Acct 3307

Fall 2007

Tax Return Problem
1. Steve and Becca are married with no dependents. Becca is a self-employed artist and Steve is an engineer.  Steve was out of a job during the first part of the year.  They have provided the following tax information:

Steve’s salary for the year year is $60,000.  Steve contributed 3% of his salary to a qualified retirement, which was matched by his employer.  Steve also contributed $500 to a flexible benefits plan.  His employer also paid for medical insurance premiums of $6,000; gym membership of $1,000; and professional dues and licenses of $1,200.

Becca works as an artist.  She collected revenue of $25,000 for the year.  She paid the following expenses:


Supplies

$5,000


Office Rent
$6,000


Office Utilities
$2,500

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)

Gambling winnings



   8,000

Medical insurance premiums (Sch. A)

$  3,500



Prescription drugs

     

       500



Dentist



       
 
       950

Emergency room fee

      
   
     1,500

Cold pills and other over-the counter medicine    
       120

Wheelchair



       
       378
Cosmetic Surgery




    5,000

Real estate taxes on principal residence

    4,200

Federal income tax withheld


    8,000

Home mortgage interest



    3,300

Charitable contributions – cash


    1,200
Charitable contributions – clothes FMV

       800


Tax prep fees for 06 return, paid in 2007

       300

Unreimbursed business expenses

 
    1,200

(of the $1,200, $200 if for meals and entertainment)

Gambling losses




  10,000

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)

