6-42 PART 3  Deductions and Credits

Decision Making 57. LO.1, 3, 4 During the current year, Robert pays the following amounts associated with
his own residence:

Property taxes $3,000
Mortgage interest 8,000
Repairs 1,200
Utilities 2,700
Replacement of roof . 4,000

In addition, Rohert paid $1,500 of property taxes on the home that is owned and
used by Anne, his daughter.
a. Which of these expenses can Robert deduct?
b. Can Anne deduct the §1,500 of property taxes?
¢. Are the deductions for AGI or from AGI (itemized)?
d. How could the tax consequences be improved?

- Roberta Santos, age 41, is single and lives at 120 Sanhorne Avenue, Springfield, IL 60781,
Her Social Security number is 123:45-6789, Roberta has been divorced from her former
husband, Wayne, for three years. She has a wm a daughter, June,
who is 18. Jason's Social Security number is_111-11-1111, and June’s is_123-45-6788.
Roberta doe @want to contribute 33 to the Presidential Election Campaign Fund.

Roberta, an 1dvmusmg exccutive, carned a salary of §80,000 in 2018. Her employer —
withhelc ederal income and L_@mmmm___q% ({r w SH

Roberta has legal custody of Jason and June. The divorce decree provides that Rob-
crta is to receive the dependency deductions for the children. Jason lives with his father

uring summer vacation. Wayne indicates that his expenses for Jason are $10,500. Rob-
irta can document that she spent $6,500 for Jason's support during 2013, In prior years,
Roberta gave a signed Form 8332 to Wayne regarding Jason. For 2013, she has decided
not to do so. Roberta provides all of June's support.

Roberta’s mother died on January 7, 2013. Roberta inherited assets worth $625:600
from her mother. As the's61¢ beneniciary of her mother’s life insurance policy, Roberta
received insurance proceeds of $800:600. Her mothers cost basis for the life insurance pol-
icy was $(&0,998’R0be: ta's favorite aunt gave hcr_ 5,_3,096181 her birthday in October.

On November 8, 2013, Roberta sells for §22,000 Amber stock that she had purchased
for $24,000 fram her first cousin, Walt, on December 5 8. Walt's cost basis for_the
stock was $26,000, and the stock was worth $23,000 on December 5, 2008. On December
& £% {j@ 1, 2013, Koberta sold Falcon stock for $135( JOO She had acquired the stock on !uly 2

C (- 2010, for §8,000.. 2S00 ~% 000 = S500
—[ An examination of Roberta’s records reveals that she received the iollowmg /{ f‘r’ g
e = Lae. K
@ ‘E’JbﬂDO ¢ Interest income of $2,500 from First Savings Bank, 6 ijd: |o 4‘0

T(’/éf e Groceries valued at $750 from a local grocery store for being the 100,000th customer. Q,LM 2l
[ g Y ang
s Qualified dividend income of $1,800 from Amber. Ao 2[
* Interest income of $3,750 on City of Springficld school bonds. W\M/VV-J ,b{_ Lo A /ﬂ,ud

* Alimony of $16,000 from Wayne. Fouyas 1040 Lund |
%&’Q&/ %ﬁ/g\ g é’-“ Distribution of $4,806-ffom ST Paytnership. Her disuibutive sllan’*e of the partnership

Z passive taxable income wag $5,300.\Shé had no prior passive losses.
Q/Vu & : -u:f,otl}l_x_.
\Pa S \j& Irom her checkbook records, she determines that she made the following payments

during 2013:

* Charitable contributions of $4,500 to First Presbyterian Church and ;_]_,.,10.0 m thg
(_—J—,h
Q,\. ‘5( American Red Cross (proper receipts obtained) %{\_

éy . Mortgage interest on her residence of $7,800. ‘ib,ak. //,f
({/g, — Property taxes 6I'$3,200 on her residence and $1,100 (ad valorein)©n Der car.
M e Estimated Federal income taxes of $3,800 and estimated state income taxes of $1,000.

¢ Medical expenses of $5,000 for her and $800 for Jason. In December, her medical IIN p(
surance policy lumbmsu.l 51, 500 of her medical expenses. HP00 -15D0 = 5,/0 3
© A chu for I)AIklﬂg in a handicapped space. (_,[ 200 P 56‘*
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59. John and Mary Jane Diaz arc_married, filing jointly. Their address is 204 Shoe Lane, Tax Computation Problem
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: ,)L/J f’M'LVJWLH‘) Jane. At the time of the divorce, John worked for a Fortune 500 company and
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¢ Attorney’s fees g_,biyﬂﬁ{%'ouatcd with unsuccessfully contesting the parking ticket.

¢ Contribution ()@5@1()’11}(} campaign of a candidate for governor.

= Because she did not maintain records of the snlc tax she paid, she calculates the
amount from the sales tax table to be $994. £ LV A

Calculate Roberta’s net tax payable or refund due F If you use tax forms, you will
need Form 1040 and Schedules A, B, D, and E. Suggested software: H&R-BEOGKFax

Software. 4 V@'}/ﬂTq @TD W

Blacksburg, VA 2406]. John is age 35, and Mary Jane is age 30, They arc expecting their
first child in_carly 2015. John's salary in 2014 was $105,000, from which $20,800 of Fed- Decision Making
eral income tax and_$4,700 of state_income tax were withheld. T\'Imy‘]ancm
and had $3,000 of Federal income_tax and $3,100 of state income tax withheld. The Communications
appropriate amounts of FICA tax and Medicare tax were withheld for John and for Mary
Jane. John's Social berunly number is_ 111-11-1111, and Mary Jane's Social Security
number is 125-45-6789.
JohT and Mary Janc are both covered by their employer's medical insurance policies — [p 0 T (200 = “ﬂ?—ﬁa

with four-fifths of the premiums being paid by the employers. The total premiums were
Ntwatsiin st s

$10,000 for John and $6,200 for Mary Jane. Mary Jane received medical benefits of R L[D =/ A 3
‘Eﬁzﬁﬂ“un(lm the p!an _]nhu W'm not ill during 2014. Mary Jane paid noncovered medical ¢/1,L(,e_., !
expenses of $1,300., ,;C&_ E M F

John makes child support pdymum of Wﬁ' for his son, Rod, who lives with June,
]uhn s former spouse, except for two months in the summer when he visits John and

received a salary of $225:8000. As a result of corporate downsizing, he lost his job. .
Mary Jane’s father lived with them until his death m_"i_y_thm‘__ His only sources of‘ 9%006
income were salary of $2, 800 unemployinent compcns'\llun benefits of $3,500, and ¢LTD ) DO ‘
Social Security benefits of §f} 100. Of this amount, he deposited $6,000 in_a_savings e 'D‘T-QOOD = (1/ L
account. The remainder of his support of $9,500, which included {un(‘ml expenses of l m»—x—
$4,500, was provided by John and Mary Jane. Qs00 - Y o0 = SDod ‘v!(f) J‘ } sl ,)(Ld)[ D/

Other income received by the Diazes was as {‘oliows

g (oo
Interest on certificates of deposit 56&/ & F.B%Y\ $3,500 JO\—-

)

Share of S corporation taxable income (distributions from the (/{
S corporation to Mary Jane were $1,400) 1,500 E)Mﬁ ML

Award received by Mary Jane from employer for an outstanding / 1
suggestion for cutting costs 4,000 M f/ ‘) At L)
John has always wanted to operate his own business. In October 2014, 11(‘ inrunul W/Z W

expenses of SL} 60 in investigating the establishment of a retail computer franchise.

With the birti of their child expected next year, however, he decides to forgo qelﬂé//ﬂd’(,ﬁ( ,CC /Cﬂ(, t“——' !

employment lm at least a couple of years. =3

John and Mary Jane made charitable contributions of $3,700 during the year and /}LLF /{C )&?‘{ H<- :

paid an_additional $1,800 in state income taxes in 2014 upon filing their 2013 state A /}/éféﬁj /{ \_,
/“mcomc tax return. Their deductible home mortgage interest was $8,200, and their propy o ? »

erly taxes came Lo $4,800. They paid sales taxes of $2,8607 Tor which they have receipts gl /‘)?//("/ A aszf

They paid a ticket W\dl Mary Janc received for running a red light (detected by a ‘3\ ’/

/

red light camera). S

Part I—Tax Compulation

Calculate John and Mary Jane's tax (or refund) due for 2014. o U’L€ r\'/“'{/l ' d‘d “ (j{&y “h ’\QO ((LL

Part 2—Tax Planning \
Assume that the Diazes com&to you for adyite in December 2014. John has learned that
he will receive a $30,000 bonus, He wants

o know il he should take it in December 2014
or in January 2015. Mary Janc w ork on December 31 to stay home with the baby.
Their itemized deductions will decrease by $3,100 because Mary Jane will not have state
income taxes withheld. Mary Jang/will not receive the employee award in 2015. She
expects the medical benelits recefyed to be $9,000. The Diazes expect all of their other
income items to remain the samé i, 2015. Write a letter to John and Mary Jane that con-
tains your advice and prepare g men \for the tax files.

WIWW | For the latest in changes to tax legislation, visit www.cengagebrain.com




