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For the year Jan. 1 - Dec. 31, 2007, or other tax year:

FORM

ONR AIabama

2007 [N

Individual Income Tax Return

NONRESIDENTS ONLY

Your social security number

Your first name
[

Spouse’s first name

Print

Ending: @

Spouse’s SSN if joint return

Reset
Beginning:
[ ]
Initial - Last name
Initial - Last name

Present home address (number and street or P.O. Box number)

City, town or post office

State

ZIP code

-This form has been enhanced to complete all calculations and to compute the
amount of tax due. Just key in your data prior to printing the form. If you
choose to use the fill-in option, PLEASE DO NOT HANDWRITE ANY OTHER

DATA ON THE FORM

OTHER THAN YOUR SIGNATURE.

-It has also been enhanced to print a two dimensional (2D) barcode. The
PRINT FORM button MUST be used to generate the (2D) barcode which
contains data entered on the form. The use of a 2D barcode vastly improves
processing of your return and reduces the costs associated with processing

your return.

USE BLACK INK TO COMPLETE RETURN

Filing Status/ 1

e [ $1,500 Single

3 @ [_] $1,500 Married filing separate. Complete Spouse SSN

Exemption
emptions ® ] $3,000 Married filing joint 4 @ [_] $3,000 Head of Family (with qualifying person).
5  Wages, salaries, tips, etc. (list each employer and address separately). A B c
(Include spouse's income if married filing joint.) Ala.Tax Withheld All Sources Alabama Income
a ° 00 00 | 5a 00
b ° 00 00| s5b 00
c ° 00 00 00
Income . : x
and 6  Otherincome (from page 2, Part/, line 9)........................ 6 |® 00| 6 00
Adiustments 7 Total income. Add amounts in column B then add amounts in column C, lines 5a-cand6........ 7 |® 00 00
J 8  Adjustments to income (from page 2, Part Il, line 5) .............. 8 |@ 00| 8 00
9 Adjusted total income. Subtractline 8 fromline 7...........c.coevviiiiiiiiiiiiin, 9 |e 00| 9 00
10  Alabama percentage of adjusted total income. Divide line 9, column C, bi line 9, column B inotover 100%). ..o, 10 %
11 Other Adjustments (from page 2, Partlll, ling 5).................... Go To Page 2 Part Il _JIEFIIY 00| 11 00
12 Adjusted Gross Income. Subtract line 11fromline 9...............cocovviiiiiiiiiiin., 12 | 00| 12 00
Deductions 13 Check appropriate box. If you itemize, enter amount from Schedule A, line 29. Box a or b MUST be checked
You Must Attach a ° ltemized DeductionsISSIR® Standard Deduction ................ 13 |@ 00
%‘r’a'f—}:eo ?r%%ifo 14 Federal Income Tax deduction (from page 2, Part IV, line 7)...... 14 |@ 00
Form 1040A, Form’ 15 Personal exemption (multiply line 1, 2, 3, or 4 by percentage online 10).......................... 15 |@ 00
1040NR it claiminga | 16 Dependent exemption (from page 2, Part V, line 4)................ 0 To Page 2 Par 16 |@ 00
deductiononine 14. } 17 Total deductions. Add lines 13, 14, 15, N0 16...........................oiiiii it 17 00
18  Taxable income. Subtract line 17 from line 12, COIUMN C.......uveint i 18 00
Tax 19a Tax due. Enter amount from tax table or check if from ® [_] Form NOL-85A.................... 19a |@ 00
b Less credits from Schedule OCISICI®I®Y .. ...t 19b (@ 00
20  Net tax due Alabama. SUBHract 19D frOm 198, ... .uuiut it 20 00
21 Alabama Income Tax withheld (from column A, lines 5a-C) ...............cococviiiiiiinnn. 21 |@ 00
22 Amount paid with extension (attach FOrm 4868A) ............c.oiriii i 22 (@ 00
Payments P on o
23 2007 estimated/composite tax payments (See page 10 of instructions). ...................cc...... 23 |@ 00
24 Total payments. Add NS 21 throUGN 23..... ...\ uuuie e 24 00
25 Ifline 20 is larger than line 24, subtract line 24 from line 20, and enter AMOUNT YOU OWE.
AMOUNT . . N 2% |@ 00
YOU OWE Place payment, along with Form 40V, loose in the mailing envelope. (FORM 40V MUST ACCOMPANY PAYMENT.)
26  Estimated tax penalty. Also include on line 25 (see instructions page 10)...................o..... | 26 |0 | 00
27  Ifline 24 is larger than line 20, subtract line 20 from line 24 and enter amount OVERPAID ..., 27 |0 ‘ 00
OVERPAID . . .
28  Amount of line 27 to be applied to your 2008 estimated taX.............................c.o.o..... | 28 |0 | 00
REFUND 29 REFUNDED TO YOU. Subtract line 28 from line 27. (You must sign this return before your refund can be processed.).............. 29 e | 00
° D | authorize a representative of the Department of Revenue to discuss my return and attachments with my preparer.
Slgn Here Under penalties of perjury, | declare that | have examined this return and accompanying schedules and statements, and to the best of my knowledge and belief, they
In Black Ink are true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.
Keep 2 copy } Your signature Date Daytime telephone number | Your occupation
of this return ( )
for your records. } Spouse’s signature (if joint return, BOTH must sign) Date Daytime telephone number | Spouse’s occupation
( )
. Date Check if Preparer's SSN or PTIN
Eald , } SPIEJen%ehrJergs self-employed Llle <«
reparer's
Usep0nl } Elgglfsengg?gyg)yours Daytime telephone no. ( ) E.I. No.
y and address ZIP Code
» MAIL FORM 40NR TO: Alabama Department of Revenue, P.O. Box 327469, Montgomery, AL 36132-7469 ADOR
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Form 40NR (2007) Page 2
PART | B — All Sources C — Alabama Sources
1 Interest and dividend income (attach Schedule B if over $1500.00) ........... 1|e 00 1@ | 00
2 AlIMONY FECEIVEA. . . . vt 2 |e® 00
3 Taxable portion of pensions and annuities (see instructions) ......................oo.n. 3|e 00
4 Business income or (loss) (attach Federal Schedule C). .............ccoovviiii 4 |e 00 4 |@ 00
Other 5 Gain or (loss) from sale of Real Estate, Stocks, Bonds, etc. (attach Schedule Dm 5|e 00 | 5|e 00
Income 6 Rents, Royalties, Partnerships, Estates, Trusts, etc. (attach Schedule E) .. ... .. Sch E 6 |® 00 6 |® 00
(See page 11) 7  Farmincome or (loss) (attach Federal Schedule F) ...............cccoviiiiiiiiiiinn. 7@ 00 7@ 00
8  Other income (state nature and source)
8 |® 00 | 8 |e 00

9  Total other income. Add lines 1 through 8, column B, and lines 1, 4 through 8, column C.
Enter here and also on page 1, line6.................. 9 |e 00 9 e 00

PART Il 1 IRA deduction, Keogh retirement plan, and self-employed SEP deduction ............... 1| 00 | 1|e 00
2 Penalty on early withdrawal of SaVINgS . ... ... .o.vevieie i 2 |e 00
Adjustments 3 Moving Expenses (Attach Federal Form 3903) ...,
to income Place of new employment: City 3|e 00 | 3 |e 00
(See page 12) 4 Self-employed health insurance deduction 4 |e 00 | 4 |e 00
5  Add lines 1 through 4. Enter here and also on page 1, line 8, columns 5|e 00 | 5]e 00
PART Il 1 AMONY PAID ... 1|e 00
2 AOPHON EXPENSES. . ..o\ eveteeeee ettt e 2 |o 00
Other 3 Add lines 1 and 2, enter here and on page 1, line 11, columnB......................... 3 |e 00
Adjustments 4 Enterpercentage frompage 1,line 10 ........ ... 4 |e %
5 Multiply line 3 by line 4. Enter here and also page 1, line 11, column @ Go To Page 1 IS 00

P ART |V If you are filing separately on your Alabama return and jointly on your Federal return,
. . - B — All Sources C — Alabama Sources
complete all lines below. Otherwise, omit lines 1 through 4. IRIOERES QIR0

1 Adjusted total income (from page 1, line 9, columns Band C) .......................... 1|e 00 1|e | 00
2 Spouse's federal adjusted gross iNCOME. . . ... .voueeeit e 2 (e 00
Federal 3 Addlines 1and2, ColUMN B ... ....oieii it 3@ 00
Income Tax 4 Divide line 1, column C, by line 3, column B. Enter percentage here and online 6 .................ovveeeeeeeeeeeeeenns. 4 |@ %
Deduction 5  Enter Federal Income Tax Liability as Shown on your 2007 retUmM. ... .......ounee ittt ettt 5@ | 00
(See page 13) 6 If you completed lines 1 through 4 above, enter percentage from line 4. Otherwise, enter percentage from page 1, line 10....... 6 |® %
7  Federal Income Tax deduction allowable.
Multiply the amount on line 5 by percentage on line 6. Enter here and on page 1, line 14 ... . . | 7 |e 00
P ART V See instructions for definition of a dependent. NOTE: If you checked filing status 3 (Married filing separate return), you may claim only the
dependent(s) for whom you separately furnished over 50% of the total support.
. . 4) Did you provide
18 Daments L N o hel B
Dependents °
°
Do not include °
yourself or
your spouse b Total number of dependents ClAIME @DOVE . . ... ..o e e et et L
2 Multiply the total number of dependents claimed on line 1b by the amount from the dependent chart on page 9 of instructions. .. | 2 |® I 00
(See page 13) 3 Enter percentage from page 1, N8 10 ... ... . e et e 3 |e %
4  Dependent exemption allowable. Multiply the amount on line 2 by the percentage on line 3.
Enter here and onpage 1,1ine 16....... ... _ 4 e 00

PART V| 1 Name of state of which you were a legal resident in 2007
2 Did you file a return with that state for 2007? [JYes [INo If no, state reason why:

3 lf married, did your spouse receive a separate income for 20077 [Jves [INo If yes, is your spouse filing a separate Alabama return? [dves [INo
General If yes, enter name here.
Information 4 Did you file an Alabama return for 20067 [ IYes [INo Ifno, state reason why:

Give name and address of your present employer(s). Yours:

All Taxpayers Your Spouse’s:
Must Complete Enter the Adjusted Gross Income reported on your 2007 Federal Individual Income Tax Return......................... ... | 6 | o | 00
This Section 7  lfyou are a shareholder or partner in an Alabama S Corporation or Partnership which filed the Alabama Form PTE-C,
complete the following information:
S Corporation’s/Partnership’s name FEIN
Amount of payment made by the S Corporation or Partnership on your behalf on the PTE-C Composite Return ............... | 7 | ° | 00
Also, on line 23, page 1, enter this amount and write on the dotted line “PTE-C Composite Payment.”

(=2}

(See page 13)

ADOR



I ABDSE IREMMIMERIN g ogtie o vomized Deducions 2007

(FORM 40NR)
(Schedules B, D, and E are on back)

ATTACH TO FORM 40NR — SEE INSTRUCTIONS FOR SCHEDULE A

Name(s) as shown on Form 40NR Your social security number
The itemized deductions you may claim for the year 2007 are similar to the itemized deductions claimed on your Federal return; however, the amounts may differ. Please see
instructions before completing this schedule.
CAUTION: Do not include expenses reimbursed or paid by others.
Medical and 1 Medical and dental @XPenSes. . . . ... ... o o'ttt 1 00
Dental Expenses 2  Enter amount from Form 40NR, line 12, col. B. | 2 | 00
(See page 15) 3 Multiply the amount on line 2 by 4% (.04). Enter theresult. ...................... 3 00
4 Subtract line 3 from line 1. Enter the result. If zero or less, enter —0—. . ... ..o ottt 41|® 00
5 Real @SIate taXES. . .. ..ot 5 00
6 FICA Tax (Social Security and Medicare) and Federal Self-Employment Tax.. .. .. ... 6 00
Taxes You Paid 7 Railroad Retirement. (Tier 10Nly) . ... ...t 7 00
(See page 16) 8 Other taxes. (List - include personal property taxes.)
8 00
9 Add the amounts on lines 5 through 8. Enter the total REre. . .. . ... e 9 |® 00
10a Home mortgage interest and points reported to you on Federal Form 1098. ......... 10a 00
Interest You Paid b Home mortgage interest not reported to you on Federal Form 1098. (If paid
(See page 17) to an individual, show that person’s name and address.) »
NOTE: Personal 10b 00
zlézﬁst}binm 11 Points not reported to you on FOrm 1098.. . . ... ..ot 1 00
’ 12 Investment interest. (Attach Form 4952A). ... ..... 12 00
13 Add the amounts on lines 10a through 12. Enter the total Rere. . . . ...t 13 |® 00
CAUTION: If you made a charitable contribution and received a benefit in return,
see page 17.
Gifts to Charity 14 Contributions by cash or check.................ooiiiii 14 00
(See page 17) 15 Other than cash or check. (You MUST attach Federal Form 8283 if over $500.) 15 00
16 Carryover fom Prior YEAI. . . ...t 16 00
17 Add the amounts on lines 14 through 16. Enter the total NEre. . . ... ........ouuue e 17 |® 00
Qualified CAUTION: Do not include medical insurance premiums.
LoNG-TerM Care 18 Enter AMOUNL .. ..o oo e 18 |® 00
Miscellaneous 19 List type and amount. (See instructions.) »
Deductions
(See page 18)
19 |® 00
Proration of 20 Total itemized deductions to be prorated. (Add lines 4,9, 13,17, 18,and 19.). .. ...t 20 |® 00
Above Amounts 21 Enter percentage (%) from Form 40NR, page 1, N8 10 - ...\ v e oo 21 |® %
(See page 18) 22 Multiply line 20 by the percentage On N 21.. . . ...t e e e 2 |® 00
Alabama 23a Enter the amount from Federal Form 4684, line 16, attach copy. (See page 18.).. .. .. 23a 00
Casualty and b Enter 10% of your Adjusted Gross Income. (Form 40NR, line 12, column C). ........ 23b 00
Theft Losses ¢ Subtract line 23b from line 23a. If Zero or less, BNter —0—. . . . .. .o\t ...|2%c|® 00
24 Unreimbursed employee expenses — job travel, union dues, job education, etc.
Alabama . . .
Job Related (You MUST attach Federal Form 2106 if required. See instructions.)
Expenses > % 00
(See page 18) 25 Other expenses (investment, tax preparation, safe deposit box, etc.). List type
and amount. » 25 00
You may ONLY 26 Add the amounts on lines 24 and 25. Enter the total here. . ...................... 26 00
g:g;ff;ggi:fﬁ;our 27 Multiply the amount on Form 40NR, line 12, column C by 2% (.02).
Alabama income. Enter the reSUILREE. . . ...\ttt 27 00
28  Subtract line 27 from line 26. Enter the result. If zero or 1S, enter —0—.. . . ... ...ttt et 28 |® 00
Total ltemized 29  Add the amounts on lines 22, 23c, and 28. Enter the total here. Then
Deductions enter on Form 40NR, page 1, N8 13 . .. ..o 29 |® 00

ADOR Schedule A (Form 40NR) 2007
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(Form 40NR) 2007 Page 2

Name(s) as shown on Form 40NR (Do not enter name and social security number if shown on other side) ’ Reset Schedule B Your social security number

Schedule B — Interest and Dividend Income

B C
Adjusted Gross Adjusted Gross

1 Total Income from Interest and Dividends before any exclusions . ......................... > 1 00 Income from Income Earned
2 Listall interest received from obligations of the Federal Government, State of Alabama, and All Sources in Alabama

political subdivisions of Alabama.

a 2a 00

b 2b 00

c 2c 00

d 2d 00
3 Total. Add amounts on lines 2a, b, ¢, and d. . ... > | 3 00
4 TOTAL TAXABLE INCOME FROM INTEREST AND DIVIDENDS. Subtract line 3 from line 1.

Enter here and also on Form 40NR, line 1, Part |, page 2, coumnB&C................... Go To Page 2 > |4 |® 00 |® 00
Schedule D — Profit From Sale of Real Estate, Stocks, Bonds, etc. -

B
1 Enter total gain or (loss), before any Federal exclusion, from the sale of all assets which is not taxable to the State of Alabama 1 00
2 ltemize all other transactions which are taxable to Alabama in columns a through f below.
a b c d - e f
KindofPopery & Lot | oy | Alowais | oo | Seter
Acquisition

3 Totals. ..
4 Net profit or (loss) (total of columns ¢ and d less total of columns e and f).. ... 4 00 00
5 TOTAL GAIN OR (LOSS) FROM SALE OF REAL ESTATE, STOCKS, BONDS, ETC. Add the amounts on lines 1 and 4.

Enter here and on Form 40NR, line 5, Part |, page 2, columns B&C. .................... Go To Page 2 > | 5 00 00

Schedule E — Income From Rents, Royalties, Partnerships, Estates, Trusts, and S Corporations

PART | — Rent and Royalty Income or (Loss) | Reset Schedule E B c
1 Enter total income or (loss) from all rents and royalties which is not taxable to Alabama. . . 1 00

2 Itemize below all rent and royalty income which is taxable to Alabama.

a b Amount © Depreciation d Repairs € Other
Kind of Property & Location of Rent or Depletion (attach itemized | Expenses (attach
or Royalty (attach schedule) list) Itemized list)

3 Totals (columns 2b-2e).. ...

4 Net profit or (loss) (column b less sum of colUMNS 2C tIOUGN 2€).. . . . ...t e ettt 4 00 00
5 TOTAL INCOME FROM RENTS AND ROYALTIES. Add the amounts on lines 1 and 4.
Enter the totals here and include in liNe 8 DEIOW. . . . . .. ... .o > | 5 00 00

PART Il — Income or (Loss) from Partnerships, S Corporations, Estates, or Trusts
6 Listincome received from partnerships, estates, trusts, and S corporations in 2007. Income from these sources not taxable to

Alabama should be listed in column B only. This type income earned S o
from Alabama sources should be listed in both columns B and C. '%,% %o, %’bo, | dentﬁigﬁon
A
Name and Address Check One ’0‘% %, T, Number
6a 00 00
6b 00 00
6c 00 00

7 TOTAL INCOME OR (LOSS) FROM PARTNERSHIPS, S CORPORATIONS, ESTATES, AND TRUSTS.
Add the amounts on lines 6a, b, and c. Enter the totals here and include in line 8 below. ..............ccooviviiiiiii.... » | 7 00 00

PART Il — Summary

8 TOTAL INCOME OR (LOSS). Combine the amounts on lines 5 and 7, columns B and C.
Enter here and on Form 40NR, line 6, Part |, page 2, columns Band C.................... Go To Page 2 » | 8 00 00
ADOR Schedules B, D & E (Form 40NR) 2007
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SCHEDULE ALABAMA DEPARTMENT OF REVENUE
OC Other Available Credits 2007
(FORM 40 OR 40NR) ATTACHTO FORM 40 OR 40NR

Name(s) as shown on Form 40 or 40NR Your social security number
o | Reset Schedule OC

PART A — Credit For Taxes Paid To Other States
NOTE: CR Credits are NOT allowable for Nonresidents

1 CREDIT ALLOWABLE. Enter the amount from Schedule CR, IN€ 5. ... .ottt e 1 |e

PART B - Basic Skills Education Credit

Attach this schedule to your Alabama return along with a copy of your approved certification notice issued by the Alabama
Department of Education. Enter your assigned Department of Education Certification Number

1 Name of employer/firm sponsoring the education program
2 Name of approved provider Location .
3 Were all participants for whom you are claiming a tax credit continuously employed by you for at least 16 weeks? [ ]Yes [ ]No
4 If the answer to line 3 is yes, did employee(s) work at least 24 hours each week? [ ]Yes [ |No
5 Ifthe answer to lines 3 and 4 above is yes, enter the total expenses available for credit
(SEEINSHUCHIONS) . . . o e e e e 5
6 Total maximum credit available. Multiply line 5 by 20% (.20). . ........ccoveiii 6
7 Tax due Alabama from Form 40, page 1, line 17, or Form 40NR, page 1,line19a ............. 7
8 CREDIT ALLOWABLE. Enter the amount from line 6 or 7, whicheverissmaller ............ ... 8 |e@

PART C - Rural Physician Credit
1 Name of hospital and community where you live and provide medical services

2 Tax due Alabama from Form 40, page 1, line 17, or Form 40NR, page 1, line19a.............. 2

3 Maximum Rural Physician Credit. . .............cooiii e 3 $5,000 | 00

4 CREDIT ALLOWABLE. Enter the amount from line 2 or 3, whicheverissmaller ........ ...t 4 |e |
PART D - Coal Credit

1 CREDIT ALLOWABLE. . . ... . e 1 |e |
PART E - Alabama Enterprise Zone Act Credit

1 Enter amount from Schedule EZK1, Part Il, page 2, line 13, or Schedule EZ, Part IV, page 2,line 13 ...t 1 |e |

PART F — Capital Credit
You must attach Form K-RCC to your Alabama return.

1 Enter your Project Number assigned by the Alabama Department of Revenue ................ [ 1 ]e
2 Name of project entity entitled to the Capital Credit
3 Enter tax due from Form 40, page 1, line 17, or Form 40NR, page 1,line19a ................. | 3]
4 Less credits:

a. CR Credit. Enter amount from Schedule OC, PartA,line1 ...t 4a

b. Basic Skills Education Credit. Enter amount from Schedule OC, Part B, line8 ........... 4b

¢. Rural Physician Credit. Enter amount from Schedule OC, Part C, line4.................. 4c

d. Coal Credit. Enter amount from Schedule OC, Part D, line1............................ 4d

e. Enterprise Zone Act Credit. Enter amount from Schedule OC, PartE, line 1.............. de |@
5 Total all credits other than Capital Credit. Add 4a, 4b, 4c, 4d,and4e ........................ 5
6 Tax due before Capital Credit. If line 3 is larger than line 5, subtract line 5 from line 3, and enter

the difference on line 6. If line 3 is smaller than line 5, enter zeroonline6.................... 6
7 Enter Capital Credit available from Schedule K-RCC, line 7..............cocoiiii ... 7
8 CAPITAL CREDIT ALLOWABLE. Enter the I8SSer 0f INe B 0r 7 .. ... it e 8 |o

PART G — Summary

1 TOTAL CREDITS ALLOWABLE. Add Part A, line 1, Part B, line 8, Part C, line 4, Part D, line 1,
Part E, line 1 and Part F, line 8. Enter the total here and on Form 40, page 1, line 18 for residents or
Form 40NR, page 1, line 19b for nonresidents, and check the appropriate box(es). ................. 1 |e

ADOR Schedule OC 2007




FORM

™ 4952A

ATTACH TO YOUR TAX RETURN

ALABAMA DEPARTMENT OF REVENUE
Investment Interest
Expense Deduction

2007

Name(s) as shown on your return

Identifying number

Typeofreturn.............. L] individual ............. [ Estate ............... L1 Trust _
1 Interest expense on investment debts paid or accrued in 2007. See iNStruCtions. .. ... ...ttt 1

2 Disallowed investment interest expense from 2006 Form 4952A, lNe 5. . ... ..o 2

3 Total investment interest expense. Add lines 1 and 2. . ... ..o oo o 3

4 Netinvestment inCOMe. SE6 INSIUCONS. . ... ...\ttt et 4

5 Disallowed investment interest expense to be carried forward to 2008. Subtract line 4 from line 3. If zero or less, enter —0-. . . . . .. 5

6 Investment interest expense deduction. Enter the smaller of line 3 or line 4. See instructions. . . . .. > 6

GENERAL INSTRUCTIONS LINE 4- NET INVESTMENT INCOME

PURPOSE OF FORM Net investment income is the excess, if any, of investment income over invest-

Interest expense paid by an individual, estate, or a trust on a loan that is alloca-
ble to property held for investment (defined below), may not be fully deductible in the
current year. Form 4952A is used to figure the amount of investment interest ex-
pense deductible for the current year and the amount, if any, to carry forward to fu-
ture years.

For more details, refer to Federal Publication 550, Investment Income and Ex-
penses.

CAUTION: The investment interest deduction for Alabama is computed as if
the federal passive income limitation did not exist. Net capital gain from the
disposition of investment property is included in investment income for Ala-
bama purposes.

WHO MUST FILE

If you are an individual, estate, or a trust, and you claim a deduction for invest-
ment interest expense, you must complete and attach Form 4952A to your tax re-
turn unless all of the following apply:
* Your only investment income was from interest or dividends;
+ You have no other deductible expenses connected with the production of interest

or dividends,

+ Your investment interest expense is not more than your investment income; and
* You have no carryovers of investment interest expense from 2006.
ALLOCATION OF INTEREST EXPENSE UNDER TEMPORARY FEDERAL REG-
ULATIONS SECTION 1.163-8T

If you paid or accrued interest on a loan and you used the proceeds of the loan
for more than one purpose, you may have to allocate the interest paid. This is nec-
essary because of the different rules that apply to investment interest, personal in-
terest, trade or business interest, and home mortgage interest. See Federal
Publication 550, Investment Income and Expenses.

SPECIFIC INSTRUCTIONS
LINE 1~ INVESTMENT INTEREST EXPENSE

Enter the investment interest paid or accrued during the tax year, regardless of
when the indebtedness was incurred. Include interest paid or accrued on a loan (or
part of a loan) that is allocable to property held for investment.

Be sure to include investment interest expense reported to you on Schedule K-
1 from a partnership or an S corporation. Include amortization of bond premium on
taxable bonds purchased after October 22, 1986, but before January 1, 1988, un-
less you elected to offset amortizable bond premium against the interest payments
on the bond. A taxable bond is a bond on which the interest is includible in gross in-
come.

Investment interest expense does not include the following:

+ Home mortgage interest;
+ Any interest expense that is capitalized, such as construction interest subject to
Federal Section 263A.

ment expenses. Include investment income and expenses reported to you on Sched-
ule K-1 from a partnership or an S corporation. Also include net investment income
from an estate or a trust.
INVESTMENT INCOME

Investment income includes income (not derived in the ordinary course of a trade
or business) from interest, dividends (reduced by qualified dividends per federal in-
structions), annuities, royalties, and net gain from the disposition of property held for
investment (including capital gain distributions from mutual funds).

PROPERTY HELD FOR INVESTMENT

Property held for investment includes property that produces investment income.
Property held for investment also includes an interest in an activity of conducting a
trade or business in which you did not materially participate.

INVESTMENT EXPENSES

Investment expenses are your allowed deductions, other than interest expense,
directly connected with the production of investment income. For example, depreci-
ation or depletion allowed on assets that produce investment income is an invest-
ment expense.

If you have investment expenses that are included as a miscellaneous itemized
deduction on line 20 of Schedule A (Form 40), or line 25 of Schedule A (Form 40NR),
you may not have to use all of the amount for purposes of line 4 of Form 4952A. The
2% adjusted gross income limitation on Schedule A may reduce the amount.

To figure the amount to use, compare the amount of the investment expenses in-
cluded on line 20 of Schedule A (Form 40) with the total miscellaneous expenses on
line 23 of Schedule A. If you filed Schedule A (Form 40NR), compare the amount on
line 25 with the amount on line 28. The smaller of the investment expenses included
on line 20 (or line 25) or the total of line 23 (or line 28) is the amount to use to figure
the investment expenses from Schedule A for line 4.

Example. Assume line 20 of Schedule A (Form 40) includes investment expenses
of $3,000, and line 23 is $1,300 after the 2% adjusted gross income limitation. In-
vestment expenses of $1,300 are used to figure the amount of investment expense
for line 4. If investment expenses of $800 were included on line 20 and line 23 was
$1,300, investment expenses of $800 would be used.

If you have investment expenses reported on a form or schedule other than
Schedule A, include those expenses when figuring investment expenses for line 4.
LINE 6~ INVESTMENT INTEREST EXPENSE DEDUCTION

This is the amount you may deduct as investment interest expense.
INDIVIDUALS

Enter the amount from line 6 on line 12 of Schedule A (Form 40 or 40NR), even
if all or part of it is attributable to a partnership or an S corporation. However, if any
portion of this amount is attributable to royalties, enter that portion of the interest ex-
pense on Schedule E (Form 40 or 40NR).

ESTATES AND TRUSTS
Enter the amount from line 6 on line 1, Part lll, of Form 41.
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