Acct 3307

Fall 2007

Tax Return Problem – Ch. 8

1. Steve and Becca are married with no dependents. Becca is an elementary school teacher and Steve is an engineer.  At the end of the year, both are employed.  Steve was out of a job during the first part of the year.  They have provided the following tax information:

Becca’s Salary




$30,000

Steve’s Salary




  40,000

Unemployment compensation received

    5,000

Interest on a bank savings account


    1,500

Interest on City of Lubbock bonds


    2,300

Net long-term capital gain



    1,000

Short-term capital loss carryover from 2006
  
  (5,000)

Membership in professional organization [1]   
      300

Group term life insurance [2] 


      250

Medical insurance premiums


$  3,500



Prescription drugs

     

       500



Dentist



       
 
       950

Emergency room fee

      
   
     1,500

Cold pills and other over-the counter medicine    
       120

Wheelchair



       
       200
Cosmetic Surgery




    5,000

Real estate taxes on principal residence

    4,200

State income tax paid in 2007


    1,150

Federal income tax withheld


    8,000

Home mortgage interest



    3,300

Charitable contributions – cash


    1,200
Charitable contributions – clothes [3]


Tax prep fees for 06 return, paid in 2007

       300

Unreimbursed business expenses [4]
 
    1,200

NOTES:


[1]  Benefits paid by employer

[2]  Becca’s employer provides a policy of $40,000; Steve’s employer provides a policy of $50,000 


[3]  The original cost of the clothes were $1,000 and the current FMV is $500


[4]  Of the $800 in expenses, $200 are for meals and entertainment

Steve and Becca are cash basis taxpayers.  They did not make any quarterly estimated payments during the year.  Please calculate their 2007 adjusted gross income, taxable income, tax liability, and the amount of tax due or refund due with the return.  Please show answer in individual income tax formula.  (Do not calculate any credits)

SOLUTION:

AGI = $73,500

Taxable Income = $55,213

Tax Liability = $7,499

Refund Due = $501

