Taxes

“Your Duty, You Can’t Escape
Them”

Life Smarts:
 Complete a basic federal income tax return.

Basic tax information
All of us should pay our fair share of taxes as United States citizens. We are all required to pay
federal taxes and file a tax return every year in April. Returns are filed with the Internal Revenue
Service (IRS), the organization that is responsible for collecting taxes and enforcing the tax code in
the U.S.
In addition, most of us also pay state taxes. The states of Nevada and Texas do not require their
citizens to pay state taxes; New Mexico residents are required to pay state income tax. Tax code has
become complicated, thus forcing many citizens to hire people such as Certified Public
Accountants (CPAs) to complete their tax returns. This section will highlight the basics of taxes and
filling out a simple return. There are also many tax software packages that can assist in completing
your tax return. Many are user-friendly and walk you through the process step by step and can be
filed electronically. Packages range from $50-$200 and must be purchased or updated every year,
because the laws and amounts change.
Educating yourself about personal income taxes will help you as your life becomes more
complicated financially. Having a fundamental understanding of taxes will empower you to make wise
decisions regarding saving and investing for the future.
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The following guidelines are important as we work through a sample tax return for a young, single
adult:
 Working teenagers do not necessarily have to file tax returns if they claim “exempt” on their W4s and earn less than the amount indicated on Chart A (see Section 3).
 Working teenagers who do not claim “exempt” on their W-4s should file tax returns so they
receive refunds for taxes withheld during the year.
 Your parents may claim you on their tax return if you live with them and they pay your
expenses. You may also file a tax return (if you had taxes withheld from your wages).
 Note: When you file your return, be sure to indicate whether your parent(s) are claiming you on
their tax return.
 Going away to college is considered a temporary absence from home, so your parents can still
claim you on their return. Follow Steps 1, 2, and 3 above.

Who must/should file a tax return?
In the “Employee Smarts” topic, you learned about W-4 and the W-2 forms. If you recall, the W-4 is a
form that must be filled out and given to your employer so that taxes can be withheld from your
paycheck. A W-2, on the other hand, summarizes the total amount of wages earned and the total
amount of taxes paid during the year. Your employer is required to mail you a W-2 by January 31
following the tax year that just ended on December 31. The W-2 is important, because it provides
information necessary to determine whether you should file a tax return.
The box below (Forbes.com) shows the minimum income necessary to file for the 2014 tax year. The
amounts in the table change yearly. An interactive questionnaire is at www.irs.gov.
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This shows the five tax filing statuses: Single; Married Filing Jointly; Married Filing Separately;
Head of Household; and Qualifying Widower. Each category is explained in detail below:
Single – Never been married; legally divorced or separated; widowed before Jan. 1 and not
remarried.
Married Filing Jointly – Married and living together; living together in a common-law marriage
recognized in the state where they live or the state where the marriage began; married and live apart
but not legally divorced or separated; or separated under an interlocutory (not final) divorce decree.
Married Filing Separately – Married taxpayers choosing to file separately. New Mexico is a
community property state, meaning assets are divided equally between spouses. Both incomes need
to be considered.
Head of Household – Unmarried as of the last day of the tax year and paid more than half the cost
of keeping up a main home (for more than half the year); also for unmarried children, foster children,
certain relatives, and certain married children.
Qualifying Widower with Dependent Child – Spouse died in the previous year and maintains a
household with a qualified dependent child, foster child, adopted child, or stepchild.
Note: The widower files a “married filing jointly” return in the year the spouse dies and must file as a
“qualifying widower” two years after the spouse’s death.

Which form do I use?
There are three types of federal tax forms you can use to file your tax return. One is the 1040EZ.
Many single or married taxpayers with taxable income of less than $100,000 are eligible to use this
form.
The 1040A, a bit longer form, includes other forms of income such as pensions, annuities,
unemployment, etc.
The 1040 is the longest form and encompasses all financial tax situations. You may use the 1040
even if you are eligible to use the 1040EZ or 1040A. Your refund or payment will be the same. For
purposes of this topic, we will use the 1040 because it encompasses all tax situations.
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Completing a tax return using a 1040
In the sections below, you will be guided to complete a tax return using the included W-2. In addition,
the following information pertains to your filing status:
-

You are single and in school.

-

Your parents claim you on their tax return as a dependent.

-

You received a 1099-INT from your bank showing that you earned interest of $45.

-

You want $3 to go to the Presidential Campaign Fund.

3,500.52
3,500.52
3,500.52

11-111111
The Sandwich Shop
1234 Main Street
Albuquerque, NM 87108
999-99-9999

125.60
217.00
50.76

Your Name
1234 Semis Ave
Albuquerque, NM 87999
NM

123456789

3,500.52

37.21

20XX

The first section of a 1040 tax return
Note: The following website provides additional information and tutorials:
http://apps.irs.gov/app/understandingTaxes/student/tax_tutorials.jsp
The first section of a 1040 consists of contact information including the first, middle, and last name;
address including city, state, and zip code; and Social Security number. When filling in your name,
make sure to use your complete name as it appears on your Social Security card. The Internal
Revenue Service links its database to the Social Security Administration. If a name does not match,
the return will be rejected and returned to the taxpayer.
You must check “yes” or “no” as to whether or not you want $3 to go to the Presidential Election
Campaign Fund. Checking “yes” does not mean you owe $3 out of your own pocket. It means that
$3 will be contributed to the presidential campaign fund for use by those candidates running for
president.
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Complete the section below using the information from the example W-2.

Filing status
The next part of the 1040 indicates your Filing Status (see Section 3).
Complete the section below using the information from the example W-2.

Exemptions
Exemptions refer to the number of people in the household that meet certain tests. For the purposes
of this section, we will assume you meet all five tests to be claimed as a dependent on your parents’
return.
Note: Students at college are considered dependents of their parents if they meet all five tests. Going
away for college is considered a temporary absence; thus, this does not exclude you from being
claimed as a dependent.
Note: If you are filing a return, you would not check box 6a if your parents are claiming you on their
return. Even though you do not check this box, you may still file a return. The box in the lower right
hand corner will show “0”.
Complete the section below using the information from the example W-2.
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Income
You are required by law to report all of your income for taxable purposes. Lines 7-21 of the Income
section include those forms of income. Lines 7 and 8 are typical types of income for high school and
college students.
 Line 7 is total wages. Box 1 of the W-2 includes the total amount of wages that need to be
included on line 7 of the 1040. If you have more than one W-2, combine (add) each Box 1 of each
W-2, and report the total on line 7.
Line 7 is used to report scholarship income while you are in college (as well as tips, if you
receive tips as part of your compensation at work).
 Line 8 is taxable interest. Hopefully, by this time in your life, you already have one or more
savings account(s). If you do, your financial institution will send a 1099-INT indicating how much
interest was earned on your account(s) during the year. Those earnings must be reported on line
8 of the 1040 and are taxable.
Complete the next section using the information from the example W-2.
Hint: you should complete Lines 7, 8a, and 22.
Below is the Income section of the 1040.
3501
45

3546

Go though each of the line items in the “Income” section and determine which items were discussed
in class. This will help you understand the various types of income you might receive during your
lifetime and what items must be reported on your yearly tax return.
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Adjusted gross income (AGI)
The Adjusted Gross Income section of the 1040 lists items to be subtracted from your income. In
essence, it is like a tax break. Add the adjustments in this section (Lines 23-35); place the total on
Line 36; and subtract the total on line 36 from line 22 to get the Adjusted Gross Income (or AGI).
Although most of these items will not pertain to you, they might later as your financial life becomes
more complicated. Possible items that may impact you when you are young are lines 33 and 34;
Student Loan Interest and Tuition and Fees, respectively. If you obtain student loans, they will
eventually have to be paid back with interest. This interest should be included on line 33 as an
adjustment (subtraction) to income. In addition, tuition and fees paid to go to college may be included
as an adjustment to income.
Complete line 37, Adjusted Gross Income based on the information given in the example W-2.
Hint: Complete Lines 36 and Line 37.
The items below are subtracted from line 22 of the Income section, which results in your AGI.

0
3501

Tax and credits (page 2 of your 1040)
The items in the Tax and Credits section refer to the various taxes and credits that might pertain to
you now.
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3501

5950
0
0
0
0
0
0
0
0
0
0
0
0

0
0

In this section, you will determine the taxable income as well as any tax credits you might be eligible
for. Taxable income is the amount of your income that will eventually be taxed. Tax credits are
reductions from the amount of tax you are required to pay. This means the government provides you
another tax break by allowing the tax credits shown on lines 47-53.
 Line 38 – This is your AGI, transferred from line 37 of the 1040.
 Line 40 – Taxpayers may either itemize or take a standard deduction. Most people who itemize
own a home because the interest paid on a home loan is considered an itemized deduction. Other
itemized deductions include property taxes, charitable contributions, and medical deductions. It is
only advantageous to itemize if the deductions total more than the standard deduction. Each
taxpayer receives the maximum standard deduction amount based on filing status (see Section 3,
Chart A).
Note: The standard deduction amount changes yearly.
In the figure above, look in the left column and determine what the standard deduction is for a single
person. Write this amount on Line 40. (Remember, this amount will change every year). To determine
what the standard deduction is for the current year, go to irs.gov.
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 Line 41 = Line 38 – Line 40 (Hint: this amount can’t be negative; if it is, enter “0.”)
 Line 42 – Taxpayers receive an exemption amount for each dependent listed on the first page of
the 1040. Remember, for this example, your parents are claiming you, so you don’t get the
exemption. If your parents were not claiming you, you would get the exemption amount (assuming
you are filing single and no one else claims you as a dependent.)
Like the standard deduction, the exemption amount changes yearly. What is the exemption amount
indicated on line 42 of the form? You will enter “0” here since your parents are claiming you. You
can go to irs.gov to determine what the exemption amount is for this year.
 Line 43 = Line 42 – Line 41: This amount is your taxable income. It is the amount that the
government is taxing you before any assessing credits or reductions. The amount of the tax can
be computed using tables provided by the IRS. In addition, tax software packages (TurboTax,
TaxAct, and H&R Block, and more) are updated yearly with new tax rates.
 Line 44 = the tax computed from the IRS tax tables. The government gives you additional
opportunities to lower your tax with other tax credits that might apply.
Hint: Based on the computations above, you should show “0” on line 43. This means that no taxes
apply, since you can’t have taxes on zero amounts.
 Line 46 – Add lines 44 and 45.
Hint: Line 45 does not apply and should be zero. Complete Line 46.
 Lines 47 through 53 are other credits that might pertain to you that could lower your tax amount.
For example, parents get a $1,000 tax credit for each child under the age of 17. You are allowed a
tax credit for your educational expenses while in college. You can even get a tax credit for child
care expenses. There are limitations on these credits, however. You will need to take a more
advanced class to determine the specifics of these credits. For purposes of this example, none of
the credits apply.
Complete Line 54.
 Line 55 – This line is the sum of your tax and credit reductions for this section.
Note: You can never have a negative number on your tax return. Any amount computed that would
result in a negative number should be replaced with a zero. Complete Line 55.
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Other taxes
The Other Taxes section includes additional taxes that might apply. The total of these additional
taxes (Lines 56-60) are added to line 55 to determine the amount of tax owed. This is before taking
into consideration the amount of taxes paid during the year.
Note: Lines 56 through 60 don’t apply to you at this time.
Complete Line 61.
0
0
0
0
0
0
0

Payments
The Payments section includes any tax payments that were made during the year. The U.S. tax
system requires that we pay taxes throughout the year as we get paid. This is the reason for filling out
a W-4 when first hired. Although several of the lines below might pertain to you later in life, the line
that matters the most to you now is Line 62. Line 62 shows the amount of federal income taxes paid
during the year. This amount is located in Box 2 of your W-2(s). Line 72 below summarizes this
section and indicates what your total payments were during the year.
Complete Line 62 through 72.
Hint: The only lines that should show amounts are Lines 62 and 72.
126

126
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Refund / amount you owe
The Refund section finalizes whether you owe or are getting money back. If you owe, this means you
didn’t pay enough taxes during the year. If you get a refund, this means you overpaid your taxes
during the year. Most people prefer to get a refund. Wouldn’t you rather have the extra money during
the year? The best scenario after filing your tax return is to not get a refund nor owe anything.
Although this is hardly ever the case, coming close to zero is always the best situation in regards to
your tax situation at the end of the year.
126

Complete Line 73 through Line 77.
Hint: The only line that should have an amount is Line 73.

Complete this part if you
want your refund directly
deposited.
Does not apply
because you can’t
have a negative
number; thus, the
amount would be “0”
(meaning you don’t
owe any taxes).

As you can see, Lines 73-76 guide the computation of either your refund or the amount you owe. If
you get a refund, the amount will show on Line 73. If you owe, it will show on Line 76.
In regards to refunds: (1) the fastest way to get a refund is to have it directly deposited into your
checking or saving account; (2) More and more people are using this method to obtain their refund.
(3) You must complete Lines 74a, 74b, 74c, and 74d for this to occur.
Note: If you select this option, be sure your name appears on the account or the money will not be
deposited and the refund will be mailed to your home.
What was your refund amount?

Completing the return
You are almost finished. The remaining section requires you to fill in information if you want to allow
someone other than yourself to discuss your return. If so, complete the Third Party Designee
section. For purposes of this example, you will leave this blank.
In the Sign Here section, sign your name and date. List your occupation and phone number. Since
you are currently in school, list your occupation as “Student.”
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Note: Before signing the return, be sure to read the section above your signature. It is important to
know you are responsible for all of the information contained within the tax return.
You can leave the Paid Preparer Use Only blank since you did not pay someone else to complete
the return.

Sending it off
There are two ways to submit your tax return: (1) mail it to the IRS, or (2) send it electronically. If you
use a software package to complete your return, the software will ask you if you want to e-file your
return, meaning send it electronically. If you do, the software will walk you through the process. If you
don’t, you can save and print out your return to be mailed.

State tax return
In addition to the federal tax return, New Mexico also requires that you file a state tax return. The
state return is usually completed after completing the federal return. Most tax software packages
transfer your federal tax information into the state return form, so the process is fairly straightforward
if you are completing your return electronically.

Need help?
There is lots of assistance available if you need help completing your tax return. Many places offer
free assistance, if you are eligible (usually related to your income). Tax Help New Mexico (through
Central New Mexico Community College) and The American Association of Retired People
(AARP) are organizations that offer free assistance. The irs.gov website also provides information on
how to file for free (if you qualify). You can always hire a professional, such as a Certified Public
Accountant (CPA) or a private tax service company ($75 per hour or more) to complete your return.
Tax preparation is no simple matter, so educate yourself when it comes to your tax return.
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Life Smarts: Complete a basic federal income tax return using a 1040.
Given the following information, complete the tax return using the attached 1040 form.
-

You are single and attending college out of state.

-

Your parents will claim you on their tax return as a dependent.

-

You received a 1099-INT from your bank showing that you earned $121.52 in interest.

-

You want $3 to go to the Presidential Campaign Fund. (It is a donation.)

11-111111
The Sandwich Shop
1234 Main Street
Albuquerque, NM 87108

4,650.78

465.38

4,650.78

288.35

4,650.78

67.44

888-88-8888

Your Name
1234 Semis Ave
Albuquerque, NM 87999

NM

123456789

4,650.78

85.23

20XX
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4651
122

4771

4771
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4771

5950
0
0
0
0

0
0

465

465
465

15

