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ME#m (FteRd)

1. CPA-05302 Released 2006 [][]
In evaluating the hierarchy of authority in tax law,
which of the following carries the greatest
authoritative value for tax planning of
transactions?

a. Internal Revenue Code.

b. IRS regulations.

c. Tax court decisions.

d. IRS agents' reports.

2. TAC Original [I[]

Which of the following statements is true
regarding the tax return filing requirements for an
individual taxpayer who dies during the current
tax year?

a. No individual income tax return need be
filed for the year of their death.

b. An individual income tax return should be
filed prior to the end of the year
(December 31) of their death.

¢. Anindividual income tax return should be
filed within 6 months of the date of death.

d. An individual income tax return should be
filed by April 15 of the year following their
death.

3. CPA-02084 ARE R98 #4 (Adapted) [1[]
Krete, an unmarried taxpayer with income
exclusively from wages, filed her initial income tax
return for the 20X2 calendar year. By December
31, 20X2, Krete's employer had withheld $16,000
in federal income taxes and Krete had made no
estimated tax payments. On April 15, 20X3,
Krete timely filed an extension request to file her
individual tax return and paid $300 of additional
taxes. Krete's 20X2 income tax liability was
$16,500 when she timely filed her return on April
30, 20X3, and paid the remaining income tax
liability balance. 'What amount would be subject
to the penalty for the underpayment of estimated
taxes?

a. $0

b. $200

c. $500

d. $16,500
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4. CPA-02098 ARE May 95 #19 (Adapted) 1]
Chris Baker's adjusted gross income on her 20X4
tax return was $160,000. The amount covered a
12-month period. For the 20X5 tax year, Baker
may avoid the penalty for the underpayment of
estimated tax if the timely estimated tax payments
equal the required annual amount of:
I.  90% of the tax on the return for the current
year paid in four equal installments.
Il. 110% of prior year's tax liability paid in four
equal installments.

a. lonly.
b. 1l only.
c. Bothland Il

d. Neither I nor Il.

5. CPA-04751 Released 2005 [1[]
A CPA's adjusted gross income (AGI) for the
preceding 12-month tax year exceeds $150,000.
Which of the following methods is (are) available
to the CPA to compute the required annual
payment of estimated tax for the current year in
order to make timely estimated tax payments and
avoid the underpayment of estimated tax penalty?
I.  The annualization method.
Il. The seasonal method.

a. lonly.
b. 1l only.
c. Bothland Il

d. Neither I nor Il

6. TAC Original 1]

In which of the following cases may a penalty be
charged for underpayment of estimated taxes if
their tax liability for the current year exceeds their
estimated tax payments:

a. The taxpayer had no tax liability for the
prior year.

b. The taxpayer’s total estimated tax liability
for the current year was less than $1,000.

¢. The taxpayer had an Adjusted Gross
Income of $100,000 for the prior year,
and they paid 100% of their prior year’s
tax liability in estimated payments.

d. The taxpayer’s Adjusted Gross Income
for the prior year was $180,000, and they
paid 100% of their prior year’s tax liability
in estimated payments.

B3R 7 E450 AICPA 1) 1) — X MC BRI,
HATEBBESRICEESLITHITTIBEL
TW5H, PARTI E1&2EF 55T 5 REE
UTRERR D,

Released 2011 (p.143~) = Q2
Released 2012 (p.149~) = Q24
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1. CPA-05302

Note: This question is addressed in your
Appendix D text materials (Becker, R1-61). The
topic has yet to show up on the exam as far as we
are aware, and if it ever did, we are confident that
our students would be able to respond correctly
over 85% of the time without any guidance. The
answer is rather obvious. Just by looking at the
answer options, you will immediately notice that
Option A is presented in title case. This would
be a quick sign that it may be the correct
response. Further, we suspect that most
students would narrow the options down to "a" or
"b" by simply using common sense. While we
are confident that our students would fare well on
this question if it appeared on their exams, we
present the following detailed explanation of the
answer options.

Choice"a" is correct. According to the IRS's
website under Tax Code, Regulations and Official
Guidance, the "federal tax law begins with the
Internal Revenue Code (IRC), [which was]
enacted by Congress in Title 26 of the United
States Code (26 U.S.C.)." The IRC holds the
most authoritative value.

Choice "b" is incorrect. According to the IRS's
website under Tax Code, Regulations and Official
Guidance, the IRS regulations or "Treasury
regulations (26 C.F.R.)-commonly referred to as
Federal tax regulations-pick up where the Internal
Revenue Code (IRC) leaves off by providing the
official interpretation of the IRS by the U.S.
Department of Treasury." Regulations give
directions on how to apply the law outlined in the

Internal Revenue Code. Regulations have the
second most force and effect, second only to the
IRC.

Choice "c"is incorrect. Tax court decisions
interpret the Internal Revenue Code. They do
not have the authority of the IRC.

Choice "d" is incorrect. The reports of IRS
agents are used to report on specific taxpayer
situations. IRS agents' reports apply the Internal
Revenue Code, IRS regulations, and other forms
of authoritative literature, but they do not hold the
value that the IRC, the IRS regulations, or even
tax court decisions have.

GEVAN =)

HENEY Y Internal Revenue Code

RITHE Overview (Vol.17¥ X b p.1)
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2. TAC Original

Choice “d” is correct. Afinal individual income
tax must be filed on behalf of a taxpayer who dies
during the tax year. This is filed by the executor
of the estate. It is due on the same date that the
tax return would have been due if the taxpayer
had not died. Therefore, as most individual
taxpayers are calendar year taxpayers, the tax
return will be due on April 15 of the year following
the taxpayer’s death.
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3. CPA-02084

Choice "a" is correct. Provided the taxes due
after withholdings were not over $1,000, there is
no penalty for underpayment of estimated taxes.
Note that there would be a failure to pay penalty
on the $200 that was not paid until April 30, but

this is a separate penalty. Choice "b" is incorrect.

This $200 would be subject to a failure to pay
penalty, but if the balance due after withholdings
is not over $1,000, there is no penalty for
underpayment of estimated taxes. Choice "c" is
incorrect.  If the balance of tax due after
withholdings is not over $1,000, there is no
penalty for underpayment of estimated taxes.
Choice "d" is incorrect. The penalty for
underpayment of estimated taxes is not assessed
on the full amount of the income tax liability, only
the unpaid amount after withholdings to the extent
it exceeds $1,000.
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4. CPA-02098

Choice "c" is correct. Both.

I.  Payment of 90% of the tax on the return for the
current year avoids the penalty for
underpayment of estimated tax.

Il. Payment of 110% of the prior year's tax liability
avoids the penalty for underpayment of
estimated tax when the taxpayer’'s AGI from
the prior year exceeds $150,000.

Note: Payment of lesser of the above two will

provide “safe harbor” to the taxpayer.
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5. CPA-04751

Choice"a" is correct. In computing the amount
of estimated payments due, an individual taxpayer
may choose between the annualized method
(90% of current year's tax), or the prior year
method (100% of last year's tax) unless the
taxpayer's AGIl exceeds $150,000 then they must
use 110% of last year's tax. Therefore, the
taxpayer in this example can use the annualized
method. The seasonal method is not permitted.
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6. TAC Original

Choice “d” is correct. No penalty for
underpayment of estimated taxes will be charged
if the taxpayer had no tax liability for the prior year,
or the taxpayer’s total estimated tax liability for the
current year was less than $1,000, or the taxpayer
paid 100% of their prior year’s tax liability as
estimated taxes. However, if a taxpayer’'s AGl is
greater than $150,000, they must pay 110% of
their prior year’s tax liability in order to ensure that
they do not pay a penalty. Thus, if a taxpayer
who has an AGI of over $150,000 for the prior tax
year pays 100% of their prior year’s tax liability
they may be subject to a penalty if their actual tax
liability exceeds their estimated tax payments.
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