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or a full-time student under age 24 exceeds an annual threshold, the excess is taxed
at the top rate of the child's parents. The threshold on 2014 returnsis $2,000.
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To many of your clients, filing a federal income tax return is viewed as a hassle, even
if you’re the one doing all the grunt work. So they might opt for a special election

when it comes to the kids. Instead of filing a separate return for a youngster, a
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taxpayer can elect to report the child’s investment income on his or her own return.
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Assuming the kiddie tax applies for 2014, the first $1,000 is taxed at a 0% rate and the
next $1,000 at a 10% rate before the parent’s rate kicks in. The tax is computed on
Form 8615 and attached to the child’s return.

However, if certain requirements are met, you might forego a separate tax return for a
child and elect to include the child’s income on the parent’s tax return. This election
is made on Form 8814 and attached to the parent’s 1040. To qualify:

o Atthe end of the tax year the child must be under age 19 or under age 24 if a full-

time student;
e The child’s interest and dividend income was less than $10,000 for the tax year;

e The child had income only from interest and dividends (including Alaska

Permanent Fund dividends and capital gain distributions);

* No estimated tax payments were made for the tax year, and no prior tax year’s tax
overpayment was applied to the current tax year, under the child’s name and

Social Security number;

* No federal income tax was withheld from the child’s income under backup
withholding;

e The child is required to file a return unless the parent makes this election;
e The child does notfile a joint return for the tax year; and

o The parentis the parent qualified to make the election or files a joint return with
the child’s other parent.
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Why wouldn’t you make the election? One distinct disadvantage is that long-term
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Lesson to be learned: Above all, look out for the best interests of your clients. Educate
them about the potential ramifications of this 2014 tax return election to help them

make the best choice for their situation.
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