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R

Tax Return Problem
ol So ode_

59. LO.5, 7, 10 B. J. and Carolyn Grace arc fulltime employees. B. J. is an elementary
schaol teacher, and Carolyn is a registered muse al a hospital. During the year, they
incur the following cmploymenticlated cxpenses:

School supplies for use in the classroom $1,400

Emergency room uniforms 800

Union dues (teachers association) 200

Job hunting expenses (Carolyn obtained another 1,300
nursing position but decided not to change jobs)

Continuing education correspondence courses 380
(required to maintain nursing license)

Professional dues and subscriptions 1,100

Nome of these expenses are reimbuwsed by the employers.

For the year, the Graces file a joint return reflecting salary income of $90,000. They
also lrave gambling income of $6,000 aud gambling losses of $7,000 (fully substantiated).
They pay $400 to have their tax retnn prepared. They have other itemized deductions
(i.e., interest on home mortgage, properly taxes on personal residence, state income
taxes, and charitable contributions) of $14,500. Determine the total amount of itemized
deductions allowed 1o the Graces

60. LO.1, 2, 4, 5, 7, 10 Complete the following table by classifiyiug cach of the inde-
pendent expenditures (assunc that no rcimbursement takes place).

Deductible Deductible Not
Expense item for AGI from AGI  Deductible

2. Moving expense of an employee e —
b. Tax return preparation fee incurred by

an employed plumber -
¢ Safety glasses purchased by an employed

pipefitter . S
d. Dues to auto club (e.g., AAA) for taxpayer

who uses the automatic mileage method _
e, Nursing refresher course for taxpayer .

who retired from nursing five years ago — .
£ Gambling loss not in excess of gambling

gain by a self-employed architect . .
4 Contribution to Roth IRA by a Z

self-employed attorney .
h. Business travel expenses by a statutory

employee
i Job hunting expense by an elementary

school teacher seeking a position as an

elementary scheol principal N o
j. Cost of bar exam review course taken by

arecent law school graduate - -

61. David R.and Ella M. Cole (ages 39 and 38, yespectively) are husband and vife who live

*3T1890 Flk Avenue, Denver. CO 80202, David is a regional sales manager for Wren

Industiics, a national wholcsaler of phimbing and heling supplics, and Ella is a_part
“time dental hygienist for a chain of dental elinics.

= David is clasified by Wren as a statutory employee with compensation for 2013

(based on commissions)_of $95,000. HE & expecied 1o maintain ffice and

Py for all business expenscs from this amount. Wren dod€ ol Ryquire him 1o render

afly accounting as fo the wse of these funds. Tt dogg ioPMitiTold Federal and siate

income taxes but does withhold and account for T payroll taxes incurred (e.g.,

Social Secwrity and Medicare). David is covered hy Wren's nouconuibutary medical

Fan but Iias chosen not to participate i its § 401 () retirement plan.
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David’s emplaymentrelated expenses for 2013 are summarized below:
Airfare $8,800

Entertainment 3,600

Office supplies (includes postage, overnight delivery, and copying) 1,500

e entertainment involved business meals for purchasing agents, store owners, and
building contractors. The business gifts consisted of $50 gift certificates 10 a national
vestanrant. These were sent by David during the Christmas hnliduy} o 18 ol his major
customers. 5 5%’

In addition, David drove his 2011 Ford Expedition 11,000 mules for Dusiness and
3,000 for personal use during 2013, He purchased The Fxpedition on August 15,
2010, and has@lwagdused the antomatic_(standard) mileage method for tax pur-
poscs. Parking and tolls relating to business usc total $340 in 2013,
= When the Coles purchased their present residence in April 2010, they devoted 450 of
S e e 3,000 square feet of living space to an office for David. The property cost

5;“’% =" 5440,0004$10.000 of which is auributable 10 the land) and has since appreciated in
Ch Value. Expenses relating to the residence in 2013 (except for mortgage interest and
I\D% property taxes: see below) are as follows,
Insurance $2,600 _ ,,7
Foen 8241 ) Repairsand maintenance 200K (S 7o
G Utilities. 4700 .
5’3{6,{,&, Painting office area; area rugs and plants (in the office) 1,800 mﬁu& gl A
4’5‘6{(‘ Tn terms of depreciation, the Coles use the MACRS percentage bles applicable
30-ycar nonresidential roperty. As to depreciable property (e, office furni-
Tune), David fries (o avoid capilalization and uses whatever mediod provides the fast-

est writc-of for tax purposes
¢ Ella works partlime as a substitute for whichever hygicnist is i1l or on vacation or
when one of the clinics is particularly busy (e.g., prior to the beginning of the school
year). Besides lier Unnsportation, she must provide and maintain her own wnifarms.

Lodging 5,000 Ry R
Meals (during travel status) 4,800 %ﬂl"r’”

Ground transportation (e.g., limos, rental cars, and taxis) 800" B o
Business gifts o Az Sead 18

Her expenses for 2013 appear below.

Uniforms w0 ) sl Sl &

Stateand city occupational ficenses w( 5 {D(ﬂ % z

Professional journals and membership dues in the American 310 Al
Dental Hygiene Association

Correspondence study course (taken anline) dealing with a20

teeth whitening procedures

Ella’s salary for the year js $42.000_and her Form W-2 for the year shaws income tax
withholdings of $4,000 (Federal) and $1,000 (state) and the proper mnount of Sockal

Security and Medicare taxes. Because FTTa is a parttime employee, she is not included
in her employer’s medical or retirement plans.
« Tesides the items already mentioned, the Coles had the following receipis during

2013,
Interest income— .+_
State of Colorado general purpose bands s2.500 “fod ppep
1BM bonds 800
Wells Fargo Bank CD 1,200 $ 4500
Federal income tax refund for year 2012 sH NT
Life insurance proceeds paid by Eagle Assurance W N
Corporation —

Inheritance of savings account from Sarah Cole _soee0 N{
Sales proceeds from two ATVs 9,000 L
Sutd @ loss whah &

he latest in changes ta tax le;
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Cpnad
W o For several years, the Coles's househaold has included David's divorced mother, Sarah,
e wha has been claimed as their dependent. Ty late November 2015, Sarah unexpectedly
ZZ")D died of corouary arvest in her sleep. Unkunown to Ella and David, Sarah had a life insur-
ance policy and a savings account (with David as the designated beneficiary of eacly). Tn
2012, the Coles purcliased two ATVs for $14,000. After several near mishaps, they
derided that the sport was tao dangerous. In 2013, they sold the ATVs (o their neighbor.
+ Additional expenditures for 2013 include:

Funeral expenses for Sarah ‘)’5"(

iy s 1ShSchC 3/57"“ schA

Real property taxes on personal residence
Colorado state income tax due (paid in
April 2013 for tax year 2012} 310 6,710 " 7
Mortgage interest on personal residence 6,600 \57’»551\ L" pY:
Paid church pledge 2,400 S A
Contributions to tradiitional IRAs for Ella and

David (§5,500 | $5,500) 11,000 gl {b lodo a&yw?

In 2018, the Coles madd quarterlylestimated tax payments of $1,400 (Federal) and S50
{sate) for a otal of 5,600 (Federal) and 52,000 (yatclye -~ CEY?

Part 1—Tux Cowputation

Using the appropriate forms and schedules, compute the Col
2013, Disregard the alternative mininun @1 and vatious education credits as
these items are not discussed unfil later in the text (Caplers 12 and 15). Relevant Social
Security numbers are:

s Federal income tax for

_David Cole | 123456788
Ella Cole 123456787

“Sarah Cole 123456799
Sarah Cole

nd. Also,

The Coles d¢liogheant to contribute to the Br

OIS they want any overpayment of lax refunded (o them a
1o L\——D %g 2(1 tax liability. Suggested software: H&RPHOEKFax-Sofavare:

Part 2—Fiollon-Up Advice
Ella has always want!
2106 stantial number of coNgge credits on a part-time Bdfis. With Sarah 1o longer requiring

4 horne care, Ella believed\hat she can now copiete her degree by auending college on
. a fullime basis

SC’/WL ML/J ‘ David would like to knowhow Ellas

(_} V% C ically, he wants to know:

1 ! = How much Federal incomgAa\(hey will save if Ella quits her job.

o Any tax benefits that migfit he aylable from the cost of the education.

fans vill alfect their income tax position. Specif-

Wiite a letter 0 Davig/addressing théke concerns. Note: In making your projections,

assume that David's flary and expenses dmain the same. Also disregard any considera-

tion of the various/ducational tax credits as these are not discussed until Chapter 12 bt
wo

Tax Computation Problem 62, Addison Parker, single and age 32, lives at 3218 Columbia Drive, Spokunel WA 19210, pn Co#&
She is employed as regional sales manager by VITA Corperation, a manufattarer and
M distributor of vitamins and food_supplements. Addison s paid an annual salary of
$83,000 and a scparate ravel allowance of $24000. As to the travel allpwange, VITA does
™M ey acouning on e pas of Addison./HETL Akl = e

» Addison participates in VITA's contributory health and § 401 (k) plans. During 2014,

33 she paid $3.500 Tor the lal:dtca\ insurance and contributed $11,000 to the § 401(k)
2_4 retirement plan. Ssiﬂ 3 Pl ded ot
*//U: ‘3@ © Addison uses her automobile nd 30% for personal. The automa, &

D’l hile, oyota Avalon, was purchased new on June 30, 2012, for $37,000 (no trade-in
‘ wun was involved). Depreciation s been claimed under MACRS 200% declining balance

method, and o § 179 clection was made_in the year of purchase, (For depreciation
information, see the TRS ushuctions for Yorm 4562\Part V). During 2014, Addison
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drove 15,000 miles and incurred and paid the following expenses relating to the auto.

wobile:
Gasoline $3,100

Insurance 2000 / Feum

Auto club dues 0 240 Leads fﬁyﬂ
Inerest o car loan Qv leite 6] ~6 W\M 2t St
Repairs and maintenance 1,200 AT
Parking {during business use) 500

Traffic fines (during business use) 540 s
Because VITA doc have an office in Spokane, the company expecis Addison to

maintin oue in her home, Out of 1500 square feet of living space in her apartment,

Addison Bas sct asigle 300 square feel as an office. Expenses for 2014 relting to the 300 = &@%

office are listed below. TSB’O'

Rent $18,000

Utiliies 4000 ¢ X207, a
Insuranice {renter's casualty and theft coverage) 1,600 Foren %(5 Z {

Carpet replacement (office area only) 1,200 e
A smplonmEnIsdned SRR Joep e it Kom o DR e Wt;z Q,TZ\D(p

summarized below,

Airfare $4,100 -
Lodging 3,200 .
Meals 2800 % />

Entertainment (business lunches) 2400 ¥

Transportation (taxis and airport limos) 300

Business gifts 540

Continuing education 400

Professional journals 140

Most of Addison’s bsiness rips involve visits 10 retail oudets in her region. Swore mauag-
ers and their key employees, as well as some suppliers, were the parties enterfained. The

business gifts were boxes of candy costing $30 (825 cach plus 85 for @fapping and ship- | ¥ )%3\0

ping) sent to 18 store managers at Christmas_ The confinuing education wasa_noncredi

course dealing with improving jmanagement skills that Addison took online. . JLMJYG be {)wf 4
In July 2014, Addison tavelecl o Korea to investigate a new process that is being (i 2

developed to convert fsh parts to 2 solid consiimable tablet form. She spent one, “y/
wweek checking out the process and then took  oneveek vacation tour of the coun-

uy. The NMM\HVWK expenses [T o TS were
$2,100 for Todging (300 each night), §1,170/487 meals, and $350 for transportation
Upon tetrming to the United States, Addison sent her findings about the process to o
her employer. VITA was so pleased with her report that it gave her an employee /M‘F o 22(‘{7 NeAUNAN.

achicvement award of $1 The award was sent to Addison iiJanuary 2015.

Addison provides more_than 50% of the support of her parents (Gordon and Anita M
Parker), who live in Seatde, Tn adciion T modest Sorial Security benefits, her parents N%M

Besides the items already mentioned, Addison ad the (Gllowing reccipts in 2014

Interest income v
City of Tacoma general purpose bonds $ 350 ww/\w - +W “"{‘u"ﬁ]
Olympia State Bank 400 750

Proceeds from property sales—

teceive a spall amount of interest on municipal onds and nonizxable refirement income, | A7 )
"

City lot $13,000
sailboat 18,000 31,000 Ky \ Jisie
Cash found at airport 5,000 h_,.(,a}u{:_ o w2
Regarding the city lot (located in Vancouver), Addison purchased the property in - el »VJ’.V‘

2000 for $16,000 and held it as an investment, Unforcanately, the neighborhood 360 Cr e e
: \os

_Sch Ty

where (e ol was located deleriorated, and property values declined. In 2014,
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(e 377 ”V\Jw Addison decided 10 cut her losses and, he property for $13,000, The sailboat was
e w AJ)JU ~Kp kb used for pleasure and was purchased in 2010 for $16.500, Addison & boal

because she purchased a new and larger model (see below). While at the Spokane
airport, Addison found an unmarked envelope containing $5,000 in $50 bills. As no

mention of any lost funds & noted I The media, Addhsan kept the money. ~ [ W
2
e

* Addison’s expenditures for 2014 (not previously noted) are summarized below.
Medical (not covered by insurance) $7,000
Sd&\ A State and local general sales tax - 3,300 -
Church pledge (2013 and 2018) AL L Zo \l-k 5,600 9.6@\‘ A L“Z
Fee paid for preparation of 2013 income tax return so0 WA LSE o

1 Contribution to mayor’s reelection campaign fund
‘ Premiums on life insurance policy

Contribution to a Coverdell Education 5 A -
ontribution to a Coverdell Education Savings /wuo/Nd’ Mu.&u(

| account (on behalf of a favorite nephew)

Most of the medical expenses Addison paid were for her mother's dental implants. Addi-

i son keeps carcful records regarding sales taxes. In 2014, the sales fax total was unusually
high due (o the purchase of a new Sailbost. In 2014, Addison decided to pay her church
pledge for poth 2013 and 2014_The insurance premium was on a policy covering her
father’s lfe. (Addlison s the designated bencficiary under the policy.)

Relevant Social Security numbers are 195156785 (Addison), 12345678 (Gordon),
and 123456784 (Auita). Addison’s ciployer withheld $5,600 for Federal income tax pur-
poses, and she applied her $800 overpayment for 2013 (oward the 2014 G liability,

Compule Addison’s Federal income (ax payable (or refund) Jor 2014 In making the
calenlation, nse the Tax Rate Schedule and disregand the application of the aliernative

THOMEONREUTERE) . Note: Solutions to Research Problems can be prepared by using the Checkpoint®

CHECKPOINT"  student Edition online rescarch product, which is available to accompany this text. It is
also possible to prepare solutions to the Research Problems by using tax research mate-
rials found in a standard tax library.

Research Problem 1. Aaron, a resident of Minnesota, has been a driver for Green Delivery
Service for the past six years. For this purpose, hie leases a truck from Green, and his
compensation is based on a percentage of the income resulting from his pickup and
| : delivery services. Green allows its diivers Lo choose their 10-hour shifts and docs not
| exercise any control on how these services are carried out (e.g., the route 1o be taken or
the order in which parcels are delivered or picked up). Under Green's operating agree-
ment with its drivers, Green can terminate the arangement after 30 days’ notice. In
practice, however, Green allows its truckers to quit immediately without giving advance
notice. The agreement also lubels he drivers as independent contractors. Green main-
tains no health or retirement plans for its drivers, and each year it reports their income
Ly issuing Forms 1099-MISG (and not Forms W-2). Green requires its drivers to main-
fain a commercial driver’s license and be in good standing with Lhe state highway law
enforcement division
Citing the employment tax Regulations in §§ 313121(d)-1(c) (2) and 31.3306(i)-1(b),
an IRS agent contends thac Aaron is an independent contractor and, therefore, is sub-
jeet 10 the selcemployment tax. Based on Peto Traucking Ine. (93 TGM 1027, T.C.Memo.
2007-66), Aaron disagrees and contends that he is an employee (i.e., no selfemployed)
Who s correct? Why?

Rescarch Prablem 2. Your clieut, a large consuuction lirm organizcd as a G corporation,
allows cettain employecs (including the president of the corporation) ta use its conpany-
owned airplane for uonbusiness Qights. The employees include the value of those fights
in theit income. Your client is nncertain about how to treat the expenses related w tese
nonbusiness flights. In certain situations the expenses of operating the plane are more
than the income imputed (o the employees and in certain circumstances the cxpenses
are less. In doing some of their own research, your clienl found Sutherland Lumber




