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Part 1

Puerto Rico VITA SuppLEMENT

IntrRoDUCTION

Part I has been developed as a supplement to the regular VITA
Coursebook. It is recommended that VITA Volunteers who do not
have prior tax experience complete all the chapters in the VITA
Coursebook before completing this Supplement. Although it is not
recommended, those volunteers that have prior experience may
complete this text without reference to the VITA Coursebook.
However, all volunteers must take the VITA test and be certified in
the basic section and either the wage earner section or the pension
earner section.

Part|
Puerto Rico VITA 1
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Exemprions

Filing status and exemptions are the same as discussed in the
Publication 678, Volunteer Assistor’s Guide, Student Text. However,
keep in mind that even though one spouse may exclude his/her
income on Form 1040, they may still file a joint return and claim an
exemption for their spouse. The filing status, married filing jointly,
is not changed because one spouse has exempt income.

Example 1

Alda and Raul are married U.S. citizens and both are bonafide resi-
dents of Puerto Rico. Alda works for the federal government and
earns $34,489. Raul works for a private firm and earns $25,250.
Although Raul’s income of $25,250 is excluded from the Form 1040,
they may file a joint return and claim personal exemptions for both
of them.

Exercise 1-1

Modesto and Laura are both under 65, U.S. citizens and bonafide
residents of Puerto Rico. They are married. Modesto works for a
small corporation in Hato Rey and Laura is a federal employee.

a. May they file jointly?

b. How many personal exemptions can they claim?

Answer
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Souvrce RuLES FOR INCOME

IntrRoDUCTION

When we speak of source of income, we are referring to its origin—
either U.S., PR., or foreign.

U.S. citizens and residents are taxed by the United States on their
worldwide income, no matter where it originates. What then is the
importance of the source of income? For those taxpayers who qual-
ify for the exemption of income earned in Puerto Rico, the source
of income is very important since only income from Puerto Rican
sources may be exempt from U.S. tax. It is also important for those
taxpayers who wish to claim a foreign tax credit; since the credit
must be calculated on the basis of taxable foreign or Puerto Rican
income. Refer to Exhibit 1 for help in determining the source of
income.

The source of income is very important to nonresident aliens
because they are taxed by the U.S. only on U.S. source income.
However, special rules apply if they are nonresident alien, bonafide
residents of P.R. In this lesson, we will concentrate on the U.S. citi-
zen. Assume that any reference to a taxpayer or individual means a
U.S. citizen.

Sataries, Waces, anp OtHer ComPENSATION

Wages, salaries, tips and other compensation as well as the amount
of net earnings from self employment are earned income. The place
where the services are performed is most important in determining
source of earned income. Thus, if labor or personal services are per-
formed in Puerto Rico, the source is Puerto Rican.

Example 1

Mr. Stan Jones, a U.S. citizen residing in P.R., is a consultant for a
U.S. firm and works in their P.R. branch office. Mr. Jones’s income
is P.R. source since he is performing the services in Puerto Rico.

Example 2

Juan and Maria Hernandez live and work in San Juan. Their
income is as follows:

o Wages of $39,482 earned in Puerto Rico

e Wages of $5,000 earned while on temporary assignment in New
York



Lesson 2

e Wages of $1,000 earned while on a business trip to Caracas
The source of income would be broken down as follows:

o $39,482 Puerto Rico source

e $5,000 U.S. source

e $1,000 foreign source

Exercise 2-1

Juan Mariposa, a resident of P.R., U.S. citizen and an employee of
a P.R. corporation, is sent to the U.S. for one month on temporary

assignment. His employer continues to pay his regular salary and
the checks are deposited in his P.R. bank. Does this taxpayer have
any U.S. source income?

Explain

OrHer INcomE

Interest

Interest from the United States, and interest from bonds, notes,

or other interest bearing obligations of residents, corporations, or
otherwise, will be treated as income from sources within the United
States. It is the residence of the payer that determines the source
of interest.

Example 3

Richard Rockero, a resident of Puerto Rico, receives interest from a
personal loan made to France Guia, a U.S. resident and the payer.
Since Mr. Guia is a resident of the U.S. the income is U.S. source.

Exercise 2-2

Mrs. Beatriz Pinzon lives and works in San German, Puerto Rico.
All of her income is earned there, but she does deposit some of it
in her bank in Boston, Massachusetts, where it earns interest.
What is the source of her interest income?

P.R. or U.S. source?

Dividends

To determine the source of dividends you need to know the location
of the payer. Dividends from domestic corporations are U.S. source.
Dividends from foreign corporations are foreign source.



Rent and Natural Resource Royalties

The location of rental property determines the source of the income.
Rentals from property located in Puerto Rico are P.R. source. The
same rule applies to natural resource royalties (oil, coal, etc.)
because real property is involved.

Example 4

Bo Nanza owns rental property on Condado Beach in Puerto Rico.
The rents from the property are deposited in his bank account in
Chicago. The rental income is P.R. source.

Example 5

A U.S. citizen who lives in P.R. receives royalties from Canada
Natural Gas Unlimited. The property is located in Canada and
therefore the royalties are foreign sourced.

Other Royalties

Royalties for use of or for the privilege of using such instruments as
patents, copyrights, secret processes and formulas, goodwill, trade-
marks, franchises, and other like property, are P.R. source income, if
the property is used in Puerto Rico. For these types of royalties, the
source is determined by where the property is used.

Example 6

A resident of P.R., and U.S. citizen, has a patent for a manufactur-
ing process used in a factory in the U.S. The royalties from this pat-
ent are U.S. sourced.

Recall that the source of rents and natural resource royalties is
where the property is located (where the building, the oil well, or
the coal mine is physically situated). The source of royalties from
patents, copyrights, etc., is where the property is used.

SaLE or ExcHANGE oF PErsonAL PROPERTY

The factor determining source of income on sale of noninventory
property is the residence of the seller. U.S. citizens will be treated
as residents of the U.S., unless an income tax equal to an effective
rate of at least 10% of the income derived from the sale is actually
paid to a foreign country. However, this 10% tax payment require-
ment does not apply to a person who is a bona fide resident of
Puerto Rico for the entire taxable year.
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Example 7

Mrs. Bonita Bombon, a U.S. citizen and bonafide resident of Puerto
Rico, sold stocks for 100% profit over the original cost. The sale of
the stocks is a sale of personal property. Since Mrs. Bombon was

a bonafide resident of Puerto Rico for the entire taxable year, the
10% tax payment requirement does not apply. The gain is Puerto
Rico source income, with the residence of the seller being the deter-
mining factor.

Note

Inventory Property The rules for determining the source of
income from the sale of inventory property have not changed. The
source of income remains the place where title passes.

Depreciable Property In general, gain (not in excess of the
depreciation adjustment) from sale of depreciable personal prop-
erty shall be allocated between sources in the U.S. and sources out-
side the U.S.

Summary Exercise

a. Carol A., a bonafide resident of Puerto Rico, owns rental prop-
erty in the U.S. She deposits $1,000 (the rent) each month in her
account with Banco Santurce. What is the source of her income?

b. Don and Petra are married, filing jointly. They are bonafide resi-
dents of Puerto Rico. Their income consists of:

$10,000 Wages from the local grocery
$2,000 Interest paid by Banco Popular
$1,000 Interest paid by the Bowery Bank in New York
$5,000 Rental income from property in Miami
List the source of each type of income.

c. Sofia lives in the U.S. but has an interest bearing account with
Banco de Hato Rey. Her wages ($20,000) are from her job in
Chicago. What is the source of her income?



Exhibit 1

Source RuLes

Item of Income

Factor Determining Source

Salaries and other

Where the service is performed

compensation

Interest Residence of the payer
Dividends Location of payer
Rents Location of property
Royalties:

Natural resources
Patents, copyrights, etc.

Location of property
Where the property is used

Sale of stock or other
nondepreciable personal
property

Residence of seller.

The gain of a U.S. citizen outside
the United States is U.S. source
unless a foreign income tax of at
least 10% is actually paid to a
foreign country. However, this
10% tax payment requirement
does not apply to a person that is
a bona fide resident of Puerto
Rico for the entire taxable year.

Sale of Real Property

Location of Property
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Sranoaro Depucrion

Taxravers Wro Do Nort ITEMIZE 1esson

Allocation of The Standard Deduction When the Taxpayer Has Exempt
P.R. Source Income.

Note: If the taxpayer does not have Puerto Rico exempt income,
the following allocation is not necessary. In this case, the taxpayer
would take the full standard deduction.

For those taxpayers who do not itemize, the standard deduction
must be apportioned on the ratio of gross income subject to federal
tax over gross income from all sources. This adjustment must be
made prior to entering the standard deduction on line 38 of Form

1040.

If your filing status is: Standard Deduction
Single $4,750

Married filing jointly, or

Qualifying Widow(er) $9,500

Married filing separately $4,750

Head of Household $7,000

If the taxpayer is age 65 or older at the end of the year and/or blind
he or she is allowed a higher standard deduction.

Use the following chart to compute the standard deduction for tax-
payers 65 or over and/or blind.

and the number

on Form 1040, then the
line 364, is: standard
If your Filing Status is: deduction is

Single 1 $5,900
2 $7,050

Married filing 1 $10,450
jointly, or 2 $11,400
Qualifying 3 $12,350
Widow(er) 4 $13,300
Married filing 1 $5,700
separately 2 $6,650
3 $7,600
4 $8.550
Head of 1 $8,150
Household 2 $9,300

11



Use the following worksheet or Publication 1321 to compute the
allowable portion of the standard deduction.

Exhibit 3-1

Worksheet for Puerto Rico Filers with Exempt Income
under Section 933 Who Do Not ltemize Deductions

1. Enter STANDARD DEDUCTION; If you checked Form 1040, Filing Status box
1, enter $4,750
2, or 5, enter $9,500
3, enter $4,750
4, enter $7,000

CAUTION: If you are 65 or over or blind, calculate your standard deduction using the chart in the Form
1040 instructions.
or
If someone can claim you as a dependent, use the Standard Deduction Worksheet for
Dependents in the Form 1040 Instructions.

2. Allowable portion of STANDARD DEDUCTION:

a. Gross income subjectto U.S.tax ......... . i

b. Total gross income from all sources (including exempt P.R. income)

c.Divide line2a by line2b . ... ... . . . .
d. Multiply Standard Deduction (line 1) by line 2c and enter this amount on Form 1040

line 37 or Form 1040A line 24 (allowable portion of STANDARD DEDUCTION)
Write the following above line 37 Form 1040 or line 24 of Form 1040A:

“Standard Deduction modified due to exempt income under section 933.”

Example

Juan and Judith (both under 65), who are bonafide residents of
Puerto Rico for the entire taxable year, are filing a joint return.
Juan is a federal employee and during 2003 earned $40,000; Judith
had income of $20,000 from P.R. sources not subject to U.S. tax.
They are not itemizing their deductions.

They compute their allowable portion of standard deduction in the
following manner:

$40,000

60.000 X 9,500 = 6,333

Exhibit 3-2 illustrates the completion of Form 1040, Line 37

Lesson 3



Exhibit 3-2 2003 Form 1040, Standard Deduction modified due to exempt income under Section 933.

Tax and 35 Amount from line 34 (adjusted gross income) . . R 35 35,789 00
Credits 36a Qheck { 1 You were born before January 2, 1939, O BI!nd.} Total boxes Stondard deduction
W if: D Spouse was born before January 2, 1939, D Blind. | checked » 36a modified. due to

Deduction b If you are married filing separately and your spouse itemizes deductions, or exempt income

for— you were a dual-status alien, see page 34 and check here . . . . . . P 36b | under Secton 933

e People who 37  Itemized deductions (from Schedule A) or your standard deduction (see left margin) . . 37 6,333}00

ggicgﬁﬁir?:y 38 Subtract line 37 from line 35 . . . . ]

Svi%%raﬁek?eor 39 If line 35 is $104,625 or less, multiply $3,050 by the total number of exemptlons claimed on %

claimed as a line 6d. If line 35 is over $104,625, see the worksheet on page 35-.. . . . . . 39
ggg%g‘éee”g“_ 40 Taxable income. Subtract line 39 from line 38. If line 39 is more than line 38, enter -0- . 40
o Al others: 41  Tax (see page 36). Check if any tax is from: a (] Form(s) 8814 b [l Form 4972 . . el
Single or 42  Alternative minimum tax (see page 37). Attach Form 6251 . « . . . .. . .« . 42
Married fiing | 43 Addlines4tand42 . . . .. o . . .. .. o 0 o e |48

Exercises 3-1.

Martin (SSN 000-00-5678) and Cruz (000-00-1234) Paraiso are
bonafide residents of Puerto Rico for the whole year. They are
married filing a joint return and have two sons (Leo and Sam).
Martin earned $31,340 in wages from an accounting firm
located in P.R. and Cruz earned $42,389 in wages from the U.S.
government. They have a joint bank account in Puerto Rico
(Banco Isla) that earns $2,000 interest. Both Martin and Cruz
are under 65 and not blind. What is their standard deduction?

b. Monse is a single taxpayer residing in Puerto Rico as a
bonafide resident and is 64 years of age. She has U.S. govern-
ment wages of $35,789. She says she has no other income.
Figure her standard deduction.

c. Tino, a bonafide resident of Puerto Rico is single and retired
from the Commonwealth of Puerto Rico but under age 65. He
received $19,250 from his Puerto Rico government pension. He
also received $10,000 of interest from his bank account in the
U.S. Figure Tino’s standard deduction.

d. Carmen, age 68, is a single retired resident of Puerto Rico. She
receives a U.S. civil service pension and her records indicate
she has recovered all her cost in the pension. Her civil service
job was in Puerto Rico. Figure Carmen’s standard deduction.
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[remizep Depuctions

IntrRoDUCTION

Deductions that apply to exempt Puerto Rico income are not
deductible on a federal income tax return.

Deductions that do not specifically apply to a particular type of
income must be apportioned between gross income subject to U.S.
tax and total gross income from all sources.

Examples of deductions that do not specifically apply to a par-
ticular type of income are alimony payments and certain itemized
deductions (such as medical expenses, charitable contributions, real
estate taxes and mortgage interest on your personal residence.)

15



Allocation of Itemized Deductions to U.S. Income

When a taxpayer has exempt P.R. source income and is itemizing
deductions, the taxpayer must apportion each deduction that does
not apply to any specific type of income based on the ratio of gross
income subject to U.S. tax to gross income from all sources.

Formula

Gross Income Subject to U.S. Tax

Gross Income From All Sources (including P.R. exempt income)

Example 1

Juan and Judith are filing a joint return. They are bonafide resi-
dents of Puerto Rico. Juan works for the federal government and
Judith for Banco de Santurce. During 2003, Juan earned $39,780
as a federal employee and Judith made $19,520 from her job. They
have itemized deductions of $16,223 that do not apply to any spe-
cific type of income (medical & dental $3,457, real estate taxes
$1,200, mortgage interest on their home $9,480, and charitable con-
tributions cash $2,086). Each deduction is apportioned as follows:

The numerator of the fraction is the gross income reported to the
U.S. and the denominator is the total gross income from all sources
(including Puerto Rican exempt income). Round all fractions to four
places.

Medical Expenses (doctor’s fees)

$39,780 x $3,457 = $2,319 (enter on line 1 of Schedule A)
59,300
Real Estate Taxes
$39,780 3 :
59300 X $1,200 = $805 (enter on line 6 of Schedule A)
Home Mortgage Interest
839,780 . 49 480 = $6,359 line 10 of Schedule A
"59.300° x $9, = $6, (enter on line 10 of Schedule A)
Charitable Contributions (cash)
$39,780 .
x $2,086 = $1,399 (enter on line 15 of Schedule A)
59,300
NOTE: Enter on Schedule A only the allowable portion of each
deduction.

Exhibit 4-1 contains Juan and Judith’s Schedule A.
Exhibit 4-2 is page 2 of their Form 1040.

Lesson 4



Exhibit 1

SCHEDULES A&B

(Form 1040)

Department of the Treasury
Internal Revenue Service

> Attach to Form 1040. » See Instructions for Schedules A and B (Form 1040).

Schedule A—Itemized Deductions
(Schedule B is on back)

OMB No. 1545-0074

2003

Attachment
Sequence No. 07

Name(s) shown on Form 1040

Your social security number

Medical Caution. Do not include expenses reimbursed or paid by others.
and 1 Medical and dental expenses (see page A-2) . 1 2,319
Dental 2 Enter amount from Form 1040, line 35 |2 | 39,78 0|
Expenses 3  Multiply line 2 by 7.5% (.075). L3 2,984
4  Subtract line 3 from line 1. If line 3 is more than I|ne 1 enter -0- . 4 0
Taxes You 5 State and local income taxes 5
Paid 6 Real estate taxes (see page A-2) 6 805
(See 7 Personal property taxes . Lo 7
page A-2.) 8 Other taxes. List type and amount > .................... %
8
9 Addlines5through8 . . . . . . 9 805
Interest 10  Home mortgage interest and points reported to you on Form 1098 .| 10 | 6,359
You Paid 11  Home mortgage interest not reported to you on Form 1098. Ifpaid
(See to the person from whom you bought the home, see page A-3
page A-3.) and show that person’s name, identifying no., and address »
Note. el 11
Personal 12  Points not reported to you on Form 1098. See page A-3
interest is
not for special rules . 12
deductible. 13 Investment interest. Attach Form 4952 if requwed (See
page A-3.) . . 13
14 Add Ilnes10through13 e N . 14 6,359
Gifts to 15 Gifts by cash‘or ¢heck. If you made any-gift of'$250 or
Charity more, see page A-4". Z 1,399
Ifyoumadea 16 Other than by cash or check. If any glft of $250 or more,
gift and got a see page A-4. You must.attach Form 8283 if over $500 | 16
ts)zge;:gf:rpﬁa_ 17  Carryover from prior year .. 17
18 Add lines 15 through 17 18 1,399

Casualty and
Theft Losses 19

Casualty or theft loss(es). Attach Form 4684. (See page A-5.)

Job Expenses 20

Unreimbursed employee expenses—job travel, union

w:

and Most dues, job education, etc. You must attach Form 2106
Other or 2106-EZ if required. (See page A-5.) » ...
Miscellaneous .
peductions 20
21 Tax preparation fees . 21
(See 22  Other expenses—investment, safe deposn box etc. Llst %
page A-5 for type and amount »_ ...
expenses to 22
deduct here.) ~  crrememimmeieeeeieee e
23 Add lines 20 through 22 ) S 23
24  Enter amount from Form 1040, line 35 | 24 | | %
25  Multiply line 24 by 2% (.02) | 25
26 Subtract line 25 from line 283. If line 25 is more than line 23, enter -0- .
Ot_her 27  Other—from list on page A-6. List type and amount » ... ... ... ...
Miscellaneous
Deductions
Total 28 Is Form 1040, line 35, over $139,500 (over $69,750 if married filing separately)?
Itemized [X] No. Your deduction is not limited. Add the amounts in the far right column
Deductions » | 28 8,563

for lines 4 through 27. Also, enter this amount on Form 1040, line 37.
[J Yes. Your deduction may be limited. See page A-6 for the amount to enter.

For Paperwork Reduction Act Notice, see Form 1040 instructions.

Cat. No. 11330X

Schedule A (Form 1040) 2003




Exhibit 2

Form 1040 (2003) Page 2
Tax and 35 Amount from line 34 (adjusted gross income) . e 35 39780100
Credits 36a Check [ [ You were born before January 2, 1939, [ Blind.] Total boxes Stan_d.ard deduction
o if: [ spouse was born before January 2, 1939, [ Blind. | checked » 36a modified due to pxempt

Standard T o . income under Section

Deduction b If you are married filing separately and your spouse itemizes deductions, or 933

for— you were a dual-status alien, see page 34 and checkhere . . . . . . » 36b O

® People who :37 Itemized deductions (from Schedule A) or your standard deduction (see left margin) . 37 8,563100

ghecked any | 38 Subtract line 37 from line 35 . 38

Svi%%raﬁﬁgem 39 If line 35 is $104,625 or less, multiply $3,050 by the total number of exemptlons claimed on

claimed as a line 6d. If line 35 is over $104,625, see the worksheet on page 35 . 39

ggg%r;%ee”g4 40 Taxable income. Subtract line 39 from line 38. If line 39 is more than line 38, enter 0 40

o Al others: 41  Tax (see page 36). Check if any tax is from: a O Form(s) 8814 b [ Form 4972 41

Singl " |42 Alternative minimum tax (see page 37). Attach Form 6251 . . . % 42

Moge Pting |43 Addlines4tand42 . . ... . . . . L . » |4 s

Example 2

Mr. and Mrs. Hernandez are bonafide residents of Puerto Rico for
the entire tax year of 2003. Mr. Hernandez earns $42,389 with the
federal government and Mrs. Hernandez earns $14,250 working in
a beauty salon part-time. They are filing a joint return. They item-
ize their deductions and list their expenses as follows:

Medical and Dental Expenses (doctor’s fees) $4,958
Home Mortgage Interest Expenses 8,531
Real Estate Taxes 987
Charitable Contributiens 2,086

They prepare Schedule A including only the allowable portion of
each deduction. The computation is completed and the allowable
portion is entered on the corresponding line.

Medical and Dental Expenses

% x $4,958 = $3,711 (enter on line 1 of Schedule A)
Real Estate Taxes

% x $987 = $739 (enter on line 6 of Schedule A)
Home Mortgage Interest

$42,389

56,639 x $8,531 = $6,385 (enter on line 10 of Schedule A)

Charitable Contributions (cash)

% x $2,086 = $1,561 (enter on line 15 of Schedule A)

See Exhibit 4-3 for their completed Schedule A.



Exhibit 3

SCHEDULES A&B

(Form 1040)

Department of the Treasury
Internal Revenue Service

(Schedule B is on back)

» Attach to Form 1040. » See Instructions for Schedules A and B (Form 1040).

Schedule A—Itemized Deductions

OMB No. 1545-0074

2003

Attachment
Sequence No. 07

Name(s) shown on Form 1040

Your social security number

Medical Caution. Do not include expenses reimbursed or paid by others. %
and 1 Medical and dental expenses (see page A-2) . 1 3,711
Dental 2 Enter amount from Form 1040, line 35 2 | 42, 389|
Expenses 3 Multiply line 2 by 7.5% (.075). | 3 3,179
4  Subtract line 3 from line 1. If line 3 is more than line 1, enter -0- . 4 532
%
Taxes You 5 State and local income taxes 5
Paid 6 Real estate taxes (see page A-2) 6 739
(See 7 Personal property taxes . . 7
page A-2.) 8 Other taxes. List type and amount > ..................... %
8
9 Add lines 5 through 8 .. ... 9 739
Interest 10 Home mortgage interest and points reported to you on Form 1098 10 6,385
You Paid 11  Home mortgage interest not reported to you on Form 1098. If paid
(See to the person from whom you bought the home, see page A-3
page A-3.) and show that person’s name, identifying no., and address »
Note. el 11
Personal 12  Points not reported to you on Form 1098. See page A-3
interest is 12
not for special rules .
deductible. 13 Investment interest. Attach Form 4952 if requrred (See
page A-3.) . : 13 7
14 Add lines 10 through 13 0. €N . 14 6,385
Gifts to 15  Gifts by cash’or ¢heck. If you made any gift of'$250 or %
Charity more, see page A-4". 15 1,561
Ifyoumadea 16  Other than by ¢ash or check. f any. grft of $250 or more, Z
gift afr_rdngT a see page A-4. You must.attach Form 8283 if over $500 | 16
gggep: grpﬁl 17  Carryover from prior year . e 17 Z
9 " 18 Add lines 15 through 17 18 1,561
Casualty and
Theft Losses 19 Casualty or theft loss(es). Attach Form 4684. (See page A-5.) . 19
Job Expenses 20 Unreimbursed employee expenses—job travel, union %
and Most dues, job education, etc. You must attach Form 2106
Other or 2106-EZ if required. (See page A-5.) » ...
Miscellaneous .
Deductions 20
21 Tax preparation fees. 21
(See 22  Other expenses—investment, safe dep03|t box etc. L|st 7
page A-5 for type and amount .
expenses to 22
deduct here.) = crrrmmmmmmmmmmeeeesm oo
Add lines 20 through 22 . . o 23
24 Enter amount from Form 1040, line 35 |24 | | 7
25 Multiply line 24 by 2% (.02) | 25
26 Subtract line 25 from line 23. If line 25 is more than line 23, enter -0- 26
Ot_her 27 Other—from list on page A-6. List type and amount » ... ... ... %
Miscellaneoys
Deductions 27
Total 28 Is Form 1040, line 35, over $139,500 (over $69,750 if married filing separately)?
ltemized [X] No. Your deduction is not limited. Add the amounts in the far right column
Deductions for lines 4 through 27. Also, enter this amount on Form 1040, line 37. > | 28 9,217

[x] Yes. Your deduction may be limited. See page A-6 for the amount to enter.

For Paperwork Reduction Act Notice, see Form 1040 instructions.

Cat. No. 11330X

__
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Lesson 4

Exercise 4-1

Elizabeth Gonzalez, a federal employee, living in Puerto Rico,
requests your assistance in preparing her 2003 Federal Tax
Return. She tells you that she and her husband, Matthew, are
married, filing a joint return and living together. Elizabeth is age
48 and Matthew is age 49. Matthew manages a local restaurant
in Old San Juan. He earned $22,534. Elizabeth works for the U.S.

Department of Agriculture and earned $52,981.

Elizabeth tells you she doesn’t think she has enough to itemize,
but she gives you the following list. She is not sure which items

are allowable.

Real estate taxes

Driver’s license renewal
Medical insurance premium
Out of Pocket Doctor’s fees
Out of Pocket Dental expenses
Veterinarian expenses
Interest Home Mortgage

Compute their standard deduction.

$2,200.00
$ 30.00
$1,989.00
$1,875.00
$ 685.00
$ 300.00
$9,981.00

Compute their allocated itemized deductions and complete

Schedule A.




Exhibit 4

SCHEDULES A&B Schedule A—Itemized Deductions OMB Ro. 15450074
(Form 1040) (Schedule B is on back) 2@03
Department of the Treasury Attachment
Internal Revenue Service » Attach to Form 1040. » See Instructions for Schedules A and B (Form 1040). Sequence No. 07
Name(s) shown on Form 1040 Your soclal securlty number
Medical Caution. Do not include expenses reimbursed or paid by others.
and 1 Medical and dental expenses (see page A-2) . . . 1
Dental 2 Enter amount from Form 1040, line 35 2 | | %|
Expenses 3 Multiply line 2 by 7.5% (075). . . . . . . . . |8
4  Subtract line 3 from line 1. If line 3 is more than line 1, enter -0-. . . . . .
Taxes You 5 State and local income taxes . . . . . . . . 5
Paid 6 Real estate taxes (see page A-2) . . . . . . . 6
(See 7 Personal property taxes . . . e 7
page A-2)) 8 Other taxes. List type and amount > .................... W
8
9 Add lines 5 through 8 e .
Interest 10  Home mortgage interest and points reported to you on Form 1098 .| 10
You Paid 11  Home mortgage interest not reported to you on Form 1098. If paid
(See to the person from whom you bought the home, see page A-3
page A-3.) and show that person’s name, identifying no., and address »
Note. el
Personal 12  Points not reported to you on Form 1098. See page A-3
interest is
not for special rules . .. . . 12
deductible. 13 Investment interest. Attach Form 4952 if reqwred (See
page A-3.) . .
14 Addllnes10through13 1. . . . . e T i L.

Charity more, see page A-4.

Ifyoumadea 16  Other than by cash or check. If any. glft of $250 or more,

gift and got a see page A-4. You must.attach Form 8283 if over $500

:eegefg fgrAIEl; 17  Carryover from prior year~." . . . . . . . . . 17
Page i 48  Add lines 15 through 17

Gifts to 15  Gifts by cash’or ¢heck. If you made anygift of $250 or %

Casualty and
Theft Losses 19 Casualty or theft loss(es). Attach Form 4684. (See page A-5.)

Job Expenses 20 Unreimbursed employee expenses—ijob travel, union
and Most dues, job education, etc. You must attach Form 2106
Other or 2106-EZ if required. (See page A-5.) » ...
Miscellaneous .
Deductons
21 Tax preparation fees. . 21
(See 22 Other expenses—investment, safe dep03|t box etc. Llst %
page A-5 for type and amount B ...
expenses to 29
deduct here.) =~ crrremmeosemeeoe e
23 Add lines 20 through 22 . . ... . |23
24  Enter amount from Form 1040, line 35 | 24 | |
25 Multiply line 24 by 2% (.02) . . . 25
26 Subtract line 25 from line 23. If line 25 is more than I|ne 23, enter -0- .
Ot_hel' 27 Other—from list on page A-6. List type and amount » ____ ... .. ...
Miscellanepys
Deductions
Total 28 Is Form 1040, line 35, over $139,500 (over $69,750 if married filing separately)?
Itemized (] No. Yourdeduction is not limited. Add the amounts in the far right column
Deductions for lines 4 through 27. Also, enter this amount on Form 1040, line 37. \. » | 28
[J Yes. Your deduction may be limited. See page A-6 for the amount to enter.
For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 11330X Schedule A (Form 1040) 2003




Lesson 4

Exercise 4-2

Guillermo and Esmeralda Goytisolo are bonafide residents of
Puerto Rico and file a joint return. They have 2 children, Carlos
and Anita. Guillermo works for the U.S. government and earns
$49,965. Esmeralda does not work but receives $2,452 interest
from her Banco Popular savings account. They have the following
allowable itemized deductions:

Out of Pocket Dental expenses $ 750
Real Estate taxes $ 875
Interest on home mortgage $9,200
Charitable Contributions $1,821

They are not familiar with the allocation and ask you to assist
them with this and the preparation of their return.

Complete their Schedule A.




Exhibit 5

SCHEDULES A&B

(Form 1040)

Department of the Treasury
Internal Revenue Service

Schedule A—Itemized Deductions
(Schedule B is on back)

» Attach to Form 1040. » See Instructions for Schedules A and B (Form 1040).

OMB No. 1545-0074

2003

Attachment
Sequence No. 07

Name(s) shown on Form 1040

Your somal securlty number

Medical Caution. Do not include expenses reimbursed or paid by others.
and 1 Medical and dental expenses (see page A-2) . . . 1
Dental 2 Enter amount from Form 1040, line 35 2 | | %|
Expenses 3 Multiply line 2 by 7.5% (.075). L3
4 Subtract line 3 from line 1. If line 3 is more than line 1, enter -0- .
Taxes You 5 State and local income taxes 5
Paid 6 Real estate taxes (see page A-2) 6
(See 7 Personal property taxes 7
page A-2)) 8 Other taxes. List type and amount > .................... ?
8
9 Add lines 5 through 8 e .
Interest 10 Home mortgage interest and points reported to you on Form 1098 10
You Paid 11 Home mortgage interest not reported to you on Form 1098. If paid
(See to the person from whom you bought the home, see page A-3
page A-3.) and show that person’s name, identifying no., and address »
Note. b
Personal 12  Points not reported to you on Form 1098. See page A-3
interest is 12
not for special rules .
deductible. 13 Investment interest. Attach Form 4952 if reqwred (See
page A-3.) . . .

14 Add lines 10through 13 .. e e 14
Gifts to 15  Gifts by cash’or ¢heck. If you made anygift of $250 or
Charity more, see page A-4",
Ifyoumadea 16  Other than by cash or check. If any. glft of $250 or more,
gift and got a see page A-4. You must.attach Form 8283 if over $500 | 16
benefit for it, :
coe pade A4, 17 Carryover from prior year:. 17

Page i 48  Add lines 15 through 17

Casualty and
Theft Losses 19 Casualty or theft loss(es). Attach Form 4684. (See page A-5.) . .
Job Expenses 20 Unreimbursed employee expenses—ijob travel, union
and Most dues, job education, etc. You must attach Form 2106
Other or 2106-EZ if required. (See page A-5.) » ...
Miscellaneous .
Deductons

21 Tax preparation fees. . 21
(See 22 Other expenses—investment, safe deposrt box etc. Llst %
page A-5 for type and amount ® ...
expenses to 29
deduct here.) =~ crrrmmmmmmmeeeeemeeeee e

23 Add lines 20 through 22 . e 23

24  Enter amount from Form 1040, line 35 | 24 | |

25  Multiply line 24 by 2% (.02) 25

26 Subtract line 25 from line 23. If line 25 is more than I|ne 23, enter -0- .
Ot_hel' 27 Other—from list on page A-6. List type and amount » ____ ... ...
Miscellanepys
Deductions
Total 28 Is Form 1040, line 35, over $139,500 (over $69,750 if married filing separately)?
Itemized [J No. Yourdeduction is not limited. Add the amounts in the far right column
Deductions > | 28

for lines 4 through 27. Also, enter this amount on Form 1040, line 37.
[J Yes. Your deduction may be limited. See page A-6 for the amount to enter.

For Paperwork Reduction Act Notice, see Form 1040 instructions.

Cat. No. 11330X

Schedule A (Form 1040) 2003
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Who Musr FiLE

A taxpayer, who is a bonafide resident of Puerto Rico for the whole
taxable year, need not report any income on the Form 1040 from
Puerto Rican sources; unless he/she works for the U.S. government.
To qualify for this exemption of income the taxpayer must be a resi-
dent of Puerto Rico for the entire tax year (January 1-December
31).

Sec. 933. Income from Sources Within Puerto Rico

The following items shall not be included in gross income and shall
be exempt from taxation under this subtitle:

(1) RESIDENT OF PUERTO RICO FOR ENTIRE TAXABLE
YEAR—In the case of an individual who is a bonafide resident of
Puerto Rico during the entire taxable year, income derived from
sources within Puerto Rico (except amounts received for services
performed as an employee of the United States or any agency
thereof); but such individual shall not be allowed as a deduction
from his gross income, any deductions (other than the deduction
under section 151, relating to personal exemptions), or any credit
properly allocable to or chargeable against amounts excluded from
gross income under this paragraph.

(2) TAXABLE YEAR OF CHANGE OF RESIDENCE FROM
PUERTO RICO—In the case of an individual citizen of the United
States who has been a bonafide resident of Puerto Rico for a

period of at least 2 years before the date on which he changes his
residence from Puerto Rico, income derived from sources therein
(except amounts received for services performed as an employee of
the United States or any agency thereof ) which is attributable to
that part of such period of Puerto Rican residence before such date;
but such individual shall not be allowed as a deduction from his
gross income, any deductions (other than the deduction for personal
exemptions under section 151), or any credit, properly allocable to
or chargeable against amounts excluded from gross income under
this paragraph.
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Example 1

John Garcy, a bonafide resident of P.R. for the taxable year, worked
for Tienda New York and received a salary of $27,281. That was his
only income. John is not required to file a U.S. return (Form 1040).
All of his income is excludable under IRC 933.

It is important to remember that the only income that is exempt
is Puerto Rican source income (except amounts received as an
employee of the U.S.). If a bonafide resident of P.R. has income
from U.S. or foreign sources, he must report this income on a U.S.
tax return. An allocation of the standard deduction will be needed
when, in addition to his U.S. income he has exempt P.R. source
income.

This computation must be made before you can determine if a tax-
payer has a U.S. tax return filing requirement. The thresholds for
determining U.S. filing requirements are based in part on the stan-
dard deduction. The following worksheet can be used to determine
the allowable standard deduction and the U.S. tax return filing
requirement.

Exhibit 5-1

Who Must File Worksheet for Bona Fide Residents of P.R. with exempt income (under section 993)

1. Enter STANDARD DEDUCTION
Ifyour filing Status IS . . . . .. e

Single under 65 enter $4,750
65 or older enter $5,900

Married filing jointly both under 65 enter $9,500
one 65 or older enter $10,450
both 65 or older enter $11,400

Head of household under 65 enter $7,000
65 or older enter $8,150
Qualifying widow(er) under 65 enter $9,500
with dependent child 65 or older enter $10,450
Married filing separately any age enter $0

CAUTION: If someone can claim you as a dependent, enter amount from the Standard Deduction Worksheet for
Dependents in instructions for Form 1040 or amount from chart in instructions for Form 1040A.

2. Allowable portion of STANDARD DEDUCTION
a. Gross income subject to U.S. tax (include taxable social security benefits) ...............
b. Total gross income from all sources (including exempt P.R. Income) ....................
c. Divideline2abyline 2b ... ... . . .
d. Multiply STANDARD DEDUCTION (line 1) by line2c .. ...... ...,

3. Enter:
married filing jointly $6,100 . . ... ... ..
if someone can claim you as a dependent enter “0” . . ... ... .. ... ..
all others enter $3,050 . . . . oottt
4. Addlines 2d and 3 . . . ... e

You must file a return if your gross income subject to U.S. tax (line 2a) is equal to or more than line 4.

Lesson 5



Example 2

Jose Sanchez, a single bonafide resident of P.R. for the whole
taxable year, works for Banco Popular and received a salary of
$28,500. He also has a bank account in Miami that pays him
interest income of $4,100. The $4,100 of interest income is
reportable on his U.S. return. To determine whether Jose has a
filing requirement, he must determine the allowable part of the
standard deduction. Exhibit 5-2 depicts the completed worksheet
for determining his filing requirement. This special computation
is necessary only if the taxpayer has both exempt and nonexempt
income.

Exhibit 5-1

Who Must File Worksheet for Bona Fide Residents of P.R. with exempt income (under section 993)

1. Enter STANDARD DEDUCTION
If your filing StAtUS IS . . . . .. oottt e $4,750

Single under 65 enter $4,750
65 or older enter $5,900

Married filing jointly both under 65 enter $9,500
one 65 or older enter $10,450
both 65 or older enter $11,400

Head of household under 65 enter $7,000
65 or older enter $8,150
Qualifying widow(er) under 65 enter $9,500
with dependent child 65 or older enter $10,450
Married filing separately any age enter $0

CAUTION: If someone can claim you as a dependent, enter amount from the Standard Deduction Worksheet for
Dependents in instructions for Form 1040 or amount from chart in instructions for Form 1040A.

2. Allowable portion of STANDARD DEDUCTION

a. Gross income subject to U.S. tax (include taxable social security benefits) ............... $4,100

b. Total gross income from all sources (including exempt P.R. Income) .................... $32,600

c. Divideline2a by line 2b ... ... .. . . . . . e 0.146

d. Multiply STANDARD DEDUCTION (line 1) by line2c .. ........ ... $694
3. Enter:

married filing jointly $6,100 . . ... ... ..
if someone can claim you as a dependententer “0” . . . ... ... ...
all others enter $3,050 . . . .. oottt $3.050

4. AdA liNes 2d and 3 . . . .. .o $3.744

You must file a return if your gross income subject to U.S. tax (line 2a) is equal to or more than line 4.

Employees of the U.S. or any Agency Thereof

Amounts received by an employee of the U.S. government who is

a bonafide resident of Puerto Rico for the entire tax year are not

exempt from U.S. tax. This is the only exception to the exemption
under IRC 933.

Example 3

Maria Moreno has been a bonafide resident of Puerto Rico for her
entire life. She started working for the federal government on
January 3, 2003. She cannot exempt this income from taxation on
her U.S. tax return (Form 1040).
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Lesson 5

You may encounter situations where a U.S. employee has both U.S.
government income and other Puerto Rican income. The taxpayer

may exempt Puerto Rican income from his/her U.S. tax return but
not the amount received from a U.S. government agency.

Example 4

Fred, a bonafide resident of Puerto Rico, earns $38,280 in 2003 for
work with the federal government. He also has interest income
from the Bank of Santurce of $3,000. Fred reports only the $38,280
government wage on his U.S. return.

Example 5

Rafael and Gloria are filing a joint U.S. income tax return Form
1040. Rafael works for the Puerto Rican government and earns
$26,200. Gloria works for the U.S. government and earns $38,780.
They will only report the $38,780 U.S. government wages on their
U.S. return.

Taxable Year of Change of Residence from Puerto Rico

If an individual citizen of the U.S. has been a bonafide resident of
Puerto Rico for a period of at least two years before the date on
which he changes his residence from Puerto Rico, income derived
from sources in Puerto Rico (unless the amount is received as

an employee of the U.S.) is exempt from U.S. tax in the year he
changes his residence.

Example 6

Pedro who has always been a bonafide resident of Puerto Rico
moves to the U.S. in the middle of 2003. During the part of the
year that he was a resident of P.R., he received income from Puerto
Rican sources of $21,549. After moving to the U.S. he received
income of $12,385. For 2003, Pedro will report $12,385 on his
income tax return (Form 1040).

A taxpayer who lives temporarily in Puerto Rico but is not a res
dent for the entire tax year must report all income on the U.S. tax
return. He/she can claim a foreign tax credit which will be dis-
cussed in a later chapter.

Example 7

Sara moved to Puerto Rico in April 2003 on a temporary assign-
ment for Perce, Inc. She returned to the U.S. in July, 2003. Sara
earned $10,000 in Puerto Rico and $20,000 in the U.S. for 2003.
Sara must report the U.S. and Puerto Rican source income of
$30,000 on her U.S. tax return.

Remember that although the taxpayer may not have any require-
ment for filing a U.S. return, the income will need to be reported to
Puerto Rico according to their filing requirements.



Exercise b-1

a. Manuel and Luisa, bonafide residents of Puerto Rico, are mar-
ried, filing a joint return. Manuel works for the Puerto Rico
government earning $27,000 and Luisa worked part time for
the U.S. Department of Agriculture and earned $9,600. Are
they required to file a U.S. return?

b. Federico is single and earns $27,000 at a local grocery store.
He also has interest income of $4,500 from the Bank of Miami
in Florida. Must he file a Form 1040 return?

c. Mary and Louis are bonafide residents of Puerto Rico. Mary is
a federal employee and earns $32,000 while Louis works for a
law firm and earns $40,000. What income should be reported
on Form 1040?

d. Carmen has always been a bonafide resident of Puerto Rico. In
June 2003 she moved to Denver, Colorado to work. She earned
$10,000 while in Puerto Rico and $25,000 while in Colorado.
On Dec. 31, 2003 she moved back to P.R. What income must
Carmen report on Form 10407

29



ssssss 5




ApsusTment 1o Income

IRAs

Bonafide residents of Puerto Rico may be able to contribute money
to an IRA and take the IRA adjustment on their U.S. tax return.
In order to take the adjustment, the taxpayer must have earned
income from U.S. sources and meet the other rules for contribu-
tions. The IRA trust account must be maintained in the U.S. Any
earned income excluded under IRC 933 does not qualify for
IRA deduction eligibility.

Alimony Paid

Alimony may be deducted even though the spouse is not reporting
the income, because she/he lives in Puerto Rico.
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Foreigy Tax Crepit

IntrRoDUCTION

The United States taxes its citizens and residents on their world-
wide income. This means the U.S. citizen reports not only income
derived from U.S. wages, gains, interest and other income, but also
income earned overseas, such as interest from foreign banks, divi-
dends from foreign corporations, or compensation for performing
services in a foreign country. The foreign tax credit is designed to
relieve U.S. taxpayers of the double burden imposed when their
foreign income is taxed by both this country and the country from
which it is derived. For Puerto Rico residents, the foreign tax credit
reduces a taxpayer’s tax liability by some or all of the Puerto Rico
taxes paid or accrued during the tax year.

Puerto Rico residents must pay tax to the Puerto Rican government
on their worldwide income. The portion of this tax allocable to the
Puerto Rican exempt income will reduce the foreign tax credit.

Who May Take the Credit

Taxpayers who have taxable foreign source or Puerto Rican source
income may take the foreign tax credit. Taxpayers cannot claim a
foreign tax credit for taxes paid on excluded Puerto Rican income.
All Puerto Rican taxes paid or accrued on both exempt and non-
exempt income may be shown in Part II of Form 1116 when com-
puting the credit. However, the taxes paid on exempt income must
be determined (as shown below), and are not allowed as part of the
foreign tax credit.

To find the amount allocable to the exempt income, multiply the
taxes paid or accrued to Puerto Rico by a fraction. The numerator
of the fraction is the exempt income from P.R. sources under IRC
933 less deductible expenses allocable to that income. The denomi-
nator is the total amount of income subject to P.R. tax less deduct-
ible expenses allocable to that income.
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Lesson 7

Formula

Income from P.R. sources not
subject to federal tax
under IRC 933 less
deductible expenses allocable
to that income

x Tax paid or = Reduction
Total income subject to accrued to P.R- in.
Puerto Rico tax less Foreign
deductible expenses allocable taxes

to that income)

Example 1

John and Mary are bonafide residents of Puerto Rico filing jointly.
John works for the federal government and received a salary of
$39,397 during 2003 and had employee business expenses allo-
cable to that income of $500. Mary works for a private industry and
received a salary of $18,000 and had employee business expenses
of $300 allocable to that income. Total taxes paid to Puerto Rico,
$5,275.

$17,000 x $5,275 = $1,649 Taxes allocable to exempt
56,597 income; Form 1116 Part III,
Line 12”

When the Credit May Be Taken

A qualified foreign tax may be credited in the tax year in which

it is paid or accrued depending upon the taxpayer’s method of
accounting. When calculating the taxes paid or accrued, refer to the
U.S. tax year for which the U.S. income tax return is filed (usually
Jan. 1-Dec. 31).

Most taxpayers file their U.S. tax return on the cash receipts and
disbursements method of accounting. Normally, a taxpayer fil-

ing under this method reports his/her income when received and
deducts expenses when paid. In claiming a foreign tax credit, the
taxpayer may choose to report the P.R. taxes available for credit
under either the cash or accrual method. Under the cash method,
the P.R. taxes are reported when actually paid. Payments and with-
holding to the P.R. government on wages qualify as taxes paid.

Accrued taxes are included on Form 1116 when the tax is assessed.
Under the accrual method, the taxes are fixed as of the last day

of the tax year. Even though the taxpayer has not actually paid

any taxes to P.R., he/she may claim the credit for the amount of

the taxes he or she is liable for. The tax is fixed under the accrual
method in Puerto Rico on December 31 of each year. This method is
normally used by U.S. government employees in P.R. because pay-
ment of P.R. taxes is usually not until after the close of the tax year.




Example 2

Rafael worked for the federal government earning $37,000, for
which they withheld U.S. tax of $3,000. His wife Sara worked at a
local grocery and earned $18,000. They withheld $1,000 of P.R. tax.
At the end of the year they computed their tax liability to Puerto
Rico and owed $5,100. However, they may not claim the $3,000 U.S.
tax withholding against the P.R. tax liability. Under the accrual
method, they may only claim Rafael’s share of their P.R. tax liabil-
ity against their U.S. tax.
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ComeLerion oF Form 1116

The Form 1116 is divided into four parts: Part I computes the P.R.
and foreign taxable income. The P.R. taxes, paid or accrued, are
reported in Part II. Part III is used to compute the credit allowable.
Part IV is a summary of the credit. We will discuss each part sepa-
rately.

Heading

A separate Form 1116 must be completed for each category of
income listed in the heading section.

The two most common categories of income you will encounter are:

1. Passive income which includes dividends, interest, royalties,
rents, and annuities.

2. General limitation income which includes wages, salary, and
overseas allowances of an individual as an employee.

Exhibit 1

Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):

2 Expenses definitely related to the income on
line 1 (attach statement) . Lo

3 Pro rata share of other deductions not definitely
related:

a Certain itemized deductions or standard

deduction (see instructions) .

Other deductions (attach statement) .

Add lines 3a and 3b e

Gross foreign source income (see instructions)

Gross income from all sources (see instructions)

Divide line 3d by line 3e (see instructions)

Multiply line 3c by line 3f.

Q@ -~ 0 Q0 T

4 Prorata share of interest expense (see instructions):
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense

5 Losses from foreign sources o
6 Addlines 2, 3g, 4a,4b,and5 . . . . . . 6
7 Subtract line 6 from line 1. Enter the result here and on line 14, page2 . . . . . . . . . .» 7
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Part I-Taxable Income from Sources Outside the United States

In order to arrive at the overall limitation which represents the
maximum credit that can be claimed, a taxpayer must compare for-
eign income taxed by the U.S. with total income taxed by the U.S.

The first step in computing the credit is to determine the amount of
gross foreign and P.R. source income. This is written in Part I, Line
1 of Form 1116 (See Exhibit 7-1).

It is important to correctly separate the foreign income which is
entered on Form 1116, from the total income which appears on the
Form 1040 and its attached forms and schedules.

Notice that the figures entered on Part I, Line 1 are gross income
figures. Gross income does not include exempt income under IRC
933 and IRC 912.

A U.S. government employee reports his wages on Line 1 of Form
1116. He does not include the COLA or any exempt income under
IRC 933.

Example 3

Ed Romero is a U.S. citizen and bona fide resident of Puerto Rico.
Ed works for the U.S. government in San Juan and earned $16,000
in wages and received $1,200 in COLA. Ed will report $16,000 on
his 2003 Form 1116, Line 1. The COLA will not be included.

Allocation of Income

Sometimes an allocation must be made in Part I of Form 1116. This
happens when you cannot segregate compensation for services per-
formed partly within and partly outside of the U.S.

In order to determine how much income should be considered for-
eign for purposes of Form 1116, an apportionment should be made
on a time basis. That is, you must include as foreign gross income
the amount that results from multiplying the total amount received
by a fraction, the numerator of which is the number of days you
performed services in foreign countries and the denominator, which
is the total number of days of service for which you receive pay-
ment.

Example 4

Jaime Torres, a merchant marine, earned $20,000 during 2003. The
number of days he worked to receive this income was 300 days.

He worked in foreign ports during 150 of these days, the rest were
performed coastwide in the U.S. The following allocation should be
made to determine foreign source income.

150

300 X $20,000 = $10,000
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It would appear on the Form 1116 as follows:

Exhibit 2

1 1 1 6 Foreign Tax Credit OMB No. 1545-0121
Form (Individual, Estate, or Trust) 2@03
Department of the Treasury » Attach to Form 1040, 1040NR, 1041, or 990-T. Attachment
Internal Revenue Service > See separate instructions. Sequence No. 1
Name Identifying number as shown on page 1 of your tax return

Jaime Torres 000-00-5862

Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except where Specified in Part Il below.

a [] Passive income d [] Shipping income g [J Lump-sum distributions
b [] High withholding tax e [] Dividends from a DISC or former DISC ~hiL] Section 901() income

interest f [ Certain distributions.from a foreign il Certain income re-sourced by treaty
¢ L] Financial services income lsz"ggs corporation (FSC) or former j°[¥ General limitation income

k Resident of (hame of country) » _ /Puerto-Rico

Note: If you paid taxes to only one foreign country or U.S. possession, use column A’in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use a:separate column.and. line for each country or possession.

ZXI] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)
Foreign Country or U.S. Possession Total
A B c (Add cols. A, B, and C.)

s,

10,000 1 10,000

| Enter the name of the foreign country or U.S.
possession . . . <. . . ... alo»
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): .. ... ...




Pension Income

Enter on Line 1, Part I, the income received from a U.S. Civil
Service pension whose services were performed 100% in Puerto

Rico, or outside the U.S.
Example 5

Pedro Rivera is a U.S. civil service retiree. He received $10,000
from his federal pension. Services for this pension were performed
in P.R. Part I of Form 1116 will be completed as follows:

Exhibit 3

Department of the Treasury

Form 1 1 1 6 Foreign Tax Credit

(Individual, Estate, or Trust)
» Attach to Form 1040, 1040NR, 1041, or 990-T.
Internal Revenue Service » See separate instructions.

OMB No. 1545-0121

2003

Attachment
Sequence No. 1

Name .
Pedro Rivera

Identifying number as shown on page 1 of your tax return

000-00-7324

a [X] Passive income d [] Shipping income

b [] High withholding tax e [] Dividends from a DISC or former DISC
interest f [] Certain distributions.from a foreign

¢ L] Financial services income ;g'gs corporation (FSC) or former

g [J Lump-sum distributions
h'L] Section 901(j) income
i'[1), Certain income re-sourced by treaty
j [] General limitation income

Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except wherespecified in Part Il below.

k Resident of (hame of country) » _ /Puerto-Rico

Note: If you paid taxes to only one foreign country or U.S. possession, use column A'in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use a:separate column.and. line for each country or possession.

m Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)

Foreign Country or U.S. Possession

Total

A

B

C

(Add cols. A, B, and C.)

| Enter the name of the foreign country or U.S.

possession . . . <. . . ... alo»

1 Gross income from sources within country

shown above and of the type checked above (see

page 7 of the instructions): "o ...
Pension

10,000

/

1 10,000

“Taxpayers may receive pensions subject to federal tax when ser-
vices for that pension were performed partly in the U.S. and partly
in Puerto Rico or other foreign countries. When this occurs, an
apportionment should be made on a year by year basis.” That is,
you must include as foreign source income the amount that results
from multiplying the total amount of income received from the pen-
sion by a fraction. The numerator is the number of years you per-
formed services in foreign countries and the denominator, which is

the total number of years of service for that pension.

Years in foreign country

Total years of service x Annual Pension = Foreign Amount

for the pension

39



Example 6

Santiago Lopez received $22,000 in 2003 from a U.S. civil service
pension. He worked 12 years in the U.S. and 13 years in Puerto
Rico as a federal employee. The foreign income for 2003 is deter-
mined as follows:

13 years in Puerto Rico  x $22,000 = $11,440
25 years total services annual amount foreign
pension source
Exhibit 4
1 1 1 6 Foreign Tax Credit OMB No. 1545-0121
Form (Individual, Estate, or Trust) 2@03
» Attach to Form 1040, 1040NR, 1041, or 990-T.
Department of the Treasury Attachment
Internal Revenue Service » See separate instructions. Sequence No. 19
Name . Identifying number as shown on page 1 of your tax return
Santiago Lopez 000-00-2436

Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except where specified in Part Il below.

a [X] Passive income d[] Shipping income g U] Lump-sum distributions
b [] High withholding tax e [ Dividends from a DISC or former DISC hil ] Section 901(j) income

interest f [ Certain distributions.from a foreign i[1), Certain income re-sourced by treaty
¢ L] Financial services income 'S:ggs corporation (FSC) or former i°] General limitation income

k Resident of (hame of country) » _ /Puerto Rico

Note: If you paid taxes to only one foreign country or U.S. possession, use column A’in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use a-separate column.and. line for each country or possession.

2] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)
Foreign Country or U.S. Possession Total
A B (] (Add cols. A, B, and C.)

e

11,440 1 11,440

>

| Enter the name of the foreign country or U.S.
possession . . . <. . . ... alo»
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): .. ... ...

L



Deductions and Losses — Line 2

When computing taxable income from foreign sources for the for-
eign tax credit, you must deduct from foreign income the expenses,
losses, etc., which are related to the foreign income.

Exhibit b

Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) . Lo
3 Pro rata share of other deductions not definitely
related:

Certain itemized deductions or standard
deduction (see instructions) .

Other deductions (attach statement)

Add lines 3a and 3b e e e
Gross foreign source income (see instructions)
Gross income from all sources (see instructions)
Divide line 3d by line 3e (see instructions)
Multiply line 3c by line 3f.

Q

Q -~ 0 Q 0 T

4 Pro rata share of interest expense (see instructions):
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense

5 Losses from foreign sources P
6 Add lines 2, 3g, 4a,4b,and5 . . . . . . 6
7 Subtract line 6 from line 1. Enter the result here and on line 14, page2 . . . . . . . . . .» 7

Deductions which are definitely related to the foreign income are
entered on Line 2. The items listed below are examples of some of
the deductions that are definitely related to specific income.

1) Business expenses

2) Moving expenses

3) Individual Retirement Account and Keogh contributions
4) Professional and Union dues

You must reduce foreign gross income by an allowable portion
of other expenses and deductions (such as the adjustments for
alimony paid, and certain itemized deductions or the standard
deductions) which are not definitely related to specific items of
income. No allocation is necessary for personal exemptions.

This allocation of deductions not definitely related to income is
computed on Part I, Lines 3a—3g of Form 1116

If you do not itemize, you will enter the standard deduction. If the
standard deduction was modified due to exempt income under IRC
933 (PR source income), you should enter on Line 3a of Form 1116
the allowable portion of the standard deduction as figured on Line
2d of Pub 1321 worksheet. The amount entered on line 3a, itemized
deductions, is reported by taking these amounts from lines 4, 9, and
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Lesson 7

18 of Schedule A. Note that Schedule A will already show deduc-
tions modified due to exempt income under IRC 933 (P.R. source
income).

The interest expense is subject to a separate allocation on line 4

of Form 1116. If the gross excluded P.R. income does not exceed
$5,000, all of the mortgage interest expense can be allocated to U.S.
source income.

Note

For purpose of this allocation ONLY, “gross income” includes
exempt and excluded income, such as the income exempt under
IRC 933 PR Source income. REMEMBER: If an item of expenses

or deduction cannot be related to specific income being reported, it
must be prorated. When the expense was paid, from what income it
was paid, or where it was paid are not determining factors.

Example 7

Miguel Rios is a U.S. citizen living and working in P.R. He is
bonafide resident of Puerto Rico and will file a single return.
Miguel earns $29,750 working for the federal government; he also
received COLA of $3,421. He will not itemize deductions. Miguel
will complete the Form 1116 thru Line 7 as follows:

Notice that the amount on Line 3a is the full amount of the stan-
dard deduction. No allocation was required on Pub 1321 worksheet
because the taxpayer had no income exempt from U.S. taxation
under IRC 933. Lines 3d & 3e do not include the COLA received.
Lines 3d and 3e are the same because he had only P.R. source
income.



Exhibit 6

E 1 1 1 6 Foreign Tax Credit OMB No. 1545-0121

(Individual, Estate, or Trust) 2@03

» Attach to Form 1040, 1040NR, 1041, or 990-T.

Department of the Treasury . X Attachment
Internal Revenue Service > See separate instructions. Sequence No. 1
Name . . Identifying number as shown on page 1 of your tax return
Miguel Rios ving pag y
000-00-3675

Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except where Specified in Part Il below.

a [] Passive income d [] Shipping income g [J Lump-sum distributions
b [] High withholding tax e [] Dividends from a DISC or former DISC ~hil] Section 901() income

interest f [] Certain distributions.from a foreign i"[1), Certain income re-sourced by treaty
¢ L] Financial services income ;g'gs corporation (FSC) or former j°[¥] General limitation income

k Resident of (hame of country) » _ /Puerto-Rico

Note: If you paid taxes to only one foreign country or U.S. possession, use column A'in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use a:separate column.and. line for each country or possession.

IZXI] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)

Foreign Country or U.S. Possession Total
A B (o] (Add cols. A, B, and C.)
| Enter the name of the foreign country or U.S. PR
possession . . . <. . . ... alo»
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): "o ...
Wages .
29,750 1 29,750
Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) . Lo
3 Pro rata share of other deductions not definitely
related:
a Certain itemized deductions or standard
deduction (see instructions) . 4,780
b Other deductions (attach statement) .o
c Addlines3aand3b . . . . . . . . . 4,750
d Gross foreign source income (see instructions) 29,750
e Gross income from all sources (see instructions) 29,750
f Divide line 3d by line 3e (see instructions) 1
g Multiply line 3¢ by line 3f. ... . |&7s0
4 Pro rata share of interest expense (see instructions):
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense e
5 Losses from foreign sources . . . . . . [4,780
6 Addlines 2, 3g,4a,4b,and5 . . . . . . 6 4,780
7 Subtract line 6 from line 1. Enter the result here and on line 14, page2 . . . . . . . . . . » 7 25,000




Example 8

Isidro and Barbara are U.S. citizens living and working in Puerto
Rico. Isidro has earnings of $30,000 from his law practice and
Barbara earns $35,808 working for the federal government. She
also has COLA of $1,000. Before computing the foreign taxable
income on line 7, Form 1116, Isidro and Barbara must first allocate
their standard deduction.

Exhibit 7

Worksheet for Puerto Rico Filers with Exempt Income
under Section 933 Who Do Not ltemize Deductions

1. Enter STANDARD DEDUCTION; If you checked Form 1040, Filing Status box
1, enter $4,750
2,0r5, enter $9,500 . ... .. 9,800
3, enter $4,750
4, enter $7,000

CAUTION: If you are 65 or over or blind, calculate your standard deduction using the chart in the Form
1040 instructions.
or
If someone can claim you as a dependent, use the Standard Deduction Worksheet for
Dependents in the Form 1040 Instructions.

2. Allowable portion of STANDARD DEDUCTION:

a. Gross income subjectto U.S. tax ....... ... . 35,808
b. Total gross income from all sources (including exempt P.R. income) .............. 65,808
c.Divide line 2a by line 2b . ... ... .. .54
d. Multiply Standard Deduction (line 1) by line 2c and enter this amount on Form 1040

line 37 or Form 1040A line 24 (allowable portion of STANDARD DEDUCTION) ... .. _ 5130

Write the following above line 37 Form 1040 or line 24 of Form 1040A:
“Standard Deduction modified due to exempt income under section 933.”

Lesson 7



Exhibit 8

EXI] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)

Foreign Country or U.S. Possession

A B C

Total
(Add cols. A, B, and C.)

| Enter the name of the foreign country or U.S. PR
possession . . . . NN\ « 4

1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): .. ... ___

35,808

Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) . ...
3 Pro rata share of other deductions not definitely
related:
a Certain itemized deductions or standard

deduction (see instructions) . 5,180

Other deductions (attach statement)

Add lines 3aand 3b . . . . . | 8,130

Gross foreign source income (see instructions) 65,808

Gross income from all sources (see instructions) 65,808

Divide line 3d by line 3e (see instructions)

5,130

Q -~ 0 Q 0 T

Multiply line 3c by line 3f. e
4 Pro rata share of interest expense (see instructions):

a Home mortgage interest (use worksheet on
page 12 of the instructions) .

b Other interest expense

Losses from foreign sources . . . . . . [8,130

5
6 Addlines 2, 3g, 4a, 4b, and 5 .

1 35,808

6 5,130

7 Subtract line 6 from line 1. Enter the result here and on line 14, page2 . . . . . . . . . .»

7 30,678

Notice that the allocated standard deduction is entered on Line
3a. The standard deduction must be allocated because the taxpay-
ers have exempt Puerto Rico income. Lines 3d and 3e are identical
because the taxpayers have only Puerto Rico source income.



Part ll—Foreign Taxes Paid or Accrued

This part of Form 1116 is used to establish the amount of qualified
foreign taxes paid or accrued during the year.

Exhibit 9
[ZXTI] Foreign Taxes Paid or Accrued (see page 13 of the instructions)
Credit is claimed Foreign taxes paid or accrued
for taxes
.g' (you must check one) In foreign currency In U.S. dollars
3 o % e Taxes withheld at source on: (s) Other Taxes withheld at source on: (w) Other (x) Total foreign
oL Accrued foreign taxes foreign taxes taxes paid or
o (%)r[;itcerupeadid (p) Dividends a ég)rg)i;iise s (r) Interest ;;g?ugg (t) Dividends a n(:jl) rg)?:;ttise S (v) Interest apcag?ugé acg)rt:ﬁ?oﬁzid(v(\:lgls.
A
B
C
8 Add lines A through C, column (x). Enter the total here and on line 9, page2 . . . . . . . .b» 8
For Paperwork Reduction Act Notice, see page 16 of the instructions. Cat. No. 11440U Form 1116 (2003)
If the taxpayer must complete more than one Form 1116 (for exam-
ple, the taxpayer has wages and interest) each Form 1116 Part II
should show only the amount of foreign tax assessed on the type of
income for which that Form 1116 is being filed.
A married couple who file a joint return are considered one tax-
payer and may credit the total foreign tax of both spouses.
Example 9
John and Mary are married filing a joint return. John is a federal
employee and earned $43,200. Mary works for a private industry in
Puerto Rico and earned $22,000. They prepared their Puerto Rican
income tax return and have a Puerto Rico tax liability of $5,700.
Exhibit 10
=TI Foreign Taxes Paid or Accrued (see page 13 of the instructions)
Credit is claimed Foreign taxes paid or accrued
for taxes
s‘ (vou must check one) In foreign currency In U.S. dollars
§ (m) % Paid Taxes withheld at source on: (s) Other Taxes withheld at source on: (w) Other (x) Total foreign
oL Accrued foreign taxes foreign taxes taxes paid or
© © Qe el | e Dividends| (D FemE | ) interest e | @ pividenas | s () Interest P | T add o
Al 12/31/03 5,700 5,700
B
C
8 Add lines A through C, column (x). Enter the total here and on line 9, page2 . . . . . . . .» 8 5,700
For Paperwork Reduction Act Notice, see page 16 of the instructions. Cat. No. 11440U Form 1116 (2003)

L



Part lll—Figuring the Credit

In Part III we apply the overall limitation formula to determine the
maximum amount of Foreign Tax Credit.

Exhibit 11

Form 1116 (2003)

Page 2

ZXI Figuring the Credit

9 Enter the amount from line 8. These are your total foreign taxes paid

or accrued for the category of income checked above Part| . . . 9
10  Carryback or carryover (attach detailed computation) . . . . . 10
11 Addlines9and10 . . . . . . . . . . . . . . . .1
12 Reduction in foreign taxes (see page 13 of the instructions) . . . 12

13  Subtract line 12 from line 11. This is the total amount of foreign taxes available for credit .

14  Enter the amount from line 7. This is your taxable income or (loss) from
sources outside the United States (before adjustments) for the category.
of income checked above Part | (see page 14 of the instructions). . 14
15  Adjustments to line 14 (see page 14 of the instructions) . . /. . L15

16 Combine the amounts on lines 14 and 15. This is your net foreign
source taxable income. (If the result is zero or less, you have no foreign
tax credit for the category of income you checked above Part I. Skip
lines 17 through 21. However, if you arefiling more than one Form
1116, you must complete line 19.) . '.. . . . . . . . .. 16

17 Individuals: Enter the amount from Form 1040, line 38. If you are a
nonresident alien, enter the amount from®Form 1040NR, line 36.
Estates and trusts: Enter your taxable income without the deduction
for your exemption . . . 17
Caution: If you figured your tax using the specza/ rates on quallfled d/wdends or capital gains, see page
15 of the instructions.

18 Divide line 16 by line 17. If line 16 is more.than line' 17, enter “1” . . . . . .18

19 Individuals: Enter the amount from Form, 1040, line 41. If you are a nonresident alien, enter the %
amount from Form 1040NR, line 39:

Estates and trusts: Enter the amount from Form 1041, Schedule G, line 1a, or the total of Form 990-T,

lines 36 and 37. . . . L)
Caution: If you are completing /me 19 for separate catego:y g (/ump sum dlstnbutlons) see page 1 5 of the mstructlons
20 Multiply line 19 by line 18 (maximum amount of credit) . . . . . 20

21  Enter the smaller of line 13 or line 20. If this is the only Form 1116 you are f|||ng sk|p lines 22 through
30 and enter this amount on line 31. Otherwise, complete the appropriate line in Part IV (see
page 16 of the instructions) . . . . . . . . . . . . . . . . . . . ...l

Lines 9-10 show the amount of foreign taxes from Part II which,
with certain adjustments, are available for the credit.

Line 12 shows the reduction in foreign taxes, if applicable. If you
have income from P.R. sources not taxable on the U.S. tax return,
you must reduce your foreign taxes paid or accrued by the taxes
allocable to exempt income. Use the formula explained on page 32
under Who May take the Credit.

Lines 14 — 20 are the calculations to determine the maximum
amount of the credit.

Line 21 is the allowable foreign tax credit—the lesser of the foreign
taxes available for credit (Line 13) or the limitation (Line 20).



Part IV—Summary of Credits from Separate Parts Ill

Lines 22 through 29 must be completed if the taxpayer has more
than one category of foreign income and multiple Forms 1116
were completed. If this occurs, only one of the Forms 1116, Part IV,
should be completed.

If the taxpayer only claimed one type of foreign income, enter the
amount from Line 21 on Line 31 then complete Lines 32 and 33.

Exhibit 12
IV Summary of Credits From Separate Parts lll (see page 16 of the instructions)
22  Credit for taxes on passive income . . . . . . . . . . . 22
23  Credit for taxes on high withholding tax interest . . . . . . . 23
24  Credit for taxes on financial services income . . . . . . . . 24
25 Credit for taxes on shipping income . . . . . . . . . . . 25
26  Credit for taxes on dividends from a DISC or former DISC and certain
distributions from a FSC or former FSC . . . . . . . . . 26
27  Credit for taxes on lump-sum distributions . . . . . . . . . 27
28 Credit for taxes on certain income re-sourced by treaty . . . . . 28
29  Credit for taxes on general limitation income . . . . . . . . 29
30 Addlines 22through29 . . . . . . . . . . . . ... 30
31 Enter the smaller of line 19 orline30 . . . . . . . . . . . . . . . . . . . 31
32  Reduction of credit for international boycott operations. See instructions for line 12 on page 13. . | 32
33 Subtract line 32 from line 31. This is your foreign tax credit. Enter here and on Form 1040, line 44;
Form 1040NR, line 42; Form 1041, Schedule G, line 2a; or Form 990-T, line 40a . . . . . » | 33
@ Printed on recycled paper Form 1 1 16 (2003)

Lesson 7

Comprehensive Example:

Trevor and LaVonne, U.S. citizens and Puerto Rico residents,

are filing jointly. They have $3,000 in interest from savings at
Maryland National Bank in the U.S. Trevor works at a resort hotel
in San Juan and earns $27,500. LaVonne works for the federal
government and earns $32,859. She also receives COLA of $3,779.
The U.S. government withheld $3,971 in U.S. income tax. They
will claim $5,200 of tax liability accrued to Puerto Rico. They will
not itemize deductions. Their return will be prepared as follows:

First, they will prepare the Form 1040 thru line 35. The income
reported is $32,859 federal wages and $3,000 interest from a bank
in the U.S. Remember that the COLA of $3,779 is exempt, as is
Trevor’s wages of $27,500, under IRC 933. Even though Trevor
does not report his income on the Form 1040, he may claim his
personal exemption and file jointly with his wife.



Exhibit 13

Department of the Treasury—Internal Revenue Service

U.S. Individual Income Tax Return

@@03 | ©9)

IRS Use Only—Do not write or staple in this space.

1040
e

Label

(See
instructions
on page 21

Use the IRS
label.
Otherwise,
please print
or type.

Presidential

mIxmMI rrmo>»r

Calle Matienzo #51

City, town or post office, state, and ZIP code. If you have a foreign address; see page 21.
Isla Verde PR 00061

_/

Election Campaign
(See page 21

)

Note. Checking “Yes” will not change your tax.or reduce your refund.
Do you, or your spouse if filing a joint return, want.$3 to go to this fund?

For the year Jan. 1-Dec. 31, 2003, or other tax year beginning , 2008, ending ,20 OMB No. 1545-0074

Your first name and initial Last name Your social security number
Trevor Regalo 0 ‘0 18527

If a joint return, spouse’s first name and initial Last name Spouse’s social security number
La Vonne Medicina 0 ‘0 16281

Home address (number and street). If you have a P.O. box, see page 21. Apt. no.

A Important! A

You must enter
your SSN(s) above.

You

Spouse

> Xlves [ INo [ves [INo

1 [ single

4 D Head of household (with qualifying person). (See page 21.) If

Fllmg Status 2 |Z| Married filing jointly (even if-only one had income) the qualifying person is a child but not your dependent, enter
Check only 3 [ Married filing separately. Enter spouse’s: SSN above this child’s name here. »
one box. and full name here. » 5 |:| Qualifying widow(er) with dependent child. (See page 21.)
. 6a [ | Yourself:If your parent (or someone else) can claim you as a dependent on his or her tax N:- °|: l:;”‘es
Exemptlons return, do not check box 6a Ea?n: Gl;m 2
b |:| Spouse . e e .\//. .. No. of children
D ts: ) (3) Dependent’s | (4)V'if qualifying on 6¢ who:
h ependen S socgl)s[e):ggsi?:ﬂ}niber relationship to child for child tax o lived with you
(1) First.-name Last name you credit (see page 22) e did not live with
O you due to divorce
If more than five W] or separation
dependents, (see page 22) .
see page 22. |:| Dependents on 6¢
D not entered above
Add numbers
D on lines 2
d Total number of exemptions claimed . . above »
7  Wages, salaries, tips, etc. Attach Form(s) W-2 7 32,859100
Income 8a Taxable interest. Attach Schedule B if required s 8a 3,000400
Attach b Tax-exempt interest. Do not include on line 8a _ Lsb | | Wﬂ
Forms W-2 and 9a Ordinary dividends. Attach Schedule B if required e e e e e %ﬁ
%;iGaEZﬁ; b Qualified dividends (see page 25) [9b | | i
Form(s) 1099-R 10 Taxable refunds, credits, or offsets of state and local income taxes (see page 25) . 10
if tax was 11 Alimony received e e 1
withheld. 12  Business income or (loss). Attach Schedule C or C-EZ . T 12
13a Capital gain or (loss). Attach Schedule D if required. If not required, check here » [] | 13a
b Ifbox on 13ais checked, enter post-May 5 capital gain distributions | 13b | | %
If you did not 14  Other gains or (losses). Attach Form 4797 . e e e e e 14
geta W-2, 15a IRA distributions 15a b Taxable amount (see page 25) | 15b
see page 23. ) ™
16a Pensions and annuities [ 16a b Taxable amount (see page 25) | 16b
Enclose, but do 17  Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E 17
not attach, any 18 Farm income or (loss). Attach Schedule F . 18
payment. Also, . 19
please use 19  Unemployment compensation e e e e e e e e
Form 1040-V. 20a Social security benefits . | 20a | | | b Taxable amount (see page 27) | 20b
21 Other income. List type and amount (see page 29) ... ... ... ... ... 21
22  Add the amounts in the far right column for lines 7 through 21. This is your total income » | 22 35,859{00
) 23  Educator expenses (see page 29) 23 7,
Adjusted 24  IRA deduction (see page 29) . . 24
Gross 25  Student loan interest deduction (see page 31) . 25
Income 26  Tuition and fees deduction (see page 32) 26
27 Moving expenses. Attach Form 3903 . . . . . 27
28  One-half of self-employment tax. Attach Schedule SE 28
29  Self-employed health insurance deduction (see page 33) 29
30 Self-employed SEP, SIMPLE, and qualified plans 30
31  Penalty on early withdrawal of savings . 31
32a Alimony paid b Recipient’s SSN » 32a
33  Add lines 23 through 32a . A, . 33 0400
34  Subtract line 33 from line 22. This is your adjusted gross income > | 34 35,859]00

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 76.

Cat. No. 11320B

Form 1040 (2003)




Since Trevor and LaVonne have exempt income, they must allocate
their standard deduction. The result is carried to Line 37 of Form
1040. It is important to write “Standard deduction modified due to
exempt income under IRC 933” above Line 37 of Form 1040.

Form 1040 is then completed to line 41 computing the income tax
liability.

Exhibit 14

Worksheet for Puerto Rico Filers with Exempt Income
under Section 933 Who Do Not ltemize Deductions

1. Enter STANDARD DEDUCTION; If you checked Form 1040, Filing Status box
1, enter $4,750
2,0r5,enter $9,500 . ... ... 9,500
3, enter $4,750
4, enter $7,000

CAUTION: If you are 65 or over or blind, calculate your standard deduction using the chart in the Form
1040 instructions.
or
If someone can claim you as a dependent, use the Standard Deduction Worksheet for
Dependents in the Form 1040 Instructions.

2.  Allowable portion of STANDARD DEDUCTION:

a. Gross income subjectto U.S. tax ....... ... . . . 35,859
b. Total gross income from all sources (including exempt P.R. income) . ............. 63,359
c.Divide line 2a by line 2b . ... ... . . L .87
d. Multiply Standard Deduction (line 1) by line 2¢ and enter this amount on Form 1040

line 37 or Form 1040A line 24 (allowable portion of STANDARD DEDUCTION) ..... 5,415

Write the following above line 37 Form 1040 or line 24 of Form 1040A:
“Standard Deduction modified due to exempt income under section 933.”

Lesson 7



Exhibit 15

T
® People who 37  ltemized deductions (from Schedule A) or your standard deduction (see left margin). . 37 5,415400

gi;icgr?cfi:gy 38 Subtract line 37 from line35 . . . . . 38 30,444} 00

sv?%%raﬁegew 39 Ifline 35 is $104,625 or less, multiply $3,050 by the total number of exemptlons claimed on %

claimed as a line 6d. If line 35 is over $104,625, see the worksheet on page 35.. . . . . . 39 6,100400

dependent, 40 Taxable income. Subtract line 39 from line 38. If line 39 is more than line 38, enter -0- . 40 24,344100
see page 34. 41 2,949/ 00
o All others: 41  Tax (see page 36). Check if any tax is from: a ] Form(s) 8814 b [ Forma9o72 . . i

" |42 Alternative minimum tax (see page 37). Attach Form 6251 . < . . . .. . . 42

The next step is to complete the Form 1116 and determine the
amount of foreign tax credit to enter on Form 1040, Line 44.

Part I, Line 3a, is completed using the allocated standard deduc-
tion from Exhibit 7-14. Also note that Line 3d includes both exempt
and nonexempt foreign income. Line 3e includes the U.S. interest
income of $3,000.



Exhibit 16

Form 1 1 1 6 Foreign Tax Credit

(Individual, Estate, or Trust)

Department of the Treasury . A
Internal Revenue Service > See separate instructions.

» Attach to Form 1040, 1040NR, 1041, or 990-T.

OMB No. 1545-0121

2003

Attachment
Sequence No.

Name Trevor Regalo & La Vonne Medicina

Identifying number as shown on page 1 of your tax return

000-00-8587

Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except wherespecified in Part Il below.

a ] Passive income d[] Shipping income g U] Lump-sum distributions
b [] High withholding tax e [ Dividends from a DISC or former DISC hil ] Section 901(j) income

interest f [ Certain distributions.from a foreign i[0, Certain income re-sourced by treaty
¢ L] Financial services income |S:g|gs corporation (FSC) or former %] General limitation income

k Resident of (hame of country) » _ /Puerto -Rico

Note: If you paid taxes to only one foreign country or U.S. possession, use column A'in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use a-separate column.and. line for each country or possession.

ZXI] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)

Foreign Country or U.S. Possession Total
A B Cc (Add cols. A, B, and C.)
| Enter the name of the foreign country or U.S. PR
possession . . . . N\ ' 4
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): .. ... ... ...
Salaries .
32,859 1 32,859
Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) .
3 Pro rata share of other deductions not defmltely
related:
a Certain itemized deductions or standard 5.415
deduction (see instructions) . >
b Other deductions (attach statement)
¢ Add lines 3a and 3b . . 5,415
d Gross foreign source income (see |nstruct|ons) 60,359
e Gross income from all sources (see instructions) 63,359
f Divide line 3d by line 3e (see instructions) -98
g Multiply line 3¢ by line 3f. . 5,144
4 Prorata share of interest expense (see mstructlons)
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense
5 Losses from foreign sources e
6 Add lines 2, 3g, 4a, 4b,and 5 . . . . 5,144 6 5,144
Subtract line 6 from line 1. Enter the result here and on line 14, page 2 . > 7 7,718
m Foreign Taxes Paid or Accrued (see page 13 of the |nstruct|ons)
Credit is claimed Foreign taxes paid or accrued
for taxes
s‘ (you must check one) In foreign currency In U.S. dollars
::; (m) L] Paid Taxes withheld at source on: (s) Other Taxes withheld at source on: (w) Other (x) Total foreign
oL (¥ Accrued foreign taxes foreign taxes taxes paid or
O | i Dotecms iy oninss| B Forte T ) morest | 295 | 10 owiencs [ & Fore oy oo | PRS2 | 6o addc
Al 12/31/03 5,200 5,200
B
C

8 Add lines A through C, column (x). Enter the total here and on line 9, page 2

» | g | 5200

For Paperwork Reduction Act Notice, see page 16 of the instructions.

Cat. No. 11440U Form 1116 (2003)




Exhibit 17
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Form 1116 (2003) Page 2
m Figuring the Credit

Enter the amount from line 8. These are your total foreign taxes paid 5.200
or accrued for the category of income checked above Part| . . . 9
Carryback or carryover (attach detailed computation) . . . . . 10

. 5,200
Add lines9and10 . . . . . . . . . . . . . . . . |1
Reduction in foreign taxes (see page 13 of the instructions) 12 2,287
Subtract line 12 from line 11. This is the total amount of foreign taxes available for credit . 8,943
Enter the amount from line 7. This is your taxable income or (loss) from
sources outside the United States (before adjustments) for the category. am w15
of income checked above Part | (see page 14 of the instructions). . 14 ?
Adjustments to line 14 (see page 14 of the instructions) . . /. . 15
Combine the amounts on lines 14 and 15. This is your net foreign
source taxable income. (If the result is zero or less, you have no foreign
tax credit for the category of income you checked above Part |I. Skip
lines 17 through 21. However, if you are-filing more than one Form
1116, you must complete line 19.) . '.. . . . . . . . .. 16 _7,718
Individuals: Enter the amount‘from Form 1040, line 38. If you are a
nonresident alien, enter the amount from" Form 1040NR, line 36.
Estates and trusts: Enter your taxable income without the deduction

17 30,444
for your exemption
Caution: If you figured your tax using the spectal rates on quallf/ed d/wdends or capital gains, see page
15 of the instructions.
Divide line 16 by line 17. If line 16 is more.than.line 17, enter “1” . . 18 9,104
Individuals: Enter the amount from Form 1040, line 41. If you are a nonresident alien, enter the %
amount from Form 1040NR, line 39:
Estates and trusts: Enter the amount from Form 1041, Schedule G, line 1a, or the total of Form 990-T, 2 049
lines 36 and 37 . 19 ’
Caution: If you are completing //ne 79 for separate catego:y g (lump-sum d/strlbutlons) see page 15 of the /nstructlons
Multiply line 19 by line 18 (maximum amount of credit) . ' R,684
Enter the smaller of line 13 or line 20. If this is the only Form 1116 you are filing, skip lines 22 through
30 and enter this amount on line 31. Otherwise, complete the appropriate line in Part IV (see
page 16 of the instructions) . . > | 21 2,684
EEHVA  Summary of Credits From Separate Parts III (see page 16 of the |nstruct|ons)
Credit for taxes on passive income . . . . . . . . . . . 22
Credit for taxes on high withholding tax interest . . . . . . . 23
Credit for taxes on financial services income . . . . . . . . 24
Credit for taxes on shipping income . . . 25
Credit for taxes on dividends from a DISC or former DISC and certain
distributions from a FSC or former FSC . . . . . . . . . 26
Credit for taxes on lump-sum distributions. . . . . . . . . 27
Credit for taxes on certain income re-sourced by treaty . . . . . 28
Credit for taxes on general limitation income . . . . . . . . 29
Add lines 22 through 29 30
Enter the smaller of line 19 or line 30 . 31 R,684
Reduction of credit for international boycott operat|ons See |nstruct|ons for I|ne 12 on page 13 32
Subtract line 32 from line 31. This is your foreign tax credit. Enter here and on Form 1040, line 44;
Form 1040NR, line 42; Form 1041, Schedule G, line 2a; or Form 990-T, line40a . . . . .» | 33 2,684
@ Printed on recycled paper Form 1 1 16 (2003)




Lesson 7

The entry on Line 12 must be reduced since the taxpayer has
exempt income. The amount is calculated, using the steps discussed
on page 32, as follows:

27,500 Exempt income x 5,200 Tax paid = 2,257
63,359 Total income

The amount on Line 33 is then entered on Form 1040, line 44. The
foreign tax credit is a nonrefundable credit and reduces the tax
liability dollar for dollar down to zero.

Exercise 7-1

Miguel Candela is 35 years of age and single. He is a U.S. citizen
and has lived in Puerto Rico for all of 2003. Miguel worked for

the U.S. government and had $39,596 in wages. His Puerto Rico
income tax liability is $4,921 and his federal Form 1040 tax liabil-
ity on line 42 is $4,331. Calculate his foreign tax credit.




Exhibit 18

Foreign Tax Credit

(Individual, Estate, or Trust)

- 1116

Department of the Treasury

Internal Revenue Service > See separate instructions.

» Attach to Form 1040, 1040NR, 1041, or 990-T.

OMB No. 1545-0121

2003

Attachment
Sequence No. 19

Name

Identifying number as shown on page 1 of your tax return

d [ Shipping income

e [] Dividends from a DISC or former DISC

f [] Certain distributions.from a foreign
sales corporation (FSC) or former
FSC

a[] Passive income
b [] High withholding tax
interest

¢ L] Financial services income

Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except wherespecified in Part Il below.
g [] Lump-sum distributions
h'lL] Section 901(j) income

i'[] Certain income re-sourced by treaty
j ] General limitation income

k Resident of (hame of country) »

Note: If you paid taxes to only one foreign country or U.S. possession, use column A'in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use aseparate column.and line for each country or possession.

IEZXd] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)

Foreign Country or U.S. Possession Total
A B (] (Add cols. A, B, and C.)
| Enter the name of the foreign country or U.S.
possession . . . . RN\ < 4
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): “._ ...
1
Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) .
3 Pro rata share of other deductions not deflnltely
related:
a Certain itemized deductions or standard
deduction (see instructions) .
b Other deductions (attach statement)
¢ Add lines 3a and 3b . .
d Gross foreign source income (see mstructlons)
e Gross income from all sources (see instructions)
f Divide line 3d by line 3e (see instructions)
g Multiply line 3c by line 3f. L.
4 Pro rata share of interest expense (see instructions):
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense
5 Losses from foreign sources
6 Add lines 2, 3g, 4a, 4b, and 5 6
7 Subtract line 6 from line 1. Enter the result here and on line 14, page 2 . . > 7
[ZXqI] Foreign Taxes Paid or Accrued (see page 13 of the |nstruct|ons)
Credit is claimed Foreign taxes paid or accrued
for taxes
g‘ (you must check one) In foreign currency In U.S. dollars
§ (m) [ Paid Taxes withheld at source on: () Other Taxes withheld at source on: (w) Other (x) Total foreign
oL L] Accrued foreign taxes foreign taxes taxes paid or
o (%)rZ?:t(?ruF:jid (p) Dividends arsg)rg?;iises (r) Interest ap;;l?u:g (t) Dividends arf:ﬂj)rf){;;tt?es (v) Interest ;?é?ugg acg)rfﬁ?oﬁagc:]d(jﬁls.
A
B
C
8 Add lines A through C, column (x). Enter the total here and on line 9, page 2 . > 8

For Paperwork Reduction Act Notice, see page 16 of the instructions.

Cat. No. 11440U

Form 1116 (2003)
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Exhibit 19
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Form 1116 (2003)

Page 2

m Figuring the Credit

Enter the amount from line 8. These are your total foreign taxes paid

or accrued for the category of income checked above Part| . . . 9
Carryback or carryover (attach detailed computation) . . . . . [ 10
Addlines9and10 . . . . . . . . . . . . . . .. |M
Reduction in foreign taxes (see page 13 of the instructions) . . . 12

Subtract line 12 from line 11. This is the total amount of foreign taxes available for credit .

Enter the amount from line 7. This is your taxable income or (loss) from
sources outside the United States (before adjustments) for the category.
of income checked above Part | (see page 14 of the instructions). . 14

Adjustments to line 14 (see page 14 of the instructions) . . /. . 15

Combine the amounts on lines 14 and 15. This is your net foreign
source taxable income. (If the result is zero or less, you have no foreign
tax credit for the category of income you checked above Part I. Skip
lines 17 through 21. However, if you arefiling more than one Form
1116, you must complete line 19.) . .. . . . . . . . .. 16

Individuals: Enter the amount ‘from Form 1040, line 38. If you are a
nonresident alien, enter the amount from” Form 1040NR, line 36.
Estates and trusts: Enter your taxable income without the deduction
for your exemption . . . 17

Caution: If you figured your tax using the specral rates on quallf/ed dlwdends or capital gains, see page
15 of the instructions.

Divide line 16 by line 17. If line 16 is more.than.line'17, enter “1”

Individuals: Enter the amount from Form. 1040, line 41. If you are a nonre3|dent allen enter the
amount from Form 1040NR, line 39;

Estates and trusts: Enter the amount from Form 1041, Schedule G, line 1a, or the total of Form 990-T,

lines 36 and 37 . 19

Caution: If you are completing Ilne 19 for separate category g (Iump sum d/stnbutlons) see page 15 of the mstruct/ons

Multiply line 19 by line 18 (maximum amount of credit) . 20

Enter the smaller of line 13 or line 20. If this is the only Form 1116 you are f|||ng, sk|p lines 22 through

30 and enter this amount on line 31. Otherwise, complete the appropriate line in Part IV (see

page 16 of the instructions) . . > |21
GGV Summary of Credits From Separate Parts III (see page 16 of the |nstruct|ons)

Credit for taxes on passive income . . . . . . . . . . . |22

Credit for taxes on high withholding tax interest . . . . . . . 23

Credit for taxes on financial services income . . . . . . . . 24

Credit for taxes on shipping income . . . 25

Credit for taxes on dividends from a DISC or former DISC and certain

distributions from a FSC or former FSC . . . . . . . . . 26

Credit for taxes on lump-sum distributions. . . . . . . . . 27

Credit for taxes on certain income re-sourced by treaty . . . . . |28

Credit for taxes on general limitation income . . . . . . . . 29

Add lines 22 through 29 30

Enter the smaller of line 19 or line 30 . . 31

Reduction of credit for international boycott operahons See mstructlons for I|ne 12 on page 13 32

Subtract line 32 from line 31. This is your foreign tax credit. Enter here and on Form 1040, line 44;

Form 1040NR, line 42; Form 1041, Schedule G, line 2a; or Form 990-T, line40a . . . . . » | 33

@ Printed on recycled paper

Form 1116 (2003)




ComprenensIvE ProsLEm 1

Elizabeth and Matthew Gonzalez are U.S. citizens, bona fide resi-
dents of P.R. and will file a joint return. Elizabeth worked for the
Department of Agriculture and earned $25,975. Matthew worked
for a local resort and earned $22,534.

Their Form 1040 shows the following:
Line 38 $21,736
Line 41 $ 1,759

Their Puerto Rico tax liability is $4,398.
Complete a Form 1116 for Elizabeth and Matthew.

57



Exhibit 20

- 1116

Department of the Treasury
Internal Revenue Service

Foreign Tax Credit
(Individual, Estate, or Trust)

» Attach to Form 1040, 1040NR, 1041, or 990-T.
P> See separate instructions.

OMB No. 1545-0121

2003

Attachment
Sequence No. 1

Name

Identifying number as shown on page 1 of your tax return

a [] Passive income
b [] High withholding tax
interest

¢ L] Financial services income

d [] Shipping income
e [] Dividends from a DISC or former DISC

f [] Certain distributions-from a foreign
sales corporation (FSC) or former

Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except where specified in Part Il below.

g [J Lump-sum distributions

hil] Section 901() income

i"[] Certain income re-sourced by treaty
i [] General limitation income

FSC

k Resident of (hame of country) »

more than one foreign country or U.S. possession, use a-separate column.and. line for each country or possession.

Note: If you paid taxes to only one foreign country or U.S. possession, use column A'in Part | and line A in Part Il. If you paid taxes to

IEZI] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)

Foreign Country or U.S. Possession
B C

A

Total

(Add cols. A, B, and C.)

| Enter the name of the foreign country or U.S.
possession . . . >
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions):

Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) .
Pro rata share of other deductions not deflmtely
related:
a Certain itemized deductions
deduction (see instructions) .
Other deductions (attach statement)
Add lines 3a and 3b . .
Gross foreign source income (see mstructlons)
Gross income from all sources (see instructions)
Divide line 3d by line 3e (see instructions)
Multiply line 3¢ by line 3f. e
Pro rata share of interest expense (see instructions):
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense

Losses from foreign sources
Add lines 2, 3g, 4a, 4b, and 5

3

or standard

Q@ -0 Q0 T

~N|oO O

Subtract line 6 from line 1. Enter the result here and on line 14, page 2 .

ZXqI] Foreign Taxes Paid or Accrued (see page 13 of the |nstruct|ons)

Credit is claimed Foreign taxes paid or accrued

for taxes

(you must check one) In U.S. dollars

In foreign currency

(m) L] Paid

(n) [] Accrued
(o) Date paid
or accrued

(s) Other
foreign taxes
paid or
accrued

Taxes withheld at source on: Taxes withheld at source on:

(u) Rents paid or

(q) Rents
and royalties

and royalties (t) Dividends (v) Interest

(p) Dividends (r) Interest

(w) Other
foreign taxes

accrued

(x) Total foreign
taxes paid or
accrued (add cols.
(t) through (w))

o|w|»| Country

8 Add lines A through C, column (x). Enter the total here and on line 9, page 2

Cat. No. 11440U

For Paperwork Reduction Act Notice, see page 16 of the instructions.

Form 1116 (2003)




Exhibit 21

Form 1116 (2003)

XX Figuring the Credit

10

11

9 Enter the amount from line 8. These are your total foreign taxes paid
or accrued for the category of income checked above Part| . . . 9
Carryback or carryover (attach detailed computation) . . . . . 10
Addlines9and10 . . . . . . . . . . . . . . . .M
Reduction in foreign taxes (see page 13 of the instructions) . . . 12

12

13

14

15
16

17

18
19

20
21

22

23

24

25

26

27

28

29

30

31

32
33

Page 2

Subtract line 12 from line 11. This is the total amount of foreign taxes available for credit .

Enter the amount from line 7. This is your taxable income or (loss) from
sources outside the United States (before adjustments) for the category.
of income checked above Part | (see page 14 of the instructions). . 14

Adjustments to line 14 (see page 14 of the instructions) . . /. . 15

Combine the amounts on lines 14 and 15. This is your net foreign
source taxable income. (If the result is zero or less, you have no foreign
tax credit for the category of income you checked above Part |. Skip
lines 17 through 21. However, if you arefiling more than one Form
1116, you must complete line 19.) ... . . . . . . . .. 16

Individuals: Enter the amount from Form 1040, line 38. If you are a
nonresident alien, enter the amount from" Form 1040NR, line 36.
Estates and trusts: Enter your taxable income without the deduction

for your exemption . . . 17
Caution: If you figured your tax using the spec:al rates on quallfled d/wdends or capital gains, see page
15 of the instructions.

Divide line 16 by line 17. If line 16 is more.than.line 17, enter “1”

Individuals: Enter the amount from Form 1040, line 41. If you are a nonresident alien, enter the
amount from Form 1040NR, line 39:

Estates and trusts: Enter the amount from Form 1041, Schedule G, line 1a, or the total of Form 990-T,

lines 36 and 37 . 19

Caution: If you are completing //ne 19 for separate category g (Iump sum d/str/but/ons) see page 15 of the /nstruct/ons

Multiply line 19 by line 18 (maximum amount of credit) . 20

Enter the smaller of line 13 or line 20. If this is the only Form 1116 you are flllng, Sklp lines 22 through

30 and enter this amount on line 31. Otherwise, complete the appropriate line in Part IV (see

page 16 of the instructions) . . 21
IV Summary of Credits From Separate Parts III (see page 16 of the mstructlons)

Credit for taxes on passive income . . . . . . . . . . . 22

Credit for taxes on high withholding tax interest . . . . . . . | 23

Credit for taxes on financial services income . . . . . . . . 24

Credit for taxes on shipping income . . . 25

Credit for taxes on dividends from a DISC or former DISC and certain

distributions from a FSC or formerFSC . . . . . . . . . 26

Credit for taxes on lump-sum distributions . . . . . . . . . |27

Credit for taxes on certain income re-sourced by treaty . . . . . 28

Credit for taxes on general limitation income . . . . . . . . [ 29

Add lines 22 through 29 30

Enter the smaller of line 19 or line 30 . 31

Reduction of credit for international boycott operatlons See |nstruct|ons for ||ne 12 on page 13 32

Subtract line 32 from line 31. This is your foreign tax credit. Enter here and on Form 1040, line 44;

Form 1040NR, line 42; Form 1041, Schedule G, line 2a; or Form 990-T, line40a . . . . .» | 33

@ Printed on recycled paper

Form 1116 (2003)




ssssss 7




AnswEers 10 EXERcISES/PROBLEMS

Lesson 1
Exercise 1a. Yes
1b. Two.
Lesson 2
Exercise 2-1. Yes, the salary paid to Mr. Juan Mariposa
for the one month on temporary assign-
ment in the U.S. is U.S. source income.
Exercise 2-2. U.S. source income

Summary Exercise
a. The rental property income is U.S. source.

Any interest income from Banco Santurce
1s Puerto Rico source income.

b. $10,000 wages - P.R. sourced
$2,000 interest - P.R. sourced
$1,000 interest - U.S. sourced
$5,000 rental - U.S. sourced
c. The interest from Banco de Hato Rey

is Puerto Rico source. Her wages are

U.S. source.
Lesson 3
Exercises 3-1a. ($42,389/$75,729) x $9,500 = $5,317
3-1b. ($35,789/$35,789) x $4,750 = $$4,750
3-1c. ($10,000/$29,250) x $4,750 = $1,624
3-1d. $5,900 She has no U.S. sourced income

Answers 6 1



Lesson 4
Exercise 4-1

The formula for allocation of itemized deductions is determined as
follows:

Formula: U.S. $52,981

=.7016
Total $75,515
Standard Deduction: 7016 x $9,500 = $6,665
Medical Expenses: 7016 x $4,549 = $3,192
Real Estate Taxes 7016 x $2,200 = $1,544
Home Mortgage Interest .7016 x $9,981 = $7,003

Exercise 4-2

The formula for allocation of itemized deductions is determined as
follows:

Formula: U.S. $49,965

=.9532
Total $52,417
Standard Deduction: 9532 x $9,500 = $9,055
Real Estate Taxes: 9532 x $875 = $834
Home Mortgage Interest .9532 x $9,200 = $8,769
Charitable Contributions .9532 x $1,821 = $1,736

Answers
to Exercises



Exercise 4-1 Schedule A

SCHEDULES A&B Schedule A—Itemized Deductions OMB No. 1545-0074
(Form 1040) ) 2@03
(Schedule B is on back)
Department of the Treasury Attachment
Internal Revenue Service » Attach to Form 1040. » See Instructions for Schedules A and B (Form 1040). Sequence No. 07
Name(s) shown on Form 1040 Your social security number
Elizabeth & Matthew Gonzales 000 i 00 ! 2525
Medical Caution. Do not include expenses reimbursed or paid by others.
and 1 Medical and dental expenses (see page A-2) 3,192
Dental 2 Enter amount from Form 1040, line 35 |2 | 52, 981|
Expenses 3 Multiply line 2 by 7.5% (075). . . . L3 3,974
4  Subtract line 3 from line 1. If line 3 is more than Ilne 1 enter-0-. . . . . . 4 0
Taxes You 5 State and local income taxes 5
Paid 6 Real estate taxes (see page A-2) 6 1,544
(See 7 Personal property taxes . e 7
page A-2.) 8 Other taxes. List type and amount > .................... ’%
8
9 Addlines5through8 . . . . . . . . . . . . . . ... ...1»9 1,544
Interest 10  Home mortgage interest and points reported to you on Form 1098 .| 10 7,003
You Paid 11 Home mortgage interest not reported to you on Form 1098. If paid
(See to the person from whom you bought the home, see page A-3
page A-3.) and show that person’s name, identifying no., and address P
Note. el 11
Personal 12 Points not reported.to you on Form 1098. See page A-3
interest is 12
not for special rules . .. . .
deductible. 13 Investment interest. Attach Form 4952 if reqwred (See
page A-3.) . . . s - K. . . . . (£ 13
14 Add lines 10through 13 1. . . . ¢ e I I 7,003
Gifts to 15  Gifts by cashior ¢heck. If you made any gift of $250 or
Charity more, see page A-4 . 15
lfyoumadea 16 Other than by cash or check. If any. glft of $250 or more,
gift and got a see page A-4. You must.attach Form 8283 if over $500 | 16
benefitforit, 47 Garryover from prior y&ar 17
see page A-4. v prior yi A
18 Addlines 15 through 7 . . . . . . . . . . . . . . . . . . . |18
Casualty and
Theft Losses 19 Casualty or theft loss(es). Attach Form 4684. (See page A-5) . . . . . . . |19
Job Expenses 20 Unreimbursed employee expenses—job travel, union
and Most dues, job education, etc. You must attach Form 2106
Other or 2106-EZ if required. (See page A-5.) » ...
Miscellaneous .
Deduetions 20
21 Tax preparation fees. . . . 21
(See 22  Other expenses—investment, safe dep05|t box etc. Llst %
page A-5 for type and amount »_ ...
expenses to 20
deduct here.) ~  cmrrmmmmmmmomeseeseeseooeioe oo
23  Add lines 20 through 22 . . Coe 23
24  Enter amount from Form 1040, line 35 | 24 | |
25  Multiply line 24 by 2% (.02) . . . ... |25
26 Subtract line 25 from line 23. If line 25 is more than line 23, enter-0- . . . . |26
Ot_her 27 Other—from list on page A-6. List type and amount » ... ... ... ...
Miscellaneoys
Deductions 27
Total 28 Is Form 1040, line 35, over $139,500 (over $69,750 if married filing separately)?
ltemized [X] No. Your deduction is not limited. Add the amounts in the far right column
Deductions for lines 4 through 27. Also, enter this amount on Form 1040, line 37. \. »| 28 8,547

[J Yes. Your deduction may be limited. See page A-6 for the amount to enter.

For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 11330X Schedule A (Form 1040) 2003
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Exercise 4-2

(Form 1040)

Department of the Treasury
Internal Revenue Service

Schedule A
SCHEDULES A&B Schedule A—Itemized Deductions OMB No. 1545-0074
(Schedule B is on back) 2@03
Attachment
» Attach to Form 1040. » See Instructions for Schedules A and B (Form 1040). Sequence No. 07

Name(s) shown on Form 1040

Guillermo & Esmeralda Goytisolo

Your social security number

000 | 00 | 3436

Medical Caution. Do not include expenses reimbursed or paid by others.
and 1 Medical and dental expenses (see page A-2)
Dental 2 Enter amount from Form 1040, line 35 2 | |
Expenses 3  Multiply line 2 by 7.5% (.075). . . . L3
4  Subtract line 3 from line 1. If line 3 is more than Ilne 1 enter -0- . 4
Taxes You 5 State and local income taxes 5
Paid 6 Real estate taxes (see page A-2) 6 834
(See 7 Personal property taxes . e 7
page A-2.) 8 Other taxes. List type and amount P .................... %
8
9 Add lines 5 through 8 . | 9 834

Interest 10  Home mortgage interest and points reported to you on Form 1098 | 10 8,769
You Paid 11  Home mortgage interest not reported to you on Form 1098. Ifpaid
(See to the person from whom you bought the home, see page A-3
page A-3.) and show that person’s name, identifying no., and address »
Note. el 11
ﬁsggtails 12  Points not reported.to you on Form 1098. See page A-3
not for special rules ', .. . . 12
deductible. 13 Investment interest. Attach Form 4952 if requwed (See

page A-3.) . . . s - K. . . . . (£ 13

14 Add lines 10 through 13 14 8,769

Gifts to 15
Charity

If youmadea 16
gift and got a

benefit for it, 17
see page A-4.

Gifts by cash’or ¢heck. If you made any gift of'$250 or

more, see page A-4 1,736

B

Other than by ¢ash or check If any glft of $250 or more,
see page A-4. You must.attach Form 8283 if over $500 | 16

Carryover from prior year~." . . . . . . . . . 17

18 Add lines 15 through 17 1,736
Casualty and
Theft Losses 19 Casualty or theft loss(es). Attach Form 4684. (See page A-5.) . .
Job Expenses 20 Unreimbursed employee expenses—job travel, union
and Most dues, job education, etc. You must attach Form 2106
Other or 2106-EZ if required. (See page A-5.) » ...
Miscellaneous L
Deductions 20
21 Tax preparation fees. . . . 21
(See 22  Other expenses—investment, safe dep03|t box etc. Llst %
page A-5 for type and amount »__ .
expenses to 20
deduct here.) ~  cmemmmmmmeseeoeeeee oo
23 Add lines 20 through 22 . . o 23
24 Enter amount from Form 1040, line 35 | 24 | I %
25  Multiply line 24 by 2% (.02) . . . . ... |2
26 Subtract line 25 from line 23. If line 25 is more than line 23, enter -0- .
Oi_her 27  Other—from list on page A-6. List type and amount » _____ .. . ... ...
Miscellanepys
Deductions
Total 28 Is Form 1040, line 35, over $139,500 (over $69,750 if married filing separately)?
Itemized [X] No. Your deduction is not limited. Add the amounts in the far right column
Deductions for lines 4 through 27. Also, enter this amount on Form 1040, line 37. > | 28 11,339
[ Yes. Your deduction may be limited. See page A-6 for the amount to enter.
For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 11330X Schedule A (Form 1040) 2003
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Lesson b

Exercise 5-1a.
1b.
lc.
1d.

Lesson 7

Exercise 7-1.

Michael’s only income is from the U.S. government. Therefore, he
does not have to reduce his standard deduction or allocate any of
the Puerto Rican tax liability. Because his P.R. tax liability is more
than his U.S. tax liability, his foreign tax credit is $4,331. He will

Yes
Yes
$32,000
$25,000

not owe any U.S. tax.

Answers 6 5



Exercise 7-1 Michael's Form 1116, page 1

1 1 1 6 Foreign Tax Credit OMB No. 1545-0121
Form (Individual, Estate, or Trust) 2@03
Depertment of the Treasury » Attach to Form 1040, 1040NR, 1041, or 990-T. Attachment
Internal Revenue Service » See separate instructions. Sequence No. 1
Name Identifying number as shown on page 1 of your tax return
Michael Candela 000-00-5871
Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except wherespecified in Part Il below.
a [] Passive income d [] Shipping income g [J Lump-sum distributions
b [] High withholding tax e [ Dividends from a DISC or former DISC ~hil] Section 901(j) income
interest f [] Certain distributions from a foreign i"[1), Certain income re-sourced by treaty
¢ [ Financial services income 'S:ﬁggs corporation (ESC) or former i*X General limitation income
k Resident of (name of country) » _ Puerto Rico
Note: If you paid taxes to only one foreign country or U.S. possession, use column A'in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use a:separate column.and. line for each country or possession.
Z] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)
Foreign Country or U.S. Possession Total
A B Cc (Add cols. A, B, and C.)
| Enter the name of the foreign country or U.S. PR
possession . . . . N\ ' 4
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): .. ... ...
,,,,,,,,,,,,,,,,,,,,,,,, salaries .
39,596 1 39,596
Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) .
3  Pro rata share of other deductions not deflmtely
related:
a Certain itemized deductions or standard
deduction (see instructions) . . . . . . . 4,750
b Other deductions (attach statement) ..
¢ Addlines3aand3b . . . . . 4,750
d Gross foreign source income (see mstruchons) 39,596
e Gross income from all sources (see instructions) 39,596
f Divide line 3d by line 3e (see instructions) . . 1
g Multiply line 3c by line 3. . . . . . . . 4,750
4  Pro rata share of interest expense (see instructions):
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense
5 Losses from foreign sources o
6 Add lines 2, 3g, 4a, 4b,and 5 . . . . 4,750 6 4,750
Subtract line 6 from line 1. Enter the result here and on line 14, page 2 . . T 7 34,846
m Foreign Taxes Paid or Accrued (see page 13 of the instructions)
Credit is claimed Foreign taxes paid or accrued
for taxes
E" (you st check one) In foreign currency In U.S. dollars
E (m) Paid Taxes withheld at source on: (s) Other Taxes withheld at source on: (w) Other (x) Total foreign
oL L] Accrued foreign taxes foreign taxes taxes paid or
O omepats g owiaras] @ 0one iy merest | 2202 | g ovicers [ 8 7orte oo morost| 20 | S o
Al 12/31/03 4,921 4,921
B
C
8 Add lines A through C, column (x). Enter the total here and on line 9, page2 . . . . . . . .b» 8 4,921
For Paperwork Reduction Act Notice, see page 16 of the instructions. Cat. No. 11440U Form 1116 (2003)
Answers



Exercise 7-1 Michael's Form 1116, page 2

Form 1116 (2003) Page 2
ZXAI  Figuring the Credit
9 Enter the amount from line 8. These are your total foreign taxes paid 4.921
or accrued for the category of income checked above Part| . . . 9
10 Carryback or carryover (attach detailed computation) . . . . . 10
11 Addlines9andi10 . . . . . . . . . . . . . .. .1 4,921
12 Reduction in foreign taxes (see page 13 of the instructions) . . . [12 0

4,921

13  Subtract line 12 from line 11. This is the total amount of foreign taxes available for credit .

14 Enter the amount from line 7. This is your taxable income or (loss) from
sources outside the United States (before adjustments) for the category.
of income checked above Part | (see page 14 of the instructions) . 14 34,846
15  Adjustments to line 14 (see page 14 of the instructions) . . /. . 15

16 Combine the amounts on lines 14 and 15. This is your net foreign
source taxable income. (If the result is zero or less, you have no foreign
tax credit for the category of income you checked above Part I. Skip
lines 17 through 21. However, if you arefiling more than one Form
1116, you must complete line 19.)

16 34,846

17 Individuals: Enter the amount from Form 1040, line 38. If you are a
nonresident alien, enter the amount from®Form 1040NR, line 36.
Estates and trusts: Enter your taxable income without the deduction
for your exemption . . . 17 34,846
Caution: If you figured your tax using the spec:al rates on qual/fled dlwdends or capital gains, see page
15 of the instructions.

18 Divide line 16 by line 17. [f line 16 is more.than line’'17, enter “1”7 . . | . . L 1

19 Individuals: Enter the amount from Form 1040, line 41. If you are a nonresident alien, enter the %
amount from Form 1040NR, line 39:

Estates and trusts: Enter the amount from Form 1041, Schedule G, line 1a, or the total of Form 990-T,

lines 36 and 37. . . . 19 4,331
Caution: If you are completing lme 1 9 for separate category g (/ump sum dlstr/but/ons) see page 15 of the lnstructlons 4
20 Multiply line 19 by line 18 (maximum amount of credit) . . . . . 20 ,831

21 Enter the smaller of line 13 or line 20. If this is the only Form 1116 you are flllng, Sklp lines 22 through
30 and enter this amount on line 31. Otherwise, complete the appropriate line in Part IV (see
page 16 of the instructions) . . 21 4a551

GGl  Summary of Credits From Separate Parts III (see page 16 of the mstructlons)

22  Credit for taxes on passive income . . . . . . . . . . . [ 22
23 Credit for taxes on high withholding tax interest . . . . . . . 23
24  Credit for taxes on financial services income . . . . . . . . [ 24
25 Credit for taxes on shipping income . . . 25
26 Credit for taxes on dividends from a DISC or former DISC and certain
distributions from a FSC or former FSC . . . . . . . . . 26
27  Credit for taxes on lump-sum distributions . . . . . . . . . 27
28 Credit for taxes on certain income re-sourced by treaty . . . . . 28
29 Credit for taxes on general limitation income . . . . . . . . 29
30 Add lines 22 through 29 . . . s 30
31 Enter the smaller of line 19 or line 30 .. 31 4’35 1
32 Reduction of credit for international boycott operahons See |nstruct|ons for I|ne 12 on page 13 .32
33 Subtract line 32 from line 31. This is your foreign tax credit. Enter here and on Form 1040, line 44;
Form 1040NR, line 42; Form 1041, Schedule G, line 2a; or Form 990-T, line40a . . . . .» | 33 4,331
@ Printed on recycled paper Form 1 1 16 (2003)

Answers



Comprehensive Problem The Gonzales’ Form 1116, page 1

1 1 1 6 Foreign Tax Credit OMB No. 1545-0121
Form (Individual, Estate, or Trust) 2@03
Depertment of the Treasury » Attach to Form 1040, 1040NR, 1041, or 990-T. Attachment
Internal Revenue Service » See separate instructions. Sequence No. 1
Name Identifying number as shown on page 1 of your tax return
Elizabeth & Matthew Gonzales 000-00-2525
Use a separate Form 1116 for each category of income listed below. See Categories of Income on page 3 of the instructions. Check only one
box on each Form 1116. Report all amounts in U.S. dollars except wherespecified in Part Il below.
a [] Passive income d [] Shipping income g [J Lump-sum distributions
b [] High withholding tax e [ Dividends from a DISC or former DISC ~hil] Section 901(j) income
interest f [] Certain distributions from a foreign i"[1), Certain income re-sourced by treaty
¢ [ Financial services income 'S:ﬁggs corporation (ESC) or former i*X General limitation income
k Resident of (name of country) » _ Puerto Rico
Note: If you paid taxes to only one foreign country or U.S. possession, use column A'in Part | and line A in Part Il. If you paid taxes to
more than one foreign country or U.S. possession, use a:separate column.and. line for each country or possession.
Z] Taxable Income or Loss From Sources Outside the United States (for Category Checked Above)
Foreign Country or U.S. Possession Total
A B Cc (Add cols. A, B, and C.)
| Enter the name of the foreign country or U.S. PR
possession . . . . N\ ' 4
1 Gross income from sources within country
shown above and of the type checked above (see
page 7 of the instructions): .. ... ...
,,,,,,,,,,,,,,,,,,,,,,,,, wages
25,975 1 25,975
Deductions and losses (Caution: See pages 9, 12, and
13 of the instructions):
2 Expenses definitely related to the income on
line 1 (attach statement) .
3  Pro rata share of other deductions not deflmtely
related:
a Certain itemized deductions or standard
deduction (see instructions) . . . . . . . 8,087
b Other deductions (attach statement) ..
¢ Addlines3aand3b . . . . . 5,087
d Gross foreign source income (see mstruchons) 48,509
e Gross income from all sources (see instructions) 48,509
f Divide line 3d by line 3e (see instructions) . . 1
g Multiply line 3c by line 3. . . . . . . . 8,087
4  Pro rata share of interest expense (see instructions):
a Home mortgage interest (use worksheet on
page 12 of the instructions) .
b Other interest expense
5 Losses from foreign sources o
6 Add lines 2, 3g, 4a, 4b,and 5 . . . . 5,087 6 5,087
Subtract line 6 from line 1. Enter the result here and on line 14, page 2 . . T 7 20,888
m Foreign Taxes Paid or Accrued (see page 13 of the instructions)
Credit is claimed Foreign taxes paid or accrued
for taxes
E" (you st check one) In foreign currency In U.S. dollars
E (m) Paid Taxes withheld at source on: (s) Other Taxes withheld at source on: (w) Other (x) Total foreign
oL L] Accrued foreign taxes foreign taxes taxes paid or
O omepats g owiaras] @ 0one iy merest | 2202 | g ovicers [ 8 7orte oo morost| 20 | S o
Al 12/31/03 4,398 4,398
B
C
8 Add lines A through C, column (x). Enter the total here and on line 9, page2 . . . . . . . .b» 8 4,398
For Paperwork Reduction Act Notice, see page 16 of the instructions. Cat. No. 11440U Form 1116 (2003)
Answers



Comprehensive Problem The Gonzales’ Form 1118, page 2

Form 1116 (2003) Page 2
ZXAI  Figuring the Credit
9 Enter the amount from line 8. These are your total foreign taxes paid 4.398
or accrued for the category of income checked above Part| . . . 9
10 Carryback or carryover (attach detailed computation) . . . . . 10
11 Addlines9andi10 . . . . . . . . . . . . . .. .1 4,398
12 Reduction in foreign taxes (see page 13 of the instructions) 12 2,083
13  Subtract line 12 from line 11. This is the total amount of foreign taxes available for credit . 2’575
14 Enter the amount from line 7. This is your taxable income or (loss) from
sources outside the United States (before adjustments) for the category. 21.736
of income checked above Part | (see page 14 of the instructions) . 14 :
15  Adjustments to line 14 (see page 14 of the instructions) . . /. . 15
16 Combine the amounts on lines 14 and 15. This is your net foreign
source taxable income. (If the result is zero or less, you have no foreign
tax credit for the category of income you checked above Part I. Skip
lines 17 through 21. However, if you arefiling more than one Form 91.736
1116, you must complete line 19.) 16 ?
17 Individuals: Enter the amount from Form 1040, line 38. If you are a
nonresident alien, enter the amount from®Form 1040NR, line 36.
Estates and trusts: Enter your taxable income without the deduction 21,736
for your exemption . . . 17
Caution: If you figured your tax using the spec:al rates on qual/fled dlwdends or capital gains, see page
15 of the instructions.
18 Divide line 16 by line 17. [f line 16 is more.than line’'17, enter “1”7 . . | . . L 1
19 Individuals: Enter the amount from Form 1040, line 41. If you are a nonresident alien, enter the %
amount from Form 1040NR, line 39:
Estates and trusts: Enter the amount from Form 1041, Schedule G, line 1a, or the total of Form 990-T,
lines 36 and 37. . . . 19 1,789
Caution: If you are completing lme 1 9 for separate category g (/ump sum dlstr/but/ons) see page 15 of the lnstructlons
20  Multiply line 19 by line 18 (maximum amount of credit) . . . . . 20 1,789
21 Enter the smaller of line 13 or line 20. If this is the only Form 1116 you are flllng, Sklp lines 22 through
30 and enter this amount on line 31. Otherwise, complete the appropriate line in Part IV (see
page 16 of the instructions) . . 21 1 a759

GGl  Summary of Credits From Separate Parts III (see page 16 of the mstructlons)

22  Credit for taxes on passive income . . . . . . . . . . . [ 22
23 Credit for taxes on high withholding tax interest . . . . . . . 23
24  Credit for taxes on financial services income . . . . . . . . [ 24
25 Credit for taxes on shipping income . . . 25
26 Credit for taxes on dividends from a DISC or former DISC and certain
distributions from a FSC or former FSC . . . . . . . . . 26
27  Credit for taxes on lump-sum distributions . . . . . . . . . 27
28 Credit for taxes on certain income re-sourced by treaty . . . . . 28
29 Credit for taxes on general limitation income . . . . . . . . 29
30 Add lines 22 through 29 . . . s 30
31 Enter the smaller of line 19 or line 30 .. 31 1 ’?59
32 Reduction of credit for international boycott operahons See |nstruct|ons for I|ne 12 on page 13 .32
33 Subtract line 32 from line 31. This is your foreign tax credit. Enter here and on Form 1040, line 44;
Form 1040NR, line 42; Form 1041, Schedule G, line 2a; or Form 990-T, line40a . . . . .» | 33 1,'?59
@ Printed on recycled paper Form 1 1 16 (2003)
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Part Il

Setr Emprovment Taxes Form 1040 PR

IntrRoDUCTION

Self-employment tax (SE tax) is a social security and Medicare tax
primarily for individuals who work for themselves. It is similar to
the social security and Medicare taxes withheld from the pay of
most wage earners.

Social security benefits are available to people who are self-
employed just as they are to wage earners. The payments of self-
employment tax contribute to coverage under the social security
system. Social security coverage provides retirement benefits,
disability benefits, survivor benefits, and hospital insurance
(Medicare) benefits. Self-employed taxpayers are not exempt from
paying self-employment tax even if they are fully insured and
receiving benefits under the social security system.

If a taxpayer has net earnings from self-employment of $400 or
more, he or she must pay self-employment tax. Residents of Puerto
Rico who are not otherwise required to file a federal Form 1040
must file Form 1040-SS (English) or Form 1040-PR (Spanish) to
report and pay self-employment tax and to claim the additional
child tax credit for bonafide residents of Puerto Rico. Taxpayers
who must file a federal Form 1040 will use Schedule C and
Schedule SE and Form 8812 to claim the additional child tax credit.

Estimated tax is the normal method used to pay SE tax. Taxpayers
generally have to make estimated tax payments if they expect to
owe tax of $1,000 or more. If estimated tax payments are required
but not paid, a penalty is assessed on the underpayment of tax.
Estimated tax payments will be discussed in a later section.

If taxpayers are bona fide residents of Puerto Rico and they qualify
to claim the additional child tax credit, they should complete and
file Form 1040-PR or Form 1040-SS.

NOTE: As this training material went to print, neither a draft
2003 Form 1040-PR nor a draft 2003 Form 1040-SS was available.
All examples relate to 2003 tax law but the examples use 2002
forms. Your instructor will provide you copies of the 2003 forms.

1040PR
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_______ 1040PR

SteLr Emproyment Tax

Anyone who carries on a trade or business normally must pay self-
employment tax. A trade or business is generally an activity that is
carried on for livelihood, or in good faith to make a profit. A profit
does not actually have to be made each year as long as there is a
profit motive. Areas considered important when making a deter-
mination that a person has a trade or business operating for profit
are:

1. Regularity of the activities and transactions, and
2. Production of income

Taxpayers considered to be self-employed are sole proprietors, inde-
pendent contractors, partnership members, and anyone who is in
business for himself. The business activity does not have to be full
time. Even if the taxpayer is retired and receiving social security
benefits, his/her self-employment is subject to self-employment tax.

Some different kinds of self-employment are listed below. Refer to
Publication 533, Self-Employment Tax, for additional information.

1. Part-time jobs such as working in your spare time fixing televi-
sions and radios.

2. Professional—the income that a doctor or lawyer receives from
his/her practice is self-employment income.

3. Independent contractor—a taxpayer who contracts with others
to do work is an independent contractor.

4. Partners in partnerships must pay S.E. tax. For example, two
brothers own and run a fruit stand together as partners. Each
must include his share of income or loss in the partnership as
self-employment income.

5. Sole proprietor—the taxpayer owns and runs a local restaurant.
Income from the restaurant is self-employment.

1040PR
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Example 1

Alan Brito owns a small take out stand at Luquillo Beach, he works
there on weekends. He has a full-time job during the week working
for the Puerto Rican government. Alan’s income from the take-out
stand is considered self-employed income.

Example 2
Amanda sells Avon products to all her neighbors. Amanda is self-
employed.
Example 3

Jose works for American Express as a service representative. Jose
is an employee of American Express.

Compurarion oF SELF-EmpLoyment Tax

There are three ways to compute self-employment tax:
1. The regular Method
2. The Nonfarm Optional Method, and

3. The Farm Optional Method (this method is not discussed in the
VITA training)

Regular Method

Most taxpayers will use this method to compute their S.E. tax.
Taxpayers must use the regular method unless they are eligible to
use one or both of the optional methods.

The first step in calculating the SE tax using this method is to
determine the net profit.

If taxpayers have more than one trade or business, their net earn-
ings from self-employment are the combined net earnings from
all of the businesses. A loss in one business will reduce the income
earned in another.

1040PR
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All allowable deductions, including depreciation, must be claimed.
Making false statements to get or to increase social security ben-
efits may subject the taxpayer to penalties. Net profit from self-
employment normally include all of the items of business income
and deductions allowed for P.R. income tax purposes.

However, there are some deductions and exemptions that should
not be included when the self-employment tax is computed.

Do Not Use

1. Deduction for personal exemptions for yourself, spouse, or
dependents.

2. Any net operating loss deduction and,

3. Nonbusiness deductions, i.e., itemized deductions.

Example 4
A grocery store owner has the following items of income and
expenses:
Gross profits from sales $57,400
Salaries paid 20,000
Rent 4,700
Heat, light, and telephone 2,400
Other expenses 1,900
Gain on sale of refrigerator 350
Fire loss on store building 1,200
Net operating loss carryover 1,000

To figure taxable income on the P.R. return, all of the above items
would be used. However, to figure net earnings from self-employ-
ment on U.S. Form 1040-PR, use the following:

Gross profit on sales $57,400
Expense:

Salaries $20,000

Rent 4,700

Light & telephone 2,400

Other expenses 1,900
Total expenses $29,000
Net profit $28,400

1040PR
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The $28,400 is the net profit from self-employment; the sale of the
refrigerator, the fire loss and the net operating loss carried over
from a previous year are not included in the calculation. Even
though all these items of income or loss are related to the business,
they are not direct income or losses from the operation of the busi-
ness, and therefore are not subject to S.E. tax.

The second step is to determine the net earnings from self-
employment. To determine the net earnings, the net profit is multi-
plied by 92.35% ( .9235).

Example 5

The net profit from Example 4 is multiplied by 92.35% (.9235).
In this example the net earnings from self-employment will be
$26,2217.

The third and final step is to determine the actual tax. The net
earnings calculated should be multiplied by the current S.E. tax
rates of 12.4% for social security tax and 2.9% (.029) medicare tax.

Example 6

The tax calculations for the grocery store owner in Example 4 will
be computed as follows:

$26,227 X 124 = $3,252
$26,227 X .029 = $ 761
Total S.E. tax = $4,013

1040PR
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Nonfarm Optional Method

By using the nonfarm optional method, a taxpayer can continue
coverage for self-employment tax when his/her net profit for the
year is small or he/she has a loss. But a taxpayer may not use this
method to report an amount less than $400 or the actual net earn-
ings from self-employment. This method is normally desired by
taxpayers who need additional quarters of credit to obtain social
security benefit.

Taxpayers use the nonfarm optional method only for earnings that
do not come from farming. All of the following tests must be met to
use this method:

1. Net nonfarm profits must be less than $1,733.

2. Net earnings from nonfarm self-employment are $400 or more
in at least 2 of the three years preceding the one for which this
method is used.

3. The net nonfarm profits must be less than 72.189% of gross
nonfarm income.

4. The method has not been used in more than 4 previous years.
The life time limit for any taxpayer is 5 years.

If the gross income from all nonfarm trade or business is $2,400
or less, and the four tests above are met, the net earnings will be
equal to two-thirds of the gross nonfarm income or the actual net
earnings.

Under the nonfarm optional method, report two-thirds of the gross
nonfarm income, up to $1,600, as the net earnings. Do not report
less than the actual net earnings from nonfarm self-employment.

1040PR
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Example 7

Jose Lopez had actual net earnings of $400 or more during 2001
and 2002 from working with the Loteria. He meets the test for
regular self-employment. His earnings from the Loteria in 2003 are
as follows:

Gross income $1,200
Net Earnings 400

Because his actual net earnings from self-employment are less
than $1,600 and less than two-thirds of his total nonfarm income,
Jose may either report his actual net earnings of $400 for 2003 or
he may use the optional method to report $800 (two-thirds).

Example 8

Assume that Jose had gross income of $1,000 and net earnings of
$800. He must report his actual net earnings of $800. The reason
for this is that $800 is more than two-thirds of his gross income
(limitation 3).

Example 9

Assume the same facts as Example 7 except that Jose has a net
loss of $700. He may report two-thirds of $1,200 ($800) as net earn-
ings under the nonfarm optional method.

If the gross income from all nonfarm trades or businesses is more
than $2,400 and all four tests (limitations) are met, the taxpayer
may report $1,600 as the net earnings from self-employment.

Example 10

Linda Silva runs a beauty salon. Her net earnings from self-
employment in 2001 were $19,500; and in 2002 $9,500. She there-
fore meets the test for the regular method. Her earnings from
self-employment for 2003 are as follows:

Gross income $2,800
Net Earnings 800

Because her actual net earnings from self-employment ($800) are
less than $1,600 and less than two-thirds of her gross nonfarm
income, Linda may choose to report $1,600 as her net earnings
from self-employment for 2003 or she may report $800, under the
regular method.

1040PR
Self Employment Tax
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Example 11

Use the same facts in Example 10 except that her actual net profit
for 2003 is $1,700. She may not use the optional method and report
$1,600 as her net earned income from self-employment.

Example 12

Use the same facts in Example 10 except that Linda has a net
loss of $700 for 2003. She can use the optional method and report
$1,600 as her net earnings from self-employment.

Compierion oF Form 1040-PR

Bonafide residents of P.R. will use Form 1040PR to report self-
employment income earned in P.R. and to compute the self-employ-
ment tax due. Residents of P.R. who have income subject to U.S.
tax and also have self-employment income earned in P.R. will use
Schedule C and SE to report and pay the self-employment tax. An
annotation will be made at the bottom of Schedule C and Form
1040 (For Self-Employment Tax Only.) to indicate that this self-
employment income is not subject to U.S. federal income tax and
that it is exempt under IRC 933. Enter 0 on line 12 of U.S. Form
1040.

The Form 1040-PR can be filed using the married filing jointly
status. Use the table below to determine which parts of the form

should be completed:
Exhibit 1
SE Income SE Income SE Income
Part  Taxpayer Only Spouse Only Taxpayer & Spouse
I X X, if applicable X
II X, if applicable X, if applicable X, if applicable
I11 NA for VITA NA for VITA NA for VITA
1Y X X Complete a sepa-
rate Part IV for
taxpayer and
spouse
A% X X Complete a sepa-
rate Part V for tax-
payer and spouse
VI X, if applicable X, if applicable X, if applicable
Complete a sepa-
rate Part VI for tax-
payer and spouse.

1040PR
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Example 13

Nick and Judith Hernandez are U.S. citizens and bona fide resi-
dents of P.R. They will file a joint return.

Judith earned $9,645 as an employee of Banco de Hato Rey.

Nick is a self-employed carpenter. For 2003, he had gross receipts of
$10,000 and the following expenses:

Advertising $50
Supplies $250
Truck Expenses $1,825
Nick and Judith have 3 qualifying children for the additional child
tax credit.
Children’s Name SSN Relationship
Juan 000-00-4921 Son
Maria 000-00-6792 Daughter
Petra 000-00-3764 Daughter

Nick and Judith’s 2003 Form 1040-PR will be completed as follows:

1040PR
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Exhibit 3 Nick and Judith’s Form 1040-PR, Page 1

1 0 40_PR Planilla para la Declaracion de la Contribucion Federal sobre el OMB No. 1545-0090
Forma Trabajo por Cuenta Propia (Incluyendo el Crédito Tributario Adicional
por Hijos(as) para Residentes Bonafides de Puerto Rico) 2@02
Department of the Treasury Para el afio que comienza el primero de enero del 2002 y termina el 31 de diciembre del 2002, o cualquier otro
Internal Revenue Service ano contributivo comenzado el del 2002 y terminado el del 20
Nombre e inicial de su segundo nombre Apellido Su niimero de seguro social
wf Nick Hernandez 000: 00 ;2644
é % N Si es una planilla conjunta, nombre e inicial del cényuge Apellido Niimero de seguro social del conyuge
g8 i ; ;
g:{ °3 Judith Hernandez 000: 004121
§ S E Direccién actual (calle, nimero, nimero de apartamento o ruta rural)
£5°|  Lago Dr. Villa Casa #12
o
o E Ciudad, pueblo u oficina postal y zona postal “ZIP”
Carolina, PR 00061

Contribucidn y créditos totales

1 Estado civil. Marque el encasillado para su estado civil. Vea la pagina 3 de las instrucciones.
O Soltero(a)
% Casado(a) que radica una planilla conjunta
O Casado(a) que radica una planilla por separado. Anote arriba el nimero de seguro social de su codnyuge y su nombre
completo aqui. »

2 Hijos(as) calificados(as). Complete esta seccién tinicamente si usted es un residente bonafide de Puerto Rico y reclama el crédito tributario
adicional por hijos(as). Vea la pagina 4 de las instrucciones.

(a) Nombre de pila Apellido(s) (b) Numero del seguro social del hijo(a) (c) Parentesco del hijo(a) con usted
Juan 000 : 00 4921 Son
Maria 000 00 (6792 Daughter
Petra, 000! 00 3784 Daughter
3 Contribucién sobre el trabajo por cuenta propia de lalinea12delaParteV . . . . . . . . . . . 3 1113
4  Contribuciones por empleados domésticos. Adjunte el Anejo H-PR (Forma 1040-PR) . . . . . . . . 4
5 Contribuciones totales. Sume las lineas 3y 4. . . . e e e e e 5 1113
6 Pagos hechos mediante declaracion de contribucion estlmada deI afno 2002 .. 6
7 Contribucion al seguro social retenida en exceso. Vea la pagina4 . . . . . 7
8  Crédito tributario adicional por hijos(as) de la linea3 de la Parte Il . . . . . 8 1298
9 Pagos y créditos totales. Sume las lineas 6,7y8 . . . . e e e e 9 1298
10 Sila linea 9 es mayor que la linea 5, anote aqui la cantidad pagada enexceso., . . . . . . . . b 10 182
11 Cantidad de la linea 10 que desea que se le reintegre . . . T 4 L 182
12  Cantidad de la linea 10 que desea que se le acredite a la contribucion estlmada de 2003 4 | 12 | 182 |
13 Silalinea 5 es mayor que la linea 9, anote aqui el monto no pagado de la contribucion. Vea la pagina1 . » 13
Tercero ¢ Desea permitir que otra persona discuta esta planilla con el IRS (vea las instrucciones)? . .U si. Complete lo siguiente. I No
Autorizado Nombre de esta Ndmero de Numero de identificacion
persona » teléfono > ( ) personal (PIN) > |:|:|:|:|:|
Sirvase Declaro bajo las penalidades de perjurio que esta planilla, incluyendo los anexos y demas documentos que se acompafian, ha sido examinada por mi'y que
firmar segun mi mejor conocimiento y creencia es cierta, correcta y completa. La declaracién del agente o preparador (que no es el contribuyente) est4 basada en
aqui toda la informacién sobre la cual el agente o preparador tenia conocimiento.
¢ Declaracion
conjunta?
Vea la
pagina 4. Su firma Fecha Numero del teléfono durante el dia
Conserve
una copia ( )
para su Firma del conyuge. Si radica conjuntamente, ambos conyuges deben firmar. Fecha
archivo.
) Fecha Marque aqui si el SSN o PTIN
Para uso del Flrremzrgglor } preparador trabaja
preparador prep por cuenta propia |
remunerado  Nombre del negocio (o del Nuimero de identificacion patronal
solamente preparador, si trabaja por cuenta
propia), direccién y zona postal Nimero de teléfono ( )

Vea en la pagina 7 el Aviso sobre la Ley de Confidencialidad de Informacién y la Ley de Reduccion de Tramites. Cat. No. 17182F  Forma 1040-PR (2002
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Exhibit 4 Nick and Judith's Form 1040-PR, Page 2

Forma 1040-PR (2002) Pagina 2

ECYI]  Residentes bonafides de Puerto Rico que reclaman el Crédito Tributario Adicional por Hijos(as). (Vea la
pagina 4 de las instrucciones.)

1 Ingresos recibidos de fuentes dentro de PuertoRico . . . . . . . . . . . . . . . . . . 1 17820
2 Contribuciones al seguro social y al Medicare retenidas de su(s) Forma(s) 499 R-2/W-2 PR 6 W-2 (adjunte copia(s)
dedicha(s) forma(s)) . . . . . . . .. 2 738
3 Crédito tributario adicional por hijos(as). Vea la hoja de computos en la pagina 5 de las instrucciones para la
cantidad que usted puede anotar aquiy en lalinea8delapaginad . . . . . . . . . . . . . 3 1295
U CHIl  Ganancia o pérdida de negocio agropecuario
Nombre del propietario Nimero de seguro social

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de
ustedes debe llenar y adjuntar una Parte Il por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Seccion A—Ingreso de negocio agropecuario—Método de contabilidad a base de efectivo—Complete las Secciones Ay B
(Si usted usa el método de contabilidad a base de lo devengado, complete las Secciones B y C, asi como la linea 11 de la Seccién A.)
No incluya la venta de animales usados para tiro, cria, entretenimiento o lecheria.

1 Venta de animales y otros articulos que usted compré para revender . . . 1
2 Costo u otra base de los animales y otros articulos que usted informé en la I|nea 1 2
3 Restelalinea2delalineat1 . . . . . . . . . . . . . . . . .. . .00 3
4 \Ventas de animales, productos agricolas, granos y otros productos que usted cultivé . . . . . . . . 4
5a Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 5a | | | 5b Cantidad tributable Sb
Pagos recibidos del programa de agricultura e e e e e
7 Préstamos por crédito sobre productos informados bajo eleccién (o decomisado) . . . . . . . . . 7
8 Ingreso de seguro de cosechas e e
9 Ingreso de servicios prestados con equipo agricola . . . . . . . . . . . . . . . . . . 9
10 Ofrosingresos . . . . . . . ... 10
11 Ingreso bruto agropecuario. Sume las lineas de la columna derecha desde la 3 hasta la 10, ambas inclusive. Si
usted es un contribuyente que usa el método de contabilidad a base de lo devengado, anote la cantidad que
aparece en lalinea 49 delaSeccionC . . . . . . . . . . . . . . . . . . . ..p» 1

Secciéon B—Gastos de negocio agropecuario—Métodos de contabilidad a base de efectivo y a base de lo devengado
No incluya gastos personales o de manutencion (tales como contribuciones, seguros, reparaciones, etc., de su casa), que no fueron para la produccion
de ingreso agropecuario. Antes de anotar los gastos, mas abajo, reste de éstos cualquier reembolso recibido por los mismos.

12 Gastos de automoévil o de camién 25 Planes de pensiéon y de
(junte a esta planilla la Forma 4562) 12 participacion en las ganancias . 25
13 Productos quimicos. . . . . 13 26 Renta o alquiler:
14 Gastos de conservacion. . . . 14 a Vehiculos, maquinaria y equipo. 26a
15 Servicios de equipo agricola . . 15 b Otro (tierra, animales, etc.) . . 26b
16 Depreciacién, gastos y deducciones 27 Reparaciones y mantenimiento . 27
hechals lde acuerdo a la seccién 179 28 Compra de semillas y plantas . 28
del Cédigo Federal de Rentas Internas . 29
no reclamadas en otra parte de esta 29 Gastos de almacenaje . . .
planilla (junte a esta planilla la Forma Z 30 Compra de materiales . . . 30
4562 si esta obligado(a) a hacerlo) 16 31 Contribuciones. . . . . . 31
17 Programas de beneficios para los o o "
empleados, excepto los incluidos en 32 Servicios publicos (agua, electricidad,
la linea25. . . L. 17 gas,etc) . . . . . . . 32
18 Compra de ahmentos para animales 18 33 Honorarios pagados a veterinarios,
19 Fertilizantesycal . . . . . 19 criay medicinas . . . . . 33
20 Fletesyacarreo . . . .o 20 34 Otros gastos (especifique): Z\
21 Gasolina, combustible y aceite . 21 B 34a
22  Seguros (excepto de salud). . . 22 D 34b
23 Intereses: C o 34c
a Sobre hipotecas (pagados a bancos, etc.) | 23a d L 34d
b Oros . . . . . . . . . 23b € L 34e
24 Manodeobra . . . . . . 24
35 Total de gastos. Sume las lineas dela12ala34e . . . . . e . € 35

36 Ganancia (o pérdida) neta de negocio agropecuario. Reste la linea 35 de la linea 11. Anote el resultado aqui y
enlalineatdelaParteV.. . . . . . . . . . . . . . . . . . . . . . . . . |36

Forma 1040-PR (2002
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Exhibit 5

Forma 1040-PR (2002)

Nick and Judith's Form 1040-PR, Page 3

Pagina 3

Seccion C—Ingreso de negocio agropecuario—Método de contabilidad a base de lo devengado
No incluya en las lineas de abajo la venta de animales usados para tiro, cria, entretenimiento o lecheria.

37
38a
39
40
41
42
43
44
45
46
47

48
49

Venta de animales, productos agricolas, granos y otros productos durante el afio e e 37
Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 38a | | | 38b Cantidad tributable | 38b
Pagos recibidos del programa de agricultura . . 39
Préstamos por crédito sobre productos informados bajo eleccion (o decomlsado) 40
Ingreso de servicios prestados con equipo agricola 4
Otros ingresos de negocio agropecuario (eSpecifique) . ... . ... . 42
Sume las lineas de la columna derecha desde la 37 hasta la 42, ambas inclusive 43
Inventario de animales, productos agricolas, granos y otros productos al comienzo del afio 44

Costo de animales, productos agricolas, granos y otros productos comprados durante el afio 45

Sume las lineas 44y 45. . . . .. 46 /
Inventario de animales, productos agrlcolas granos y otros productos al final del afo 47

Costo de animales, productos agricolas, granos y otros productos agricolas vendidos. Reste la linea 47 de la linea 46" 48
Ingreso bruto agropecuario. Reste la linea 48 de la linea 43. Anote el resultado aqui y en la pagina 2, linea 11, Parte lll . . » 49

*Si usted usa el método de precio por unidad para los animales, o el método de precio de finca para valorar su inventario y la cantid

ad que aparece en la linea 47 es

mayor que la de la linea 46, reste la linea 46 de la linea 47 y anote el resultado en la linea 48. Después sume las lineas 43 y 48, y anote en la linea 49 el total obtenido.

=ISCRIA  Ganancia o pérdida de negocio (por cuenta propia)

Nombre del propietario

Numero de seguro social

000: 00 : 2644

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negoc
ustedes debe llenar y adjuntar una Parte IV por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

io agropecuario, cada uno de

Seccion A—Ingresos

1 Total deingresos $ ............... Menos devoluciones y descuentos $ ....___....... Balance _..._..._..._. > 1 | 10,000
2a Inventario al comenzar el afio . . . e e e 2a
b Compras menos el costo de los articulos retirados del negocio para uso personal 2b
¢ Costo de mano de obra. No incluya ninguna cantidad pagada a usted mismo . . 2c
d Materiales y suministros. . . . . . . . . . . . . . . . . . 2d
e Otros costos (junte una explicacién) . . . . . . . . . . . . . . 2e
f Sumelaslineasdela2aala2e . . . . . . . . . . . . . . . 2f
g Inventario al final del afio . . . Ce e 29
h Costo de mercancias vendidas. Reste la I|nea 29 de Ia I|nea 2f 2h
3 Ganancia bruta. Reste la linea 2h de la linea 1. 3 10,000
4  Otros ingresos e s 4
5 Ingreso bruto. Sume las lineas 3 y 4 e 5 10,000
Seccion B—Gastos
6 Anuncios y publicidad . . . . 6 50 19 Reparaciones y manutencion 19
7 Deudas incobrables de ventas y servicios 7 20 Materiales (no incluidos en la Seccion A) 20 RS0
8 Gastos de vehiculos de motor (junte a 21 Contribuciones y licencias . 2
esta planilla la Forma 4562) . . 8 1,825 22 Gastos de viaje, comidas v %
9 Comisiones y cuotas, . . . . 9 entretenimiento:
10 Agotamiento . . . . 10 a Viajes 22a
11 Depreciacion, gastos y deducciones b Total de comidas
geédiacuerdq a .Ia seccion 179 del y entretenimignto
go (ho |nc|um§a en la Seccion A): ¢ Anote la cantidad
(Junte a esta planilla la Forma 4562 si no deducible
esta obligado(a) a hacerlo) . . 11 incluida en  Ia
12  Programas para el beneficio de los empleados linea 22b
(excepto los incluidos en la linea 17) . . 12 d Reste la linea 22¢ de la linea 22b 22d
13 Seguros (excepto de salud). . . 13 23  Servicios publicos (agua, electricidad,
14 Intereses sobre deudas del negocio 14 gas, etc) 23
15  Servicios legales y profesionales . . 15 24  Sueldos no incluidos en Ia Ilnea 20 24
16  Gastos de oficina . . . . . 16 25a Otros gastos (indique tipo de gasto
17  Planes de pension y de participacion 17 y cantidad):
enlasganancias. . . . . . LMl
18 Renta o alquiler: W ...................................
a Vehiculos, maquinariay equipo . . |18a| | .
b Otra propiedad comercial . . . 18b b Total de los otros gastos. 25b
26 Total de gastos. Sume las lineasdela6ala25b. . . . » | 26 2,125
27 Ganancia (o pérdida) neta. Reste la linea 26 de la linea 5. Anote el resultado aqU| y en Ia ||nea 2, de Ia Parte V 27 7,875

1040PR
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Exhibit 6 Nick and Judith’s Form 1040-PR, Page 4

Forma 1040-PR (2002) Pagina 4

CIGCGAY Contribucion sobre el ingreso del trabajo por cuenta propia—Si recibié ingreso como empleado de una
iglesia, vea la pégina 2 antes de seguir.

Nombre del individuo que recibié ingreso del trabajo por cuenta propia Numero de seguro social del individuo con . .

ingreso del trabajo por cuenta propia » 000: 00 :2644

Aviso: Si radica una planilla de contribucion conjunta y tanto usted como su cényuge recibieron ingreso del trabajo por cuenta propia, cada uno de
ustedes debe llenar una Parte V por separado.

A Si usted es ministro, miembro de una orden religiosa o practicante de la Ciencia Cristiana y usted radicé la Forma 4361, pero obtuvo otras
ganancias netas ascendentes a $400 6 méas del trabajo por cuenta propia, marque este encasillado y continle en la Parte V.. . . . |:|

1 Ganancia (o pérdida) neta procedente de un negocio agropecuario, la cantidad de la linea 36, Parte lll, mas la parte
recibida por usted de una sociedad agropecuaria. Nota: No llene esta linea si usted usa el método opcional para
computar la ganancia neta de un negocio agropecuario. Vea la pagina?7 . . . . . . . . . . . . 1

2 Ganancia (o pérdida) neta procedente de un negocio no agropecuario, la cantidad de la linea 27, Parte IV, més la
parte recibida por usted de una sociedad no agropecuaria. Los eclesiasticos o0 miembros de una orden religiosa
deben ver la pagina 2 para las cantidades que tienen que informar en esta linea. Nota: No llene esta linea si usted

usa el método opcional para computar la ganancia neta de un negocio no agropecuario. Vea la pagina7 . . 2 7875
3 Combine las lineas1y2 . . . . . . e .o 3 7875
4a Sila linea 3 es mas de cero, multiplique la Ilnea 3 por eI 92 35% (9235) De otro modo anote la cantldad de la linea 3 4a 7373

b Si usted eligié uno (0 ambos) de los dos métodos opcionales, anote aqui el total de las lineas 2 y 4 de la Parte VI 4b

¢ Combine las lineas 4a y 4b. Si es menos de $400, usted no adeuda la contribucion federal sobre el trabajo por
cuenta propia. Excepcion: Si es menos de $400 y usted tenia ingreso como empleado de una iglesia o debe la

contribucioén sobre propinas o seguro de vida grupal a término, anote -0- y contindte . . . . . . . » 4c 7373
5a Anote su ingreso como empleado de una iglesia de la(s) Forma(s) 499 R-2/W-2 PRoW-2 | 5a /
b Multiplique la linea 5a por el 92.35% (.9235). Si es menos de $100, anote -0-. . 5b
6 Ganancias netas del trabajo por cuenta propia. Sume las lineas4cy5b . . . . . . . . . . » 6 773
7 Cantidad méaxima de salarios e ingreso del trabajo por cuenta propia combinados sujeta a la contribucion al seguro social en 2002 7 $84,900/00
8a Total de salarios y propinas sujetos a la contribucion al seguro social, seglin aparecen /
en la(s) Forma(s) 499 R-2/W-2PRoW-2 . . . . . . . . . . . . |®%a
b Propinas que usted no informé a su patrono y que estan sujetas a la contribucién al
seguro social de la linea 9 de la Forma 4137. Vea la pagina7 . . . . . . 8b 7
c Sumelaslineas8ay8b. . . . . . . . . . Lo e e 8¢
9 Reste la linea 8c de la linea 7. Si es cero 0 menos, anote 0 aqui y también en Ia linea 10 y pase a la I|nea 11 > 9 84,900
10  Multiplique por el 12.4% (.124) la cantidad que resulte menor entre lalinea6 6 lalinea® . . . . . . . 10 903
11 Multiplique por el 2.9% (.029) la cantidad de la linea 6. . . . . C e e e e 11 1l
12 Contribucién sobre el trabajo por cuenta propia. Sume las lineas 10 y 11 . Anédtela aqui y en la linea 3 de la
Partel . . . . . L L L o0 e e e e s 12 1113

LER Rl Métodos opcionales para computar la ganancia neta Vea la pagina 7 para las limitaciones.

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge eligen usar el método opcional para computar sus ganancias netas, cada
uno de ustedes debe llenar y adjuntar una Parte VI por separado.

Método opcional—Negocio agropecuario.
1 Ingreso maximo para los efectos de los métodos opcionales . . . . . . . . . . . . . . . 1 $1,600/00

2 Anote la menor de: dos tercios (%) del ingreso bruto del negocio agropecuario de la linea 11, Parte lll, més la parte
recibida por usted de una sociedad agropecuaria (pero no menos de cero), o $1,600. Incluya esta cantidad en la
linead4bdelaParteV,arriba . . . . . . . . . . . L L L 0o 2

Método opcional—Negocio no agropecuario.
3 Restelalinea2delalinead . . . . . . . . . . . . . . . . . . .. ... 3

4 Anote la menor de: dos tercios (%) del ingreso bruto del negocio de la linea 5, Parte IV, mas la parte recibida por
usted de una sociedad no agropecuaria (pero no menos de cero), o la cantidad que aparece en la linea 3, arriba.
Incluya también esta cantidad en la linea 4b de la Parte V,arriba . . . . . . . . . . . . . . 4

Forma 1040-PR (2002)
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Estimated Tax

Estimated tax is the method used to pay SE tax. Taxpayers gener-
ally have to make estimated tax payments if they expect to owe
$1,000 or more when they file their return.

The estimated tax is made on a quarterly basis. The payment

due dates are April 15, June 15, September 15, and January 15 of
each year. Equal payments are made for each quarterly payment
period. If a taxpayer does not owe tax for the first quarter(s), or the
taxpayer begins doing business in the middle of the year, he/she
should make estimated tax payments for the quarters remaining.

If the taxpayer is required to make estimated payments and fails
to do so, he/she may be subject to a penalty for underpayment of
estimated tax. The penalty is computed on Form 2210. The penalty
rates is determined each year by using the interest rate prevailing
on certain dates during this year. Remember that for 2004, if the
taxpayer estimates his/her S.E. tax to be more than $1,000, he/she
is required to make estimated payments.

Computing the Estimated Tax

The estimated tax worksheet should be used to determine the esti-
mated S.E. tax.

The worksheet is included in Form 1040-ES (Espanol).

A record of payment should be kept to help verify the payments
reported on Form 1040PR at the end of the year. The record should
include the date of the payment, the amount, credits for the
amounts carried over from the prior years and the net payment due
for the quarter. Form 1040-ES (Espanol) includes a table for this
purpose.

1040PR
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Exercise 1

Manuel Verdolaga worked for the Loteria in 2003 and had gross
income of $7,000. He had the following expenses:

Rent $1,000

Supplies 200

He made timely estimated tax payments totaling $650.
Prepare Manuel’s 2003 Form 1040-PR.

1040PR
Self Employment Tax 8 5



Exercise 1

Form 1040-PR, Page 1

1 0 40_ PR Planilla para la Declaracion de la Contribucion Federal sobre el OMB No. 1545-0090
Forma Trabajo por Cuenta Propia (Incluyendo el Crédito Tributario Adicional
por Hijos(as) para Residentes Bonafides de Puerto Rico) 2@02
Department of the Treasury Para el afio que comienza el primero de enero del 2002 y termina el 31 de diciembre del 2002, o cualquler otro
Internal Revenue Service afno contributivo comenzado el del 2002 y terminado el del 20
Nombre e inicial de su segundo nombre Apellido Su niimero de seguro social
Si es una planilla conjunta, nombre e inicial del cényuge Apellido Nimero de seguro social del conyuge

Direccién actual (calle, nimero, nimero de apartamento o ruta rural)

Por favor, escriba a
magquinilla o con letra
de molde

Ciudad, pueblo u oficina postal y zona postal “ZIP”

Contribucién y créditos totales

1 Estado civil. Marque el encasillado para su estado civil. Vea la pagina 3 de las instrucciones.
O Soltero(a)
O Casado(a) que radica una planilla conjunta
O Casado(a) que radica una planilla por separado. Anote arriba el nimero de seguro social de su cényuge y su nombre

completo aqui. »

2 Hijos(as) calificados(as). Complete esta seccién unicamente si usted es un residente bonafide de Puerto Rico y reclama el crédito tributario
adicional por hijos(as). Vea la pagina 4 de las instrucciones.

(a) Nombre de pila Apellido(s) (b) Numero del seguro social del hijo(a) (c) Parentesco del hijo(a) con usted
3 Contribucién sobre el trabajo por cuenta propia de lalinea12delaParteV . . . . . . . . . . . 3
4  Contribuciones por empleados domésticos. Adjunte el Anejo H-PR (Forma 1040-PR) . . . . . . . . 4
5 Contribuciones totales. Sume las lineas3y4. . . . . . . e e e e 5
6 Pagos hechos mediante declaracion de contribucion estimada del afio 2002
7  Contribucion al seguro social retenida en exceso. Vea lapagina4. . . . . 7
8 Crédito tributario adicional por hijos(as) de la linea 3 de la Parte Il .
9 Pagos y créditos totales. Sume las lineas 6,7y8 . . . . . . . . . . . . . . . . . . 9
10 Silalinea 9 es mayor que la linea 5, anote aqui la cantidad pagadaenexceso. . . . . . . . . » 10
11 Cantidad de la linea 10 que desea que se le reintegre . . . N € AL
12 Cantidad de la linea 10 que desea que se le acredite a la contribucion estlmada de 2003 > | 12 | |
13 Silalinea 5 es mayor que la linea 9, anote aqui el monto no pagado de la contribucién. Vea la pagina1 . » 13
Tercero ¢ Desea permitir que otra persona discuta esta planilla con el /RS (vea las instrucciones)? . .0 si. Complete lo siguiente. ] No
Autorizado Nombre de esta Ndmero de Numero de identificacion
persona » teléfono > ( ) personal (PIN) > |:|:|:|:|:|

Sirvase Declaro bajo las penalidades de perjurio que esta planilla, incluyendo los anexos y demdas documentos que se acompafian, ha sido examinada por mi'y que
firmar segun mi mejor conocimiento y creencia es cierta, correcta y completa. La declaracién del agente o preparador (que no es el contribuyente) est4 basada en
aqui toda la informacién sobre la cual el agente o preparador tenia conocimiento.
¢ Declaracion
conjunta?
Vea la
pagina 4. Su firma Fecha Numero del teléfono durante el dia
Conserve
una copia ( )
para su Firma del conyuge. Si radica conjuntamente, ambos cényuges deben firmar. Fecha
archivo.
! Fecha Marque aqui si el SSN o PTIN
Para uso del Flrremzrgzlor } preparador trabaja
preparador prep por cuenta propia ]
remunerado  Nombre del negocio (o del Numero de identificacion patronal
solamente preparador, si trabaja por cuenta : -
propia), direccién y zona postal Numero de teléfono ( )

Vea en la pagina 7 el Aviso sobre la Ley de Confidencialidad de Informacién y la Ley de Reduccion de Tramites.  Cat. No. 17182F  Forma 1040-PR (2002)
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Exercise 1 Form 1040-PR, Page 2

Forma 1040-PR (2002) Pagina 2

ECYI]  Residentes bonafides de Puerto Rico que reclaman el Crédito Tributario Adicional por Hijos(as). (Vea la
pagina 4 de las instrucciones.)

1 Ingresos recibidos de fuentes dentro de PuertoRico . . . . . . . . . . . . . . . . . . 1
2 Contribuciones al seguro social y al Medicare retenidas de su(s) Forma(s) 499 R-2/W-2 PR 6 W-2 (adjunte copia(s)
dedicha(s) forma(s)) . . . . . . . .. 2
3 Crédito tributario adicional por hijos(as). Vea la hoja de computos en la pagina 5 de las instrucciones para la
cantidad que usted puede anotar aqui y en la linea 8 de la pagina1 . . . . . . . . . . . . . 3
U CHIl  Ganancia o pérdida de negocio agropecuario
Nombre del propietario Nimero de seguro social

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de
ustedes debe llenar y adjuntar una Parte Il por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Seccion A—Ingreso de negocio agropecuario—Método de contabilidad a base de efectivo—Complete las Secciones Ay B
(Si usted usa el método de contabilidad a base de lo devengado, complete las Secciones B y C, asi como la linea 11 de la Seccién A.)
No incluya la venta de animales usados para tiro, cria, entretenimiento o lecheria.

1 Venta de animales y otros articulos que usted compré para revender . . . 1
2 Costo u otra base de los animales y otros articulos que usted informé en la I|nea 1 2
3 Restelalinea2delalineat1 . . . . . . . . . . . . . . . . .. . .00 3
4 \Ventas de animales, productos agricolas, granos y otros productos que usted cultivé . . . . . . . . 4
5a Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 5a | | | 5b Cantidad tributable Sb
Pagos recibidos del programa de agricultura e e e e e
7 Préstamos por crédito sobre productos informados bajo eleccién (o decomisado) . . . . . . . . . 7
8 Ingreso de seguro de cosechas e e
9 Ingreso de servicios prestados con equipo agricola . . . . . . . . . . . . . . . . . . 9
10 Ofrosingresos . . . . . . . ... 10
11 Ingreso bruto agropecuario. Sume las lineas de la columna derecha desde la 3 hasta la 10, ambas inclusive. Si
usted es un contribuyente que usa el método de contabilidad a base de lo devengado, anote la cantidad que
aparece en lalinea 49 delaSeccionC . . . . . . . . . . . . . . . . . . . ..p» 1

Secciéon B—Gastos de negocio agropecuario—Métodos de contabilidad a base de efectivo y a base de lo devengado
No incluya gastos personales o de manutencion (tales como contribuciones, seguros, reparaciones, etc., de su casa), que no fueron para la produccion
de ingreso agropecuario. Antes de anotar los gastos, mas abajo, reste de éstos cualquier reembolso recibido por los mismos.

12 Gastos de automoévil o de camién 25 Planes de pensiéon y de
(junte a esta planilla la Forma 4562) 12 participacion en las ganancias . 25
13 Productos quimicos. . . . . 13 26 Renta o alquiler:
14 Gastos de conservacion. . . . 14 a Vehiculos, maquinaria y equipo. 26a
15 Servicios de equipo agricola . . 15 b Otro (tierra, animales, etc.) . . 26b
16 Depreciacién, gastos y deducciones 27 Reparaciones y mantenimiento . 27
hechals lde acuerdo a la seccién 179 28 Compra de semillas y plantas . 28
del Cédigo Federal de Rentas Internas . 29
no reclamadas en otra parte de esta 29 Gastos de almacenaje . . .
planilla (junte a esta planilla la Forma Z 30 Compra de materiales . . . 30
4562 si esta obligado(a) a hacerlo) 16 31 Contribuciones. . . . . . 31
17 Programas de beneficios para los o o "
empleados, excepto los incluidos en 32 Servicios publicos (agua, electricidad,
la linea25. . . L. 17 gas,etc) . . . . . . . 32
18 Compra de ahmentos para animales 18 33 Honorarios pagados a veterinarios,
19 Fertilizantesycal . . . . . 19 criay medicinas . . . . . 33
20 Fletesyacarreo . . . .o 20 34 Otros gastos (especifique): Z\
21 Gasolina, combustible y aceite . 21 B 34a
22  Seguros (excepto de salud). . . 22 D 34b
23 Intereses: C o 34c
a Sobre hipotecas (pagados a bancos, etc.) | 23a d L 34d
b Oros . . . . . . . . . 23b € L 34e
24 Manodeobra . . . . . . 24
35 Total de gastos. Sume las lineas dela12ala34e . . . . . e . € 35

36 Ganancia (o pérdida) neta de negocio agropecuario. Reste la linea 35 de la linea 11. Anote el resultado aqui y
enlalineatdelaParteV.. . . . . . . . . . . . . . . . . . . . . . . . . |36

Forma 1040-PR (2002
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Exercise 1

Forma 1040-PR (2002)

Form 1040-PR, Page 3

Pagina 3

Seccion C—Ingreso de negocio agropecuario—Método de contabilidad a base de lo devengado
No incluya en las lineas de abajo la venta de animales usados para tiro, cria, entretenimiento o lecheria.

37 Venta de animales, productos agricolas, granos y otros productos durante el afio e e 37
38a Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 38a | | | 38b Cantidad tributable | 38b
39 Pagos recibidos del programa de agricultura . . 39
40 Préstamos por crédito sobre productos informados bajo eleccion (o decomlsado) 40
41 Ingreso de servicios prestados con equipo agricola 4
42 Ofros ingresos de negocio agropecuario (especifique) ... ... ... ... 42
43 Sume las lineas de la columna derecha desde la 37 hasta la 42, ambas inclusive 43
44  Inventario de animales, productos agricolas, granos y otros productos al comienzo del afio 44

45  Costo de animales, productos agricolas, granos y otros productos comprados durante el afio 45

46 Sumelaslineas44y45 . . . .. 46 /
47 Inventario de animales, productos agrlcolas granos y otros productos al final del afo 47

48 Costo de animales, productos agricolas, granos y otros productos agricolas vendidos. Reste la linea 47 de la linea 46* 48
49 Ingreso bruto agropecuario. Reste la linea 48 de la linea 43. Anote el resultado aqui y en la pagina 2, linea 11, Parte lll . . » 49

*Si usted usa el método de precio por unidad para los animales, o el método de precio de finca para valorar su inventario y la cantid

ad que aparece en la linea 47 es

mayor que la de la linea 46, reste la linea 46 de la linea 47 y anote el resultado en la linea 48. Después sume las lineas 43 y 48, y anote en la linea 49 el total obtenido.

=ISCRIA  Ganancia o pérdida de negocio (por cuenta propia)

Nombre del propietario

Numero de seguro social

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de

ustedes debe llenar y adjuntar una Parte IV por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Seccion A—Ingresos

1 Total deingresos $ ............... Menos devoluciones y descuentos $ ....___....... Balance _..._..._..._. > 1
2a Inventario al comenzar el afio . . . e e e 2a
b Compras menos el costo de los articulos retirados del negocio para uso personal 2b
¢ Costo de mano de obra. No incluya ninguna cantidad pagada a usted mismo . . 2c
d Materiales y suministros. . . . . . . . . . . . . . . . . . 2d
e Otros costos (junte una explicacién) . . . . . . . . . . . . . . 2e
f Sumelaslineasdela2aala2e . . . . . . . . . . . . . . . 2f
g Inventario al final del afio . . . Ce e 29
h Costo de mercancias vendidas. Reste la I|nea 29 de Ia I|nea 2f 2h
3 Ganancia bruta. Reste la linea 2h de la linea 1. 3
4  Otros ingresos . .o 4
5 Ingreso bruto. Sume Ias Imeas 3 y 4 L. > 5
Seccion B—Gastos
6 Anuncios y publicidad . . . . 6 19 Reparaciones y manutencion 19
7 Deudas incobrables de ventas y servicios 7 20  Materiales (no incluidos en la Seccion A) | 20
8 Gastos de vehiculos de motor (junte a 21 Contribuciones y licencias . 2
esta planilla la Forma 4562) . . 8 22 Gastos de viaje, comidas v %
9 Comisiones y cuotas, . . . . 9 entretenimiento:
10 Agotamiento . . . . 10 a Viajes 22a
11 Depreciacion, gastos y deducciones b Total de comidas
geédiacuerdq a .Ia seccion 179 del y entretenimignto
go (ho |nc|um§a en la Seccion A): ¢ Anote la cantidad
(Junte a esta planilla la Forma 4562 si no deducible
esta obligado(a) a hacerlo) . . 11 incluida en  Ia
12  Programas para el beneficio de los empleados linea 22b
(excepto los incluidos en la linea 17) . . 12 d Reste la linea 22¢ de la linea 22b 22d
13 Seguros (excepto de salud). . . 13 23  Servicios publicos (agua, electricidad,
14 Intereses sobre deudas del negocio 14 gas, etc) 23
15  Servicios legales y profesionales . . 15 24  Sueldos no incluidos en Ia Ilnea 20 24
16  Gastos de oficina . . . . . 16 25a Otros gastos (indique tipo de gasto
17  Planes de pension y de participacion 17 y cantidad):
enlasganancias. . . . . . LMl
18 Renta o alquiler: W ...................................
a Vehiculos, maquinariay equipo . . |18a| | .
b Otra propiedad comercial . . . 18b b Total de los otros gastos. 25b
26 Total de gastos. Sume las lineas de la 6 a la 25b. > 26
27 Ganancia (o pérdida) neta. Reste la linea 26 de la linea 5. Anote el resultado aqU| y en Ia ||nea 2, de Ia Parte V 27

1040PR
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Exercise 1 Form 1040-PR, Page 4

Forma 1040-PR (2002) Pagina 4

CIGCGAY Contribucion sobre el ingreso del trabajo por cuenta propia—Si recibié ingreso como empleado de una
iglesia, vea la pégina 2 antes de seguir.

Nombre del individuo que recibié ingreso del trabajo por cuenta propia Numero de seguro social del individuo con

ingreso del trabajo por cuenta propia »

Aviso: Si radica una planilla de contribucion conjunta y tanto usted como su cényuge recibieron ingreso del trabajo por cuenta propia, cada uno de
ustedes debe llenar una Parte V por separado.

A Si usted es ministro, miembro de una orden religiosa o practicante de la Ciencia Cristiana y usted radicé la Forma 4361, pero obtuvo otras
ganancias netas ascendentes a $400 6 méas del trabajo por cuenta propia, marque este encasillado y continle en la Parte V.. . . . |:|

1 Ganancia (o pérdida) neta procedente de un negocio agropecuario, la cantidad de la linea 36, Parte lll, mas la parte
recibida por usted de una sociedad agropecuaria. Nota: No llene esta linea si usted usa el método opcional para
computar la ganancia neta de un negocio agropecuario. Vea la pagina?7 . . . . . . . . . . . . 1

2 Ganancia (o pérdida) neta procedente de un negocio no agropecuario, la cantidad de la linea 27, Parte IV, més la
parte recibida por usted de una sociedad no agropecuaria. Los eclesiasticos o0 miembros de una orden religiosa
deben ver la pagina 2 para las cantidades que tienen que informar en esta linea. Nota: No llene esta linea si usted
usa el método opcional para computar la ganancia neta de un negocio no agropecuario. Vea la pagina 7 . . 2

3 Combinelaslineas1y2 . . . . . . .. .o 3
4a Silalinea 3 es mas de cero, multiplique la Ilnea 3 por eI 92 35% (9235) De otro modo anote la cantldad de la linea 3 4a
b Si usted eligié uno (0 ambos) de los dos métodos opcionales, anote aqui el total de las lineas 2 y 4 de la Parte VI 4b

¢ Combine las lineas 4a y 4b. Si es menos de $400, usted no adeuda la contribucion federal sobre el trabajo por
cuenta propia. Excepcion: Si es menos de $400 y usted tenia ingreso como empleado de una iglesia o debe la

contribucioén sobre propinas o seguro de vida grupal a término, anote -0- y contindte . . . . . . . » 4c
5a Anote su ingreso como empleado de una iglesia de la(s) Forma(s) 499 R-2/W-2 PRoW-2 | 5a /
b Multiplique la linea 5a por el 92.35% (.9235). Si es menos de $100, anote -0-. . 5b
6 Ganancias netas del trabajo por cuenta propia. Sume las lineas4cy5b . . . . . . . . . . » 6
7 Cantidad méaxima de salarios e ingreso del trabajo por cuenta propia combinados sujeta a la contribucion al seguro social en 2002 7 $84,900/00
8a Total de salarios y propinas sujetos a la contribucion al seguro social, seglin aparecen /
en la(s) Forma(s) 499 R-2/W-2PRoW-2 . . . . . . . . . . . . |®%a
b Propinas que usted no informé a su patrono y que estan sujetas a la contribucién al
seguro social de la linea 9 de la Forma 4137. Vea la pagina7 . . . . . . 8b 7
¢ Sumelaslineas8ay8b. . . . . . . . . . Lo e e e 8¢
9 Reste la linea 8c de la linea 7. Si es cero 0 menos, anote 0 aqui y también en Ia linea 10 y pase a la I|nea 11 > 9
10  Multiplique por el 12.4% (.124) la cantidad que resulte menor entre lalinea6 6 lalinea® . . . . . . . 10
11 Multiplique por el 2.9% (.029) la cantidad de la linea 6. . . . . C e e e e 11
12 Contribucién sobre el trabajo por cuenta propia. Sume las lineas 10 y 11 . Anédtela aqui y en la linea 3 de la
Parte | . . . . . . . . ..o s e 12

LER Rl Métodos opcionales para computar la ganancia neta Vea la pagina 7 para las limitaciones.

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge eligen usar el método opcional para computar sus ganancias netas, cada
uno de ustedes debe llenar y adjuntar una Parte VI por separado.

Método opcional—Negocio agropecuario.
1 Ingreso maximo para los efectos de los métodos opcionales . . . . . . . . . . . . . . . 1 $1,600/00

2 Anote la menor de: dos tercios (%) del ingreso bruto del negocio agropecuario de la linea 11, Parte lll, més la parte
recibida por usted de una sociedad agropecuaria (pero no menos de cero), o $1,600. Incluya esta cantidad en la
linead4bdelaParteV,arriba . . . . . . . . . . . L L L 0o 2

Método opcional—Negocio no agropecuario.
3 Restelalinea2delalinead . . . . . . . . . . . . . . . . . . .. ... 3

4 Anote la menor de: dos tercios (%) del ingreso bruto del negocio de la linea 5, Parte IV, mas la parte recibida por
usted de una sociedad no agropecuaria (pero no menos de cero), o la cantidad que aparece en la linea 3, arriba.
Incluya también esta cantidad en la linea 4b de la Parte V,arriba . . . . . . . . . . . . . . 4

Forma 1040-PR (2002)
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ComPREHENSIVE PROBLEM

Pablo and Maria Sultan are U.S. citizens and bona fide residents of
P.R. They will file a joint tax return.

Maria earned $15,675 as an employee of a local resort hotel.
Maria’s form W-2PR shows social security tax withheld of $972 and
medicare tax withheld of $227.

Pablo is a self-employed accountant who had $10,600 in gross
income and the following expenses:

Rent $1,500
Supplies 250
Advertising 250
Utilities 200

Pablo and Maria have 3 qualifying children for the additional child
tax credit. The children’s information is:

Trevor 000-00-3215 Son

Miguel 000-00-6821 Son

Jose 000-00-1598 Son
Pablo and Maria made 4 timely estimated tax payments of $150
each.

Prepare Pablo and Maria’s 2003 Form 1040PR.

1040PR
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Comprehensive Problem Form 1040-PR Page 1

1 0 40_PR Planilla para la Declaracion de la Contribucion Federal sobre el OMB No. 1545-0090
Forma Trabajo por Cuenta Propia (Incluyendo el Crédito Tributario Adicional
por Hijos(as) para Residentes Bonafides de Puerto Rico) 2@02
Department of the Treasury Para el afio que comienza el primero de enero del 2002 y termina el 31 de diciembre del 2002, o cualquier otro
Internal Revenue Service ano contributivo comenzado el del 2002 y terminado el del 20
Nombre e inicial de su segundo nombre Apellido Su numero de seguro social

Si es una planilla conjunta, nombre e inicial del cényuge Apellido Nimero de seguro social del conyuge

Direccion actual (calle, nimero, nimero de apartamento o ruta rural)

Por favor, escriba a
magquinilla o con letra
de molde

Ciudad, pueblo u oficina postal y zona postal “ZIP”

Contribucién y créditos totales

1 Estado civil. Marque el encasillado para su estado civil. Vea la pagina 3 de las instrucciones.
O Soltero(a)
O Casado(a) que radica una planilla conjunta

O Casado(a) que radica una planilla por separado. Anote arriba el nimero de seguro social de su conyuge y su nombre
completo aqui. »

2 Hijos(as) calificados(as). Complete esta seccion Unicamente si usted es un residente bonafide de Puerto Rico y reclama el crédito tributario
adicional por hijos(as). Vea la pagina 4 de las instrucciones.

(a) Nombre de pila Apellido(s) (b) Numero del seguro social del hijo(a) (c) Parentesco del hijo(a) con usted
3 Contribucién sobre el trabajo por cuenta propia de la linea12 de laParte V.. . . . . . . . . . 3
4  Contribuciones por empleados domésticos. Adjunte el Anejo H-PR (Forma 1040-PR) . . . . . . . . 4
5 Contribuciones totales. Sume las lineas 3y 4. . . . e e e e e 5
6 Pagos hechos mediante declaracion de contribucion estlmada deI afo 2002
7  Contribucién al seguro social retenida en exceso. Vea la pagina4 . . . . . 7
8 Crédito tributario adicional por hijos(as) de la linea 3 de la Parte Il .
9 Pagos y créditos totales. Sume las lineas 6,7y8 . . . . . e e e e 9
10 Sila linea 9 es mayor que la linea 5, anote aqui la cantidad pagadaenexceso. . . . . . . . . P 10
11 Cantidad de la linea 10 que desea que se le reintegre . . . R
12 Cantidad de la linea 10 que desea que se le acredite a la contribucion estlmada de 2003 > | 12 | | %
13 Silalinea 5 es mayor que la linea 9, anote aqui el monto no pagado de la contribucion. Vea la pagina1 . » 13
Tercero ¢ Desea permitir que otra persona discuta esta planilla con el IRS (vea las instrucciones)? . O si. Complete lo siguiente. I No
Autorizado Nombre de esta Numero de Numero de identificacion
persona » teléfono » ( ) personal (PIN) > D:I:I:I:‘
Sirvase Declaro bajo las penalidades de perjurio que esta planilla, incluyendo los anexos y demés documentos que se acompafian, ha sido examinada por mi y que
firmar segun mi mejor conocimiento y creencia es cierta, correcta y completa. La declaracion del agente o preparador (que no es el contribuyente) esta basada en
aqui toda la informacion sobre la cual el agente o preparador tenia conocimiento.
¢ Declaracion
conjunta?
Vea la
pagina 4. Su firma Fecha Namero del teléfono durante el dia
Conserve
una copia
para su Firma del conyuge. Si radica conjuntamente, ambos conyuges deben firmar. Fecha
archivo.
) Fecha Marque aqui si el SSN o PTIN
Para uso del Flr:em:rggt)r } preparador trabaja
preparador PP por cuenta propia ||
remunerado  Nombre del negocio (o del Numero de identificacion patronal
solamente preparador, si trabaja por cuenta
propia), direccion y zona postal Namero de teléfono ( )

Vea en la pagina 7 el Aviso sobre la Ley de Confidencialidad de Informacion y la Ley de Reduccion de Tramites.  Cat. No. 17182F  Forma 1040-PR (2002)
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CWCRI] Residentes bonafides de Puerto Rico que reclaman el Crédito Tributario Adicional por Hijos(as). (Vea la
pagina 4 de las instrucciones.)

1 Ingresos recibidos de fuentes dentro de PuertoRico . . . . . . . . . . . . . . . . . 1
2 Contribuciones al seguro social y al Medicare retenidas de su(s) Forma(s) 499 R-2/W-2 PR é W-2 (adjunte copia(s)
dedicha(s) forma(s) . . . . . . . . 2
3 Crédito tributario adicional por hijos(as). Vea la hoja de computos en la pagina 5 de las instrucciones para la
cantidad que usted puede anotar aqui y en la linea 8 de la paginat1 . . . . . . . . . . . . . 3
EGCRIl  Ganancia o pérdida de negocio agropecuario
Nombre del propietario Numero de seguro social

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de
ustedes debe llenar y adjuntar una Parte Ill por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Seccion A—Ingreso de negocio agropecuario—Método de contabilidad a base de efectivo—Complete las Secciones Ay B
(Si usted usa el método de contabilidad a base de lo devengado, complete las Secciones B y C, asi como la linea 11 de la Seccion A.)
No incluya la venta de animales usados para tiro, cria, entretenimiento o lecheria.

1 Venta de animales y otros articulos que usted compr6 para revender . . . . 1
2 Costo u otra base de los animales y otros articulos que usted informé en la linea 1 2
3 Restelalinea2delalineat . . . . . . . . . . . e e 3
4 Ventas de animales, productos agricolas, granos y otros productos que usted cultlvo e e e e 4
5a Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 5a | | I 5b Cantidad tributable | 5b
Pagos recibidos del programa de agricultura . . . . e e e e 6
7 Préstamos por crédito sobre productos informados bajo elecmon (o decomlsado) e e e e 7
Ingreso de seguro de cosechas . . . . . . . . . . . . . . . ... 8
9 Ingreso de servicios prestados con equipo agricola . . . . . . . . . . . . . . . . . 9
10 OtOSINGresos . . . . . . . e e
11 Ingreso bruto agropecuario. Sume las lineas de la columna derecha desde la 3 hasta la 10, ambas inclusive. Si
usted es un contribuyente que usa el método de contabilidad a base de lo devengado, anote la cantidad que
aparece en la linea 49 de laSeccionC . . . . . . . . . . . . . . . . . . . . P I1

Seccion B—Gastos de negocio agropecuario—Métodos de contabilidad a base de efectivo y a base de lo devengado
No incluya gastos personales o0 de manutencion (tales como contribuciones, seguros, reparaciones, etc., de su casa), que no fueron para la produccion
de ingreso agropecuario. Antes de anotar los gastos, mas abajo, reste de éstos cualquier reembolso recibido por los mismos.

12 Gastos de automévil o de camién 25 Planes de pension y de
(junte a esta planilla la Forma 4562) 12 participacion en las ganancias . 25
13 Productos quimicos. . . . . 13 26 Renta o alquiler: %
14  Gastos de conservacion, . . . 14 a Vehiculos, maquinaria y equipo. 26a
15  Servicios de equipo agricola . . 15 b Otro (tierra, animales, etc.) . . 26b
16  Depreciacion, gastos y deducciones 27 Reparaciones y mantenimiento . 27
hecha,s lde acuerdo a la seccion 179 28 Compra de semillas y plantas . 28
del Cédigo Federal de Rentas Internas X 29
no reclamadas en otra parte de esta /‘ 29 Gastos de aimacenaje . . .
planilla (junte a esta planilla la Forma 30 Compra de materiales . . . 30
4562 si esta obligado(a) a hacerlo) 16 31 Contribuciones 31
17 Programas de beneficios para los » o L
empleados, excepto los incluidos en 32  Servicios publicos (agua, electricidad,
lalinea25. . . . . . . . 17 gas,etc) . . . . . . . 32
18 Compra de alimentos para animales 18 33  Honorarios pagados a veterinarios,
19 Fertilizantesycal . . . . . 19 criay medicinas . . . . . 33
20 Fletesyacarreo . . . . . . 20 34 Otros gastos (especifique):
21 Gasolina, combustible y aceite . 21 B 34a
22 Seguros (excepto de salud). . . 22 D . 34b
23 Intereses: C 34c
a Sobre hipotecas (pagados a bancos, etc.) | 23 A 34d
b Oros . . . . . . . . . 23b € . 34e
24 Manodeobra . . . . . 24
35 Total de gastos. Sume las lineas dela12ala34e . . . . . [ A € 35
36 Ganancia (o pérdida) neta de negocio agropecuario. Reste la linea 35 de la linea 11. Anote el resultado aqui y
enlalineatdelaPateV.. . . . . . . . . . . L L. .. 36
Forma 1040-PR (2002)
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Seccion C—Ingreso de negocio agropecuario—Método de contabilidad a base de lo devengado
No incluya en las lineas de abajo la venta de animales usados para tiro, cria, entretenimiento o lecheria.

37 Venta de animales, productos agricolas, granos y otros productos durante el afo e e 37
38a Total de distribuciones de cooperativas (Forma(s) 1099-PATR) [ 38a | 38b Cantidad tributable | 38b
39 Pagos recibidos del programa de agricultura . . 39
40 Préstamos por crédito sobre productos informados bajo eleccion (o decomlsado) 40
41 Ingreso de servicios prestados con equipo agricola 4
42 Otros ingresos de negocio agropecuario (eSpecifique) ... ... ... .. 42
43 Sume las lineas de la columna derecha desde la 37 hasta la 42, ambas inclusive . 43
44  Inventario de animales, productos agricolas, granos y otros productos al comienzo del afio 44 W
45 Costo de animales, productos agricolas, granos y otros productos comprados durante el afio 45

46 Sume las lineas 44 y 45. .. 46

47  Inventario de animales, productos agrlcolas granos y otros productos al final del afio 47

48  Costo de animales, productos agricolas, granos y otros productos agricolas vendidos. Reste la linea 47 de la linea 46* 48
49 Ingreso bruto agropecuario. Reste la linea 48 de la linea 43. Anote el resultado aqui y en la pagina 2, linea 11, Parte lll . . » 49

*Si usted usa el método de precio por unidad para los animales, o el método de precio de finca para valorar su inventario y la cantidad que aparece en la linea 47 es
mayor que la de la linea 46, reste la linea 46 de la linea 47 y anote el resultado en la linea 48. Después sume las lineas 43 y 48, y anote en la linea 49 el total obtenido.

Ganancia o pérdida de negocio (por cuenta propia)

Nombre del propietario

Numero de seguro social

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de
ustedes debe llenar y adjuntar una Parte IV por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Secciéon A—Ingresos

1 Totaldeingresos $ ... .......... Menos devoluciones y descuentos $ ___.........._] Balance .............. > 1
2a Inventario al comenzar el afio . e e 2a
b Compras menos el costo de los articulos retirados del negocio para uso personal 2b
¢ Costo de mano de obra. No incluya ninguna cantidad pagada a usted mismo 2¢c
d Materiales y suministros. .. 2
e Otros costos (junte una explicacion) . 2e
f Sume las lineas de la2a ala2e . 2f
g Inventario al final del afio 29
h Costo de mercancias vendidas. Reste la linea 29 de la linea 2f . 2h
3 Ganancia bruta. Reste la linea 2h de la linea 1. 3
4  Otros ingresos . . 4
5 Ingreso bruto. Sume las Ilneas 3 y 4 L. » 5
Seccion B—Gastos
6 Anuncios y publicidad 6 19 Reparaciones y manutencion 19
7  Deudas incobrables de ventas y servicios 7 20  Materiales (no incluidos en la Seccion A) | 20
8 Gastos de vehiculos de motor (junte a 21 Contribuciones y licencias 21
esta planilla la Forma 4562) 8 22 Gastos de vigje, comidas y %
9 Comisiones y cuotas. 9 entretenimiento:
10 Agotamiento . . 10 a Viajes 22a
11 Depreciacion, gastos y deducciones b Total de comidas
de' falcuerdol a .Ia seccion 179 del y entretenimiento
Caodigo (no incluida en la Seccion A). ¢ Anote la cantidad
(Junte a esta planilla la Forma 4562 si no deducible
esta obligado(a) a hacerlo.) 1 incluida en  la
12 Programas para el beneficio de los empleados linea 22b
(excepto los incluidos en la linea 17) . 12 d Reste la linea 22¢ de la linea 22b 22d
13 Seguros (excepto de salud). 13 23  Servicios publicos (agua, electricidad,
14 Intereses sobre deudas del negocio 14 gas, etc.) 23
15 Servicios legales y profesionales . 15 24  Sueldos no incluidos en la linea 2¢ | 24
16 Gastos de oficina 16 25a Otros gastos (indique tipo de gasto
17  Planes de pension y de participacion y cantidad):
en las ganancias. . L e
18 Renta o alquiler: /% ...................................
a Vehiculos, maquinaria y equipo 18a|
b Otra propiedad comercial 18b b Total de los otros gastos. 25b
26 Total de gastos. Sume las lineas de la 6 a la 25b. > 26
27 Ganancia (o pérdida) neta. Reste la linea 26 de la linea 5. Anote eI resultado aqw y en Ia Ilnea 2, de la Par‘te Vv 27

Forma 1040-PR (2002)
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EWCR'Y Contribucion sobre el ingreso del trabajo por cuenta propia—Si recibié ingreso como empleado de una
iglesia, vea la pagina 2 antes de seguir.

Nombre del individuo que recibi6 ingreso del trabajo por cuenta propia Numero de seguro social del individuo con

ingreso del trabajo por cuenta propia »

Aviso: Si radica una planilla de contribucién conjunta y tanto usted como su cényuge recibieron ingreso del trabajo por cuenta propia, cada uno de
ustedes debe llenar una Parte V por separado.

A Si usted es ministro, miembro de una orden religiosa o practicante de la Ciencia Cristiana y usted radicé la Forma 4361, pero obtuvo otras
ganancias netas ascendentes a $400 6 mas del trabajo por cuenta propia, marque este encasillado y continle en la Parte V.. . . . |:|

1 Ganancia (o pérdida) neta procedente de un negocio agropecuario, la cantidad de la linea 36, Parte Ill, mas la parte
recibida por usted de una sociedad agropecuaria. Nota: No llene esta linea si usted usa el método opcional para
computar la ganancia neta de un negocio agropecuario. Vea la padgina? . . . . . . . . . . . . 1

2 Ganancia (o pérdida) neta procedente de un negocio no agropecuario, la cantidad de la linea 27, Parte IV, més la
parte recibida por usted de una sociedad no agropecuaria. Los eclesiasticos o0 miembros de una orden religiosa
deben ver la pagina 2 para las cantidades que tienen que informar en esta linea. Nota: No llene esta linea si usted
usa el método opcional para computar la ganancia neta de un negocio no agropecuario. Vea la pagina 7 . . 2

3 Combine laslineas1y2 . . . . . . . L. .. 3
4a Silalinea 3 es mas de cero, multiplique la Ilnea 3 por eI 92 35% (9235) De otro modo anote la cantidad de la linea 3 4a
b Si usted eligié uno (0o ambos) de los dos métodos opcionales, anote aqui el total de las lineas 2 y 4 de la Parte VI 4b

¢ Combine las lineas 4a y 4b. Si es menos de $400, usted no adeuda la contribucion federal sobre el trabajo por
cuenta propia. Excepcion: Si es menos de $400 y usted tenia ingreso como empleado de una iglesia o debe la

contribucion sobre propinas o seguro de vida grupal a término, anote -0- y continte . . . . . . . » 4c
5a Anote su ingreso como empleado de una iglesia de la(s) Forma(s) 499 R-2/W-2 PR o W-2 5a
b Multiplique la linea 5a por el 92.35% (.9235). Si es menos de $100, anote -0-. . 5b Z
Ganancias netas del trabajo por cuenta propia. Sume las lineas4cy50 . . . . . . . . . . P 6
7  Cantidad méxima de salarios e ingreso del trabajo por cuenta propia combinados sujeta a la contribucién al seguro social en 2002 7 $84,900/00

8a Total de salarios y propinas sujetos a la contribucion al seguro social, segun aparecen
en la(s) Forma(s) 499 R-2W-2 PRoW-2 . . . . . . . . . . . . | ®8a

b Propinas que usted no informo a su patrono y que estan sujetas a la contribucién al

seguro social de la linea 9 de la Forma 4137. Vea la pagina 7 8b
¢ Sumelaslineas8ay8b. . . . . . . . . . e e e 8c
9 Reste la linea 8c de la linea 7. Si es cero o menos, anote O aqui y también en la linea 10 y pase a la I|nea 1 > 9
10  Multiplique por el 12.4% (.124) la cantidad que resulte menor entre la linea 6 6 lalinea® . . . . . . . 10
11 Multiplique por el 2.9% (.029) la cantidad de la linea 6. . . . . C e e 11
12 Contribucion sobre el trabajo por cuenta propia. Sume las lineas 10 y 11 . Andtela aqui y en la linea 3 de la
Parte | . . . . . L L 12

LEACRYN  Métodos opcionales para computar la ganancia neta Vea la pagina 7 para las limitaciones.

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge eligen usar el método opcional para computar sus ganancias netas, cada
uno de ustedes debe llenar y adjuntar una Parte VI por separado.

Método opcional—Negocio agropecuario.
1 Ingreso maximo para los efectos de los métodos opcionales . . . . . . . . . . . . . . 1 $1,600/00

2 Anote la menor de: dos tercios (%) del ingreso bruto del negocio agropecuario de la linea 11, Parte lll, mas la parte
recibida por usted de una sociedad agropecuaria (pero no menos de cero), o $1,600. Incluya esta cantidad en la
linea4bdelaParteV,arriba . . . . . . . . . . . . . . . . L. ... 2

Método opcional—Negocio no agropecuario.
3 Restelalinea2delalineat . . . . . . . . . . . . . . . . . .. oo L. 3

4 Anote la menor de: dos tercios (25) del ingreso bruto del negocio de la linea 5, Parte IV, mas la parte recibida por
usted de una sociedad no agropecuaria (pero no menos de cero), o la cantidad que aparece en la linea 3, arriba.
Incluya también esta cantidad en la linea 4b de la Parte V,arriba . . . . . . . . . . . . . . 4
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Exercise 1

Forma 1 040'PR

Department of the Treasury
Internal Revenue Service

Planilla para la Declaracion de la Contribucion Federal sobre el
Trabajo por Cuenta Propia (Incluyendo el Crédito Tributario Adicional
por Hijos(as) para Residentes Bonafides de Puerto Rico)

Para el afio que comienza el primero de enero del 2002 y termina el 31 de diciembre del 2002, o cualqwer otro
del 20

Form 1040-PR, Page 1

OMB No. 1545-0090

2002

afno contributivo comenzado el del 2002 y terminado el el
Nombre e inicial de su segundo nombre Apellido Su nlimero de seguro social
Manuel Verdolaga. 000: 00: 8222
Si es una planilla conjunta, nombre e inicial del conyuge Apellido Nimero de seguro social del conyuge

Direccién actual (calle, nimero, nimero de apartamento o ruta rural)

de molde

Por favor, escriba a
magquinilla o con letra

Ciudad, pueblo u oficina postal y zona postal “ZIP”

Contribucién y créditos totales

1 Estado civil. Marque el encasillado para su estado civil. Vea la pagina 3 de las instrucciones.

% Soltero(a)
O Casado(a) que radica una planilla conjunta

O Casado(a) que radica una planilla por separado. Anote arriba el nimero de seguro social de su cényuge y su nombre

completo aqui. »

2 Hijos(as) calificados(as). Complete esta seccion unicamente si usted es un residente bonafide de Puerto Rico y reclama el crédito tributario

adicional por hijos(as). Vea la pagina 4 de las instrucciones.

(a) Nombre de pila Apellido(s)

(b) Numero del seguro social del hijo(a)

(c) Parentesco del hijo(a) con usted

Contribuciones totales. Sume las lineas 3 y 4. e
Pagos hechos mediante declaracion de contribucién estimada del afio 2002
Contribucién al seguro social retenida en exceso. Vea la pagina 4 .

0 N O O AW

Crédito tributario adicional por hijos(as) de la linea 3 de la Parte Il .
9 Pagos y créditos totales. Sume las lineas 6, 7y 8

10 Silalinea 9 es mayor que la linea 5, anote aqui la cantidad pagada en exceso.

11 Cantidad de la linea 10 que desea que se le reintegre

12  Cantidad de la linea 10 que desea que se le acredite a la contribucion estlmada de 2003 > | 12 |
13 Silalinea 5 es mayor que la linea 9, anote aqui el monto no pagado de la contribucion. Vea la pagina 1

Contribucién sobre el trabajo por cuenta propia de la linea 12 de la Parte V .

Contribuciones por empleados domésticos. Adjunte el Anejo H-PR (Forma 1040-PR)

3 819
4
. . . 5 819
650 V/
. 9 650
.o» |10
N N b
|
> |13 169

¢ Desea permitir que otra persona discuta esta planilla con el IRS (vea las instrucciones)?

. si. Complete lo siguiente. ] No

Tercero
Autorizado Nombre de esta Nimero de Numero de identificacion
persona » teléfono » ( ) personal (PIN) > |:|:|:|:|:|
Sirvase Declaro bajo las penalidades de perjurio que esta planilla, incluyendo los anexos y demas documentos que se acomparian, ha sido examinada por mi y que
firmar segun mi mejor conocimiento y creencia es cierta, correcta y completa. La declaracién del agente o preparador (que no es el contribuyente) esta basada en
aqui toda la informacién sobre la cual el agente o preparador tenia conocimiento.
¢Declaracién
conjunta?
Vea la
pagina 4. Su firma Fecha Numero del teléfono durante el dia
Conserve
una copia ( )
para su Firma del conyuge. Si radica conjuntamente, ambos cényuges deben firmar. Fecha
archivo.
- Fecha Marque aqui si el SSN o PTIN
Para uso del Elrgirgglor } preparador trabaja
preparador por cuenta propia ]
remunerado  Nombre del negocio (o del Numero de identificacion patronal
solamente preparador, si trabaja por cuenta - -
propia), direccién y zona postal Numero de teléfono ( )

Vea en la pagina 7 el Aviso sobre la Ley de Confidencialidad de Informacion y la Ley de Reduccion de Tramites.

Cat. No. 17182F  Forma 1040-PR (2002)
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Forma 1040-PR (2002) Pagina 2

EIACYIl  Residentes bonafides de Puerto Rico que reclaman el Crédito Tributario Adicional por Hijos(as). (Vea la
pagina 4 de las instrucciones.)

Ingresos recibidos de fuentes dentro de PuertoRico . . . . . . . . . . . . . . . . . . 1
2 Contribuciones al seguro social y al Medicare retenidas de su(s) Forma(s) 499 R-2/W-2 PR 6 W-2 (adjunte copia(s)
dedicha(s) forma(s)) . . . . . . . . . ... 2
3 Crédito tributario adicional por hijos(as). Vea la hoja de computos en la pagina 5 de las instrucciones para la
cantidad que usted puede anotar aqui y en la linea 8 de la paginat1 . . . . . . . . . . . . . 3
UGl Ganancia o pérdida de negocio agropecuario
Nombre del propietario Numero de seguro social

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de
ustedes debe llenar y adjuntar una Parte Ill por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Secciéon A—Ingreso de negocio agropecuario—Método de contabilidad a base de efectivo—Complete las Secciones Ay B
(Si usted usa el método de contabilidad a base de lo devengado, complete las Secciones B y C, asi como la linea 11 de la Seccién A.)
No incluya la venta de animales usados para tiro, cria, entretenimiento o lecheria.

1 Venta de animales y otros articulos que usted compré para revender . . . . 1
2 Costo u otra base de los animales y otros articulos que usted informé en la linea 1 2
3 Restelalinea2delalineat . . . . . . . . . . . . . . . L. oL ..o 3
4 \Ventas de animales, productos agricolas, granos y otros productos que usted cultivé . . . . . . . . 4
5a Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 5a | | | 5b Cantidad tributable 5b
Pagos recibidos del programa de agricultura . . . . . . . . . e e e e e 6
7 Préstamos por crédito sobre productos informados bajo eleccién (o decomlsado) e e e e e 7
8 Ingresodesegurodecosechas . . . . . . . . . . . . . . . ... ... 8
9 Ingreso de servicios prestados con equipo agricola . . . . . . . . . . . . . . . . . . 9
10 Oftrosingresos . . . . . . . ... 10
11 Ingreso bruto agropecuario. Sume las lineas de la columna derecha desde la 3 hasta la 10, ambas inclusive. Si
usted es un contribuyente que usa el método de contabilidad a base de lo devengado, anote la cantidad que
aparece en lalinea49delaSeccionC . . . . . . . . . . . . . . . . . . . ...

Seccion B—Gastos de negocio agropecuario—Métodos de contabilidad a base de efectivo y a base de lo devengado
No incluya gastos personales o de manutencién (tales como contribuciones, seguros, reparaciones, etc., de su casa), que no fueron para la produccion
de ingreso agropecuario. Antes de anotar los gastos, mas abajo, reste de éstos cualquier reembolso recibido por los mismos.

12 Gastos de automévil o de camion 25 Planes de pension y de
(junte a esta planilla la Forma 4562) 12 participacion en las ganancias . 25
13 Productos quimicos. . . . . 13 26 Renta o alquiler: '/
14 Gastos de conservacion. . . . 14 a Vehiculos, maquinaria y equipo. 26a
15 Servicios de equipo agricola . . 15 b Otro (tierra, animales, etc.) . . 26b
16 Depreciacion, gastos y deducciones 27 Reparaciones y mantenimiento . 27
hecha,s _de acuerdo a la seccion 179 28 Compra de semillas y plantas . 28
del Cédigo Federal de Rentas Internas X 29
no reclamadas en otra parte de esta 29  Gastos de almacenaje
planilla (junte a esta planilla la Forma [/ 30 Compra de materiales . . . 30
4562 si esta obligado(a) a hacerlo) 16 31 Contribuciones, . . . . . 31
17 Programas de beneficios para los . o .
empleados, excepto los incluidos en 32 Servicios publicos (agua, electricidad,
lalinea25. . . L. 17 gas,etc) . . . . . . . 32
18 Compra de ahmentos para animales 18 33 Honorarios pagados a veterinarios,
19 Fertilizantesycal . . . . . 19 criay medicinas . . . . . 33
20 Fletesyacarreo . . . .o 20 34 Otros gastos (especifique): %
21 Gasolina, combustible y aceite . 21 B 34a
22  Seguros (excepto de salud). . . 22 [ YR 34b
23  Intereses: % C 34c
a Sobre hipotecas (pagados a bancos, etc) | 23 A 34d
b Otros . . . . . . . . . 23b € . 34e
24 Manodeobra . . . . . . 24
35 Total de gastos. Sume las lineas de la12ala34e . . . . . . . . . . A € 35
36 Ganancia (o pérdida) neta de negocio agropecuario. Reste la linea 35 de la linea 11. Anote el resultado aqui y
enlalineatdelaParteV.. . . . . . . . . . . . L. ... 36
Forma 1040-PR (2002)
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Seccion C—Ingreso de negocio agropecuario—Método de contabilidad a base de lo

devengado

No incluya en las lineas de abajo la venta de animales usados para tiro, cria, entretenimiento o lecheria.

37
38a
39
40
41
42
43
44
45
46
47

48
49

Venta de animales, productos agricolas, granos y otros productos durante el afio e e 37
Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 38a | 38b Cantidad tributable | 38b
Pagos recibidos del programa de agricultura . . 39
Préstamos por crédito sobre productos informados bajo eleccioén (o decomlsado) 40
Ingreso de servicios prestados con equipo agricola 4
Otros ingresos de negocio agropecuario (eSpecifique) ... ... .. ... . 42
Sume las lineas de la columna derecha desde la 37 hasta la 42, ambas inclusive . 43
Inventario de animales, productos agricolas, granos y otros productos al comienzo del afio 44

Costo de animales, productos agricolas, granos y otros productos comprados durante el afio 45

Sume las lineas 44 y 45. .. 46 /
Inventario de animales, productos agrlcolas granos y otros productos al final del afo 47

Costo de animales, productos agricolas, granos y otros productos agricolas vendidos. Reste la linea 47 de la linea 46" 48
Ingreso bruto agropecuario. Reste la linea 48 de la linea 43. Anote el resultado aqui y en la pagina 2, linea 11, Parte lll . . » 49

*Si usted usa el método de precio por unidad para los animales, o el método de precio de finca para valorar su inventario y la cantidad que aparece en la linea 47 es
mayor que la de la linea 46, reste la linea 46 de la linea 47 y anote el resultado en la linea 48. Después sume las lineas 43 y 48, y anote en la linea 49 el total obtenido.

Ganancia o pérdida de negocio (por cuenta propia)

Nombre del propietario

Numero de seguro social

000: 00:8222

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de
ustedes debe llenar y adjuntar una Parte IV por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Secciéon A—Ingresos

1 Totaldeingresos $ ............... Menos devoluciones y descuentos $ _____.......__] Balance __..._..._.... 4 1
2a Inventario al comenzar el afio . e e 2a
b Compras menos el costo de los articulos retirados del negocio para uso personal 2b
¢ Costo de mano de obra. No incluya ninguna cantidad pagada a usted mismo 2¢c
d Materiales y suministros. .. 2d
e Otros costos (junte una explicacion) . 2e
f Sumelaslineas dela2aala2e . 2f
g Inventario al final del afio 29
h Costo de mercancias vendidas. Reste la Imea 2g de Ia Ilnea 2f . 2h
3 Ganancia bruta. Reste la linea 2h de la linea 1. 3 7,000
4  Otros ingresos . .o 4
5 Ingreso bruto. Sume las lincas 3 y 4 Lo > 5 7,000
Seccion B—Gastos
6 Anuncios y publicidad . . . . 6 50 19 Reparaciones y manutencion 19
7 Deudas incobrables de ventas y servicios 7 20 Materiales (no incluidos en la Seccion A) 20 _00
8 Gastos de vehiculos de motor (junte a 1 825 21 Contribuciones y licencias 2
esta .pl.anilla la Forma 4562) . . 8 > 22 Gastos . d? viaje, comidas y %
9 Comisiones y cuotas. . . . . 9 entretenimiento:
10 Agotamiento . . 10 a Viajes 22a
11 Depreciacién, gastos y deducciones b Total de comidas
dq gcuerdq a Ila seccion 179 del y entretenimiento
Codigo (no incluida en la Seccion A). ¢ Anote la cantidad
(Junte a esta planilla la Forma 4562 si no deducible
esta obligado(a) a hacerlo.) 11 incluida en  Ia
12 Programas para el beneficio de los empleados linea 22
(excepto los incluidos en la linea 17) . 12 d Reste la linea 22¢ de la linea 22b 22d
13 Seguros (excepto de salud). 13 23  Senvicios publicos (agua, electricidad,
14 Intereses sobre deudas del negocio 14 gas, etc.) 23
15  Servicios legales y profesionales . 15 24  Sueldos no incluidos en Ia ||nea 2c 724
16 Gastos de oficina 16 25a Otros gastos (indique tipo de gasto
17 Planes de pensién y de participacion . y cantidad):
en las ganancias . L
18 Renta o alquiler: W ...................................
a Vehiculos, maquinaria y equipo 18a| .
b Otra propiedad comercial 18b b Total de los otros gastos, 25b
26 Total de gastos. Sume las lineas de la 6 a la 25b. » | 26 1,200
27 Ganancia (o pérdida) neta. Reste la linea 26 de la linea 5. Anote eI resultado aqw y en Ia Ilnea 2, de Ia Par‘ce Vv 27 5,800

Forma 1040-PR (2002)
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Forma 1040-PR (2002) Pagina 4

CIWCGRAY  Contribucion sobre el ingreso del trabajo por cuenta propia—Si recibié ingreso como empleado de una
iglesia, vea la pégina 2 antes de seguir.

Nombre del individuo que recibié ingreso del trabajo por cuenta propia Numero de seguro social del individuo con . .

ingreso del trabajo por cuenta propia » 000: 00 :8222

Aviso: Si radica una planilla de contribucién conjunta y tanto usted como su cényuge recibieron ingreso del trabajo por cuenta propia, cada uno de
ustedes debe llenar una Parte V por separado.

A Si usted es ministro, miembro de una orden religiosa o practicante de la Ciencia Cristiana y usted radicé la Forma 4361, pero obtuvo otras
ganancias netas ascendentes a $400 6 mas del trabajo por cuenta propia, marque este encasillado y continlie en la Parte V.. . . . |:|

1 Ganancia (o pérdida) neta procedente de un negocio agropecuario, la cantidad de la linea 36, Parte Ill, mas la parte
recibida por usted de una sociedad agropecuaria. Nota: No llene esta linea si usted usa el método opcional para
computar la ganancia neta de un negocio agropecuario. Vea la pagina?7 . . . . . . . . . . . . 1

2 Ganancia (o pérdida) neta procedente de un negocio no agropecuario, la cantidad de la linea 27, Parte IV, més la
parte recibida por usted de una sociedad no agropecuaria. Los eclesiasticos o0 miembros de una orden religiosa
deben ver la pagina 2 para las cantidades que tienen que informar en esta linea. Nota: No llene esta linea si usted

usa el método opcional para computar la ganancia neta de un negocio no agropecuario. Vea la pagina7 . . 2 5800
3 Combine las lineas1y2 . . . . . . e .o 3 3800
4a Sila linea 3 es mas de cero, multiplique la Ilnea 3 por eI 92 35% (9235) De otro modo anote la cantldad de la linea 3 4a 8356

b Si usted eligié uno (0 ambos) de los dos métodos opcionales, anote aqui el total de las lineas 2 y 4 de la Parte VI 4b

¢ Combine las lineas 4a y 4b. Si es menos de $400, usted no adeuda la contribucion federal sobre el trabajo por
cuenta propia. Excepcion: Si es menos de $400 y usted tenia ingreso como empleado de una iglesia o debe la

contribucion sobre propinas o seguro de vida grupal a término, anote -0- y continte . . . . . . . » 4c 5356
5a Anote su ingreso como empleado de una iglesia de la(s) Forma(s) 499 R-2/W-2 PR o W-2 5a
b Multiplique la linea 5a por el 92.35% (.9235). Si es menos de $100, anote -0-. . 5b
Ganancias netas del trabajo por cuenta propia. Sume las lineas4cy5b . . . . . . . . . . P 6 5356
7  Cantidad méxima de salarios e ingreso del trabajo por cuenta propia combinados sujeta a la contribucién al seguro social en 2002 7 : $84,900]00

8a Total de salarios y propinas sujetos a la contribucién al seguro social, segin aparecen
en la(s) Forma(s) 499 R-2W-2 PRoW-2 . . . . . . . . . . . . |®a

b Propinas que usted no informé a su patrono y que estan sujetas a la contribucion al

seguro social de la linea 9 de la Forma 4137. Vea la pagina 7 8b
¢ Sumelaslineas8ay8b. . . . . . . . . . . e e 8¢
9 Reste la linea 8c de la linea 7. Si es cero 0 menos, anote 0 aqui y también en Ia linea 10 y pase a la Ilnea 11 > 9 84,900
10  Multiplique por el 12.4% (.124) la cantidad que resulte menor entre lalinea6 6 lalinea® . . . . . . . 10 664
11 Multiplique por el 2.9% (.029) la cantidad de la linea 6. . . . . .. e e . 11 153
12 Contribucién sobre el trabajo por cuenta propia. Sume las lineas 10 yi1. Anotela aqui y en la linea 3 de la
Partel . . . . . . . . . . . L .12 819

GEIGCRY ] Métodos opcionales para computar la ganancia neta Vea la pagina 7 para las limitaciones.

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge eligen usar el método opcional para computar sus ganancias netas, cada
uno de ustedes debe llenar y adjuntar una Parte VI por separado.

Método opcional—Negocio agropecuario.
1 Ingreso maximo para los efectos de los métodos opcionales . . . . . . . . . . . . . . . 1 $1,600/00

2 Anote la menor de: dos tercios (%) del ingreso bruto del negocio agropecuario de la linea 11, Parte lll, més la parte
recibida por usted de una sociedad agropecuaria (pero no menos de cero), o $1,600. Incluya esta cantidad en la
linead4bdelaParteV,ariba . . . . . . . . . . . L L L Lo 2

Método opcional—Negocio no agropecuario.
3 Restelalinea2delalineat . . . . . . . . . . . . . . . . . .. ... 3

4  Anote la menor de: dos tercios (%) del ingreso bruto del negocio de la linea 5, Parte IV, mas la parte recibida por
usted de una sociedad no agropecuaria (pero no menos de cero), o la cantidad que aparece en la linea 3, arriba.
Incluya también esta cantidad en la linea 4b de la Parte V,arriba . . . . . . . . . . . . . . 4
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1 0 40_PR Planilla para la Declaracion de la Contribucion Federal sobre el OMB No. 1545-0090
Forma Trabajo por Cuenta Propia (Incluyendo el Crédito Tributario Adicional
por Hijos(as) para Residentes Bonafides de Puerto Rico) 2@02
Department of the Treasury Para el afio que comienza el primero de enero del 2002 y termina el 31 de diciembre del 2002, o cualquier otro
Internal Revenue Service afo contributivo comenzado el del 2002 y terminado el del 20
Nombre e inicial de su segundo nombre Apellido Su niimero de seguro social
Pablo Sultan 000:00:2918
Si es una planilla conjunta, nombre e inicial del conyuge Apellido Nimero de seguro social del cényuge
Maria Sultan OOO; 00 3726

Direccién actual (calle, nimero, niumero de apartamento o ruta rural)

Por favor, escriba a
magquinilla o con letra
de molde

Ciudad, pueblo u oficina postal y zona postal “ZIP”

Contribucién y créditos totales

1 Estado civil. Marque el encasillado para su estado civil. Vea la pagina 3 de las instrucciones.
O Soltero(a)
% Casado(a) que radica una planilla conjunta
O Casado(a) que radica una planilla por separado. Anote arriba el nimero de seguro social de su cényuge y su nombre

completo aqui. »

2 Hijos(as) calificados(as). Complete esta seccién unicamente si usted es un residente bonafide de Puerto Rico y reclama el crédito tributario
adicional por hijos(as). Vea la pagina 4 de las instrucciones.

(a) Nombre de pila Apellido(s) (b) Numero del seguro social del hijo(a) (c) Parentesco del hijo(a) con usted

3 Contribucion sobre el trabajo por cuenta propia de la linea 12 de la Parte V . 3 1187
4  Contribuciones por empleados domésticos. Adjunte el Anejo H-PR (Forma 1040-PR) 4
5 Contribuciones totales. Sume las lineas 3 y 4. ... e e e e e 5 1187
6 Pagos hechos mediante declaracion de contribucion estimada del afio 2002 - 6 600 /
7 Contribucién al seguro social retenida en exceso. Vea la pagina4 . . . . . 7
8  Crédito tributario adicional por hijos(as) de lalinea3 de la Parte Il . . . . . 8 1793
9 Pagos y créditos totales. Sume las lineas 6,7y8 . . . . e e e e e 9 _393
10 Silalinea 9 es mayor que la linea 5, anote aqui la cantidad pagada enexceso. . . . . . . . . b 10 1206
11 Cantidad de la linea 10 que desea que se le reintegre . . . A 1 1206
12  Cantidad de la linea 10 que desea que se le acredite a la contribucion estlmada de 2003 > | 12 | |
13 Silalinea 5 es mayor que la linea 9, anote aqui el monto no pagado de la contribucion. Vea la pagina1 . » 13
Tercero ¢ Desea permitir que otra persona discuta esta planilla con el IRS (vea las instrucciones)? . O si. Complete lo siguiente. [ No
Autorizado Nombre de esta Numero de Nimero de identificacion
persona » teléfono » ( ) personal (PIN) > |:|:|:|:|:|
Sirvase Declaro bajo las penalidades de perjurio que esta planilla, incluyendo los anexos y demas documentos que se acompafian, ha sido examinada por mi y que
firmar segun mi mejor conocimiento y creencia es cierta, correcta y completa. La declaracién del agente o preparador (que no es el contribuyente) esta basada en
aqui toda la informacién sobre la cual el agente o preparador tenia conocimiento.
¢ Declaracion
conjunta?
Vea la
pagina 4. Su firma Fecha Niumero del teléfono durante el dia
Conserve
una copia ( )
para su Firma del conyuge. Si radica conjuntamente, ambos cényuges deben firmar. Fecha
archivo.
) Fecha Marque aqui si el SSN o PTIN
Para uso del Flrremzrgglor } preparador trabaja
preparador prep por cuenta propia |
remunerado  Nombre del negocio (o del Numero de identificacion patronal
solamente preparador, si trabaja por cuenta
propia), direccién y zona postal Numero de teléfono ( )

Vea en la pagina 7 el Aviso sobre la Ley de Confidencialidad de Informacién y la Ley de Reduccion de Tramites.  Cat. No. 17182F  Forma 1040-PR (2002)

1040PR
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Comprehensive Problem

Forma 1040-PR (2002)
m Residentes bonafides de Puerto Rico que reclaman el Crédito Tributario Adicional por Hijos(as). (Vea la

Form 1040-PR, Page 2

Pagina 2

pagina 4 de las instrucciones.)

Ingresos recibidos de fuentes dentro de Puerto Rico . e e e e
Contribuciones al seguro social y al Medicare retenidas de su(s) Forma(s) 499 R-2/W-2 PR 6 W-2 (adjunte copia(s)
de dicha(s) forma(s)) e e e e e e e e

Crédito tributario adicional por hijos(as). Vea la hoja de computos en la pagina 5 de las instrucciones para la
cantidad que usted puede anotar aqui y en la linea 8 de la pagina 1

1 24075
1199
2
1793
3

Ganancia o pérdida de negocio agropecuario

Nombre del propietario

Numero de seguro social

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de

ustedes debe llenar y adjuntar una Parte Il por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Seccion A—Ingreso de negocio agropecuario—Método de contabilidad a base de efectivo—Complete las Secciones Ay B

(Si usted usa el método de contabilidad a base de lo devengado, complete las Secciones B y C, asi como la linea 11 de la Seccion A.)
No incluya la venta de animales usados para tiro, cria, entretenimiento o lecheria.

1 Venta de animales y otros articulos que usted compré para revender . . . . 1
2 Costo u otra base de los animales y otros articulos que usted informé en la linea 1 2
3 Reste lalinea 2 de la linea 1 e e e 3
4 \Ventas de animales, productos agricolas, granos y otros productos que usted cultivé . e e e 4
5a Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 5a | | | 5b Cantidad tributable Sb
6 Pagos recibidos del programa de agricultura e e e 6
7 Préstamos por crédito sobre productos informados bajo eleccion (o decomisado) 7
8 Ingreso de seguro de cosechas .o 8
9 Ingreso de servicios prestados con equipo agricola 9
10 Otros ingresos e e e e e e e e e e e e e 10
11 Ingreso bruto agropecuario. Sume las lineas de la columna derecha desde la 3 hasta la 10, ambas inclusive. Si
usted es un contribuyente que usa el método de contabilidad a base de lo devengado, anote la cantidad que
aparece en lalinea49delaSeccionC. . . . . . . . . . . . . . . . . ...

Seccion B—Gastos de negocio agropecuario—Métodos de contabilidad a base de efectivo y a base de lo devengado
No incluya gastos personales o de manutencion (tales como contribuciones, seguros, reparaciones, etc., de su casa), que no fueron para la produccion
de ingreso agropecuario. Antes de anotar los gastos, mas abajo, reste de éstos cualquier reembolso recibido por los mismos.

12 Gastos de automévil o de camidn 25 Planes de pensiéon y de
(junte a esta planilla la Forma 4562) 12 participacion en las ganancias . 25
13 Productos quimicos. . . . . 13 26 Renta o alquiler:
14 Gastos de conservacion. . . . 14 a Vehiculos, maquinaria y equipo. 26a
15  Servicios de equipo agricola . . 15 b Otro (tierra, animales, etc.) . 26b
16  Depreciacion, gastos y deducciones 27 Reparaciones y mantenimiento . 27
hecha,s _de acuerdo a la seccion 179 28 Compra de semillas y plantas . 28
del Cédigo Federal de Rentas Internas : 29
no reclamadas en otra parte de esta 29  Gastos de almacenaje
planilla (junte a esta planilla la Forma 30 Compra de materiales 30
4562 si esta obligado(a) a hacerlo) 16 31 Contribuciones. 31
17 Programas de beneficios para los . o .
empleados, excepto los incluidos en 32  Servicios publicos (agua, electricidad,
lalinea25. . . . .. 17 gas, etc.) 32
18 Compra de alimentos para animales 18 33 Honorarios pagados a veterinarios,
19 Fertilizantesycal . . . . . 19 cria y medicinas . 33
20 Fletesyacarreo . . . .o 20 34 Otros gastos (especifique):
21  Gasolina, combustible y aceite . . |21 Y 34a
22  Seguros (excepto de salud). . . 22 Y 34b
23 Intereses: C . 34c
a Sobre hipotecas (pagados a bancos, etc.) | 23a d L 34d
b Otros . . . . . . . . . 23b € L 34e
24 Manodeobra . . . . . . 24
35 Total de gastos. Sume las lineas dela12ala34e . . . . . e . € 35
36 Ganancia (o pérdida) neta de negocio agropecuario. Reste la linea 35 de la linea 11. Anote el resultado aqui y
en lalinea 1 de la Parte V . . L. 36
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Pagina 3

Seccion C—Ingreso de negocio agropecuario—Método de contabilidad a base de lo devengado
No incluya en las lineas de abajo la venta de animales usados para tiro, cria, entretenimiento o lecheria.

37
38a
39
40
41
42
43
44
45
46
47

48
49

Venta de animales, productos agricolas, granos y otros productos durante el afio e e 37
Total de distribuciones de cooperativas (Forma(s) 1099-PATR) | 38a | 38b Cantidad tributable | 38b
Pagos recibidos del programa de agricultura . . 39
Préstamos por crédito sobre productos informados bajo eleccion (o decomlsado) 40
Ingreso de servicios prestados con equipo agricola 4
Otros ingresos de negocio agropecuario (eSpecifique) ... ... ... . 42
Sume las lineas de la columna derecha desde la 37 hasta la 42, ambas inclusive 43
Inventario de animales, productos agricolas, granos y otros productos al comienzo del afio 44

Costo de animales, productos agricolas, granos y otros productos comprados durante el afio 45

Sume las lineas 44 y 45. .. 46 /
Inventario de animales, productos agrlcolas granos y otros productos al final del afio a7

Costo de animales, productos agricolas, granos y otros productos agricolas vendidos. Reste la linea 47 de la linea 46* 48
Ingreso bruto agropecuario. Reste la linea 48 de la linea 43. Anote el resultado aqui y en la pagina 2, linea 11, Parte lll . . » 49

*Si usted usa el método de precio por unidad para los animales, o el método de precio de finca para valorar su inventario y la cantidad que aparece en la linea 47 es
mayor que la de la linea 46, reste la linea 46 de la linea 47 y anote el resultado en la linea 48. Después sume las lineas 43 y 48, y anote en la linea 49 el total obtenido.

Ganancia o pérdida de negocio (por cuenta propia)

Nombre del propietario

Numero de seguro social

000:00:2918

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge tuvieron una ganancia o pérdida de un negocio agropecuario, cada uno de
ustedes debe llenar y adjuntar una Parte IV por separado. Vea, Planillas conjuntas, en la pagina 3 de las instrucciones.

Seccion A—Ingresos

1 Totaldeingresos $ ............... Menos devoluciones y descuentos $ _____.......__] Balance __..._..._.... 4 1
2a Inventario al comenzar el afio . e e e 2a
b Compras menos el costo de los articulos retirados del negocio para uso personal 2b
¢ Costo de mano de obra. No incluya ninguna cantidad pagada a usted mismo . . 2¢c
d Materiales y suministros. .. 2d
e Otros costos (junte una explicacion) . 2e
f Sumelaslineas dela2aala2e . 2f
g Inventario al final del afio 29
h Costo de mercancias vendidas. Reste la Ilnea 2g de Ia Ilnea 2f . 2h
3 Ganancia bruta. Reste la linea 2h de la linea 1. 3 10600
4  Oftros ingresos . .o 4
5 Ingreso bruto. Sume Ias Imeas 3 y 4 . > 5 10800
Seccion B—Gastos
6 Anuncios y publicidad 6 250 19 Reparaciones y manutencion 19
7 Deudas incobrables de ventas y servicios 7 20 Materiales (no incluidos en la Seccion A) 20 _50
8 Gastos de vehiculos de motor (junte a 21 Contribuciones y licencias 2
esta planilla la Forma 4562) 8 22 Gastos de viaje, comidas vy %
9 Comisiones y cuotas. 9 entretenimiento: %
10 Agotamiento . . 10 a Viajes 22a
11 Depreciacién, gastos y deducciones b Total de comidas
dq gcuerdq a IIa seccion 179 del y entretenimiento
Caodigo (no incluida en la Seccion A). ¢ Anote la cantidad
(Junte a esta planilla la Forma 4562 si no deducible
esta obligado(a) a hacerlo.) 11 incluida en  Ia
12 Programas para el beneficio de los empleados linea 22
(excepto los incluidos en la linea 17) . 12 d Reste la linea 22¢ de la linea 22b 22d
13 Seguros (excepto de salud). 13 23  Servicios publicos (agua, electricidad, 200
14 Intereses sobre deudas del negocio 14 gas, etc.) 23
15  Servicios legales y profesionales . 15 24  Sueldos no incluidos en Ia Ilnea 2c 724
16 Gastos de oficina 16 25a Otros gastos (indique tipo de gasto
17  Planes de pensién y de participacion . y cantidad):
en las ganancias . L L
18 Renta o alquiler: W ...................................
a Vehiculos, maquinaria y equipo 18a| .
b Otra propiedad comercial . 18b 1500 b Total de los otros gastos. 25b
26 Total de gastos. Sume las lineas de la 6 a la 25b. » | 26 2200
27 Ganancia (o pérdida) neta. Reste la linea 26 de la linea 5. Anote eI resultado aqw y en Ia Ilnea 2, de Ia Par‘ce Vv 27 8400

Forma 1040-PR (2002)
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Forma 1040-PR (2002) Pagina 4

CIRCGAY Contribucion sobre el ingreso del trabajo por cuenta propia—Si recibié ingreso como empleado de una
iglesia, vea la pagina 2 antes de seguir.

Nombre del individuo que recibié ingreso del trabajo por cuenta propia Numero de seguro social del individuo con . .

ingreso del trabajo por cuenta propia » 000: 00 2918

Aviso: Si radica una planilla de contribucion conjunta y tanto usted como su cényuge recibieron ingreso del trabajo por cuenta propia, cada uno de
ustedes debe llenar una Parte V por separado.

A Si usted es ministro, miembro de una orden religiosa o practicante de la Ciencia Cristiana y usted radicé la Forma 4361, pero obtuvo otras
ganancias netas ascendentes a $400 6 mas del trabajo por cuenta propia, marque este encasillado y continGie en la Parte V.. . . . » |:|

1 Ganancia (o pérdida) neta procedente de un negocio agropecuario, la cantidad de la linea 36, Parte Ill, mas la parte
recibida por usted de una sociedad agropecuaria. Nota: No llene esta linea si usted usa el método opcional para
computar la ganancia neta de un negocio agropecuario. Vea la pagina? . . . . . . . . . . . . 1

2 Ganancia (o pérdida) neta procedente de un negocio no agropecuario, la cantidad de la linea 27, Parte IV, més la
parte recibida por usted de una sociedad no agropecuaria. Los eclesiasticos 0 miembros de una orden religiosa
deben ver la pagina 2 para las cantidades que tienen que informar en esta linea. Nota: No llene esta linea si usted

usa el método opcional para computar la ganancia neta de un negocio no agropecuario. Vea la pagina7 . . 2 8400
3 Combine las lineas1y2 . . . . . e e e .o 3 8400
4a Silalinea 3 es mas de cero, multiplique la Ilnea 3 por eI 92 35% (9235) De otro modo, anote la cantldad de la linea 3 4a 7787

b Si usted eligié uno (0 ambos) de los dos métodos opcionales, anote aqui el total de las lineas 2 y 4 de la Parte VI 4b

¢ Combine las lineas 4a y 4b. Si es menos de $400, usted no adeuda la contribucién federal sobre el trabajo por
cuenta propia. Excepcion: Si es menos de $400 y usted tenia ingreso como empleado de una iglesia o debe la

contribucién sobre propinas o seguro de vida grupal a término, anote -0- y continte . . . . . . . » 4c 7787
5a Anote su ingreso como empleado de una iglesia de la(s) Forma(s) 499 R-2/W-2 PR o W-2 5a /
b Multiplique la linea 5a por el 92.35% (.9235). Si es menos de $100, anote -0~ . 5b
6 Ganancias netas del trabajo por cuenta propia. Sume las lineas4cy5b . . . . . . . . . . P> 6 7787
7  Cantidad maxima de salarios e ingreso del trabajo por cuenta propia combinados sujeta a la contribucién al seguro social en 2002 7 7 $84,900/00
8a Total de salarios y propinas sujetos a la contribucion al seguro social, seglin aparecen
en la(s) Forma(s) 499 R-2W-2 PRoW-2 . . . . . . . . . . . . | ®8a
b Propinas que usted no informo a su patrono y que estan sujetas a la contribucion al
seguro social de la linea 9 de la Forma 4137. Vea la pagina7 . . . . . . 8b Zi
c Sumelaslineas8ay8b. . . . . . . . . . Lo e e 8¢
9 Reste la linea 8c de la linea 7. Si es cero 0 menos, anote O aqui y también en Ia linea 10 y pase a la Ilnea 11 > 9 84,900
10  Multiplique por el 12.4% (.124) la cantidad que resulte menor entre lalinea6 6 lalinea® . . . . . . . 10 962
11 Multiplique por el 2.9% (.029) la cantidad de la linea 6. . . . . - e . 11 225
12 Contribucion sobre el trabajo por cuenta propia. Sume las lineas 10 yi1. Anotela aqui y en la linea 3 de la
Partel . . . . . . . . . 0L 12 1187

LECRY  Métodos opcionales para computar la ganancia neta Vea la pagina 7 para las limitaciones.

Aviso: Si usted radica una planilla conjunta y tanto usted como su cényuge eligen usar el método opcional para computar sus ganancias netas, cada
uno de ustedes debe llenar y adjuntar una Parte VI por separado.

Método opcional—Negocio agropecuario.

1 Ingreso maximo para los efectos de los métodos opcionales . . . . . . . . . . . . . . . 1 $1,600/00

2 Anote la menor de: dos tercios (%) del ingreso bruto del negocio agropecuario de la linea 11, Parte Ill, més la parte
recibida por usted de una sociedad agropecuaria (pero no menos de cero), o $1,600. Incluya esta cantidad en la
lineadbdelaParteV,arriba . . . . . . . . . . . L L L Lo 2

Método opcional—Negocio no agropecuario.
3 Restelalinea2delalineat1 . . . . . . . . . . . . . . . L. 0 o ... 3

4 Anote la menor de: dos tercios (%) del ingreso bruto del negocio de la linea 5, Parte IV, mas la parte recibida por
usted de una sociedad no agropecuaria (pero no menos de cero), o la cantidad que aparece en la linea 3, arriba.
Incluya también esta cantidad en la linea 4b de la Parte V,arriba . . . . . . . . . . . . . . 4
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Female, Age Now: 31
Black eyes, Black hair

Missing From: Eagle Butte, SD on 09/18/1984
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