earned income in order to get thecredit for the children even though only 2 names appear
earned income credit. For examples of what is and is noton Schedule EIC.
earned income see Table 1.

Example 4.  You, your spouse, and your son lived to-
gether until July 1995, when your spouse moved out of What Counts as Earned Incomethe household. In November 1995, you and your spouse

To get the earned income credit, earned income in-were divorced. Your earned income and adjusted gross
cludes all the income you get from working—even if it isincome were $13,000. Your former spouse’s earned in-
not taxable. The paragraphs that follow will explaincome and adjusted gross income were $15,000. Your
some items that are considered earned income whenson is a qualifying child for both you and your former
figuring the credit.spouse, because your son lived with each of you for

more than half the year. However, because your former
Earned income that is not taxed.  As you can see, Ta-spouse’s adjusted gross income ($15,000) was more
ble 1 includes some earned income that is not taxed.than your adjusted gross income ($13,000), only your
Earned income that is not taxed still counts as earned in-former spouse can claim the earned income credit in
come when figuring the amount of your earned income1995. You cannot claim the credit in 1995.
credit.

To figure the earned income credit, you add the
Important note.  If the other person is your spouse amounts of earned income that are not taxed to any

and you file a joint return, this rule does not apply. amounts of taxable earned income you received during
the year. You do this by putting the amount of your
earned income that is not taxed on:
● Line 4 of the EIC Worksheet in the Form 1040 instruc-

tions and enter the type and amount in the spaces on
line 57, Form 1040, or

● Line 4 of the EIC Worksheet in the Form 1040A in-
structions and enter the type and amount in the
spaces on line 29c, Form 1040A.

Special note for military personnel.  Pay earned in a
combat zone, basic quarters and subsistence al-
lowances, and the value of in-kind quarters and subsis-
tence are all earned income that is not taxed but must be
used when you figure the earned income credit. These
amounts will be on your W–2 in box 13 under code ‘‘Q’’.
See Publication 3 for more detailed information.

Disability payments.  If you retired on disability, pay-
ments you receive are considered earned income until
you reach minimum retirement age. Minimum retirement
age generally is the earliest age at which you can re-
ceive a pension or annuity if you are not disabled. You
must report your taxable disability payments on line 7 of
either Form 1040 or Form 1040A until you reach mini-
mum retirement age.
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Table 1. Examples of Earned Income When Figuring the Earned Income Credit

Earned Income

Includes: Does not include:

Interest and dividendsTAXABLE EARNED INCOME (Enter on EIC
Worksheet, Line 1)* Social security and railroad retirement benefits

Welfare benefits (including AFDC payments)Wages, salaries, and tips

Pensions or annuitiesUnion strike benefits

Veterans’ benefitsLong-term disability benefits received prior to minimum
retirement age

Workers’ compensation benefits
Net earnings from self-employment (enter on line 5 of

Alimonythe Form 1040 EIC Worksheet)

Child support
NONTAXABLE EARNED INCOME (Enter on line 4 of
the EIC Worksheet)* Unemployment compensation (insurance)

Taxable scholarship or fellowship grants that are not* Voluntary salary deferrals (for example: under a
reported on Form W–2401(k) plan or the Federal Thrift Savings Plan)

Variable housing allowance for the military* Pay earned in a combat zone (box 13, code Q, of your
W–2) Earnings for work performed while an inmate at a penal

institution* Basic quarters and subsistence allowances and in-
kind quarters and subsistence for the U.S. Military
(box 13, code Q, of your W–2)

* The value of meals or lodging provided by an
employer for the convenience of the employer

* Housing allowance or rental value of a parsonage for
the clergy (see ‘‘Ministers and members of religious
orders’’)

* Excludable dependent care benefits (line 19 of either
Form 2441 or Schedule 2)

* Voluntary salary reductions such as under a cafeteria
plan

Anything else of value you get from someone for
services you performed even if it is not taxable

* If you want IRS to figure your credit for you, enter the amount and type of your nontaxable earned income on line 8 (Form
1040EZ), line 29c (Form 1040A), or line 57 (Form 1040). For more information see, ‘‘IRS Will Figure Your Credit for You’’ in this
publication.

Beginning on the day after you reach minimum retire- benefits consisting of cash and certain employee bene-
ment age, payments you receive are taxable as a pen- fits that are not taxed, you are probably participating in a
sion and are not considered earned income. Report tax- cafeteria plan. Some of the benefits that may be offered
able pension payments on Form 1040, lines 16a and include:
16b (or Form 1040A, lines 11a and 11b).

Accident or health insurance
Cafeteria plans.  If your employer offers a benefit plan
that allows you to ‘‘pick and choose’’ among two or more Dependent care assistance.
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If you choose a benefit that is not taxed (such as acci- If you own your business.  If you own your business,
dent and health insurance) and agree to a voluntary sal- you are self-employed. You must include your net earn-
ary reduction for the benefit, the amount of the salary re- ings from self-employment in earned income, even if the
duction is earned income when figuring this credit. amount is less than $400. Net earnings is the amount

you get after you subtract your business expenses and
Community property laws.  If you live in a state that half of your self-employment taxes from your business
has community property laws for married persons, do gross (total) income. If this figure is a net loss, you must
not follow those community property laws when using subtract the loss from your total earned income.
your earned income to figure your earned income credit. You may figure the amount of your net earnings by us-

ing either the regular or optional methods shown on
Earnings while an inmate at a penal institution. Schedule SE, Self-Employment Tax. Publication 533,
Amounts paid to inmates in penal institutions for their Self-Employment Tax, and the instructions for Schedule
work is not earned income when figuring the earned in- SE explain these methods. If you are eligible to choose
come credit. If the total on line 7 (Form 1040A or 1040) the optional method, you may use up to $1,600 as the
includes such income, subtract that income from the to- amount of earned income.
tal on line 7. Enter the result on line 1 of the EIC work-
sheet in your form instruction package. Also, enter Example.  Anthony Smith had $20,000 in gross farm
‘‘PRI’’ and the amount subtracted in the space to the left income and a net farm loss of $5,000 for the year. He
of line 7 (Form 1040 and 1040A). had no other income. Because his gross farm income

was more than $2,400 and his net earnings (a loss of
Household employees.  If you were a household em- $5,000) from farming were less than $1,733, he can
ployee who did not receive a Form W–2 because your choose the farm optional method of figuring self-em-
employer paid you less than $1,000, be sure to include ployment tax.
the actual amount on line 7 (Form 1040 or 1040A). Then, Even though he had a net loss for the year, he can
write ‘‘HSH’’ and the amount not reported on Form W–2 enter $1,600 as net earnings from self-employment on
in the space to the left of line 7 (Form 1040 or 1040A). Schedule SE. The $1,600 is earned income when used

in figuring the earned income credit.Native Americans.  Native Americans who receive in-
come exempt from federal income tax under the Internal
Revenue Code or because of a treaty, agreement, Act of Net earnings from self-employment.  Your net earn-
Congress, or other federal law may qualify for the earned ings from self-employment are earned income. Net
income credit. The requirements for claiming the earned earnings can be found on Schedule SE, Section A, line
income credit for Native Americans are the same as 3, or Section B, line 3 and 4b. From this amount you
those for everyone else. must subtract the amount you claimed (or should have

One of the requirements for the earned income credit claimed) on Form 1040, line 25. This net amount is your
is that you must have ‘‘earned income.’’ All wages, sala- earned income to use in figuring the earned income
ries, tips, and other employee compensation are earned credit. If you do not have to file Schedule SE (because
income, even if they are not taxed. Thus, nontaxable your net earnings from self-employment minus half of
treaty, etc., income is earned income if it is compensa- your self-employment tax are under $400), include the
tion for services performed as an employee. However, net amount in earned income on line 5 of the EIC Work-
nontaxable income received for performing services as sheet in the Form 1040 instructions. However, see Table
a self-employed individual is not earned income when 2, to figure the amount to enter on line 5 of the EIC Work-
figuring the earned income credit. sheet in the Form 1040 instructions.

Important note.  If you are not self-employed, a stat-
Table 2.  If you are filing Schedule C, Schedule C–EZ, orutory employee (explained on page 11), or a minister or
Schedule F, use Table 2 on page 11 to figure the amountmember of a religious order, skip If you own your busi-
to enter on the EIC Worksheet, line 5, in the Form 1040ness and begin reading the section called How To Fig-
instructions.ure the Credit on page 12.
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that schedule includes an amount that was also re-Table 2. How to Figure Line 5 of the EIC
ported on Form 1040, line 7, follow these special rules.Worksheet

(Keep for your records) 1) Write ‘‘Clergy’’ to the right of line 57, Form 1040.

2) Determine how much of the income reported onIf filing a joint return and your spouse was also self-
Form 1040, line 7, was also reported on Scheduleemployed or reported income and expenses on
SE, line 2.Schedule C or C–EZ as a statutory employee, add

your spouse’s amounts to yours to figure the amount 3) Subtract that income from the amount on Form
to enter below. 1040, line 7. Enter only the difference on the EIC

Worksheet, line 1, in the Form 1040 instructions.1. If you are filing Schedule SE:

4) Complete Table 2 to determine the amount to entera. Enter the amount f rom
Schedule SE, Section A, line on the EIC Worksheet, line 5, in the Form 1040
3, or Section B, line 3, which- instructions.
ever applies .................... 1a.

If you received a housing allowance or were providedb. Enter the amount, if any, from
Schedule SE, Section B, line housing, do not include the allowance or rental value of
4b ................................ 1b. the parsonage as nontaxable earned income on the EIC

Worksheet, line 4, in the Form 1040 instructions (or inc. Add lines 1a and 1b ........... 1c.
the spaces provided next to line 57, Form 1040). Thisd. Enter the amount from Form
income should already be included on Schedule SE,1040, line 25 ................... 1d.
line 2.

e. Subtract line 1d from line 1c ............. 1e.

2. If you are NOT filing Schedule SE Statutory employee.  Statutory employees are gener-
because your net earnings from ally considered self-employed. However, the amounts
self-employment were less than received by statutory employees have social security$400 or you had a net (loss), com-

and Medicare taxes withheld. For purposes of theplete lines 2a through 2c. But do not in-
earned income credit, statutory employees are treatedclude on these lines any amount ex-
as employees. Therefore, the gross (total) amount re-empt from self-employment tax as the

result of the filing and approval of ceived from employment is included in earned income.
Form 4029 or 4361. The four types of statutory employees are:

a. Enter any net farm profit or 1) An agent (or commission) driver who delivers food,
(loss) from Schedule F, line beverages (other than milk), laundry, or dry clean-
36, and farm partnerships, ing for someone else.Schedule K-1 (Form 1065),
line 15a ......................... 2a. 2) A full-time life insurance salesperson.

b. Enter any net profit or (loss) 3) A homeworker who works by the guidelines of the
from Schedule C, line 31, person for whom the work is done, with materials
Schedule C-EZ, line 3, and furnished by and returned to that person or to
Schedule K-1 (Form 1065), someone that person designates.line 15a (other than farming) 2b.

4) A traveling or city salesperson (other than anc. Add lines 2a and 2b. Enter the total
agent-driver or commission-driver) who works fulleven if a loss ............................... 2c.
time (except for sideline sales activities) for one

3. If you are filing Schedule C or C-EZ firm or person getting orders from customers. Theas a statutory employee,  enter the
orders must be for items for resale or use as sup-amount from line 1 of that Schedule C
plies in the customer’s business. The customersor C-EZ. ..................................... 3.
must be retailers, wholesalers, contractors, or op-

4. Add lines 1e, 2c, and 3. Enter the total erators of hotels, restaurants, or other businesseshere and on line 5 of the EIC Work-
dealing with food or lodging.sheet, even if a loss. If the result is a

loss, enter it in parentheses and read
If you were a statutory employee and you reportedthe Caution below ........................ 4.

your income and expenses on Schedule C (Form 1040)
Caution: If line 5 of the EIC Worksheet is a loss, subtract it (or Schedule C–EZ), your earned income includes thefrom the total of lines 3 and 4 of that worksheet and enter

amount on line 1 of Schedule C (or Schedule C–EZ).the result on line 6 of that Worksheet. If the result is zero or
less, you can’t take the earned income credit. If you need further information about statutory em-

ployees, see Publication 15–A, Employer’s Supplemen-
tal Tax Guide.

Ministers and members of religious orders.  If you
can claim the earned income credit and file Schedule Approved Form 4361 and Form 4029.  This section is
SE, Self-Employment Tax and the amount on line 2 of for persons who have an approved:
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● Form 4361, Application for Exemption from Self-Em- Alternative minimum tax (AMT).  The tax laws give
special treatment to some kinds of income and ex-ployment Tax for Use by Ministers, Members of Relig-
penses. This special treatment could substantially re-ious Orders and Christian Science Practitioners, or
duce or eliminate an individual’s income tax. So that

● Form 4029, Application for Exemption from Social taxpayers who benefit from these laws will pay at least a
Security and Medicare Taxes and Waiver of Benefits. minimum amount of tax, there is a special tax called the

AMT.
Each approved form exempts certain income from You may have to pay the AMT if your taxable income

the self-employment tax. Each form is discussed in this for regular tax purposes, combined with any of the ad-
section in terms of what is or is not earned income for justments and preference items that apply to you, totals
purposes of the earned income credit. more than:

Form 4361.  If you have an approved Form 4361, ● $45,000 if you are married filing a joint return (or a
amounts you received for performing ministerial duties qualifying widow(er) with dependent child)
as an employee are earned income. This includes

● $33,750 if your filing status is head of household orwages, salaries, tips, and other employee compensa-
singletion. Other employee compensation includes nontax-

able compensation such as housing allowances or the You must reduce your earned income credit by the
rental value of a parsonage that you receive as part of amount of any AMT you have for the tax year. If you owe
your pay for services as an employee. the AMT (Form 1040, line 48), reduce the amount which

Amounts you received in the exercise of ministerial you enter on line 10 of the Form 1040 EIC Worksheet by
duties, but not as an employee, are not earned income. the amount on line 48 of Form 1040. Next, enter the re-
Examples include fees for performing marriages and sult (if more than zero) on Form 1040, line 57. Then re-
honoraria for delivering speeches. place the amount on the Form 1040 EIC Worksheet,

Any compensation you received from an undertaking line 10, with the amount entered on Form 1040, line 57.
unrelated to the ministry is earned income. This is so, If you file Form 1040A and included AMT on line 28,
whether you received the amounts as an employee or subtract your AMT from the amount on line 9 of the
as a self-employed individual. Form 1040A EIC Worksheet. Next, enter the result (if

Form 4029.  If you have an approved Form 4029, all more than zero) on Form 1040A, line 29c. Then, replace
wages, salaries, tips, and other employee compensa- the amount on line 9 of the Form 1040A EIC Worksheet
tion are earned income. Amounts you received as a with the amount entered on Form 1040A, line 29c. See
self-employed individual are not earned income. Also, the instructions for Form 6251, Alternative Minimum
losses from Schedule C, C–EZ, or F cannot be sub- Tax—Individuals for more information.
tracted from wages on line 7 of Form 1040.

How To Claim the Credit
If you want the IRS to figure your credit for you, skip thisHow To Figure the Credit
section and go to IRS Will Figure Your Credit for You on

Once you know that you qualify for the earned income page 13. If you want to figure the credit yourself, you
credit, you need to know how to figure the amount of the must do the following:
credit. You have two choices of how to figure the credit.

● File either Form 1040 or 1040A.
1) Have the IRS figure the credit for you. If you would

● Complete the EIC Worksheet to figure the amount of
like the IRS to do this, see IRS Will Figure Your your credit. The Worksheet does not have to be at-
Credit for You, on page 13, or tached to your return. You should, however, keep it

with your tax records. The instructions for Form 10402) Figure the credit yourself. To do this:
and 1040A contain an EIC Worksheet for your use.

a) Complete the EIC Worksheet and enter the
● If you received advance earned income credit pay-

amount of the credit on line 57 (Form 1040) or ments in 1995, you must file Form 1040 or 1040A.
line 29c (Form 1040A), and Form W–2, box 9, shows the amount of advance pay-

ments you received during 1995. Include the ad-b) Complete Schedule EIC and attach it to your
vance payments you received in 1995 on line 52,Form 1040 or Form 1040A, if you have a quali-
Form 1040 or line 26, Form 1040A. To find out if youfying child. If you do not have a child or a quali-
can get advance payments of the earned incomefying child, go to Part II and follow those
credit, see Part III on page 31.instructions.

● Enter your earned income credit on line 57 (Form
1040) or line 29c (Form 1040A).Earned income credit table.  You use this table to find

the amount of your credit. The table begins on page 39. ● Attach a completed Schedule EIC to either Form
The examples for John and Janet Smith and David 1040 or 1040A. You cannot use Form 1040EZ be-

and Judy Brown will show how to use the table. cause you have a qualifying child.
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There are two examples with filled-in forms at the 7) Print ‘‘EIC’’ next to line 29c. Also, if you have
end of Part I that show how to claim and figure the earned income that is not taxed, enter the amount
credit. and type of income in the spaces provided. See Ta-

ble 1 on page 9 for examples of earned income
that is not taxed.IRS Will Figure Your

8) Print ‘‘PRI’’ and the amount received (if any) in theCredit for You space to the left of line 7 (Form 1040A) if line 7 in-
There are certain instructions you must follow before cludes an amount for work performed while an in-
IRS can figure the credit for you. mate in a penal institution.

9) Print ‘‘HSH’’ and the amount received (if any) in the
Form 1040.  If you are filing Form 1040 and you want space to the left of line 7 (Form 1040A) if you were
the IRS to figure the credit for you, you must fill out parts a household employee and did not receive a Form
of Form 1040 and also: W–2 because your employer paid you less than

$1,000. Also include the actual amount in the total1) Enter any advance earned income credit payments
for line 7.received in 1995 on line 52,

10) Sign and date your return (both spouses must sign2) Complete Schedule EIC if you have a qualifying
a joint return) and enter your occupations.child, and

11) Mail your return by April 15, l996.3) Print EIC next to line 57. Also, if you have any
earned income that is not taxed, enter the amount

Important note.  You must fill-in and attach Sched-and type of income in the spaces for line 57. See
ule EIC to either Form 1040 or 1040A.Table 1 on page 9 for examples of earned income

that is not taxed.
When and where to file your return.  You can file your

4) Print ‘‘PRI’’ and the amount received (if any) in the tax return any time between January 1, l996, and April
space to the left of line 7 if line 7 includes an 15, 1996. The earlier you file, the sooner you will receive
amount for work performed while an inmate in a pe- your refund, if any. Mail your filled-in return and all at-
nal institution. tachments to the Internal Revenue Service Center des-

ignated for the state or area where you live. Use the ad-5) Print ‘‘HSH’’ and the amount received (if any) in the
dressed envelope that came with your tax package, orspace to the left of line 7 if you were a household
use one of your own if you do not have the addressedemployee and did not receive a Form W–2 be-
envelope. If you do not have the addressed envelope,cause your employer paid you less than $1,000.
or if you moved during the year, see Where do I file? inAlso include the actual amount in the total for line
your Form 1040A or 1040 instructions.7.

To see which lines on Form 1040 you must fill out, go
to the Form 1040 instructions and see The IRS Will Fig-

How To Figure the Crediture Your Tax and Some of Your Credits.

Yourself 
Form 1040A.  If you are filing Form 1040A and you want
the IRS to figure the credit for you, you must: There are certain instructions you must follow if you

want to figure the credit yourself.1) Fill in the parts of Form 1040A through line 22 that
apply to you.

Form 1040A, EIC Worksheet,2) If you file a joint return, use the space to the left of
line 22 to separately show your own and your and Schedule EIC
spouse’s taxable income. Figure the amount of your credit on the EIC Worksheet

if you meet the rules on page 4 and your total earned in-3) Complete  lines 24a, 24b, 26, 27, 29a, 29b, and any
come (line 7, Form 1040A) and your adjusted gross in-write-ins on line 29d, if they apply to you. If you re-
come (line 16, Form 1040A) are each less than:ceived any advance earned income credit pay-

ments, show the amount of the payment on line 26. ● $24,396 if you have one qualifying child, or
● $26,673 if you have more than one qualifying child.4) Attach the first copy or Copy B of all your W–2 and

1099–R forms that show federal income tax
If you do not meet all the rules on page 4, then youwithheld.

do not qualify for the earned income credit. If you qualify
5) Fill-in and attach any schedules or forms asked for for the credit, also fill out Schedule EIC to provide infor-

on the lines you completed. mation about your qualifying child and attach it to your
6) Complete Schedule EIC, if you have a qualifying Form 1040A. Do not attach the EIC Worksheet to your

child. return.
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If line 7 includes any amount paid to an inmate in a Line 5.  The Smiths enter ‘‘daughter’’ for Amy. This
penal institution for work, see Earnings while an inmate column shows Amy’s relationship to John and Janet.
at a penal institution on page 10 for a special Line 6.  The Smiths enter ‘‘12’’ for Amy. This is how
instruction. many months Amy lived with the Smiths in 1995.

If you were a household employee who did not re-
ceive a Form W–2 because your employer paid you less Step 3—Schedule EIC
than $1,000 in l995, see Household employees on page

The Smiths will attach Schedule EIC to Form 1040A10 for a special instruction.
when they send their completed return to IRS.If you want the IRS to figure your credit, see IRS Will

Figure Your Credit for You on page 13.
Important note.  If Form 1040A, line 7, includes an Step 4—EIC Worksheet

amount for a taxable scholarship or fellowship grant In Steps 1–3 the Smiths completed Schedule EIC with
that was not reported on your Form W–2, enter the total information about their qualifying child. Next, they will
line 7 amount on line 1 of the EIC Worksheet. Next, complete the EIC Worksheet to figure their earned in-
enter the amount of the taxable scholarship or fellow- come credit amount.
ship grant (that was not reported on your W–2) in the Line 1.  The Smiths enter $11,000 from Form 1040A,
box for line 2 of the Form 1040A EIC Worksheet. Then line 7.
subtract line 2 from line 1 and enter the result on line 3. Line 2.  The Smiths leave this box blank becauseRemember— You cannot use Form 1040EZ if you

they did not have any taxable scholarships or fellowshiphave a qualifying child. If you qualify for the credit and
grants.have a qualifying child, you must complete the EIC

Line 3.  Because line 2 is blank, the Smiths enter theWorksheet, Schedule EIC, and file either Form 1040 or
$11,000 from line 1 in the box for line 3.Form 1040A.

Line 4.  The Smiths leave this line blank because all
their income is taxable.

Example—1040A Line 5.  They add lines 3 and 4 together and enter
$11,000 in the box for line 5.John and Janet Smith are married and will file a joint re-

Line 6.  The Smiths are ready to see how much of aturn. They have one child—Amy, who is 2 years old (as
credit they can get. They go to the Earned Incomeof December 31, 1995). Amy lived with John and Janet
Credit Table that begins on page 37. They have onefor all of 1995. John worked and earned $9,500. Janet
qualifying child—Amy. The Smiths find their income ofworked part of the year and earned $1,500. Their total
$11,000 (from the EIC Worksheet, line 5) within theearned income and adjusted gross income is $11,000.
range of $9,250 to $11,300. They follow this line acrossJohn and Janet qualify for the earned income credit and
to the column ‘‘One child’’ and find $2,094. They enterfill out the EIC Worksheet and Schedule EIC.
$2,094 in the box for line 6.They took the following steps to complete Schedule

EIC and the EIC Worksheet. Their completed Schedule
EIC and EIC Worksheet are on pages 15 and 16.

And you listed—

If the amount on theStep 1—Schedule EIC
Form 1040A EIC

The Smiths enter ‘‘John H. Smith and Janet L. Smith’’ Worksheet, No One Two
line 5 or line 7, is— children child childrenand John’s social security number on the line at the top

of Schedule EIC. They place only the primary social se- At But less
curity number (the one that appears first on the Form least than Your credit is—
1040A) on this line.

9,200 9,250 0 2,094 3,110
9,250 11,300 0 2,094 3,110

11,300 11,350 0 2,089 3,103Step 2—Schedule EIC
11,350 11,400 0 2,081 3,093They fill out Information About Your Qualifying Child or

Children (lines 1–6).
Line 1.  The Smiths enter the first name and last

Line 7.  The Smiths enter their adjusted gross incomename for Amy in the column ‘‘(a) Child 1.’’
of $11,000. This amount is from Form 1040A, line 16.Line 2.  They enter the year of birth for Amy (1993).

Line 8.  Because their earned income of $11,000 isLine 3a and 3b.  The Smiths skip these lines be-
less than $11,300, they check the box for YES and go tocause Amy was born after 1976.
line 9.Line 4.  They enter Amy’s social security number. If

Line 9.  The Smiths read the instructions for line 9.the Smiths did not have a social security number for
Because they checked YES on line 8, they enter theAmy, they would follow the instructions under Social
amount from line 6 ($2,094) in the box for line 9 and alsoSecurity Number on page 5. If the social security num-
on Form 1040A, line 29c. The $2,094 is their earned in-ber is not on Schedule EIC, then the processing of their
come credit.tax return would be delayed.
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Form 1040, EIC Worksheet, Step 1—Schedule EIC
and Schedule EIC The Browns complete Schedule EIC because they have

qualifying children. They enter ‘‘David H. Brown andFigure the amount of your credit on the EIC Worksheet if
Judy K. Brown’’ and David’s social security number onyou meet the rules on page 4 and your total earned in-
the line provided at the top of Schedule EIC. They entercome (line 7, Form 1040) and your adjusted gross in-
the social security number that appears first on Formcome (line 31, Form 1040) are each less than:
1040.

● $24,396 if you have one qualifying child, or

Step 2—Schedule EIC● $26,673 if you have more than one qualifying child.
The Browns fill out Information About Your Qualifying

If you do not meet all the rules on page 4, then you Child or Children (lines 1–6).
do not qualify for the earned income credit. If you qualify
for the credit, fill out Schedule EIC to provide information Important note.  If you have more than two qualify-
about your qualifying child and attach it to your Form ing children, list only two children on Schedule EIC.
1040. Do not attach the EIC Worksheet to your return.

Line 1. The Browns enter the first names and last
If line 7 includes any amount paid to an inmate in a names of the children. They enter only Karl’s and

penal institution for work, see Earnings while an inmate Trisha’s names. They do not enter Mary’s name. How-
at a penal institution on page 10 for a special instruction. ever, Mary is still their qualifying child even though her

If you were a household employee who did not re- name is not on Schedule EIC.
ceive a Form W–2 because your employer paid you less Line 2. The Browns enter the year of birth for Karl
than $1,000 in l995, see Household employee on page (1992) in the column ‘‘(a) Child 1’’ and for Trisha (1995)
10 for a special instruction. in the column ‘‘(b) Child 2.’’

If you want the IRS to figure your credit, see IRS Will Lines 3a and 3b. The Browns skip these lines be-
Figure Your Credit for You on page 13. cause the children were born after 1976.

Important note.  If Form 1040, line 7, includes an Line 4. The Browns enter Karl’s and Trisha’s social
amount for a taxable scholarship or fellowship grant that security number. If the Browns did not have a social se-
was not reported on your Form W–2, enter the total line curity number for Karl or Trisha, they would follow the in-
7 amount on line 1 of the EIC Worksheet. Next, enter the structions under Social Security Number on page 5. If
amount of the taxable scholarship or fellowship grant they omit Karl’s or Trisha’s social security number, then
(that was not reported on your W–2) on line 2 of the the processing of the Browns’ tax refund would be
Form 1040 EIC Worksheet. Then subtract line 2 from delayed.
line 1 and enter the result on line 3. Line 5. The Browns enter ‘‘son’’ for Karl and ‘‘daugh-

Remember— You cannot use Form 1040EZ if you ter’’ for Trisha. This line shows the relationship of the
have a qualifying child. If you qualify for the credit and children to the Browns.
have a qualifying child, you must complete the EIC Line 6. The Browns enter ‘‘12’’ for Karl and ‘‘11’’ for
Worksheet, Schedule EIC, and file either Form 1040 or Trisha. This line shows how many months in 1995 the
Form 1040A. children lived with the Browns.

Step 3—Schedule EICExample—1040
The Browns will attach Schedule EIC to Form 1040At the end of 1995, David and Judy Brown had three
when they send their completed return to IRS.children—Karl, age 3, and twins Trisha and Mary, age 11

months. The children lived with David and Judy for all of
Step 4—EIC Worksheet1995. David worked and earned $16,000. He also re-

ceived $1,500 in unemployment compensation. Judy In Steps 1–3 the Browns completed the information
made crafts and sold them at a flea market. Her earn- about their qualifying children. Next, they will complete
ings from self-employment were $350. In addition, they the EIC Worksheet to figure their earned income credit
earned $50 interest from a savings account. amount.

Their total earned income is $16,350 ($16,000 + Line 1.  The Browns enter David’s earned income
$350). Their adjusted gross income is $17,900 ($16,000 ($16,000) from Form 1040, line 7.
+  $350 +  $1,500 +  $50). David and Judy will file a joint Line 2.  The Browns leave this line blank because
return using Form 1040. They qualify for the earned in- they did not have any taxable scholarship or fellowship
come credit and complete Schedule EIC and the EIC grant income.
Worksheet. Line 3.  They subtract line 2 from line 1 and enter

They take the following steps to complete the forms. $16,000.
Pages 19 and 20 show the Browns’ completed Sched- Line 4.  Because all of David’s and Judy’s earned in-
ule EIC and EIC Worksheet. come is taxable, they leave this line blank.
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Line 5.  Because Judy was self-employed, she com-
pleted Table 2. How to Figure Line 5 for the EIC Work- Part II. Persons Without a
sheet and entered the result – $350 – on line 5. Table 2 Qualifying Child can be found on page 11. A filled-in Table 2 is not shown
in this example. Part II is for persons who work and do not have a qualify-

Line 6.  They add lines 3, 4, and 5 and enter $16,350. ing child. If you do not know if you have a qualifying child,
This is their total earned income. see Who Is a Qualifying Child on page 6. If you have a

Line 7.  To find the amount of their credit, the Browns qualifying child, go to Part I. Persons With a Qualifying
go to the Earned Income Credit Table on page 37. Child on page 4.
They have two qualifying children on Schedule EIC— If you do not have a child or if your child is not a quali-
Karl and Trisha. They find their earned income of fying child, then read this section to see if you meet the
$16,350 (from EIC Worksheet, line 6) in the range of other rules to get the credit. Your credit amount, in this
$16,350 to $16,400. They follow this line across to the part, could be as much as $314.
column ‘‘Two children’’ and find $2,082. They enter
$2,082 on line 7.

Unmarried couples living together.  Generally, only
one person may claim the credit when unmarried
couples live together and have a child living with them. IfAnd you listed—
the child is a qualifying child for both persons, only theIf the amount on the
person with the higher adjusted gross income may be el-Form 1040 EIC

Worksheet, No One Two igible to claim the credit. The person with the lower ad-
line 6 or line 8, is— children child children justed gross income cannot claim the credit under the

rules in either Part I or Part II. Adjusted gross income canAt But less
least than Your credit is— be found on line 31 (Form 1040), line 16 (Form 1040A),

or line 4 (Form 1040EZ).16,200 16,250 0 1,306 2,113
16,250 16,300 0 1,298 2,102
16,300 16,350 0 1,290 2,092 Who Can Claim the Credit?16,350 16,400 0 1,282 2,082

If you do not have a qualifying child, then you must meet
all of the following rules to claim the credit:

Line 8.  The Browns enter their adjusted gross in- 1) You must have earned income during 1995.
come of $17,900 (from Form 1040, line 31).

2) Your earned income and adjusted gross incomeLine 9.  The Browns check the box for NO and follow
must each be less than $9,230.the instruction because their adjusted gross income of

$17,900 is more than $11,300. They again go to the 3) Your filing status can be any filing status EXCEPT
Earned Income Credit Table to find the amount of their married filing a separate return. See Married Per-
credit based on their adjusted gross income (EIC Work- sons Exception on page 21.
sheet, line 8). They find the $17,900 in the range of

4) You cannot be a qualifying child of another person.$17,900 to $17,950. They follow this line across to the
See Qualifying Child of Another Person on page 22.column ‘‘Two children’’ and find $1,769. They enter

$1,769 on line 9. 5) You (or your spouse, if filing a joint return) must be
at least age 25 but under age 65 at the end of your
tax year (usually December 31). See Age Rule on

And you listed— page 22.
If the amount on the

6) You cannot be eligible to be claimed as a depen-Form 1040 EIC
dent on anyone else’s return. See Dependent RuleWorksheet, No One Two

line 6 or line 8, is— children child children on page 22.
At But less 7) Your main home must be in the United States for
least than Your credit is— more than half the year. For purposes of the earned
17,800 17,850 0 1,050 1,789 income credit, U.S. military personnel stationed
17,850 17,900 0 1,042 1,779 outside the United States on extended active duty17,900 17,950 0 1,034 1,769

are considered to live in the U.S. during that duty17,950 18,000 0 1,026 1,759
period. See Main Home Rule on page 22.

8) You are not filing Form 2555, Foreign Earned In-
Line 10.  Because they checked NO on line 9, they come, or Form 2555–EZ, Foreign Earned Income

compare the amounts on line 7 ($2,082) and line 9 Exclusion. These forms are filed to exclude from
($1,769). They enter the smaller amount on line 10 and your gross income any income earned in foreign
also on Form 1040, line 57. The $1,769 is the Browns’ countries, or to deduct or exclude foreign housing
earned income credit. amounts. See Publication 54, Tax Guide for U.S.
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Citizens and Resident Aliens Abroad, for more Age Rule
information. Dependent Rule

Main Home Rule
Important note.  If you meet all these rules, fill out

the EIC Worksheet to figure the amount of your credit.
When Is Your Child Not a Qualifying Child?Remember, this Part II is only for persons without a qual-

ifying child. To be a qualifying child, a child must meet three tests.
Enter ‘‘NO’’ next to line 57 (Form 1040), line 29c These tests are:

(Form 1040A), or line 8 (Form 1040EZ) if you cannot Relationship,
claim the credit because:

Residency, and
1) Your total taxable and nontaxable earned income

Age.was $9,230 or more,

2) You (and your spouse if filing a joint return) were If your child does not meet all three tests, then the
under age 25 or over age 64, child is not a qualifying child. If your child is not a qualify-

ing child, then you may be able to get the earned income3) Your home was not in the United States for more
credit under the rules in this part of the publication. Seethan half the year, or
Who Is a Qualifying Child on page 6.4) You were a qualifying child of another person in

1995.
Married Persons Exception
Married persons living apart usually must file a joint re-
turn to claim the earned income credit. Even though youNonresident Alien
are married, you may file as head of household and

Beginning in 1995, if you are a nonresident alien for any claim the credit on your return if:
part of the year, you cannot claim the credit unless:

1) Your spouse did not live in your home at any time1) You are married to a U.S. citizen or a resident alien,
during the last 6 months of the year,and

2) You paid more than half the cost to keep up your2) You and your spouse choose to be treated as resi-
home for the entire year, anddent aliens for the entire year.

3) Your home was, for more than half of the year, the
main home of your child, adopted child, stepchild,If you make this choice, you and your spouse are
or foster child. You also must be entitled to claim antaxed on your worldwide income. You cannot claim any
exemption for your child.tax treaty benefits as a resident of a foreign country dur-

ing the tax year in which the choice is in effect.
You will meet (3) even if you cannot claim an exemp-

tion for your child because:How to make the choice.  To make the choice, file a
joint return for the first tax year for which the choice ap- ● You released your claim in writing to the other parent
plies and attach a statement. The statement should con- by filling out Form 8332, Release of Claim to Exemp-
tain the following: tion for Child of Divorced or Separated Parents or a

similar written statement.1) A declaration that one spouse was a nonresident
alien and the other spouse a U.S. citizen or resident ● There is a pre-1985 agreement (decree of divorce or
alien on the last day of your tax year, and that you separate maintenance or written agreement) granting
choose to be treated as U.S. residents for the entire the exemption to your child’s other parent.
tax year, and

If the child who qualifies you for head of household2) The name, address, and social security number of
status also meets the requirements of your qualifyingeach spouse.
child, you cannot take the credit under Part II.

For more detailed information, get Publication 519, Example 1.  You are married. You and your spouse
U.S. Tax Guide for Aliens. lived apart for all of 1995. You earned $8,000 in 1995.

Your 19-year-old son lived with you all year. You pro-
vided more than half the cost of maintaining your home.Rules Explained
Your son had a part-time job and earned $2,000. He wasIn this section you will find explanations and examples
not a full-time student or permanently and totally dis-for some of the rules that are listed under Who Can
abled. You qualify for the ‘‘head of household’’ filing sta-Claim the Credit for persons who do not have a qualify-
tus and claim your son as a dependent. You can get theing child. The following rules are discussed:
earned income credit under the rules in Part II. You can-

Married Persons Exception not get the larger credit amount in Part I because your
Qualifying Child of Another Person son does not meet the age test for a qualifying child.
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Your son is 19, not a full-time student, and is not perma- credit, because your spouse is at least age 25 but under
nently and totally disabled. Even though your son is your age 65.
dependent, he is not your qualifying child when figuring Example 3.  You are married and will file a joint re-
the earned income credit. turn. You are age 62 and your spouse is 66. You meet

Example 2.  The facts are the same as in Example 1, the ‘‘Age Rule’’ for claiming the earned income credit
except your son is 18. In that case, your son is your de- because you are at least age 25 but under age 65.
pendent and a qualifying child. You would qualify for the Example 4.  You are married and file a joint return.
credit under the rules in Part I (see page 4), but you You worked and your spouse was a full-time student.
would not qualify for the credit under the rules in Part II You are age 29 and your spouse is age 24. You meet the
because your son is your qualifying child. age test because you are at least 25 but under 65. It

does not matter if only one of you has earned income.
Qualifying Child of As long as you meet all the other rules, you can still get

the credit.Another Person
If you are a qualifying child of another person, then you

Dependent Rulecannot claim the earned income credit.
You must be able to claim an exemption for yourself on

Are you a qualifying child?  Basically, you are a quali- your tax return. If someone else can claim you as a de-
fying child if: pendent on their return, you cannot claim the earned in-

come credit. If someone else can claim you as a depen-1) You are a son, daughter, adopted child, grandchild,
dent on their return but does not, you still cannot claimor foster child of someone,
the credit.

2) At the end of 1995 you were under age 19, under
Example 1.  You are age 25, single, and living atage 24 and a full-time student, or permanently and

home with your parents. You work and are not a student.totally disabled at any age, and
You earned $7,500. Your parents cannot claim you as a

3) You lived with someone (parent, guardian, foster dependent. When you file your return, you claim an ex-
parent, etc.) in the United States for more than half emption for yourself. Therefore, you meet the ‘‘Depen-
of 1995 (for all of 1995 if you were a foster child). dent Rule.’’
U.S. military personnel stationed outside the United

Example 2.  You are age 25, single, and living atStates on extended active duty are considered to
home with your parents. You work and earned $2,000.live in the U.S.
Your parents can claim you as a dependent but decide
not to. You cannot claim the credit because your parentsSee Who Is a Qualifying Child on page 6 if you need
could have claimed you as a dependent.further information.

Example 3.  You file as head of household. YourExample.  In 1995, you lived with your mother. You
mother is your dependent. You maintain your ownare age 26 and permanently and totally disabled. Your
home. You worked and earned $8,500. No one canonly income in 1995 was from a community center
claim you as a dependent. You claim an exemption forwhere you went twice a week to answer telephones.
yourself when you file your return. You meet the ‘‘De-You were paid a small fee of $1,500 for the year. Your
pendent Rule.’’mother worked and earned $16,000.

You are a qualifying child for your mother. She can
Main Home Ruleclaim the earned income credit if she meets all the other

rules. Because you are a qualifying child of your mother, Your main home must be in the United States for more
you cannot claim the earned income credit for 1995. than half the year. Your main home can be any location

where you regularly live. For example, some homeless
individuals live in shelters. Such individuals are entitledAge Rule
to claim the credit if they also meet all the other rules forYou must be at least age 25 but under age 65 at the end
eligibility.of your tax year. If you are married filing a joint return, ei-

ther you or your spouse must be at least age 25 but
under age 65 at the end of your tax year. It does not mat- Military Personnel
ter which spouse meets the age rule, as long as one of Beginning in 1995, U.S. military personnel stationed
the spouses does. The end of the tax year for most peo- outside the United States on extended active duty are
ple is December 31. considered to live in the U.S. during that duty period for

Example 1.  You are single, age 28, and do not have purposes of the earned income credit.
any children. You meet the ‘‘Age Rule’’ for claiming the
earned income credit in Part II. Extended active duty.  Extended active duty means

Example 2.  You are married and will file a joint re- you are called or ordered to duty for an indefinite period
turn. You are age 23 and your spouse is age 27. You or for a period of more than 90 days. Once you begin
meet the ‘‘Age Rule’’ for claiming the earned income serving your extended active duty and you serve less
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than 90 days, you are still considered to have been on age generally is the earliest age at which you can re-
extended active duty. ceive a pension or annuity if you are not disabled. You

must report your taxable disability payments on line 7 of
either Form 1040 or Form 1040A until you reach mini-Note.  See Publication 3, Tax Information for Military
mum retirement age.Personnel (Including Reservists Called to Active Duty),

Beginning on the day after you reach minimum retire-for more information and examples on claiming the
ment age, payments you receive are taxable as a pen-earned income credit.
sion and are not considered earned income. Report tax-
able pension payments on Form 1040, lines 16a andWhat Is Earned Income 16b (or Form 1040A, lines 11a and 11b).

You have just learned about some of the rules you must
meet if you want to claim the earned income credit. An- Cafeteria plans.  If your employer offers a benefit plan
other rule you must meet to get the credit is to have that allows you to ‘‘pick and choose’’ among two or
earned income. There are two ways to get earned more benefits consisting of cash and certain employee
income. benefits that are not taxed, you are probably participat-

ing in a cafeteria plan. Some of the benefits that may be1) You work for someone who pays you, or
offered include:

2) You work in a business you own.
Accident or health insurance

That’s why this credit is called the earned income Dependent care assistance.
credit. What is ‘‘earned income’’? This section will ex-

If you choose a benefit that is not taxed (such as acci-plain what counts as earned income in order to get the
dent and health insurance) and agree to a voluntary sal-earned income credit. For examples of what is or is not
ary reduction for the benefit, the amount of the salary re-earned income seeTable 3. The paragraphs that follow
duction is earned income when figuring this credit.will explain some items that are considered earned in-

come when figuring the credit.
Community property laws.  If you live in a state that
has community property laws for married persons, doEarned income that is not taxed.  As you can see, Ta-
not follow those community property laws when usingble 3 includes some examples of earned income that is
your earned income to figure your earned income credit.not taxed. Earned income that is not taxed still counts as

earned income when figuring the amount of your earned
income credit. Earnings while an inmate at a penal institution.

To figure the earned income credit, you add the Amounts paid to inmates in penal institutions for their
amounts of earned income that are not taxed to any work is not earned income when figuring the earned in-
amounts of taxable earned income you received during come credit. If the total line 7 (Form 1040 or 1040A) or
the year. You do this by putting the amount of your line 1 (Form 1040EZ), includes such income, subtract
earned income that is not taxed on: that income from the total on line 7 (Form 1040 or

1040A) or line 1 (Form 1040EZ). Enter the result on line● Line 4 of the EIC Worksheet in the Form 1040 instruc-
1 of the EIC Worksheet in your form instruction booklet.tions and enter the type and amount in the spaces
Also, enter ‘‘PRI’’ and the amount subtracted in thenext to line 57, Form 1040,
space to the left of line 7 (Form 1040 or 1040A) or to the

● Line 4 of the EIC Worksheet in the Form 1040A in- right of the words ‘‘W–2 form(s)’’ of line 1 (Form
structions and enter the type and amount in the 1040EZ).
spaces next to line 29c, Form 1040A, or

● Line 4 of the EIC Worksheet in the Form 1040EZ in- Household employees.  If you were a household em-
structions and enter the type and amount in the ployee who did not receive a Form W–2 because your
spaces next to line 8, Form 1040EZ. employer paid you less than $1,000, be sure to include

the actual amount on line 7 (Form 1040 or 1040A) or line
Special note for military personnel.  Pay earned in a 1 (Form 1040EZ). Then, write ‘‘HSH’’ and the amount
combat zone, basic quarters and subsistence al- not reported on Form W–2 in the space to the left of line
lowances, and the value of in-kind quarters and subsis- 7 (Form 1040 or 1040A) or to the right of the words ‘‘W–
tence are all earned income that is not taxed but must 2 form(s)’’ of line 1 (Form 1040EZ).
be used when you figure the earned income credit.
These amounts will be on your W–2 in box 13 under Native Americans.  Native Americans who receive in-
code ‘‘Q.’’ See Publication 3 for more detailed come exempt from federal income tax under the Internal
information. Revenue Code or because of a treaty, agreement, Act of

Congress, or other Federal law may qualify for the
Disability payments.  If you retired on disability, pay- earned income credit. The requirements for claiming the
ments you receive are considered earned income until earned income credit for Native Americans are the
you reach minimum retirement age. Minimum retirement same as those for everyone else.
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Table 3. Examples of Earned Income When Figuring the Earned Income Credit

Earned Income

Includes: Does not include:

Interest and dividendsTAXABLE EARNED INCOME (Enter on EIC
Worksheet, Line 1)* Social security and railroad retirement benefits

Welfare benefits (including AFDC payments)Wages, salaries, and tips

Pensions or annuitiesUnion strike benefits

Veterans’ benefitsLong-term disability benefits received prior to minimum
retirement age

Workers’ compensation benefits
Net earnings from self-employment (enter on line 5 of

Alimonythe Form 1040 EIC Worksheet)

Child support
NONTAXABLE EARNED INCOME (Enter on line 4 of
the EIC Worksheet)* Unemployment compensation (insurance)

Taxable scholarship or fellowship grants that are not* Voluntary salary deferrals (for example: under a
reported on Form W–2401(k) plan or the Federal Thrift Savings Plan)

Variable housing allowance for the military* Pay earned in a combat zone (box 13, code Q, of your
W–2) Earnings for work performed while an inmate at a penal

institution* Basic quarters and subsistence allowances and in-
kind quarters and subsistence for the U.S. Military
(box 13, code Q, of your W–2)

* The value of meals or lodging provided by an
employer for the convenience of the employer

* Housing allowance or rental value of a parsonage for
the clergy (see ‘‘Ministers and members of religious
orders’’)

* Excludable dependent care benefits (line 19 of either
Form 2441 or Schedule 2)

* Voluntary salary reductions such as under a cafeteria
plan

Anything else of value you get from someone for
services you performed even if it is not taxable

* If you want IRS to figure your credit for you, enter the amount and type of your nontaxable earned income on line 8 (Form
1040EZ), line 29c (Form 1040A), or line 57 (Form 1040). For more information see, ‘‘IRS Will Figure Your Credit for You,’’ in this
publication.

One of the requirements for the earned income credit Important note.  If you are not self-employed, a stat-
utory employee (explained on page 24), or a minister oris that you must have ‘‘earned income.’’ All wages, sala-
member of a religious order, skip If you own your busi-ries, tips, and other employee compensation are earned
ness and begin reading the section called How To Fig-income, even if they are not taxed. Thus, nontaxable
ure the Credit on page 26.treaty, etc., income is earned income if it is compensa-

tion for services performed as an employee. However,
nontaxable income received for performing services as If you own your business.  If you own your business,
a self-employed individual is not earned income when you are self-employed. You must include your net earn-

ings from self-employment in earned income, even if thefiguring the earned income credit.
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amount is less than $400. Net earnings is the amount Table 4. How to Figure Line 5 of the EIC
you get after you subtract your business expenses and Worksheet
half of your self-employment taxes from your business (Keep for your records)
gross (total) income. If this figure is a net loss, you must
subtract the loss from your total earned income. If filing a joint return and your spouse was also self-

employed or reported income and expenses onYou may figure the amount of your net earnings by
Schedule C or C–EZ as a statutory employee, addusing either the regular or optional methods shown on
your spouse’s amounts to yours to figure theSchedule SE (Form 1040), Self-Employment Tax. Publi-
amounts to enter below.cation 533, Self-Employment Tax, and the instructions

for Schedule SE explain these methods. If you are eligi- 1. If you are filing Schedule SE:
ble to choose the optional method, you may use up to a. Enter the amount f rom
$1,600 as the amount of earned income. Schedule SE, Section A, line

3, or Section B, line 3, which-Example.  You had $20,000 in gross farm income
ever applies .................... 1a.and a net farm loss of $5,000 for the year. You had no

other income. Since your gross farm income were more b. Enter the amount, if any, from
than $2,400 and your net earnings (a loss of $5,000) Schedule SE, Section B, line

4b ................................ 1b.from farming was less than $1,733, you can choose the
farm optional method of figuring self-employment tax. c. Add lines 1a and 1b ........... 1c.

Even though you had a net loss for the year, you
d. Enter the amount from Formcould enter $1,600 as net earnings from self-employ- 1040, line 25 ................... 1d.

ment on Schedule SE. The $1,600 is earned income
e. Subtract line 1d from line 1c ............. 1e.when used in figuring the earned income credit.

Net earnings from self-employment.  Your net 2. If you are NOT filing Schedule SE
because your net earnings fromearnings from self-employment are earned income. Net
self-employment were less thanearnings can be found on Schedule SE, Section A, line
$400 or you had a net (loss), com-3, or Section B, line 3, and 4b. From this amount you
plete lines 2a through 2c. But do notmust subtract the amount you claimed (or should have include on these lines any amount ex-

claimed) on Form 1040, line 25. This net amount is your empt from self-employment tax as the
earned income to use in figuring the earned income result of the filing and approval of
credit. If you do not have to file Schedule SE (because Form 4029 or 4361.
your net earnings from self-employment minus half of a. Enter any net farm profit or
your self-employment tax are under $400), include the (loss) from Schedule F, line
net amount in earned income on line 5 of the EIC Work- 36, and farm partnerships,

Schedule K-1 (Form 1065),sheet in the Form 1040 instructions. However, see Ta-
line 15a ......................... 2a.ble 4, to figure the amount to enter on line 5 of the EIC

Worksheet. b. Enter any net profit or (loss)
from Schedule C, line 31,
Schedule C-EZ, line 3, andTable 4.  If you were self-employed or you reported your
Schedule K-1 (Form 1065),income and expenses on Schedule C (or Schedule C–
line 15a (other than farming) 2b.EZ) as a statutory employee, use Table 4 to figure the

c. Add lines 2a and 2b. Enter the totalamount to enter on line 5 of the EIC Worksheet in the
even if a loss ............................... 2c.Form 1040 instructions.

3. If you are filing Schedule C or C-EZ
as a statutory employee,  enter the
amount from line 1 of that Schedule C
or C-EZ. ..................................... 3.

4. Add lines 1e, 2c, and 3. Enter the total
here and on line 5 of the EIC Work-
sheet, even if a loss. If the result is a
loss, enter it in parentheses and read
the Caution below ........................ 4.

Caution: If line 5 of the EIC Worksheet is a loss, subtract it
from the total of lines 3 and 4 of that worksheet and enter
the result on line 6 of that Worksheet. If the result is zero or
less, you can’t take the earned income credit.

Ministers and members of religious orders.  If you
can claim the earned income credit and file Schedule
SE, Self-Employment Tax and the amount on line 2 of
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that schedule includes an amount that was also re- ● Form 4361, Application for Exemption from Self-Em-
ported on Form 1040, line 7, follow these special rules. ployment Tax for Use by Ministers, Members of Relig-

ious Orders and Christian Science Practitioners, or1) Write ‘‘Clergy’’ to the right of line 57, Form 1040.
● Form 4029, Application for Exemption from Social2) Determine how much of the income reported on

Security and Medicare Taxes and Waiver of Benefits.Form 1040, line 7, was also reported on Schedule
SE, line 2.

Each approved form exempts certain income from
3) Subtract that income from the amount on Form the self-employment tax. Each form is discussed in this

1040, line 7. Enter only the difference on the EIC section in terms of what is or is not earned income for
Worksheet, line 1. purposes of the earned income credit.

Form 4361.  If you have an approved Form 4361,4) Complete Table 4 to determine the amount to enter
on the EIC Worksheet, line 5 in the Form 1040 amounts you received for performing ministerial duties
instructions. as an employee are earned income. This includes

wages, salaries, tips, and other employee compensa-
If you received a housing allowance or were provided tion. Other employee compensation includes nontax-

housing, do not include the allowance or rental value of able compensation such as housing allowances or the
the parsonage as nontaxable earned income on the EIC rental value of a parsonage that you receive as part of
Worksheet, line 4 in the Form 1040 instructions (or in your pay for services as an employee.
the spaces provided on line 57). This income should al- Amounts you received in the exercise of ministerial
ready be included on Schedule SE, line 2. duties, but not as an employee, are not earned income.

Examples include fees for performing marriages and
Statutory employee.  Statutory employees are gener- honoraria for delivering speeches.
ally considered self-employed. However, the amounts Any compensation you received from an undertaking
received by statutory employees have social security unrelated to the ministry is earned income. This is so,
and Medicare taxes withheld. For purposes of the whether you received the amounts as an employee or
earned income credit, statutory employees are treated as a self-employed individual.
as employees. Therefore, the gross (total) amount re- Form 4029.  If you have an approved Form 4029, all
ceived from employment is included in earned income. wages, salaries, tips, and other employee compensa-
The four types of statutory employees are: tion are earned income. Amounts you received as a

self-employed individual are not earned income. Also,1) An agent (or commission) driver who delivers food,
losses from Schedule C, C–EZ, or F cannot be sub-beverages (other than milk), laundry, or dry clean-

ing for someone else. tracted from wages on line 7 of Form 1040.

2) A full-time life insurance salesperson.
How To Figure the Credit3) A homeworker who works by the guidelines of the

person for whom the work is done, with materials Once you know that you qualify for the earned income
furnished by and returned to that person or to credit, you need to know how to figure the amount of the
someone that person designates. credit. You have two choices of how to figure the credit.

4) A traveling or city salesperson (other than an 1) Have the IRS figure the credit for you. If you would
agent-driver or commission-driver) who works full like to do this, see IRS Will Figure Your Credit for
time (except for sideline sales activities) for one You, on page 27, or
firm or person getting orders from customers. The

2) If you want to figure the credit yourself, completeorder must be for items for resale or use as sup-
the EIC Worksheet and enter the amount of theplies in the customer’s business. The customers
credit on line 57 (Form 1040), line 29c (Formmust be retailers, wholesalers, contractors, or op-
1040A), or on line 8 (Form 1040EZ).erators of hotels, restaurants, or other businesses

dealing with food or lodging.
Earned income credit table.  You use this table and
the column (No children) to find the amount of yourIf you were a statutory employee and you reported
credit. The table begins on page 37.your income and expenses on Schedule C (Form 1040)

(or Schedule C–EZ), your earned income includes the
Alternative minimum tax (AMT).  The tax laws giveamount on line 1 of Schedule C (or Schedule C–EZ).
special treatment to some kinds of income and ex-If you need further information about statutory em-
penses. This special treatment could substantially re-ployees, see Publication 15–A, Employer’s Supplemen-

tal Tax Guide. duce or eliminate an individual’s income tax. So that
taxpayers who benefit from these laws will pay at least a
minimum amount of tax, there is a special tax called theApproved Form 4361 and Form 4029.  This section is
AMT.for persons who have an approved:
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You may have to pay the AMT if your taxable income Form 1040.  If you are filing Form 1040 and you want
the IRS to figure the credit for you, you must fill out partsfor regular tax purposes, combined with any of the ad-
of Form 1040 and also:justments and preference items that apply to you, totals

more than: 1) Enter any advance earned income credit payments
received in 1995 on line 52,● $45,000 if you are married filing a joint return (or a

qualifying widow(er) with dependent child) 2) Print EIC next to line 57. Also, if you have any
earned income that is not taxed, enter the amount● $33,750 if your filing status is head of household or
and type of income in the spaces on line 57. Seesingle
Table 3 on page 24 for examples of earned income
that is not taxed.You must reduce your earned income credit by the

3) Print ‘‘PRI’’ and the amount received (if any) in theamount of any AMT you have for the tax year. If you owe
space to the left of line 7 (Form 1040) if line 7 in-the AMT (Form 1040, line 48), reduce the amount which
cludes an amount for work performed while an in-you enter on line 10 of the Form 1040 EIC Worksheet by
mate in a penal institution.the amount on line 48 of Form 1040. Next, enter the re-

sult (if more than zero) on Form 1040, line 57. Then re- 4) Print ‘‘HSH’’ and the amount received (if any) in the
place the amount on the Form 1040 EIC Worksheet, space to the left of line 7 (Form 1040) if you were a
line 10, with the amount entered on Form 1040, line 57. household employee and did not receive a Form

W–2 because your employer paid you less thanIf you file Form 1040A and included AMT on line 28,
$1,000. Also include the actual amount in the totalsubtract your AMT from the amount on line 9 of the
for line 7.Form 1040A EIC Worksheet. Next, enter the result (if

more than zero) on Form 1040A, line 29c. Then replace
To see which lines on Form 1040 you must fill out, gothe amount on the Form 1040A EIC Worksheet, line 9,

to the Form 1040 instructions and see The IRS Will Fig-with the amount entered on Form 1040A, line 29c. See
ure Your Tax and Some of Your Credits.Form 6251, Alternative Minimum Tax—Individuals, for

more information.
Form 1040A.  If you are filing Form 1040A and you want
the IRS to figure the credit for you, you must:

How To Claim the Credit 1) Fill in the parts of Form 1040A through line 22 that
If you want the IRS to figure your credit for you, skip this apply to you.
part and go to IRS Will Figure Your Credit for You on this 2) If you file a joint return, use the space to the left of
page. If you want to figure the credit yourself, you must line 22 to separately show your own and your
do the following: spouse’s taxable income.
● File either Form 1040, 1040A, or 1040EZ. 3) Complete  lines 24a, 24b, 26, 27, 29a, 29b, and any

write-ins on line 29d, if they apply to you. If you re-● Complete the EIC Worksheet to figure the amount of
ceived any advance earned income credit pay-your credit. Do not attach the Worksheet to your re-
ments, show the amount of the payment on line 26.turn. You should, however, keep it with your tax

records. The instructions for Form 1040, 1040A, and 4) Attach the first copy or Copy B of all your W–2 and
1040EZ contain an EIC Worksheet for your use. 1099–R forms that show Federal income tax

withheld.
● If you received advance earned income credit pay-

5) Fill in and attach any schedules or forms asked forments in 1995, you must file Form 1040 or 1040A.
on the lines you completed.Form W–2, box 9, shows the amount of advance pay-

ments you received during 1995. Include the ad- 6) Print ‘‘EIC’’next to line 29c. Also, if you have
vance payments you received in 1995 on line 52 earned income that is not taxed, enter the amount
(Form 1040) or line 26 (Form 1040A). To find out if and type of income in the spaces provided. See Ta-
you can get advance payments of the earned income ble 3 on page 24 for examples of earned income
credit, see Part III on page 31. that is not taxed.

7) Print ‘‘PRI’’ and the amount received (if any) in the● Enter your earned income credit on line 57 (Form
space to the left of line 7 (Form 1040A) if line 7 in-1040), line 29c (Form 1040A), or line 8 (Form
cludes an amount for work performed while an in-1040EZ).
mate in a penal institution.

8) Print ‘‘HSH’’ and the amount received (if any) in the
space to the left of line 7 (Form 1040A) if you wereIRS Will Figure Your
a household employee and did not receive a FormCredit for You W–2 because your employer paid you less than

There are certain instructions you must follow before $1,000. Also include the actual amount in the total
IRS can figure the credit for you. for line 7.
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9) Sign and date your return (both spouses must sign Schedule EIC is completed only if you have a qualifying
a joint return) and enter your occupations. child.

If you do not meet all the rules on page 18, then you10) Mail your return by April 15, l996.
do not qualify for the earned income credit.

If line 7 includes any amount paid to an inmate in aForm 1040EZ.  If you are filing Form 1040EZ and you
penal institution for work, see Earnings while an inmatewant the IRS to figure the credit for you, you must:
at a penal institution on page 23 for a special1) Fill in lines 1–7.
instruction.

2) If you file a joint return, use the space under the If you were a household employee who did not re-
‘‘Note’’ to the left of line 6 to separately show your ceive a Form W–2 because your employer paid you less
own and your spouse’s taxable income.

than $1,000 in l995, see Household employees on page
3) Fill in the type and amount of any nontaxable 23 for a special instruction.

earned income in the spaces ‘‘Type’’ and ‘‘$’’ next If you want the IRS to figure your credit, see IRS Will
to line 8. Figure Your Credit for You on page 27.

4) If you can claim the credit, then print ‘‘EIC’’ on line Important note.  If Form 1040A, line 7, includes an
8 in the space to the right of the words ‘‘earned in- amount from a taxable scholarship or fellowship grant
come below.’’ that was not reported on your Form W–2, enter the total

Form 1040A line 7 amount on line 1 of the EIC Work-5) Print ‘‘PRI’’ and the amount received (if any) to the
sheet. Next, enter the amount of the taxable scholar-right of the words ‘‘W–2 form(s)’’ of line 1 if line 1
ship or fellowship grant (that was not reported on yourincludes an amount for work performed while an in-
W–2) on line 2 of the EIC Worksheet. Then subtract linemate in a penal institution.
2 from line 1 and enter the result on line 3.6) Print ‘‘HSH’’ and the amount received (if any) to the

right of the words ‘‘W–2 form(s)’’ of line 1 if you
Form 1040 and EIC Worksheetwere a household employee and did not receive a

Form W–2 because your employer paid you less Figure the amount of your credit on the EIC Worksheet
than $1,000. Also include that amount in the total if you meet the rules on page 18 and your total earned
for line 1. income (line 7, Form 1040) and your adjusted gross in-

come (line 31, Form 1040) are each less than $9,230.7) Attach the first copy or Copy B of all your W–2
Do not attach the EIC Worksheet to your return.forms.

If you do not meet all the rules on page 18, then you8) Sign and date your return and enter your occupa-
do not qualify for the earned income credit.tion. If filing a joint return, both spouses must sign.

If line 7 includes any amount paid to an inmate in a
9) Mail your return by April 15, 1996. penal institution for work, see Earnings while an inmate

at a penal institution on page 23 for a specialWhen and where to file your return.  You can file your
instruction.tax return any time between January 1, l996, and April

If you were a household employee who did not re-15, 1996. The earlier you file, the sooner you will receive
ceive a Form W–2 because your employer paid you lessyour refund, if any. Mail your filled-in return and all at-
than $1,000 in l995, see Household employees on pagetachments to the Internal Revenue Service Center des-
23 for a special instruction.ignated for the state or area where you live. Use the ad-

If you want the IRS to figure your credit, see IRS Willdressed envelope that came with your tax package, or
Figure Your Credit for You on page 27.use one of your own if you do not have the addressed

Important note.  If Form 1040, line 7, includes anenvelope. If you do not have the addressed envelope,
amount for a taxable scholarship or fellowship grantor if you moved during the year, see Where do I file? in
that was not reported on your Form W–2, enter the totalyour Form 1040, 1040A, or 1040EZ instructions.
Form 1040 line 7 amount on line 1 of the EIC Work-
sheet. Next, enter the amount of the taxable scholar-How To Figure the ship or fellowship grant (that was not reported on your

Credit Yourself W–2) on line 2 of the EIC Worksheet. Then subtract line
2 from line 1 and enter the result on line 3.There are certain instructions you must follow if you

want to figure the credit yourself.
Form 1040EZ and EIC Worksheet

Form 1040A and Figure the amount of your credit on the Form 1040EZ
EIC Worksheet EIC Worksheet if you meet the rules on page 18 and

your total earned income (line 1, Form 1040EZ) andFigure the amount of your credit on the EIC Worksheet
your adjusted gross income (line 4, Form 1040EZ) areif you meet all the rules on page 18 and your total
each less than $9,230. Do not attach the EIC Work-earned income (line 7, Form 1040A) and your adjusted
sheet to your Form 1040EZ return. See the examplesgross income (line 16, Form 1040A) are each less than
that follow.$9,230. Do not attach the EIC Worksheet to your return.
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If you do not meet all the rules on page 18, then you Line 6.  To find her credit, Sharon goes to the Earned
do not qualify for the earned income credit. Income Credit Table on page 39. She finds her earned

income of $4,850 (from line 5 above) in the range ofIf line 1 includes any amount paid to an inmate in a
$4,850 to $4,900. Sharon follows this line across to thepenal institution for work, see Earnings while an inmate
column ‘‘No children’’ and finds $314. She enters $314at a penal institution on page 23 for a special
on line 6.instruction.

If you were a household employee who did not re-
ceive a Form W–2 because your employer paid you less

And you listed—than $1,000 in l995, see Household employees on page
If the amount on the23 for a special instruction.
Form 1040EZ EICIf you want the IRS to figure your credit, see IRS Will
Worksheet, No One TwoFigure Your Credit for You on page 27. line 5 or line 7, is— children child children

Important note.  If Form 1040EZ, line 1, includes an
At But lessamount for a taxable scholarship or fellowship grant least than Your credit is—

that was not reported on your Form W–2, enter the total
4,800 4,850 314 1,641 1,737Form 1040EZ line 1 amount on line 1 of the EIC Work-
4,850 4,900 314 1,658 1,755

sheet. Next, enter the amount of the taxable scholar- 4,900 4,950 314 1,675 1,773
ship or fellowship grant (that was not reported on your 4,950 5,000 314 1,692 1,791
W–2) on line 2 of the EIC Worksheet. Then subtract line
2 from line 1 and enter the result on line 3.

Line 7.  She enters $4,850 from Form 1040EZ, line 4.
Remember— If you have a qualifying child, you can- Line 8.  Sharon checks the box for No and follows the

not use Form 1040EZ. instruction because her adjusted gross income of
$4,850 is less than $5,150.

Line 9.  Because Sharon checked the NO box for lineExample 1—Form 1040EZ
8, she enters $314 from line 6 here and on Form

Sharon Rose is age 63 and retired. She received $7,000 1040EZ, line 8. The $314 is Sharon’s earned income
of social security in 1995. She earned $4,850 from a credit.
part-time job. She had no other income. Sharon lived in
the United States for the entire year and cannot be

Example 2—Form 1040EZclaimed as a dependent on anyone else’s return. Her
children are grown and support themselves. She quali- Kelly Green is age 30 and a full-time student. She lived
fies for the earned income credit and will complete the with her parents in the United States for all of 1995. She
EIC Worksheet to figure her credit. had a part-time job and earned $6,040. She earned $20

Sharon does not have to file a tax return. However, in interest on a savings account. She is not a dependent
order to get the earned income credit, she must file a re- on her parents’ return because she does not meet the
turn and complete the EIC Worksheet. Sharon will file gross income test. She does not have any children.
Form 1040EZ and complete the EIC Worksheet. The Kelly qualifies for the earned income credit. Kelly will file
steps she uses and her completed EIC Worksheet are Form 1040EZ and complete the Form 1040EZ EIC
on page 30. Worksheet. Her completed EIC Worksheet is on page

32.
Completing the EIC Worksheet

Completing the EIC WorksheetSharon figures the amount of her earned income credit
on the Earned Income Credit Worksheet as follows: Kelly figures the amount of her earned income credit on

Line 1.  She enters $4,850 from Form 1040EZ, line 1 the Earned Income Credit Worksheet as follows:
here. Line 1.  She enters $6,040 from Form 1040EZ, line 1

Line 2.  Sharon leaves this line blank because she here.
did not receive any taxable scholarships or fellowship Line 2.  Kelly leaves this line blank because she did
grants. not receive any taxable scholarships or fellowship

grants.Line 3.  She subtracts line 2 from line 1 and enters
Line 3.  Kelly subtracts line 2 from line 1 and enters$4,850 here.

$6,040 here.Line 4.  Sharon leaves this line blank because she
Line 4.  Kelly leaves this line blank because all her in-does not have any nontaxable earned income. Her so-

come is taxable.cial security ($7,000) is not earned income and is not
Line 5.  She adds lines 3 and 4 and enters $6,040taxable. Publication 915, Social Security and Equivalent

here. This is her total earned income.Railroad Retirement Benefits, has information about
Line 6.  To find her credit, Kelly goes to the Earned In-the taxability of social security benefits.

come Credit Table on page 37. She finds her earned in-Line 5.  She adds lines 3 and 4 and enters $4,850
come of $6,040 (from line 5 above) in the range ofhere. This is her total earned income.
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$6,000 to $6,050. Kelly follows this line across to the
column ‘‘No children’’ and finds $245.

And you listed—
If the amount on the
Form 1040EZ EIC
Worksheet, No One Two
line 5 or line 7, is— children child children

At But less
least than Your credit is—

6,000 6,050 245 2,049 2,169
6,050 6,100 241 2,066 2,187
6,100 6,150 238 2,083 2,205
6,150 6,200 234 2,094 2,223

Line 7.  She enters $6,060 from Form 1040EZ, line 4.
Line 8.  Kelly checks the box for Yes and follows the

instruction because her adjusted gross income of
$6,060 is more than $5,150. Kelly again goes to the
Earned Income Credit Table to find the amount of the Who can get the advance payment of the earned in-
credit based on her adjusted gross income. She finds come credit?  There are certain basic rules you must
$6,060 in the range of $6,050 to $6,100. Kelly follows meet to see if you can get part of the earned income
this line across to the column ‘‘No children’’ and finds credit paid to you throughout the year in your paycheck.
$241. Kelly enters $241 here. You must:

1) Work and earn less than a certain amount. The
amount in 1995 was $24,396. The amount for 1996And you listed—
will be higher (see Form W–5 for the 1996 amount),If the amount on the

Form 1040EZ EIC 2) Have a qualifying child, and
Worksheet, No One Two
line 5 or line 7, is— children child children 3) Meet all the rules on page 4 of this publication or in

the instructions for Form W–5.At But less
least than Your credit is—

New legislation for tax year 1996.  Beginning in6,000 6,050 245 2,049 2,169
1996, you cannot claim the earned income credit if your6,050 6,100 241 2,066 2,187

6,100 6,150 238 2,083 2,205 investment income is more than $2,350. Investment in-
6,150 6,200 234 2,094 2,223 come includes taxable interest and dividends, tax-ex-

empt interest, and net income from rents and royalties.
Rents and royalties received in a trade or business are

Line 9.  Because Kelly checked the Yes box for line not investment income.
8, she enters the smaller of $245 (line 6) or $241 (line 8).
She enters $241 here and on Form 1040EZ, line 8. The Persons who are not entitled to receive advance
$241 is Kelly’s earned income credit. payments.  Under certain circumstances, even if you

meet the rules for receiving part of the earned income
credit in advance, you may not be entitled to get it. If
your wages are not subject to federal income tax, social

Part III. Advance Earned security tax, or Medicare tax withholding, you cannot get
the advance payment of the earned income credit. If youIncome Credit Payments are a farm worker and are paid on a daily basis, your em-
ployer is not required to pay you the advance amount ofWould you like to get part of your earned income credit
the credit.now instead of waiting until after the end of the year? If

you work for someone and expect to qualify for the
earned income credit in 1996, you can choose to get How To Get Advance
part of the credit in advance. Give your employer a 1996 Payments for 1996Form W–5, Earned Income Credit Advance Payment

To get part of the credit in advance, you must fill out aCertificate, and your employer will include part of the
1996 Form W–5. After you have read the instructionscredit regularly in your pay. The advance payment is
and answered the questions on Form W–5, give theonly available if you have at least one qualifying child.

Page 31



Page 32



lower part of the form to your employer. Keep the top the amount you received. You cannot use Form 1040EZ
part for your records. to report your advance payments.

If you have more than one employer, give a certificate Example.  Gene and Mary White expect to file a joint
to only one of them. If you are married and both you and return for 1995. Gene earned $15,000 in 1995. Mary did
your spouse are employed and expect to qualify for the not work but received $110 in interest from her savings
credit, you may give a Form W–5 to your employer and account. They have a son, Guy, who lived with them all
your spouse may give one to his or her employer. year. The Whites qualify for the earned income credit

and wanted to receive it in advance during 1995. Gene
Important note.  If you receive advance earned in- gave a 1995 Form W–5 to his employer. If Gene wants

come credit payments in 1996, you must file Form 1040 to receive the advance credit in 1996, he must fill out a
or Form 1040A for 1996. You must file a return to report 1996 Form W–5 and give it to his employer.
what you already received and to take advantage of any During 1995, Gene received $832 of advance earned
additional earned income credit that you may qualify for. income credit payments in his weekly pay. This amount

is shown in box 9 of Gene’s 1995 Form W–2. The Whites
If you receive advance payments of the earned in- must file a 1995 return to report the $832. They file a
come credit  and later find out that you do not qualify for joint return using Form 1040A and enter the $832 on line
the credit, you will have to pay back any advance pay- 26.
ment you received when you file your Form 1040 or When they file their return, they will claim a credit of
Form 1040A. $1,482. They subtract $991 ($159 tax liability plus $832

The 1996 Form W–5 you give to your employer is advance payment) from $1,782 ($300 tax withheld plus
valid until December 31, 1996. If you expect to qualify for $1,482 earned income credit). They find that they will
the earned income credit in 1997 and you want to re- get a refund of $791. The Whites fill out Schedule EIC
ceive advance payments, you must give your employer (because they have a qualifying child) and attach it to
a new Form W–5 in 1997. Do this each year you think their tax return. They also fill out the Form 1040A EIC
you are eligible for the credit. Worksheet to figure the amount of their credit. Schedule

EIC and the Form 1040A EIC Worksheet are not shown
When to give your employer a new Form W–5.  If you for the Whites. See Gene and Mary White’s completed
no longer want to get advance payments of the earned 1995 Form 1040A on pages 34 and 35.
income credit or if your situation changes you no longer
qualify for the earned income credit, you must give your
employer a new Form W–5. Check the NO box in ques-
tion 1 on the new form. Checklist and Table For

If your spouse files a Form W–5 with his or her em- Figuring the Credit ployer, you must file a new Form W–5 with your em-
ployer. Check the Yes box in question 4 that your The pages that follow have some helpful information
spouse has filed a Form W–5. you may need. They are:

● Gene and Mary White’s 1995 Form 1040A, pages 34Advance Earned Income and 35,
Credit Payments ● Eligibility Checklist. This is your final check to see if
Received in 1995 you really do qualify for the earned income credit,

page 36, andIf you received advance payments of the earned income
credit in 1995, you must file a tax return to report the ● The Earned Income Credit Table, beginning on page
payments. Report the amount on line 52, Form 1040 (or 37.
line 26, Form 1040A). Your Form W–2, box 9, will show
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Earned Income Credit (EIC) Eligibility Checklist

CAN YOU REALLY CLAIM THE EARNED INCOME CREDIT?
(For use in preparing 1995 tax returns)

You may claim the earned income credit if you answer YES to all the following questions.*

YES NO

1. Is the total of your taxable and nontaxable earned income at least $1 but less than: □ □
●  $ 9,230 if you do not have a qualifying child
●  $24,396 if you have one qualifying child
●  $26,673 if you have more than one qualifying child

2. Is your adjusted gross income (Form 1040, line 31; Form 1040A, line 16; Form
1040EZ, line 4) less than: □ □

●  $ 9,230 if you do not have a qualifying child
●  $24,396 if you have one qualifying child
●  $26,673 if you have more than one qualifying child

3. Is your filing status married filing jointly, head of household, qualifying widow(er), or
single? □ □

4. Answer YES if you are not a qualifying child of another person (See Qualifying child
of another person.) □ □

5. Answer YES if you did not file Form 2555 or Form 2555-EZ to exclude from your gross
income any income earned in foreign countries or to deduct or exclude a foreign
housing amount. □ □
 STOP: If you have a qualifying child, answer question 6 and skip 7. If you do not

have a qualifying child, skip 6 and answer 7. (Qualifying child is
explained on page 6.)*

6. ●  Did your qualifying child live with you in the United States for more than half the year
(the whole year if an eligible foster child)? Includes military personnel on extended
active duty outside the U.S. □ □

●  Answer YES if your qualifying child is also a qualifying child for another person and
your adjusted gross income is higher than the other person’s. Answer YES if your
child is only a qualifying child for you. □ □

●  If your qualifying child is married, did you claim the child as a dependent? If your
qualifying child is not married, check YES (See Qualifying child who is married on □ □
page 6 for an exception.)

OR
7. ●  Was your main home in the United States for more than half the year? Includes

military personnel on extended active duty outside the U.S. □ □
●  Were you (or your spouse, if filing a joint return) at least age 25 but less than 65 at the

end of your tax year? □ □
●  No one can claim you as a dependent on their return. If you are not eligible to be a

dependent on anyone else’s return, check YES. If you are eligible to be claimed as a
dependent on someone else’s return, check NO. □ □

* PERSONS WITH A QUALIFYING CHILD: If you answered YES to questions 1 through 6, you can claim the credit.
Remember to fill out Schedule EIC and attach it to your return. Also, use the EIC Worksheet to figure your credit.

 PERSONS WITHOUT A QUALIFYING CHILD: If you answered YES to questions 1 through 5 and 7, you can claim the
credit. Use the EIC Worksheet to figure your credit. Remember, you can use Form 1040EZ.

 IF YOU ANSWERED NO TO ANY QUESTION: You are not eligible for the credit.
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