Guide to Income Averaging Using IRS Forms
Average From 1040-May require current documentation to verify

Wages, salaries, tips, etc.  
Taxable and tax exempt interest (add together)
Ordinary dividends (but NOT qualified dividends as they are included in ordinary dividends)
Alimony received
Business income (Schedule C or C-EZ)

Short Term Capital gain(s) but NOT “other gains”.
Rental real estate, royalties, partnerships, S corporations, trusts, etc (DO NOT USE FOR

S CORP OR PARTNERSHIP--REQUEST K-1) – see Schedule E
Farm income – see Schedule F
Unemployment compensation
Social security benefits
Other income (NET gambling/lottery, sweepstakes, cash prizes, awards-see Schedule A for losses)* 
*Effective 7/1/06, do not count winnings if received more than 30 days prior to application.
Schedule C and Schedule F


Line 31 Schedule C, or line 36 Schedule F, but do not deduct depreciation, amortization or business use of the home. Allow the deduction for Business Use of the Home when Form 8829 shows that the percentage of the home used for business is greater than 50%.  NOTE: If line 28 of the Form 8829 shows an amount for depreciation of the home, deduct that amount from line 34 for the total allowable business use of the home deduction.  When line 27 “Other expenses” of Schedule C is used, check page 2 for amortization expense.
Schedule E rental real estate, etc
Line 22 but do not allow depreciation (line 20)

Average from K-1, IRS form 1120S – changed effective tax year 2004
Property distributions or “D” only (line 16)

Check for wage information for shareholder(s).  Request pay stubs
Average from K-1, IRS form 1065, Partnerships-changed effective tax year 2004

Withdrawals & distributions (item N)




OR



Distributions of money (line 19)





AND




Guaranteed payments to partners (line 4)

K-1 from IRS form 1041, Return for Estates and Trusts – no change effective tax year 2004
K-1 is limited to a one page document.  If reviewing, please request assistance about income.

IRS form 1120-C Corporation
Shareholders in C corporations receive wages and/or dividends - they do not receive a K-1.

LLC or LLP
(Limited Liability Corporation or Partnership) 





Schedule E marked partnership or corporation and may or may not have K-1.  If no K-1, income is transferred to the 1040 as interest or dividends.  

NOTE--Subtract ½ self employment tax from total self employed income whether source is sole proprietorship, partnership or S corporation.

NOTE:  LINE-BY-LINE NUMBERS MAY CHANGE FROM YEAR TO YEAR 1040s (and schedules) and differ from 1040EZ to 1040A to 1040 long form.
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