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PART 3

Tax Return Problem

Decision Making
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Seaunty numbers are_1953-45
91, 1966, and Bruce's s June 27, TO0ETIEy live ac 478 1
0. Alicc is the pffice manager for Lowell Dental Clinic, 4

25, 1989, Social Security

Deductions and Credits

recommendation on filing staws Tor 2014 Bart and Susan ey

Drive, Durham, NC 27707,

LOR, 3, 4, 5, 6, 7, 8 Linda, age 37, who files as ;
$280,000F0r 2014. She incurred the following expenscs

State and local inc
State sales tax
Real estate taxes
Home mortgage interest
Automobile loan interest
Credit card interest
Charitable contributions

me mortgage interest
Credit card interest
Property taxes on home
Charitable contributions
State income tax

Tax return preparation fees

Calculate the amount of itemized deductions the Gibsons may claim for the year.

tembey,

el )

a. Super Burgers. fastfood outlet owned ancl operated by

ide ar 2003 Highland

single taxpayer, had AGL of
And losses during the year:

$33,000
4,500
1,300
4,000
5,000
750
1,000
7,000
34,000

7,600

45. Alice J. and Bruce M. Byrd we married taxpayers who file a joint retmn. Their Social
5780 and 111-11-1111, respectively. Alice’s birthday is Sep-

tevere Avenue, Lowell,
(35 Troadrsireet; Tow-

A 01850 (employer identification nuniben _,‘_)__@ff_&'_);liﬁ‘i] ). Bruce "is—'li'né:ilii_na{'{i‘.;l_'_p_[_‘

Plymonth (lorpor;ﬁi?ﬁf 12:47

Cenural /\"0'111(‘;,1.19!331333{’,_‘»}_3_‘:')1_1,@ (employer identification number 11-1111100).

“TThe lollowing information

is shown on their Wage and Tax Statements (Form W--2)

for 2013,
Line  Description Alice Bruce
1 Wages, lips, other compensation $58,000 $62,100
2 Federal income tax withheld ¢ 4,500 6,300
3 Social Security wages v I.n}ubt'\}j. ., 58,000 62,100
4 social Security tax withheld ..\ \.\\;}2’“--- 3,596 3,850
5 Medicare wages and tips nk\i’f"\:"/ U}}u 58,000 62,100
6  Medicare tax withheld \ UNJ ’ s Y ST == 000
15 State P f&j@,{\ Massachusetts Massachusetts
16 State wages, tips, etc. 2 /’\ 58,000 62,100
17 2,950 3,100

State income tax withheld

The Byrds provide over half of the supportof their two children, Cynthia (born January

Security number, 123-45.6786). Both children

Byrds, except when they are away_at_college.

int l'l'l.“.]li]) in 2013, and John carned $3,800,

number 123-45-6788) and John, (born February 7, 1993, Social

are full

(]ynfli :

¢ students, and live with the
carned $4,200 from a sumnier
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During 2013, the Byvds furnished 60% of the
Sam Byrd (born March 6, 1937, Sacial Security wmber 12345 87). Sam lived alone
and covered the rest of his support with his Social Security benelits. Saim died in Novem-
ber, and Bruce, the beneficiary of a policy on Sam’s life, received life insurance proceeds

stal support of Bruee's widower father,

of $800,000 on December 28, frieay
The Byrds had the following expenses relating to their !ﬂ)ﬂ(:_:jgg;}g_!Jrc-sidcm:c.- during p,
2013: . o j /|
l i £
Property taxes 1 ff "‘l L $5,000 =
Qualified interest on home mortgage 8,800
Repairs to reof ) 5,750"_',‘
Utilities 4100
Fire and theft insurance 1,900 '
The following facts relate to medical expenses for 20135 -
Mecdlical insurance premiums $4,500 )
Doctor bill for Sam incurred in 2012 and not paid until 2013 7,600 ‘ . f \
Operation for Sam 8,500 g
Prescription medicines for Sam 900 ™
Hospital expenses for Sam 3,500 §
Reimbursement from insurance company, received in 2013 /3,600:>

The medical expenses [or Sam represent most of the 60% that Bruce contributed 1o-
warel his father's support.
Other relevant information follows:

- When they filed their 2012 state retrn_in 2013, the Byr

income tax of §

During 2013, Alice and Bruce attended o dinner dance sponsored by the Lowell o) - i = DA
Police Disability Association (a qualificd_charitable organization). The Byrds paid -+
$300 for the tickets. The cost of comparable entertainment would normally be $50.

©The Byrds contributed $5,000 to Lowell Presbyterian Chinrely and gave used clothing

(cost of $1,200 and fair Tharket value of $350) to the Salvation Army. All donations

are supported by receipts, and the clothing is in very good condition. .o 1)
Tn 2013, the Pyrds received interest income of $2,750, which was reported an a Form "_,)-L_/jmu.- .

1099-INT from Second National Bank.
Alice’s employer requires that all cmployees wear uniforms to work. During 2013,

Alice spent $450 o riforms and $225 on laundry charges.
Bruce paid $400 fc tion to the fownal of Franchise Management. > 1o 4 N i ',
e N ) & &AL ( S, L P ‘.w{'“ A

Compute net tax payable or refund due for Alice and Bruce Byrd for 2013, 1f they have
overpaid, they want the amount to be vefunded to them. 1f you nse tax forms for your
computations, you will need Forms 1040 and 2106 and Sche s A and B. Suggested

soltware: H&R BLEOER Tax-Soltware. ]I;"-.wnargg ML 5

sionificant chygfig §for 2014. They by

ject their table ingome and

hat stafe\
Social Security tax withheld Wil bhe
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Tax Computation Pi’oblcm 46. Paul and Donna Degker are married axpayers, ages 44 and

e

A N |

\/ @ \\@/WI/(JM" of which she gave the ])c
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Assumenthat all| of the mfm ation reported in 20
en information ]d‘»/{{}l] plc}gcm(chhmt

joint retwn l"(){‘?()l l)he Deckers live at 1[614.(0“(3(’ r\\(nﬁ ll]_I]ll ]\ 1(1()‘5? I’J.ul

is an assistant manager at Carmel Motor Ini, and Donna is a teacher at Carmel Elemen-

N / tary School. They present you with W-2 forms that reflect the following information:
\ e R — - .
| N s ,\"U Paul Donna
= salary $68,000 $56,000
Federal tax withheld 6,770 6,630
State income tax withheld 900 800
A FICA (Social Security and
PV Medicare) withheld 5,202 4,284
oo ARt q\ Social Security numbers 111-11-111 123-45-6789
AT LAMTE Y o Qaciata S o
) - \ tf(l
i (:!L,j.v/»-\ !\ d Donna is the custodial parent of two children from a previous marriage who reside
= o A ;L.{,fr\,:‘f’ with the Deckers through the school year. The children, Larry and ]m:c Parker, reside
(, ! with their father, Bob, during the summer. Relevant information for the children
follows:
Larry Jane
Age 17 18
Social Security numbers 123-45-6788 123-45-6787
Months spent with Deckers 9 9

P

\ )
(DG/Q«}’{Jm!cr the divorce deeree, Bob pays child support of $150 per month per child during
_ﬂ\-’%__, the nine months the children live with the Deckers. Bob says that he spends S200 per
N2 month per child during the three summer months they veside with him. Donnaand
Paul can document that they provide $2,000 support per child per year. The divorce
decrec is silent as to which parent can claim the exemptions for the childven.

In ‘\uguxl Paul and Donna added a suite to their home to provide maore camfortable
accommodations for Hannah buy(ln (123-45-6786), Donna's mother, who had moved

1
Ty 2D = et ot
--:_n__‘(\ \J’\ P> G Ay ("' in with them in February 2013 after the death of Tonna's father, Not wanting to horrow
i B ’J'L’] " E (‘( moncy for (his addition, Paul sold 300 shares of Acme Corporation stock lm 850 per
| ST - e (e share on May 3, 2014, and used the proceeds of cover construciion costs. lhc'

T \ Deckers had purchased the stock on April 29, 2009, for $25 per share.
AL ’|(1ml(l' of $750 on the jointly owned siock 2 monti bvfmt the sale,
nalh, whois 66 years old, received "57,50{)_111 Soc vm"u) benelits during the
?:9_000 o use toward houschold expenses and de-
_posited the, remainder in her nclamml savings account. The Deckers determine that lll.t_)’

/L "have spent é;z ";00 ) oftheir_own money for_food, (lmh]% medical expenses, and other

items for I[.mndh They do not know what the rental value of 1 Tannal's suite would be,

/ﬂf;’j (,O/[/UZ/W but 1]1(,)' estimate it would be at least 5300 per month. . \J\ k

Interest paid during the year included the following: /}-}
Home mortgage interest (paid to Carmel federal Savings & Loan) 57,896 /
Interest on an automobile loan (paid to Carmel National Bank) 146607
Interest on Citibank Visa card //GZU

I July, Paul hit a submerges  rogkwhile boating. Fortumately, he was uninjured after
being thrown from the. boal and Janding in deep water. However, the boal, which was

f'?\ uninsured, was fl_c:@cc_lll‘dul had paid $25,000 forthe bhoat in June 2013, and its value
& ( \

wns appraised

\O
\X Q/n 00 Jiad | ] NG L u/)[ | lf)ww o Alisiane o

[’Sﬂ% 000 on l|‘|( date of the accident.
Caotalily =Yessv f?

0 Tf
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0,106 +5¢py - 2200 + (O
The Deckers paid doctor and hospital bills of $10,700 and were reimbused $2,000 by
o @,,,w( (L

their insurance company. They spent $640 for ‘prescription drugs and medicines and”
55,904 for premitms on their health insurance policy. They have filed adlditional claims é
of §1,200 with their insurance company and have been told they will receive payment o | '

['(_n' that amount in January 29/1, CIncluded i the amounts p'url for doctor and hospital L{/L u/(/b 4 M’)
bills were payments of $380-tor Hannah :lutl’ﬁmr the children. ;
Additional information of potential tax consequence follows: /)/{/Z/ﬁ/ [
Real estate taxes paid $3,850
Sales taxes paid (per table) ,.-1/3’f‘;i'\'&z\k L L~ »Q;V( ’Su.,\_,
Contributions to church 1,950 .
k- &maralseﬂ/alue of books donated to public library .. 780 Foww H2.93— e 6\‘
Paul’s unreimbursed employee expenses to attend hotel
management convention: %,
Airfare 340
Hotel 170 Z’K O ({ﬁ
Meals }9’}’; 95 )
Registration fee 340,
Refund of state income tax for 2013 (the Deckers itemized on 7
their 2013 Federal tax return)y 7 1,520 Qwu{ \U (' \C‘ L('

Compute net Wablc or refund (lu(‘ for the Deckers for 2014, Ignore the child

tax credit in yow rcm\pul.mons s 1 the. DLckmh Ime 0\c1p¢n(l lhc amountis to be cred-

ited toward their taxes for 2015. | f\'.(‘l @ Lk— Ci 3 8

hia.e& '\

Note: Soldttens to Research froblems tan be prepared by using the Checkpeiptd — THOMSON REUIERS i
studeny/Edition online reseafch product, which is available to accompany this téxtr it (’HECKPOHNT
also possible to repare soj(itions to the Research Problems by using taxrese mate-

ounchin a standard fax library.

Rescarch Problensl]. Ken and Mary Jane Blo igh youtneighbors, have asked yott for advice
om the (RS, You learn tydt the/IRS is asking

after receivifig.corrgspondence in the m
tions the ghyiclaimed on’a

for docunyéntatign support of the
recent ty retun \Ihy Bloughs tel ir incaame in the/year of guestion wy /
§75,000. Because thajr record-kee s felyjdstified/m clanging itgin- _//

izec deditetions equak to thesan ; age clafined by o tax-
payers iy their income hracke) averages ave caleylated and feported by the IRS
based on aclual retm 16d in an earlier yeap! Accordingly, they claimed medi-

Partial list of yesearch aldy:
Chenyl L. de Werff, T.C. Sunnary Opinion, 20 29

wse son was [ound mufdered in'g parking ga-
ity polite towse to obtaif information leading to
crer. As a resultol the yeward, a personiwho had
rer telling end about the erime reported the conversation to the
A and convicted, and tie-Siniths contributed the poney
1 gave the reward to the inforpant. Can the Smiths\reat

rage, offeyed a $100,000 reward fg

overheard the murd

o the palice departmeny, whi¢
the payment as an itemized,deduction? Explain.

Research Wroblem 3-M; cia, a sharcholder in a corporation with “stores in [ve stales
donated sta€k with/a basis of $10,000 o a qualilied charitable orgdn ation in 2010
Altho the $toefk of the corporation wasot waded on a public 5 ock txchange, many
acl beeh 3 lrl aver the past séveral yeays. Based on the ayerage selitg price for
ki 2013, rein deducted 595,000 on™her 2018 wax éturn. Marcia keeeivedl a
nr)lut)5 1 the IRS tha the $94,000 deduction hadd been retluced to £10,000Mvecduse

Communications

A



