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Like interest income, dividend income are also reported on Schedule B if they reach a threshold of $1,500, and reported directly on the 1040 form if they are under the threshold.  Dividends are reported from a company to a taxpayer on Form 1099-DIV, and are categorized as ordinary, capital gains, non-taxable and other.
Ordinary dividends are those received out of the earnings and profit of a corporation.  Ordinary dividends paid after 2002 may also be categorized as qualified dividends, meaning they are subject to the 5% and 15% capital gains tax rates that were established in 2003 to give tax breaks on capital gain related-income.
Capital gains dividends are paid by regulated investment companies (mutual funds) and real estate investment trusts (REIT’s).  Regardless of the length of your investment, these should always be reported as long term capital gains, at the advantageous tax rate.  
Non-taxable dividends are paid out when a company pays dividends out of capital, rather then earnings and profit.  An example of this would be paying dividends in stock, rather then money.  These are more commonly known as stock dividends, and affect the basis of your stock, so you should retain any paper that relates to a non-taxable dividend.
Other dividends cover a wide range, including exempt-interest dividends that normally do not need to be reported on the tax return, but will appear on your 1099-DIV, so you should be aware of them, as they are subject to the alternative minimum tax.
Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information, copies of previous articles, or to submit questions for future columns, please visit www.cpamichele.com. 

