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1. Overview (Filing) & 2. Payment of Tax

PART | : INDIVIDUAL INCOME TAXATION

1. Overview (Filing) & 2. Payment of Tax
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1. CPA-05302 Released 2006 [ ][] A
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[] B

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.

¢. An individual income tax return should be
filed within 9 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[] A
Krete, an unmarried taxpayer with income
exclusively from wages, filed her initial income tax
return for the 20X1 calendar year. By December
31, 20X1, Krete's employer had withheld $16,000
in federal income taxes and Krete had made no
estimated tax payments. On April 15, 20X2,
Krete timely filed an extension request to file her
individual tax return and paid $300 of additional
taxes. Krete's 20X1 income tax liability was
$16,500 when she timely filed her return on April
30, 20X2, 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

PART | — Individual Income Taxation
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4. CPA-02098 ARE May 95 (Adapted) [I[1 A
Chris Baker's adjusted gross income on her 20X1
tax return was $160,000. The amount covered a
12-month period. For the 20X2 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. Il only.
c. Bothland Il

d. Neither | nor Il.

5. CPA-04751 Released 2005 [1[] C
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.
I only.
Il only.
Both I and II.
Neither | nor II.

aoop

6. TAC Original ([ A

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.

c. 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.

Becker Online SEZ Y 7 b IZUk S TLNS

HATUMBEESRICEESLIZHITTBEL
TW3A, PARTI 1825 (5159 5 RERE(&
UTRERD, MEOHBOEREEEL X S,
F=, BEEY A VI TEUMBESAHBEINDS
CENBHBDT, BERI0FEDE LTS,

Released 2011 (p.113~) = Q2
Released 2020 (p.165~) = Q3

PART | — Individual Income Taxation



3. Filing Status

3. Filing Status

Fﬂﬁ Eﬁ (§+5ﬁ:ﬁ)

7. CPA-01404 ARE May 95#13 (][] A
Which of the following is (are) among the
requirements to enable a taxpayer to be classified
as a "qualifying widow(er)"?
I. A dependent has lived with the taxpayer for
six months.
Il. The taxpayer has maintained the cost of the
principal residence for six months.

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

d. Neither | nor Il

8. CPA-04765 Released 2005 [1[]1 A
Parker, whose spouse died during the preceding
year, has not remarried. Parker maintains a
home for a dependent child. What is Parker's
most advantageous filing status?

a. Single.

b. Head of household.

c. Married filing separately.

d. Qualifying widow(er) with dependent child.

9. CPA-05278 Released 2006 [1[] B
In which of the following situations may taxpayers
file as married filing jointly?

a. Taxpayers who were married but lived
apart during the year.

b. Taxpayers who were married but lived
under a legal separation agreement at the
end of the year.

c. Taxpayers who were divorced during the
year.

d. Taxpayers who were legally separated
but lived together for the entire year.

10. Becker Example [I[] B
Which of the following individuals could claim
Head of Household filing status?

I. A 32 year-old divorced mother of two
children, both of whom resided with her for
the entire tax year.

Il. A 45 year-old widow whose spouse died in
the prior tax year and who provided all
expenses related to the principal residence
of her mother for the tax year.

Ill. A 56 year-old widow whose spouse died
during the current tax year and who
provided a household that is the principal
residence of her 15-year-old daughter.

IV. A single male who owns his own home and
provides 100% of the support for his Aunt
Martha, who resided with him for the entire

tax year.
a. landlll.
b. lonly.
c. lland IV.
d. I, 1l,and IV.

11. Released 2008 [ ][] A
A couple filed a joint return in prior tax years.
During the current tax year, one spouse died.
The couple has no dependent children. What is
the filing status available to the surviving spouse
for the first subsequent tax year?

a. Surviving spouse.

b. Married filing separately.

c. Single.

d. Head of household.
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4. Dependency Requirements

Fﬂﬁ Eﬁ (E‘l’sﬁzﬁ)

12. Becker Example 1] A
Janet and Ted have two children, Mary (age 10)
and Seth (age 12). Janet's Aunt Martha resides
with the family in an apartment over the garage.
Martha's only income is $1,500 a month in Social
Security benefits. Janet and Ted receive no rent
payments from Martha and provide all remaining
support for her living arrangements. How many
dependents do Janet and Ted have under the
qualifying child and qualifying relative rules?

a. Zero
b. One
c. Two
d. Three

13. Becker Example [1[] A
In 20X1, Smith, a divorced person, provided over
one half the support for his widowed mother, Ruth,
and his son, Clay, both of whom are U.S. citizens.
During 20X1, Ruth did not live with Smith. She
received $9,000 nontaxable Social Security
benefits. Clay, a 25 year-old full-time graduate
student, and his wife lived with Smith. Clay had
no income but filed a joint return for 20X1, owing
an additional $500 in taxes on his wife's income.
How many people meet the definition of either
qualifying child or qualifying relative for Smith?

a. Zero
b. One
c. Two
d. Three

14. CPA-01415 ARE May 94 #14 (1] A
Jim and Kay Ross contributed to the support of
their two children, Dale and Kim, and Jim's
widowed parent, Grant. For Year 1, Dale, a 19-
year-old full-time college student, eamed $4,500
as a babysitter.  Kim, a 23-year-old bank teller,
earned $12,000. Grant received $5,000 in
dividend income and $4,000 in nontaxable Social
Security benefits. Grant and Kim are U.S.
citizens and were over one-half supported by Jim
and Kay, but neither of the two currently reside
with Jim and Kay. Dale's main place of
residence is with Jim and Kay, and he is currently
on a temporary absence to attend school. How
many people meet the definition of either
qualifying child or qualifying relative on the Year 1
joint income tax return for Jim and Kay Ross?

a. Zero
b. One
c. Two
d. Three

15. TAC Original [1[] C
Ted and Nancy file a joint return.  They pay
$9,000 to rent an apartment for their parents,
Amy and David. Amy provides $6,000 towards
her own support and David provides $4,000.
The other dependency tests are met for both Amy
and David. Who qualified as a dependent for
Ted and Nancy?

a. Amy and David
b. Amy
c. David
d. No One

PART | — Individual Income Taxation




4. Dependency Requirements

16. TAC Original (1] A
Which of the following relatives may not be
claimed as a dependent for the 20X1 tax year,
given that none live with the taxpayer, but all other
dependency criteria are met:

a. Anuncle

b. Acousin

c. Agrandfather who died in January, 20X1

d. Achild born in December, 20X1

17. TAC Original (1] B
Which of the following may not be claimed as a
dependent:

a. An exchange student from Japan, who
lives with the taxpayer for the entire year.
The taxpayer provides 100% of the
student’s support.

b. The taxpayer's daughter’s husband, who
does not live with the taxpayer (and who
does not file a joint return). He earns
$2,500 during the tax year. The taxpayer
provides more than 50% of his support.

c. The taxpayer’s daughter, who live with
the taxpayer (and who does not file a joint
return). She is 23 years old and a full-
time student. She earns $5,000 during
the current tax year. The taxpayer
provides more than 50% of her support.

d. The taxpayer’s niece, who does not live
with the taxpayer. She earns $2,000
during the current tax year. The
taxpayer provides more than 50% of her
support.

EE 104653 D AICPA 1) 1) —R MC D 5 5
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5. Gross Income - Inclusions

Fﬂﬁ Eﬁ (§+34 Fliﬁ )

18. CPA-01840 May 95#15 [1[] A 20. CPA-04859 [1[] B
A cash basis taxpayer should report gross Tom and Sharlene had the following items of
income: income and expense during the taxable year:
. Only for th in which i i
a. Jnyforme )./ear |.n whiehineome 1s Tom's wages from his job $ 67,000
actually received in cash.
. L . Interest from money market $ 1,500
b. Only for the year in which income is . i
actually received whether in cash orin Gain from sale of securities
y owned for 3 months $ 15,000
property.
c. For the year in which income is either Self-Employment Activity
actually or constructively received in cash Gross income $ 35,000
only. Business license fees $ 500
d. For the year in which income is either Marketing expenses $ 2,000
actually or constructively received, Salary paid to Sharlene $ 10,000

hether in cash or in property.
W I ity What is Tom & Sharlene's gross income before

adjustments?
19. CPA-04856 (1] A a. $106,000
. 1 . . b. $116,000
Merrill and Joe’s divorce was finalized in June of
2018. As part of the settlement, Joe received the c. $128,500
. ’ d. $131,500
following:
Alimony $ 3,000 per month
Child support $ 1,000 per month 21. CPA-04861 11 A
Lump-sum payment as Seth Silver had the following items of income
the property settlement $ 125,000 during the taxable year:
Payments began in July; however, Merrill only Interest income from a checking
paid a total of $15,000 during the year. For the account $ 1,000
current year, what amount must Joe include in Interest income from a money market
income on his Form 10407 account 2,050
a. $9,000 Interest income from a municipal bond
b. $15,000 he purchased during the current year 250
c. $134,000 Interest income from federal bonds he
d. $140,000 purchased two years ago 750

On his current year tax return, what amount is
taxable income?

a. $3,050

b. $3,300

c. $3,800

d. $4,050

: PART | — Individual Income Taxation



5. Gross Income - Inclusions

22. Becker Example (11 A
Stella Corporation's information is as follows:

Prior year's earnings and profits $ 75,000
Current year's earnings and profits  $ 0
Capital invested by shareholders $ 25,000

At the end of the current year, Stella Corporation
paid its shareholders a total of $150,000 in
dividends. What amount is taxable, either as
ordinary income or capital gain, to the
shareholders in total?

a. $0

b. $75,000

c. $100,000

d. $125,000

23. CPA-05293 Released 2006 [1[1 A

Barkley owns a vacation cabin that was rented to
unrelated parties for 10 days during the year for
$2,500. The cabin was used personally by
Barkley for three months and left vacant for the
rest of the year. Expenses for the cabin were as
follows:

$1,000
$2,000

Real estate taxes
Maintenance and utilities

How much rental income (loss) is included in
Barkley's adjusted gross income?

a. $0

b. $500

c. $(500)

d. $(1,500)

24. CPA-01428 ARERO02#2 (I[1 B
Adams owns a second residence that is used for
both personal and rental purposes. During the
current year, Adams used the second residence
for 50 days and rented the residence for 200 days.
Which of the following statements is correct?
a. Depreciation may not be deducted on the
property under any circumstances.
b. Arental loss may be deducted if rental-
related expenses exceed rental income.
c. Utilities and maintenance on the property
must be divided between personal and
rental use.
d. All mortgage interest and taxes on the
property will be deducted to determine
the property's net income or loss.

25. CPA-01433 ARERO02 #7 1] A
Which of the following conditions must be present
in a divorce agreement executed on or before
December 31, 2018, for a payment to qualify as
deductible alimony?
I.  Payments must be in cash or its equivalent.
Il. The payments must end at the recipient's
death.
| only.
Il only.
Both I 'and II.
Neither | nor II.

oo oo

26. CPA-01438 ARERO02#8 [1[1 B
Which of the following costs is not included in
inventory under the Uniform Capitalization rules
for goods manufactured by the taxpayer?

a. Research.

b. Warehousing costs.

c. Quality control.

d. Taxes excluding income taxes.

PART | — Individual Income Taxation
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27. CPA-01472 ARER99#6 (11 B
Baker, a sole proprietor CPA, has several clients
that do business in Spain.  While on a four-week
vacation in Spain, Baker took a five-day seminar
on Spanish business practices that cost $700.
Baker's round-trip airfare to Spain was $600.
While in Spain, Baker spent an average of $100
per day on accommodations, local travel, and
other incidental expenses, for total expenses of
$2,800. What amount of expense can Baker
deduct on Form 1040 Schedule C, "Profit or Loss
From Business"?

a. $700
b. $1,200
c. $1,800
d. $4,100

28. Becker Example [1[1 A
What are the treatment options for a net operating
loss occurring in tax years after December 31,
20207
a. Two-year carryback and 20-year
carryforward
b. No carryback and 20-year carryforward
No carryback and indefinite carryforward
d. Two-year carryback and indefinite
carryforward

3]

29. CPA-01564 ARE May 94 #2 (1] A

In a tax year where the taxpayer pays qualified
education expenses, interest income on the
redemption of qualified U.S. Series EE Bonds
may be excluded from gross income. The
exclusion is subject to a modified gross income
limitation and a limit of aggregate bond proceeds
in excess of qualified higher education expenses.
Which of the following is (are) true?

I.  The exclusion applies for education
expenses incurred by the taxpayer, the
taxpayer's spouse, or any person whom the
taxpayer may claim as a dependent for the
year.

Il. "Otherwise qualified higher education
expenses" must be reduced by qualified
scholarships not includible in gross income.

| only.

Il only.

Both | and II.
Neither | nor I1.

oo oo

30. CPA-01568 ARE May 94 #3 (1] A
During the year Kay received interest income as
follows:

On U.S. Treasury certificates $4,000
On refund of prior year’s
federal income tax 500

The total amount of interest subject to tax in Kay's
current year tax return is:

a. $4,500

b. $4,000

c. $500

d. $0

31. CPA-01609 PliNov 93 #21 1] A
Perle, a dentist, billed Wood $600 for dental
services. Wood paid Perle $200 cash and built a
bookcase for Perle's office in full settiement of the
bill. Wood sells comparable bookcases for $350.
What amount should Perle include in taxable
income as a result of this transaction?

a. $0

b. $200

c. $550

d. $600

- PART | — Individual Income Taxation



5. Gross Income - Inclusions

32. CPA-01571 ARE May 94 (Adapted) (1] B
With regard to the inclusion of social security
benefits in gross income, for the current tax year,
which of the following statements is correct?

a. The social security benefits in excess of
modified adjusted gross income are
included in gross income.

b. The social security benefits in excess of
one half the modified adjusted gross
income are included in gross income.

c. Eighty-five percent of the social security
benefits is the maximum amount of
benefits to be included in gross income.

d. The social security benefits in excess of
the modified adjusted gross income over
a threshold amount are included in gross
income.

33. Becker Example [1[] B

Rich is a cash basis self-employed air-conditioning

repairman with the current year's gross business
receipts of $20,000. Rich's cash disbursements
were as follows:

Air conditioning parts $2,500
Yellow Pages listing 2,000
Estimated federal income taxes on
self-employment income 1,000
Business long-distance telephone calls 400
Charitable contributions 200

What amount should Rich report as net self-
employment income?

a. $15,100

b. $14,900

c. $14,100

d. $13,900

34. CPA-01614 /05979 11 A
Nare, an accrual-basis taxpayer, owns a building
which was rented to Mott under a 10-year lease
expiring August 31, Year 8. On January 2, Year 2,
Mott paid $30,000 as consideration for canceling
the lease. On November 1, Year 2, Nare leased
the building to Pine under a five-year lease. Pine
paid Nare $10,000 rent for the two months of
November and December, and an additional
$5,000 for the last month's rent. What amount of
rental income should Nare report in its Year 2
income tax return?

a. $10,000

b. $15,000

c. $40,000

d. $45,000

35. CPA-01620 PliNov 93 #24 [1[1 A
John and Mary were divorced in 2017. The
divorce decree (executed 6/30/17) provides that
John pay alimony of $10,000 per year, to be
reduced by 20% on their child's 18th birthday.
During the current year, the $10,000 was paid in
the following way: John paid $7,000 directly to
Mary and $3,000 to Spring College for Mary's
tuition. What amount of these payments should
be reported as income in Mary's current year
income tax return?

a. $5,600

b. $8,000

c. $8,600

d. $10,000

36. CPA-01636 PlINov 92 #16 (1] A
Clark took a standard deduction for 20X1 taxable
year. In July 20X2, Clark received a state income
tax refund of $900 plus interest of $10, for
overpayment of 20X1 state income tax. What
amount of the state tax refund and interest is
taxable in Clark's 20X2 federal income tax return?

a. $0

b. $10

c. $900

d. $910

PART | — Individual Income Taxation :
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37. CPA-04721 Released 2005 (][] A
During the current year, Adler had the following
cash receipts:

Wages $18,000
Interest Income from investments

in municipal bonds 400
Unemployment compensation 3,900

What is the total amount that must be included in
gross income on Adler's current year income tax
return?

a. $18,000

b. $18,400

c. $21,900

d. $22,300

38. CPA-04756 Released 2005 (1] B

DAC Foundation awarded Kent $75,000 in
recognition of lifelong literary achievement. Kent
was not required to render future services as a
condition to receive the $75,000. What
condition(s) must have been met for the award to
be excluded from Kent's gross income?

I. Kent was selected for the award by DAC
without any action on Kent's part.

Il. Pursuant to Kent's designation, DAC paid
the amount of the award either to a
governmental unit or to a charitable
organization.

| only.

Il only.

Both | and Il
Neither I nor II.

aoop

39. CPA-04760 Released 2005 (11 A
Mosh, a sole proprietor, uses the cash basis of
accounting. At the beginning of the current year,
accounts receivable were $25,000. During the
year, Mosh collected $100,000 from customers.
At the end of the year, accounts receivable were
$15,000. What was Mosh's gross taxable
income for the current year?

a. $75,000

b. $90,000

c. $100,000

d. $110,000

40. CPA-05267 Released 2006 (1] A
Porter was unemployed for part of the year.
Porter received $35,000 of wages, $6,400 from a
state unemployment compensation plan, and
$2,000 from his former employer's company-paid
supplemental unemployment benefit plan. What
is the amount of Porter's gross income?

a. $35,000

b. $37,000

c. $41,400

d. $43,400

41. CPA-05279 Released 2006 [1[] A
Which one of the following will result in an
accruable expense for an accrual-basis taxpayer?
a. An invoice dated prior to year end but the
repair completed after year end.
b. A repair completed prior to year end but
not invoiced.
c. A repair completed prior to year end and
paid upon completion.
d. A signed contract for repair work to be
done and the work is to be completed at a
later date.

42. Becker Example [1[] C
Which one of the following statements is correct
with regard to an individual taxpayer who has
elected to amortize the premium on a bond that
yields taxable interest?
a. The amortization is treated as an itemized
deduction.
b. The amortization is not treated as a
reduction of taxable income.
c. The bond's basis is reduced by the
amortization.
d. The bond's basis is increased by the
amortization.

PART | — Individual Income Taxation



5. Gross Income - Inclusions

43. CPA-01823 May 91 11 #28 (11 C

Clark bought Series EE U.S. Savings Bonds after
1989. Redemption proceeds will be used for
payment of college tuition for Clark's dependent
child. One of the conditions that must be met for
tax exemption of accumulated interest on these
bonds is that the:

a. Purchaser of the bonds must be the sole
owner of the bonds (or joint owner with
his or her spouse).

b. Bonds must be bought by a parent (or
both parents) and put in the name of the
dependent child.

c. Bonds must be bought by the owner of
the bonds before the owner reaches the
age of 24.

d. Bonds must be transferred to the college
for redemption by the college rather than
by the owner of the bonds.

44. CPA-01884 Nov 95 #11 [1[] A
The uniform capitalization method must be used
by:
I.  Manufacturers of tangible personal property.
Il. Retailers of personal property with $2
million in average annual gross receipts for
the three preceding years.
[ only.
Il only.
Both | and II.
Neither I nor 1.

ao oo

45. CPA-05969 Released 2008 [1[1 B
Chris, age five, has $3,000 of interest income and
no earned income this year. Assuming the
current applicable standard deduction is $1,100,
how much of Chris' income will be taxed at his
parent’s marginal rate?

a. $0

b. $800

c. $1,900

d. $3,000

46. CPA-08784 [1[] A

Which of the following amounts represents an
adjustment to adjusted gross income (AGlI) for the
current tax year?

a. Child support paid to a former spouse
pursuant to a divorce agreement
executed in 2018.

b. Child support paid to a former spouse
pursuant to a divorce agreement
executed in 2019.

c. Alimony paid to a former spouse pursuant
to a divorce agreement executed in 2019.

d. Alimony paid to a former spouse pursuant
to a divorce agreement executed in 2018.

47. CPA-01999 ARER02#4 ][] A
Mock operates a retail business selling illegal
narcotic substances. Which of the following
item(s) may Mock deduct in calculating business
income?
I. Cost of merchandise.
Il. Business expenses other than the cost of
merchandise.
a. lonly.
b. Il only.
c. Bothland Il
d. Neither | nor Il

48. TAC Original [J[] B
Helen Chan received the following dividends :
e on common stock held in Wai

Systems Ltd., a public company  $1,400
e on common stock held in WOW

Cleaners, Inc., a private company

owned 90% by Chan $16,000

® on preferred stock held in Ace
Airlines, Ltd., a public company $500
® on Chan'’s life insurance policy
from Good Life Insurance (Total
dividends received have not exceeded
accumulated premiums paid.) $100
On Chan’s income tax return, she should report
dividend income of
a. $1,900
b. $17,400
c. $17,900
d. $18,000

PART | — Individual Income Taxation
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49. TAC Original [J[J A

Mr. West must pay his former spouse $20,000
annually under a divorce decree (executed in
June 2018) in the following amounts:

+ $1,250 a month for tuition fees paid to a private
school until their son attains the age of 18 or
leaves the school prior to age 18

- $5,000-a-year cash payment to the former Mrs.

West

+ In addition to the above amounts, the former
Mrs. West also received a lump-sum amount of
$150,000 from the sale of their other marital
assets

What is the amount of Mr. West’s alimony
deductions?

a. $20,000

b. $155,000

c. $8,000

d. $5,000

50. AC Original [1[1 A
How do stock dividends received affect taxable
income?

a. By always increasing taxable income by
the fair market value of the stock at the
time of distribution.

b. If all common shareholders receive
preferred stock as a dividend.

c. If the shareholder has an option to
receive a dividend as either cash or stock.

d. None of the above.

51. TAC Original [1[] B

Paula is a self-employed, cash-method
taxpayer. During 20X3 she has the following
transactions:

« Cash received for 20X3 services $120,000
« Cash received in 20X3 for year 20X2 services $20,000
« Cash received in 20X4, for year 20X3 services $10,000

« Salaries paid in 20X3 $20,000
« Salaries accrued in 20X3, paid in 20X4 $2,000
« Interest paid and incurred in 20X3 $2,000
« Interest pre-paid in 20X3 for 20X4 $1,000
« Other operating expenses incurred

and paid for during 20X3 $5,000

1) What is Paul’s total business income during
20X3?
a. $150,000
b. $140,000
c. $120,000
d. $90,000

2) What are Paula’s total business expenses
during 20X3?
a. $27,000
b. $28,000
c. $29,000
d. $30,000

ER10550 AICPA 1) 1) —ZX MC BED 5 5
PARTI 5% 1<xtih§ DRRBIELIT &5,

Released 2011 (p.113~) = Q15
Released 2012 (p.118~) = Q1

Released 2013 (p.123~) = Q2,12
Released 2014 (p.129~) = Q2

Released 2015 (p.134~) = Q8, 14, 20, 26
Released 2016 (p.141~) = Q13,22
Released 2017 (p.147~) = Q21
Released 2018 (p.153~) = Q5,16
Released 2019 (p.158~) = Q7, 25, 26
Released 2020 (p.165~) = Q24, 27

PART | — Individual Income Taxation



Answers & Explanations

fRE T

<BE>

HER. BEREDYB L CCERWECE, R=CEH<D ([TEXT D) FRNETET,
CKXEBEERNRICHEHD LR—SHEMZ 20 CRER - BERENTTOLES),

F7=. Becker HREDEHEBBFEDRLZK A ELE LT ROR—UDT—0—rEaE—3F LIIERL
T. BB ELIZTEBO Note #82I2 “147” TELHTHL EHABERICERKELEL—LPTL
DERNEEBVNVET,

URBEE : EROEFAED1F] B%. MEEZROZEEREONX EWSEERKICHEYMNETT
N, FBEOEHEO. A, XEWS I DIZHTTRHFKT I EERBOLET,

EfE (EZFCEE D> T, EREE> TLRE —O

FELEFER (BBCBEN G T, BRAEELFE>TUVERHE A

RIEMR (EREABE-> TULME —X



Notes

abuajieyn puzg

abusjieyd |

JaquinN QN




1. Overview (Filing) & 2. Payment of Tax

PART | : INDIVIDUAL INCOME TAXATION

1. Overview (Filing) & 2. Payment of Tax

fRETR

1. CPA-05302

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: 5|

Internal Revenue Code

HENEYY

sy HE Overview (VolA7FX k p.1)

KERIRRE & ORI

&H EAII2H B Authority GEIR) &, UREMNS,
AEBRAETH D,

[ . Internal Revenue Code
WERAZE

II. Federal Tax Regulation
EIBRERTRAI
¥ Treasury (IRS) Regulation : Bf#& 1R8I
EEHIEN D,

II. Tax Court Decisions

BB AT ZEDOHBI

¥ MEAEZE D] LiF, NEEETERALT
W2 RIMEAOMBIL S 2 ATY, BEHEEDA
[ZIEEH EHIZBE L, BIEBEDHICIEEEL
THYET,
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2. TAC Original

Choice “d” is correct. A final 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.

GEVAN: 5|
HENEwS | Filing
T HE PARTI &1=

WRENFEEDORPICET LIZEEE. 1A18H

DRTCHETOFRFEFE L TRERBNHNIL,

& L MFAMEE D, Form10400 BHEHARRE
. BEDHELREKT., BFEND4H15HE T,
SRR N ERE RS,

% PART VIl Gift and Estate Taxation Z3% (<

SEL LTRE LTS A, EFEREHEEE
(Form 706 : Estate Tax Return) D B&HAR(L,

FRTHMDIN AURNEL>TND,

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.

[Ra > MMESH)

HENEYY
XY PE

Estimated Tax Payment
PARTI 525

REMBIEEL$1,000KFDHE. [FEMBTOBE
LT (RCBERBNARE) &L 28 0€
(underpayment penalty ; BIIAFREDRFIIL T
1) FRELNGL, BB, AREIMLUTVLSD
A, PARTI 1E (VolATF X p22R—)
D TBTRICK 5 E A€ (tax delinquency
penalty)X| &IFEGZZOTERLEL S,

AEOBBREETLHDHE UTDOELSITH D,
- X1EERORRBINFE (FTHALY) =$16,000,
- X2HF4 3150 IER E B, $300 % fvk,

- X1EEOHEERTEHEE=$16,500,

- X2F4A308 ICREEZRH, %$200% B,
AR T, HEEASHIEES16,500 —RRHUINFIZR
$16,000=3$5007 M . [Underpayment penalty |
[FEBEIhEL, . SONERELER D,
4F15H DR R TDRMFBLEES200(12%F L TIE,

[ Failure-to-pay penalty (% Tax delinquency
penalty) | AERENdZ&I2H B,
ERZEOHBRNICAEZEZRELTVHDOT,

[Failure-to-file penalty | [£ZR S LA,

4. CPA-02098

Choice "c" is correct. Payment of lesser of the

below two will provide “safe harbor” to taxpayers.

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.

GEVAN: 5|

HENEYY
SHhY HE

BAIEED AGlI H155 RILEBZ 2 S5EfEED
56, a) HFEEOMBRIAGE (« EROMSE:
actual income method % f=(ZF#ERIZE D
1=f%5 : annualized income method %~X—X
IZEHE$2) ® 90%  L<IE b) BIEEDIHAR
%8 (< prior year method &(V5) M110%MD LY
ThNNEWNEEEE THEREZIHAV L TE T
underpayment penalty (RIHATREDRFILT 1)
ZOEEd 5 ENTED,

AR TI&, Baker KORIFEED AGI (1675 R
THdl=h, LRICEETD, WTIHEDT
FEiREE"c” : Bothland | AEREE A,

Estimated Tax Payment
PARTI 5523
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1. Overview (Filing) & 2. Payment of Tax

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.

(A1 > MBS

HENEY Y
HETHE
B O ES B0 &, annualized income

method=annualization method & £ LV 5,

mH. K. seasonal method NIEME & 742
52 LIERVESS, FOREHTFR NTIEESR
L TULVZELY,

Estimated Tax Payment
PARTI 525

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.

GEAS =)

HENEYY
SHSYE
BIEED AGl 158 RILEHBZ 2 558E8ED
e, a) AFEEOMBRAZED 90% & L&
b) BIFEDMBEADI10%D WNT VNS NEER
FTHBHEZRAL L TH L, underpayment
penalty (RT#ARENRFILT ) EEET S
ENTES,

BRI D - BB DORIEED AGI (F18F KL T
HBEHLETIZHZNT DA, 100% LHFTERE
BIFALY LTH 5. underpayment penalty (RiT$h
RRORFILT4) BESNID,

Estimated Tax Payment
PARTI 5523

BH. ERE  BEAOMBEDOSE. EE
DIMBEENE O TH O IHRICTIEETHEHTFEM
BMETOIBEREL,
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3. Filing Status

fRETR

7. CPA-01404

Choice "d" is correct. The requirements that

enable a taxpayer to be classified as a "qualifying

widow(er)" are:

1) The taxpayer's spouse died in one of the two
previous years and the taxpayer did not
remarry in the current tax year,

2) The taxpayer has a child who can be claimed
as a dependent,

3) This child lived in the taxpayer's home for all of
the current tax year,

4) The taxpayer paid over half the cost of keeping
up a home for the child,

5) The taxpayer could have filed a joint return in
the year the spouse died.

GEOAN: )|
HEE M w4 | Filing Status
SIS 3E PARTI &3=

MKROEEDBARERRESROZ &,
Qualifying widow(er) DB DI CTHRICEE
Bok, T1EEL KBRETHD [FH#] 2
EELTWS L,

Qualifying Widow(er) = Whole year
Head of Household = Half year

COEIREB'd” - Neither I nor | AIEfEE 25,

8. CPA-04765

Choice "d" is correct. A qualifying widow(er) is
a taxpayer who may use the joint tax return
standard deduction and rates for each of two
taxable years following the year of death of his or
her spouse, unless he or she remarries. The
surviving spouse must maintain a household that,
for the entire taxable year, was the principal place
of abode of a son, stepson, daughter, or
stepdaughter (whether by blood or adoption).
The child must be considered either a qualifying
child or a qualifying relative. Parker may file as a
qualifying widow(er) because her spouse died in
the previous tax year, she did not remarry, and
she maintained a home for a dependent child.
Because qualifying widow(er) is the most
advantageous status and Parker qualifies, Parker
would file as a qualifying widow(er).

Choice "a" is incorrect. Even though Parker
would qualify as single, filing single would give
Parker a higher tax liability than the qualifying
widow(er) status and therefore is not most
advantageous.

Choice "b" is incorrect. Parker would not qualify
as head of household for the first two years after
the death of Parker's spouse because one of the
requirements for head of household status is that
the taxpayer is not a surviving spouse. (Also,
note that the likely reason for this requirement is
that filing as head of household status would give
the qualifying surviving spouse taxpayer a higher
tax liability than the qualifying widow(er) status,
which would be less advantageous.)

Choice "c" is incorrect. Parker would not qualify
to file married filing separately.

R+ > M)
HEE N EPw% | Filing Status
Y HE PARTI 3%
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3. Filing Status

Qualifying widow(er) LE@BE LERIL. —FED
BHEFBL LTV HMEED. BBEORCEE
B2ERBICR>THET A ENTELHEER
Thd, RFEERE (MFJ)) LELCBERRY
standard deduction Zf\L\% Z &N TE, EBBS
nTuna,

a. Has not remarried at year end;
FEROFRTHELTVNENI &,

b. Was qualified to file a joint return in the year of
death;
BIBEDECEEICMF) 23 28RN H - 1=
Z&,

d. Maintain principal residence for dependent child
for the whole year
[ E#El KBRETHS [F4] A"REL
TWB &,

9. CPA-05278

RULE: In order to file a joint return, the parties
must be MARRIED at the end of the year.
Exception: If the parties are married but are
LEGALLY SEPARATED under the laws of the
state in which they reside, they cannot file a joint
return (they will file either under the single or head
of household filing status).

Choice "a" is correct. Per the above rule,
taxpayers who are married but lived apart during
the year are allowed to file a joint return for the
year. The fact that they did not live together
during the year has no bearing on the issue.
Choice "b" is incorrect. Per the above rule,
taxpayers who are married but lived under a legal
separation agreement at the end of the year may
not file a joint return.  They will generally file
either under the single or head of household filing
status.

Choice "c" is incorrect.  Per the above rule,
taxpayers who were divorced during the year may
not file a joint return together, as they are not
married at the end of the year. [Note, however,
that they may become married again in the year
and file a joint return with the new spouse.]
Choice "d" is incorrect. Per the above rule,
taxpayers who were legally separated but lived
together for the entire year may not file a joint
return. They will generally file either under the
single or head of household filing status.

[Ra > MMESH)

HENEYY
sy PE

MFJZAWS=OIZE, FERORRTRIELT
WBRIFETRITNEE S AL, g (divorced).
ERIZBIE (legally separated) L TUL\3IBE(E

FHBNIRLN,

Filing Status
PARTI $3%

10. Becker Example

Choice "d" is correct. Head of household

status requires that the following conditions be

met:

« Individual is not married, is legally separated, or
is married and has lived apart from his/her
spouse for the last six months of the year at the
close of the taxable year.

» The individual is not a qualifying widow(er).

+ The individual is not a nonresident alien.

+ The individual maintains as his or her home a
household that, for more than half the taxable
year, is the principal residence of a son or
daughter, father or mother (not required to live
with the taxpayer), or a dependent relative
(must live with the taxpayer).

The individual in Item | would qualify because she

maintained a home that was the principal

residence of her two children for more than half
the tax year.

The individual in Item Il would qualify because she

is providing support for her mother. Note that

she is not a qualifying widow because she does
not maintain the household for a qualifying child.

The individual in item 11l would file married filing

joint in the year of the death of the spouse and

would file as a qualifying widow for the
subsequent two years.

The individual in Item IV would qualify as head of

household because he maintains a household

that for more than half the taxable year is the
principal residence of a dependent relative who
resides with him (required for dependent relatives
other than father or mother).

ROR—D (gL - - -
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G AN £
HEENEPw% | Filing Status
g HE PARTI 3%

Head of household (&, ROBHEF X THEL
TWBRENANDZENATEIREERTH S,

a. FEXRICHRE (HAELMFLED) THDC
&, KA LMBREE (E, FHA VDT
D, BRFEERORRTENICHEELTL
T3 MFS ZZIRT B ENGOVRRIZHY .
ZTOEBELEEOHRYI6H ARBBLTY
556, MBLELTHBTLEVWSHETH D,

b. XEMERFIEEETHDI &,

¢. The individual maintains as his or her home a
household that, for more than half the taxable
year, is the principal residence of :

F4E] BOER.

(i) Dependent Relative (must Live with)

KERETHD MBKR] LRBELTWS L,

(il) Dependent Child (must Live with)
BERKTHDITFHERB LTI L,
(i) Dependent Parent (Not required to live with)
HEFECHIFEERBLTVWIREL

AR

AMIZH T2 4 ADOIFLEIZRE L T, Head of
household DEHZ = LTS M E S H & T
I3,

I. EEE® Dependent Child (must Live with)IZ
EEERH

II. £52® Dependent Parent (Not required to
live with) 128247 %, FHEFRRBLTWEIRE
F7E0, X AIEECREBELEILTLEN F
fEE WA 028, Qualifying widow (21522 L7,

. BRIEEDRTEEEMFI EHNDEMNT
% %, Head of household (2135 LAY,

V. 52 ™ Dependent Relative (must Live with)
o RN

SEREA” D L and IV WNERRE B,

11. Released 2008

Choice "c" is correct. For the first subsequent
tax year (and all other subsequent tax years) after
the death of a spouse with no dependent children,
filing status is single.

Choice "a" is incorrect.  Filing status is not
"surviving spouse" because there are no
dependent children.

Choice "b" is incorrect.  Filing status is not
"married filing separately" in the first subsequent
tax year after the death of a spouse since the
couple is no longer married.

Choice "d" is incorrect.  Filing status is not "head
of household" because there are no dependent
children and no other qualifying dependents.

GEMAN 50|

HENEY Y
MY HE
EEREORTEEIL. MFJERAWVWDZEMNTES,

AR TIIRBEDRCEEDRED fiing status
AEbIh TS, EBRETHDFH GRik) 0
L\ LN TSurviving spouse / Head of household

I2IFEZ% LAY, .SingleNEfRE 4D,

Filing Status
PARTI 5533
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4. Dependency Requirements

4. Dependency Requirements

fRE

TIPe FREDFE L “Qualifying Child (BE#-F4t) "% “Qualifying Relative GEEFRIE) "D X THOEHE T
LTHOEHET 2D +DRIFRN G Z 5N TONVRNIEN S, FIZREBHIZ KT BECRAERUORY, &=L T

WBEBZLD !

12. Becker Example

Choice "d" is correct. Based on the “qualifying
child” and the “qualifying relative” tests, Janet and
Ted have three dependents.

The two children meet the test for a "qualifying
child". In addition, Aunt Martha, a relative, qualifies
because she does not have any taxable income
(social security is not taxed at this low level of
income), is not filing a joint tax return with another,
is a citizen of the US, and is a qualifying relative.
In this instance, note that Martha would not have
to reside with the family. Only nonrelative
members of a household must reside with the
taxpayer for the entire year.

The dependency requirements for a relative are
found in the "SUPORT" mnemonic.
S upport (over 50%) test
U nder a specific amount of (taxable) gross
income test
P recludes dependent filing a joint tax return
test
O nly citizens (residents of US/Canada or
Mexico) test
elative test OR
T axpayer lives with the individual for entire
year

Py

¥ _+FE2SUPORTIZ. BeckerfEfidb=——E=v 4/
EBRALETH D,

(GEMAN 5|
HEEFEPw4 | Dependents
Y HE PARTI $E4%

BERMHIZEY. HIANERER S,

Mary (F#t107%) & Seth (F125%) (£, 195
KETHYFBEXLYRIBLTWS LHERTESD
(EIc kT DM A LY) =8, “Qualifying
Child (CARES) "0 E# %1 LT3,
KONTHENTRREOFHTH D 2, [FHB
#B17% (child tax credit) | OXELEAED, FEHA
% PARTI £12ETH¥BT 5,

Martha (BIE=3FELINOFK) ZDULTIE,
“Qualifying Relative (SINCRO) "DE#%5#71=L
TWEhESHEHT D, TEDBY.
SINCRO ME# %~ LT3,
KATHERED FHUANOEBRKRIC DN TIE,
TR B REMREEERKR (credit for other
dependents)| Oxt% &4 D, ML PARTI 2
12E5TEEY 5,

Support | Income | Nojoint | Citizen | Relaive| OR
retum [RIE

S 1 N c R 0

Martha

o Ox(1) | n/a ) O |OxQ

“WREH (1)GI TR+
IR RS EICEFNEVOTERL X S,
HEEEMM (social security benefit) (ZFRAIE L
THEFHARERDMN, FIFEORESE (ZITE
“provisional income”) 2/ U TERI SR & A D E|
ENEL D, BEEFSE (“provisional income” A%
$25,000LLF  SKEREARTER LTS RERA Lo
A RWNEIFZCOATIV—ITADEEZ LKD)
&, #8% 28] ERMETDHLNTED,
FHllE. PARTI E5ECH¥ET 5,

“WEMH (2) RelationshipT 2 k

! 3FFLNOFETHD FE 1FHREBELT
Wasl &, SBEFLRDHEETHNIE, RELTL
2MESNEb5Y. BERIICRelationship TX
&Y, ThizH LT, 3HFLUROHRETIE
BWNGEIZFTFRERELTVNS Z EANEREL S,
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13. Becker Example

Choice "b" is correct. Based on the “qualifying
child” and the “qualifying relative” tests, Smith has
one dependent.

Ruth: YES. Ruth has $9,000 in Social Security
income during 20X1, but since that is her only
income, the Social Security income is nontaxable,
and not included for gross income test.

Clay: NO. Clay cannot be taken as a dependent
because he filed a joint return with his wife (the
joint return was filed for a purpose other than
simply claiming a refund).

R+ > MMESH)
HEEFEPw4 | Dependents
Y HE PARTI $4=%

TEROELSIZ. Ruth (A= 3HFLUROHRK)
& Clay (FHt 255 : XEBELRE) IZ2D1T
“Qualifying Relative (SINCRO)" DE %51
LT MNES IS 5, Ruth (B) D&,
SINCRO OE#EF LTS, AADNIERE,

Support | Income | Nojoint | Citizen | Relaive| OR

@RS (3) RelationshipTX k

: 3FELNOFETHD T 1EHRELT
WaZleé, IRFLAROFETHNIE RELTY
ZMESI ML LY, BEIMICRelationship T X
NEF=T, TR LT, 3RELINOFHRETIE
BROBARIZIKTEBRRB LTV ENBE] LD,

14. CPA-01415

Choice "b" is correct. Only one person meets
the criteria for either “qualifying child” or “qualifying
relative” for the Rosses.

Dale: YES. Dale meets all criteria of qualifying
child (CARES). He is under the age limit
because he is a full-time student under age 24.
Kim: NO. Kim does not meet the age test for
qualifying child. She also does not meet the
qualifying relative criteria. She fails the gross
income limitations of qualifying relative (SINCRO).
Grant: NO. Grant does not meet the qualifying
relative criteria. He fails the gross income
limitations of qualifying relative (SINCRO).

U > MESH)

“HREEHE (1)GI TRk
ERBTGRRHECEENLEVDOTERLEL S,
HEEEMM (social security benefit) (XRAIE L
THEFRRERDMN FIFEORESE (ZITE

“provisional income”) [Zjis U TEERixER &2 5%
ENEL D, BEEFFSE (“provisional income” A%
$25,000LLF  SKEREARTER LTS RERA Lo
BN BNEZIOATI AR EEZLS)
X, #WfEE%E T2%) FEERLTDHLNTED,
ML, PARTI 5 TH¥ET 5,

WA (2) Joint Return T X
P BBEEMFIELTLVRNCE, AL,
TRRBUNBESOEMN EZ 1T 57282 (solely fora
refund of all taxes paid or withheld for the taxable
year ie., the taxis zero), EfR&E & MFJ #ALV=
BEICIEEDR, ARITE, HERIS$500
TOMELHY, ENFEZITHENTME ZAW

iz LTV,

retun B
S I N c R 0 HENEY S Dependents
o loxty| wa | 0| o |x0 M54 %FE | PARTI $4%E
Clay Dale (F#£197%) 121 $4,5000 /81 MIXAA
sesm| O | O |x@] O | O @ §

HEMN, UERBEDINLEALDEETHD
(RIfE D E 4 : temporary absence 1 OK ..
“Qualifying Child” QB4 %=L TLND) =&,
IR ER S &L,

C[AJ[R]®]S

Dale 0 0 0 TSR

Fit (19%) o O

Kim (F#23m%) [&. 23 TEH I TILEA L
DEAETIF A V=H, “Qualifying Relative”
EHEFHEZLTWSAEEET S, $12,0000
HBEIARH Y., FEFHIRIZO>hh D,

Grant (RE=3FHFLIADERK) 121, $5,000
DELFPANH Y., FEFHRIZD>hh 5,

s |1 [N c[RToO
Kim

o | O | X | V2| O

o o| x| wa| o] o] x

SHEBREG DD Dale D AANERE R D,
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4. Dependency Requirements

15. TAC Original

Choice “c” is correct. Only David.

Lacking any supporting documentation to indicate
otherwise, the $9,000 support is deemed to be
provided equally for both Amy and David.
Therefore, Ted and Nancy provide $4,500 of
support for Amy and $4,500 of support for David.
Amy provides $6,000 of support for herself, which
is greater than 50% of her total support. Thus, Ted
and Nancy cannot include Amy as a dependent
on their return (note that Amy may file her own
return). David only provides $4,000 a year
towards his support, which is less than 50%.

[Ra > MMESH)

HENEYY
Xy IE

Dependents
PARTI $4%

ARETIE. WEENEAA “Qualifying Relative”

DSupportT X b (#BIENZDEDEZFTED
BO%EEBNILTLNE I L) LTSN ES
MO bR TINS,

F (Ted & Nancyx3) H'&#E L 1$9,0001%,
BHRICHFICEST D (34,5009 D), £->T,
50%HBOEELLUTORY,

Amy (£3357)
B2 & $6,000/ £1$10,500 = 57%
FHEH $4,500/ 51$10,500 =43% <50% X

David (R#)
B &8 $4,000/ £1$8,500 = 47%
F&18 $4,500/ £1$8,500 = 53% >50% O

S | N C R 0
Amy
x| ololo]o
o olo|l ool o]l x

<£%E> Amy (B#). David (R#) NHCZA

AL HABRAKE FIETEE (g, £

FEREBL DT RELSNT (social security benefit)
NOHINEEDEEEZ D,
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16. TAC Original

Choice “b” is correct. For the purpose of
claiming as a dependent, immediate and
extended families meet the relationship test.

This means that children (including legally
adopted children, step children and children-in-
law), grandchildren, brothers, sisters (including
step brothers and step sisters and brothers-in-law
and sisters-in-law), grandparents (and their
ancestors), aunts, uncles and nieces and
nephews are all relatives and may be claimed as
dependents. However, this does not extend to
include cousins, and therefore cousins may not be
claimed as dependents unless they live with the
taxpayer for the entire tax year.

Choice “a” is incorrect, because uncles fall under
the definition of relatives.

Choice “c” is incorrect, because a relative who
dies during the tax year may be claimed as a
dependent for the entire tax year.

Choice “d” is incorrect, because a child who is bom
at any time during the tax year may be claimed as a
dependent for the entire tax year.

GEPAN =)
HEE w4 | Dependents
SIS 3E PARTI &$4%=

5 - sk (cousin) (. 3|MELINDE K
TlrEW=o, 1EFERELTHSIREND D,
COERE DA ERR L 13D,

BIRfa” : S LCIE. SHEZEURDEETH S,
BIREC&d : ERMEEDICZTOERBREN
HEFIEHELZBETH>TH, UHFEEIC
DT, BBREE LTHETES (REMEEE
BROMRIZER D),
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17. TAC Original

Choice “a” is correct. Because the Japanese
student is not a citizen /resident of the US,
Canada or Mexico, the taxpayer cannot claim
them as a dependent, even though they live with
the taxpayer for the entire tax year, and the
taxpayer provides 100% of their support.

Choice “b” is incorrect, because the taxpayer
provides more than 50% of the support, and a son-
in-law is considered to be a relative. As heis a
relative, he is not required to actually live with the
taxpayer in order to be claimed as a dependent.
He earns less than $4,300 (2020), and so can be
claimed by the taxpayer as a dependent.

Choice “c” is incorrect, because the daughter is
“qualifying child”. She is under 24 and is a full-time
student. She therefore does not need to meet the
gross income test.

Choice “d” is incorrect, because a niece is
considered to be a relative, and as such does not
need to reside with the taxpayer in order to be
claimed as a dependent. She earns less than
$4,300 (2020), and so can be claimed by the
taxpayer as a dependent.

(R > MESH)

HE kw4 | Dependents
g HE PARTI $E4%

BIRETD” © 3FELINOFIEICIE MER (inlaws) |
£E5FEND, IREE. “Qualifying Relative
(SINCROY MEHZH LTS,

BIEC : MBEDIR T, 24mKED TILEA L
DEETH B8, “Qualifying Child (CARESY
BHEHELTWS,

BIRED : T (nieces : B O SEBMMERDIR) | (&
SHELNORETH D, . 1EF Qualifying
Relative (SINCROY ME#%ET= L TL\S,

HERIZRY., B TRBFEA R
2%,

<$E> THBFEF, RA KEEFEIZE
BHENE=H, BEREE LTRO BN,
Foreign students brought to U.S. under a qualified
international education exchange program and
placed in American homes for a temporary period
generally are not residents and do not meet the
citizenship test.
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5. Gross Income - Inclusions

5. Gross Income - Inclusions

fRE R

TIPE #I(z TBE%EE (EAFEXT) OFEME (BT 2HACEL TE Simulation X T&L Y

#EENTOHENMTHOA TS,

18. CPA-01840
Choice "d" is correct. A cash basis taxpayer
should report gross income for the year in which

income is either actually or constructively received,

whether in cash or in property.

Choice "a" is incorrect. Income also be
constructively received in property - not only
actually in cash.

Choice "b" is incorrect. Income also be
constructively received - not only actually.

Choice "c" is incorrect. Income also be received
in property - not only cash.

[Ra > MMESH)

HENEYY
XY IE
HEFREZFAL TV MBS L. ERICEHEES®

BYESELEAEEEEHAR LZELEEIC
R ER#ET D,

Overall Accounting Method
PARTI 555

19. CPA-04856

Choice "a" is correct. Alimony (received
pursuant to a divorce agreement executed on or
before 12/31/18) is an item of gross income; child
support is not.  Alimony paid according to a
divorce agreement executed after 12/31/18 is
neither taxable to the recipient nor deductible by
the payor (Tax Cuts and Jobs Act of 2017).
Because this divorce was finalized in 2012, the
alimony is included in gross income. Joe was to
receive $3,000 per month in alimony for the
remaining six months of the year (July —
December), for a total of $18,000. Child support
is non-taxable as are lump-sum property
settlements made pursuant to a divorce. When

total payments received do not equal the total due,

the amounts are first allocated to child support.

Thus, of the $15,000 paid by Merrill, $6,000 is first
allocated to child support. The remaining $9,000
would constitute alimony and would be taxable.
Choice "b" is incorrect. The $15,000 must first
be allocated between the types of payments
received. Any amounts are first used to satisfy
any child support requirement, and the remainder
would be classified as alimony.

Choice "c" is incorrect.  This answer includes
both the $9,000 (discussed above) and the
property settlement (which is non-taxable).
Choice "d" is incorrect.  This answer includes the
total amount received, $15,000 payments (child
support and alimony) and the property settlement.
Lump-sum property settlements are not taxable to
the recipient in a divorce.

[Ra > SMESH)

HEBEIEY S
MY HE
20184128310 £ TI=#fkE L =HBREEIC
> TS L= Alimony (LRI & 25 M,
Child support & Property settlement [33EE274,
KBS —TEIL VB ED S (property settlement)
ELTHRONEZDTERELELS,

$(2) : Child support & Alimony I A A S hh
56T, 28] XIWBEIhEr->EEE
[Zl&. £, Child support [2HTHN, %Y %
Alimony & LT S,

AHED Joe K&, HBEEHIZ Alimony & Child
support & L T&ET$24,000% Merrill AN 24
FTBHETEo=m BEF$15000 LAZBETER
Mo/, Chid support WEEX SN D0,
Alimony & LT DiE, $9,000L 745,

Payment Pursuant to Divorce
PARTI 5553

Alimony (Ju~Dec)  $3,000x61 7 = $48000 — $ 9,000
Child support (Jul~Dec)$1,000x6:1 B = $ 6,000
$24.000 — $15,000
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20. CPA-043859
Choice "b" is correct. Tom & Sharlene's gross
income is calculated as follows:

Tom's wages (#&5UXA) $ 67,000

Interest (F|FUVA) $ 1,500
Gain from sale (FEH1ZE) $ 15,000
Business income (FZATE) $ 32,500

Gross Income $ 116,000

Note: Sharlene's salary is not included as income
as 100% of the net self-employment income is
taxable to her. Her salary is considered an
owner’s draw and is not an allowable business
deduction against the gross business income of
the self-employment activity.

(GEMAN 50|

HENEYY
SHhYE

BEEEDOEEMSEIL Schedule C IZTEHE S,
Gross business income $35,000—Business
expenses ($500+$2,000)=$32,500 & 7% %,

XEEEE (EASXET) BFISHT DA,
—UNERRAE, [BEXICKDELRDFIEFHL

(owner'sdraw) | £ 5H05THD,
ARITIL, Salaries paid to Sharlene $10,000A%
CHIZERE LR AL,

< fH MR >

BASZEDHET. BEFTHLIES~ THEEX
XIS ZEIEmL, BE-FELRMm—FERE
= [#iFE] PEFORYHEGD, BFORY
DlE. HRENDS, BRIZESHENEDM DALY,
BH. BABEENZRIBICRFELE B EHEIZIE
BEEFORYNIFEOTHD,
MARRTIE, ARO LS cEEESE (AAEE
¥) BH~DXHVE Salaries ERIBL TS
ZERBDIDTEIENBETH D,

Bst (EEEN) ORBEBAFEETDEN
&t B E-RLRE-FERE (REHRMZ
BL) =MAET L TEABNREND,
HREBMEZHET SREFCEVTE £ OHMEM
(23 L TEAFTRHRARSIND, REHRMMHIEE
EOWMYNTH D,

BEAEET : T L—FLRMm—FXERE=/MF
BOEEXE (BEE) ORYDLERY. COEH
(2xf L TRAFSEHRNRS WD,

Business Income or Loss
PARTI 5=

W EEFCLDPELADS|EHL (Owner's
draw) & (&7

KU DHZETDERIKE (HEE  FE) O
LEDRDTREENERULOESEBFIC5|IEHT
CLIEETERVD, EABEFIZETRNYLE
HihICE|EsHE D (EEEBICHTDHH) ., Th
»¥ Owner’s draw T®H %,

Ownersdraw (&, (AHBZE X8 T D
WEESD&SI12) BEREBICIEAELT. BEE
DR THRL, BEINEEFTORYHE
“BIEY" LELESBAA—DTHSD,

<BE> BATIK [BEXHE [HEFH) &
WS BEEZAVWTRIRLTLDIDON—RBRNTH D,

21. CPA-04861

Choice "c" is correct. Taxable interest includes
amounts received from general investment
accounts as well as interest on federal obligations.
Interest received from state and municipal bonds
is not taxable.

(R v MRS
HENEY Y Interest Income
g HE PARTI 5%

EFE (federal bond) OF|RE, RAIE LT,
ERidRTH D, —H. #AE (municipal bond)
OFEIE. JRAIZEER,

AEDHE, BEBNREADIFRAL HABFOF
B#RE. $1,000+$2,050+$750=51$3,800 T
Hd,

<%%>Money market account &%, AIGEFIC
HE LSRN D(IBEOEN &,
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22. Becker Example

Choice "d" is correct. The taxability of
dividends paid by a corporation to its shareholders
is dependent upon the amount of the company's
earnings and profits and the amount of capital
invested by the shareholders. The rules are as
follows:

To the extent of current
earnings and profits

To the extent of accumulated
earnings and profits

To the extent of investment
(return of capital)

In excess of capital investment

Ordinary Income
Ordinary Income

Non-taxable
Capital Gain

Total capital invested as shown above is $25,000.
The remainder of the $150,000 (or $125,000)
distributed is taxable as either a dividend (ordinary
income) or capital gain to the shareholders who
receive it.

Choice "a" is incorrect.  Any amounts distributed
equal to the current and accumulated earnings
and profits of the corporation and any amounts in
excess of the shareholders' investments would
represent taxable amounts to the recipients, either
as ordinary income or capital gain.

Choice "b" is incorrect.  This answer identifies the
accumulated earnings and profits as the only
taxable amounts.

Choice "c" is incorrect. This answer took the
total earnings and profits ($75,000) plus the
$25,000 investment as the taxable amount. The
$25,000 principal amount invested by the
shareholders would not be taxable, but all
amounts in excess of it would be.

GEAN =)

HENEY Y Dividend Income

XM HE PARTI 5%
PARTIV 6=

BEDOHBIZH T CEP XII/EY AEP hid>dD
5 Bc%. [Dividend (FIZEDEEY) = Ordinary
income GBEM®E) ] & LTHKS.,

®Y |> (c)Capital gain $50,000
HELEE Stock basis | > (b) Retum of capital ~ $25,000
$150,000 E&P | > (a)Dividend $75,000
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23. CPA-05293

RULE: If a vacation residence is rented for less
than 15 days per year, it is treated as a personal
residence. The rental income is excluded from
income, and mortgage interest (first or second
home) and real estate taxes are allowed as
itemized deductions. Depreciation, utilities, and
repairs are not deductible.

Choice "a" is correct. Applying the RULE
above, if a vacation residence is rented for less
than 15 days per year, it is treated as a personal
residence. The rental income ($2,500 in this
case) is excluded from income. A Schedule E is
not filed for this property (i.e., no income is
reported, the taxes are reported as itemized
deductions, and the maintenance and utilities are
not deductible), so the effect on AGl is zero.
Choice "b" is incorrect. This assumes that the
property taxes are reported as itemized
deductions but that the rental income ($2,500)
less the maintenance and utilities ($2,000) are
reported net on Schedule E. Per the above
RULE, the rental income is excluded from income,
and the maintenance and utilities are not
deductible.

Choice "c"is incorrect. This assumes that all of
the items shown are reported net on the Schedule
E-$2,500 — $1,000 — $2,000 = ($500). Per the
above RULE, the rental income is excluded from
income, the maintenance and utilities are not
deductible, and the property taxes are reported on
Schedule A as an itemized deduction.

Choice "d" is incorrect, per the above RULE and
discussion.

(R4 > MES)

HENEYY
XY PE

BIEDEE (rental of vacation home) [ZDU\T,
8 L -HEAEBIM581Z5 4L (10 days)
=, MEAEADEE (personal residence) |
ELTHDON, $2500% 5T HREILR L,
BHE - JIEOBEE,. KEXRE, BMENESE
[FEEFRANAL

..Barkely R AGI [Z$0NIEfRE 125,

XEE - HIFEOBREEEREAGI OT (ltemized
deduction) TIZ=ERA],

Rental Income or Loss
PARTI 5%
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24. CPA-01428

Choice "c" is correct. Because the second
property was personally used more than 14 days,
any net loss from the rental of the property will be
disallowed. All related expenses must be
prorated between the personal use portion and
the rental activity portion. Prorated depreciation
is permitted for the rental activity.

U4 > MESH)

HENEYY
XY PE

BIEDEE (rental of vacation home) 1ZDU\T,
9. GCEAAER1488 (50 days) TH D,
IHIZEEL-HEAM5BLE (200 days) T
HoH=H. TOEREWNA% Schedule E [T THE
I5, JECALTZI=BADS 5, EER
FORELGLIEAEE (fl - BEE. KEXR
# RMENE) PREs L. "EBEAY
M # Schedule E ICTERRT], 4. EEFERAS
(rental use expenses) &, ZDEEDEEINA
(rental income) # EfR& L TERAEDH 5N D,
SOBIRE DA, TELLY,

Rental Income or Loss
PARTI 5%

25. CPA-01433

Choice "c" is correct. Among the requirement

for payments to be classified as alimony are the

following:

1. Payment must be in cash or its equivalent.

2. Payments cannot extend beyond the death of
the payee-spouse.

Note: The requirements for payments to be

considered alimony (income) are the same as for

payments to be alimony (deductions). Under the

Tax Cut and Jobs Act of 2017, alimony paid is not

deductible and alimony received is not considered

taxable income for all divorce or separation

agreements executed after 12/31/18.

[Ra > MMESH)

HENEY S

®IEg2E
2018412318 & TIofiffE L= BHBREEIC
#€>TXH S Alimony (&, AGI @ (above the
line deduction) THERRAI, TN Y. Almony
DFEEFFEHEIND,

Payment Pursuant to Divorce
PARTI 5553

BiA L Alimony & LTHhbNhd=HDEHLE L

T, URO 2203 THIATHE IS,

- EHNBRESICLITHNTHD &,

- ZEETHIRBEOLLTICE Y., LN
BTTBHZL,

S EINER’c” : Both land Il AAIEfR & 725,

26. CPA-01438

Choice "a" is correct. Uniform Capitalization
rules provide guidelines with respect to
capitalizing or expensing certain costs. With
regard to inventory, direct materials, direct labor,
and factory overhead should be capitalized as
part of the cost of inventory. Warehousing costs,
quality control, and taxes, excluding income taxes,
are all considered factory overhead items. The
research should be expensed.

(R4 > MRS

HEBENEY Y Business Income or Loss

SHSYE PARTI £5=

| Capitalized as Inventory | [ Period Expense |
Direct materials - SGA
Direct labor - R&D..)®BIREL"a”
Factory overhead - Marketing
- Advertising

27. CPA-01472

Choice "b" is correct. Baker can deduct
$1,200 as educational expenses on Baker's Form
1040 Schedule C, calculated as follows:

Direct educational expenses $ 700 [cost of the course]
Daily expenses for 5-day seminar____500 [$100 per day x 5]
Total educational expenses  $ 1,200

Rule: If foreign travel is primarily for personal in
nature (e.g., a vacation), none of the travel
expenses (e.g., round trip airfare) incurred will be
allowable business deductions, even if the
taxpayer was involved in business activities while
in the foreign country.

Note: It does not appear that the examiners are
attempting to trick candidates on the classification
of the business expenses as travel or educational.
It appears that the purpose of the question is to
test the candidate's ability to recognize when
expenses are deductible and when they are not
deductible business expenses.
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Choice "a" is incorrect, as the expenses for the 5-
day period Baker attended the seminar were
directly related to being in Spain for the additional
period of time and are allowable business
deductions. Choices "c" and "d" are incorrect,
per the above rule.

GEAN 5D
HEBENEY Y Business Income or Loss
SHhYE PARTI &£5=

BEEEL, FECEELEZZEEE Schedule
CIeBWTEERE L L THERRAL

ABIEES R AHIEE T4 RX—MrfTEEHLE
T2 —RATHIMN. BHHEDHE, 775
A R— MDA EFENTN=ELTH, kE
RBEDEEBBELSY CKENE) M EROTSR
LB, =12, Backer KO —XIEE=5BH
NTTAR—MRIFEEER DD, RITHRT
—HER LAWNE WSEREICEOTWNS,

28. Beker Example

Choice "c" is correct. Net operating losses
arising in tax years ending after 12/31/2020 can
be carried forward indefinitely. Note that the net
operating loss utilized in one tax year is limited to
80% of taxable income.

Choices "a", "b", and "c" are incorrect based on
the above explanation.

GEAN. =)
HEBENEY Y Business Income or Loss
SHhYE PARTI &£5=

2021 ER U LBICAE U= NOL (X, BELIK,
THEHARR ) (CH&8 LAYRIRE T, [Pk DERATE
(taxable income) &4 HEMNTED (fFK
OEBABOHE LR E & VIFROFiEE RS
THBHIENTED) . BL, BHSIEFED
EBIATRE (25 NOL #BHERRAT) D80%HY LR
ELTHER (B 52 LnRBHLND,

XARBRTH, ABRD LS 1T “BE” 525N
PELORRWEHRIT DS LI2R S,

29. CPA-01564

Choice "c" is correct. Interest earned on
Series EE bonds may qualify for exclusion.

One requirement is that the interest is used to pay
tuition and fees for the taxpayer, spouse, or
dependent enrolled in higher education.

The interest exclusion is reduced by qualified
scholarships that are exempt from tax.

GEGAS )
HENEY Y Interest Income
Mg HE PARTI 5%

Series EE bonds OFEE. ZDEEE FIE
EET) aWBIEARA. BERE. BBRED
SEHBEEOIHWIHTI I EEEHLE LT,
FFEFROIEDO DN TINS,

¥4 (scholarship) F& 2L --HEES
% (2% SZHBEICHVE N EIFAIZIE,
ZOLEIZHIET 2 H B EIERERZ LN Z
FoNBENDTEELELS,

COBIREe” D Bothland | NIEfZE 725,

30. CPA-01568

Choice "a" is correct. Interestincome from U.S.
obligations is generally taxable. Interest income
on a federal tax refund is taxable, even though the
refund itself is not taxed.

Choice "b" is incorrect. Interestincome on a
federal tax refund is taxable, even though the
refund itself is not taxed.

Choice "c" and “d” are incorrect. Interest income
from U.S. obligations is generally taxable.

Interest income on a federal tax refund is taxable,
even though the refund itself is not taxed.

G AN 5D

HENEYY
XY PE

E#R{E (federal bond) DOFIEIL. RAIE LT,
BN E LD D, XEBIZ USHAFOLTLDDT,
EHE (BRE) L9 5,
BREICHENIFIEIE. EBATEFR (federal
income tax) MEMEIZAINBFIERTH S S5 H%
MO (state income tax) DEME(CAFS
NBFETHEI5MN. WThEEBNREADZD
TERLEL S, AMDGE., BRNZRELZFE
[£. $4,000+%$500=51$4,500CH %,

Interest Income
PARTI 5%
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31. CPA-01609

Choice "c" is correct. The $200 cash received
plus the $350 fair market value of the bookcase
received must be included in income by Perle, for
a total of $550. The income is based on the
value in money or fair market value of property
received by Perle, not the $600 billed.

Choice "a" is incorrect. Perle must report taxable
income as a result of this transaction.

Choice "b" is incorrect. The $350 fair market value
of the bookcase received is also income for Perle.
Choice "d"is incorrect. The income is based on the
total value received by Perle, not the $600 billed.

G AN 5D

HENEYY
Xy IE

WENEIRY (property) TZEL =154, 2B
[2H51F5 FMV TEHflish, BEfixg L5,
1H£$200+HH$350=51$550 " IEFR CTH 5,
EREDSB00TIEHZRVDTEEL L S,

Compensation for Services
PARTI 555

32. CPA-01571

Choice "c" is correct. The amount of social
security benefits that is taxed is dependent on
whether the combined income (AGI plus interest
on tax-exempt bonds and 50% of the social
security benefits) is greater than a threshold
amount. If the combined income is less than the
threshold, the amount taxed is the lesser of 1)
50% of the benefits or 2) 50% of the excess of the
combined income over the threshold. If the
combined income is greater than the threshold,
the amount taxed is the lesser of 1) amount
calculated above plus 85% of the excess of the
combined income over the threshold or 2) 85% of
the benefits. Thus, 85% of the benefits is the
maximum amount of benefits that may be
included in gross income.

(Ra > MMES)
HEREY Y
Y SHE

Social security benefit (£, AGI [Z—EDFHEZEM
Z 1="provisional income” (= AGI + tax-exempt
interest + 50% of social security benefit) MK Z

Social Security Benefit
PARTI 5553

SITBELTEBHFRLERDEE (%) AEDHON
TW3, EARICBEFBGETHLS L. RE
THRATERDBE %A R R & B 5,

33. Becker Example

Choice "a" is correct. Deductions to arrive at
net self-employed income include all necessary
and ordinary expenses connected with the
business. Estimated federal income tax
payments are not an expense. Charitable
contributions by an individual are only deductible
as an itemized deduction on Schedule A.

Receipts $ 20,000
Parts (2,500)
Listing (2,000)
Telephone _(400)
Net self-employment income $ 15,100

Choice "b" is incorrect. Charitable contributions
are an itemized deduction unless there is an
expectation of commensurate financial return.
Choice "c" is incorrect. Federal income taxes
paid are not a deductible expense.

Choice "d" is incorrect. Charitable contributions
are an itemized deduction unless there is an
expectation of commensurate financial return.
Federal income taxes paid are not a deductible
expense.

GEVAN: 5|

HENEYY
SHhYE

BEXEDEEMRSZE. Schedule CI2HWLNT
HEInd, BEEZEOERICOLNTIE, £
Schedule C IZHWTEERE L LTHERTES
NTERLHLEHBITEZENRA Y M THDHN
Schedule C Tl&7%: < Above the line deduction,
ltemized deduction TR CE=Z2ERIHZDT
FEMDETH D,
BHRIZE, UTOEHICELR !
o EH TSR (federal income tax) (&, —1]
ERTERL,
o BEEENTHOEMIEL. Schedule C Tl&
7 <. Schedule A THERA],

Business Income or Loss
PARTI 5=
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34. CPA-01614/ 05979

Choice "d" is correct. Prepaid rent is income
when received even for an accrual-basis taxpayer.
The $30,000 received as consideration for
canceling the lease is in substitution for rental
payments and is thus rental income. The $5,000
prepaid for the last month's rent is also rental
income.

Choice "a" is incorrect. The $30,000 received as
consideration for canceling the lease is in
substitution for rental payments and is thus rental
income. The $5,000 prepaid for the last month's
rent is also rental income.

Choice "b" is incorrect. The $30,000 is in
substitution of rental payments and is thus rental
income.

Choice "c"is incorrect. The $5,000 prepaid for
the last month's rent would also be rental income.

[Ra > SMESH)

HEBErEY Y
SHhYE
Nare K(Z11H18IZ Pine K& 1) —REH &S
L. 1B - 129 0RE L) —AHBORKA

DRE FIRRE) £2WL TS,

BIZRE (prepaid rent) X, =& ZRETESE
AOTWSMETH-TH, BELEIEEED
BEINAIZED DNERNR LD,

BH. J—REHO@EMR (lease cancellation
payment) (&, EEINA L L THREBNE LG5,
.".$30,000+$10,000+$5,000=51$45,000,

Rental Income or Loss
PARTI 5=

35. CPA-01620

Choice "b" is correct. Alimony paid pursuant to
a divorce or separation agreement executed before
12/31/18 would be income to Mary while child
support would not.  Funds qualify as child support
only if 1) a specific amount is fixed or is contingent
on the child's status (e.g., reaching a certain age);
2)itis paid solely for the support of minor children;
and 3) itis payable by decree, instrument, or
agreement. The actual use of the funds is
irrelevant to the issue. In this case, $2,000 (20% x
$10,000) qualifies as child support. The other
$8,000 is alimony, which would be income to Mary.
Note that for all divorce or separation agreements
executed after 12/31/18, the alimony is neither

taxable to the recipient nor deductible by the payor.
Choice "a" is incorrect. Take 80% of the $10,000
paid, not 80% of the $7,000 received by Mary.
Choice "c¢" is incorrect. Only $8,000 would be
alimony per the divorce decree (80% x $10,000).
Choice "d" is incorrect. The 20% reduction when
the child turns 18 makes 20% of the $10,000
payment, or $2,000, child support, which is
nontaxable to Mary.

GEVAN: 5|

HENEYY

Payments Pursuant to Divorce

MEYHE PARTI $55%

201841283180 £ Tz L =BHBERIEZE(C
> T2 Aimony IFEBBINE & 45 A,
Child support [£IEEFE TH 5,

(1)1 BIERIEZIZH VT Child support D%
MAREINTWREWNMGETH>TH (£
Alimony & Child support B3| S F 12k
NTVWBBETH>TH). KRBFEOFHMNEE
DFWICET S, HET D, BT IZFCEL-
THRETHIFOEHENMT SN TNEBEEICIE.
ZTOFEINDZLIZHR>TVWSEDZE, FikL
Child support &£ LTRSS Z & I12hR 3,

AR TIE, Mary KATEH 55458 L =$10,000
DH>5, FEHMEEIZELEZHATHEIND
Z&IZE>TULV5H$2,000 ($10,000 X 20%) 1.
Child support &£ 7%, %Y $8,0004% Alimony,
KV ORBTHETL LS |

36. CPA-01636

Choice "b" is correct. Except for interest from
state and local government bonds, interest
income is fully taxable, so the $10 is included in
income. Clark did not itemize last year, and
therefore, did not deduct any state income taxes
last year. Under the tax benefit rule, the refund is
not taxable this year since Clark did not deduct
the tax last year.

[ > MESH)
HEE kw4 | Tax Refund
S 3E PARTI 5=

ROR—D (g - - -
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BI4EE(Z Standard deduction Z:&iR L TULN\=154
Eo CEERIEEDMNDOREBHOENEESEE
D GlZEHDREERL, BEREL, AIEEIC
Standard deduction %:#iR L T\ 5 1= HRTEEIZ
MOT=MOFRBRREZERLTE LY. FIFEED
BEEZRED LTLARLLD,

¥ % LFTLEEIC Itemized deduction &R LMD
e E2EEIER LT I5E. RoTEERE
EDMOFREHROENEIE Gl 1288 bR
L5, MOFEROEREEEIE T4y Y
A+ RRT 4w b - JL—)L (taxbenefitrule)] =
FYUZFDHRONERDDTEFEL LS,

—h. BREIZHINDFIEL EHFEHRDE
I ENBFETHS 5 M INFTEHROER
ITHFEINBFETHS S5, WFnE, Gl I
SHLNFERAR LD,

SARDIBE, BRNRELDDEFES100DH
Thd,

37. CPA-04721

Choice "c" is correct. The wages of $18,000
and unemployment compensation of $3,900 are
both includable in gross income on Adler's current
year income tax return.

Choice "a" “b™c” are incorrect. Municipal bond
interest income is excluded from gross income
and the unemployment compensation must be
included in gross income.

(KA > MRS
HE w4 | Unemployment Compensation
MY 5E PARTI 5=

PARTI 6=

KERBRIAE (unemployment compensation)
X, 2% ERARLEGD,

AETIE, #HABOFE EFR=$18,000+$3,900
=5$21,900°EfR & 72 B,

38. CPA-04756

Choice "c" is correct. Generally, the fair
market value of prizes and awards is taxable
income. However, an exclusion from income for
certain prizes and awards applies where the
winner is selected for the award without entering
into a contest (i.e., without any action on their part)
and then assigns the award directly to a
governmental unit or charitable organization. So,
conditions "I" and "II" must be met in order for Ken
to exclude the award from his gross income.

G AN 5D

HEKEw% | Prize & Awards
Mg HE PARTI 5%

—EDNHEICHT 2ESRIE. BAFEBE &=

MiEZEIc TEE FNShizoThhid, FEEH,
SHICIERROEML LT, FEEMNMILHADD

VTFAMFCBMLTRELEZHDO TR &,
COBIREe” D Both land INIEEfZ & 72 B,

39. CPA-04760

Choice "c" is correct. The facts state that cash
collections from customers were $100,000 and as
a cash basis taxpayer this is the amount of Mosh's
gross taxable income for the year. Note that
according to the formula BASE - we can
determine the amount of sales = $90,000, but that
would give us accrual, not cash basis, income.

Beginning AR $ 25,000
Add - Sales 90,000 F4FZEDTaxable income
115,000
Subtract - Cash
collections _(100,000) iR<&FFEDTaxable income
Ending AR $ 15,000

Choice "a" and "d" are incorrect as above.

Choice "b" is incorrect. $90,000 is the amount of
sales that would be Mosh's taxable income if
Mosh were an accrual basis taxpayer.

o > MESH)

HENEY Y
S 3E
REFTEFHAOBEEENEEMEBNIETHD
M. BASE £ WS =Z—FE= v/ EAVNTEHHEEH
(FAR) TEELELEBYTHS,
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40. CPA-05267

RULE: Gross income includes all income unless it
is specifically excluded in the tax code.

Choice "d" is correct. Wages and all
unemployment compensation are not excluded
from being taxable; therefore, there are included
in the taxpayer's gross income for tax purposes.

Wages received $ 35,000
State unemployment compensation 6,400
Employer's unemployment

compensation plan 2,000
Gross income $ 43,400

Choice "a" is incorrect.  All forms of
unemployment compensation are included as part
of gross income.

Choice "b" is incorrect. The $6,400 of state
unemployment compensation received is included
as part of gross income.

Choice "¢"is incorrect. The $2,000 of his former
employer's company-paid supplemental
unemployment benefit plan is included as part of
gross income.

GEPAS )
HEE kw4 | Unemployment Compensation
ST HE PARTI 5%

PARTI 6%

KEAIE LT, Gl (2%, BURTEICRASA
WRY., $XRXTOFREINEEND,

KERRIAAE (unemployment compensation)
(. T2%] EBHELL D,
—H. HK4@E (worker's compensation) (.
FRAGERBMADTEREL & S,

PART | — Individual Income Taxation

41. CPA-05279

RULE: An accruable expense is one which the
services have been received/performed but have
not been paid for by the end of the reporting
period.

Choice "b" is correct. The facts indicate that a
repair was completed prior to year end but not yet
invoiced. If it has not yet been invoiced, it is
assumed that it has also not yet been paid for.
Therefore, this is a situation in which the repair
expense would be accrued at year end.

Services have been performed, but they have not
been paid for, as they have not even been
invoiced yet.

Choice "a" is incorrect. If the repair was
completed after year end, then the expense is not
accruable, as the benefit of the services hasn't
been received as of year end. The fact that the
repair was invoiced prior to year end does not
impact the situation. Choice "c" is incorrect. If a
repair was completed and paid for prior to year
end, no accrual is appropriate. On the accrual
basis, the expense is taken in the year the repair
is completed and the benefit is received. In this
case, the account payable was also paid in the
same year, but this has no effect on the expense.
Choice "d" is incorrect. The facts indicate that
the work is to be completed at a date later than
yearend. Therefore, the expense is not
accruable at year end, as the benefit of the repair
hasn't been received as of year end. ltis
reasonable that a signed contract for the repair
work exists, but this has no effect on the accrual.

GEVAN: 5|
HENEY Y
ST 2E

BRIZHITHRLERICEHT 2METH LM
M#HaEt (FAR) TEELELEBYTH S,

Overall Accounting Method
PARTI 555
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42. Becker Example

Choice "c" is correct. The bond's basis is
reduced by the amortization of the premium.
Choice "a" is incorrect. The amortization of the
premium is an offset to interest income on the
bond rather than a separate interest deduction
(itemized deductions).

Choice "b" is incorrect. The amortization of the
premium will reduce taxable income.

Choice "d" is incorrect. The bond's basis will be
decreased by the amortization.

(A1 > MBS

Interest Income

HENEYY

MG SE PARTI $55%

HEOBAEIE. TOTLIT7LE %, FRIC
Y, EHNFTEZIENTED, Bk LOBEREE
& LTIk, EXFEE (constant yield method)
NHd, EXRFIEGEE & BARFOFIEY TEA
THHEENS, TLUI 7 LOENEE B
*R & DZEFR (interestincome) H S EFE
PRI B2 ENTED, GH. fHEDbasis(dE,
ZONREDT B, B CHNEREGD,

43. CPA-01823

Choice "a" is correct. One of the conditions
that must be met for tax exemption of
accumulated interest on the bonds is that the
purchaser of the bonds must be the sole owner of
the bonds (or joint owner with his or her spouse).
Choice "b" is incorrect. The bonds must be
bought and put in the name of the owner or co-
owner, not in the name of the dependent child.
Choice "c" is incorrect. The owner must be at
least 24 years old before the bonds issue date.
Choice "d" is incorrect. There is no requirement
that the bonds must be transferred to the college
for redemption by the college rather than by the
owner of the bonds.

(R > MESH)

Interest Income

HENEYY

S 3E PARTI 5=

Series EE bonds OF|ElE. #DEESE FIE%E
&) AN BEE. BBEREOESEHFTED
FTHWIZHTDI EEEHE LT, FEER,

ELITTRO& S BEEND B,
There is taxpayer or joint ownership with
spouse;
MRERADLFTA., FLITEESE & ORRF
FIETHDC L, BRI EREL D,
- The taxpayer is age 24 (or over) when the
bonds are issued; and
BHORTEFICENT, BAZEN24KLLLT
HdZE,
+ The bonds are acquired after 1989.
1989 FLIBIZRITINESTHD Z &,

44. CPA-01884

Choice "a" is correct. |only.

RULE: The uniform capitalization rules apply to

the following:

1. Real or tangible personal property produced
by the taxpayer for use in a trade or business.

2. Real or tangible personal property produced
by the taxpayer for sale to customers.

3. Real or personal property acquired by the
taxpayer for resale.

4. However, the uniform capitalization rules do
not apply to property acquired for resale if the
taxpayer's annual gross receipts for the
preceding three tax years do not exceed
$26 million (not $2 million).

Choices "b", "¢", and "d" are incorrect, per the

above.

GEVAN: 5|

HEREY Y
SIS 3E
UNICAP JL—LidFE Iz TELGEEE | H [iREE
E| OWEEEICERIND,

B L. Eif3EEDEYERMIBINAMN2,6005 K
JU ($26 million) #HBZ A VNEBEEEEICIL,
ZDIL—ILIZERI AL,

Business Income or Loss
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5. Gross Income - Inclusions

45. CPA-05969

Choice "b" is correct. The net unearned
income of a dependent child under 18 is taxed at
the parent's marginal rate under the "kiddie tax"
rule. Net unearned income is calculated by
taking the child’s unearned income and reducing it
by the dependent child’s allowable standard
deduction of $1,100 (2020) plus an additional
$1,100 (which is taxed at the child’s tax rate).
Chris’s net unearned income taxed at his parent's
rate is $800 [$3,000 — ($1,100+$1,100)].

Choice "a" is incorrect. The $0 indicates that
nothing is taxed at the parents’ rates. Taxing net
unearned income at the parent’s rate is the whole
idea of the "kiddie tax."

Choice "c"is incorrect. The $1,900 uses only the
$1,100 standard deduction, but the next $1,100
would be taxed at the child's rate.

Choice "d" is incorrect. The $3,000 indicates that
the entire $3,000 interest income is taxed at the
parents’ rate.

(R v MRS

HEE kw4 | Unearned Income of
the Applicable Child
(Kiddie Tax)

ST HE PARTI 5%
PARTI $10=

20205 EIH VT, HOBBRETHDH185F
FOFH (FERIFUBRED T A LOEET
ZOEHFE NEEDEFENS0%EBA T
BWFH) OFRFERHE (unearned income) A
$2,200 (=ERHDstandard deduction $1,100
+$1,100) ZHBZ5HEICIE. FROBEEL,
BBRE-DOWTIE TZ0FHEBUBER (BD
RAFK)] NEFAIND LT,

3 BeckerZ S fi#si R D FEEEEA
FHOMTHFS (net unearned income) & (&,
FHRHORFFAEN5$2,200%% LB =E5EE WS,

ARTIE, FIFATE$3,000—$2,200=$800(= ¢
LTFHOBREE L HORFRESABERIND,

PART | — Individual Income Taxation

46. CPA-08784

Choice "d" is correct. Alimony paid to a former
spouse based on a divorce agreement executed
on or before 12/31/18 is an adjustment to gross
income.

Choice "a" is incorrect. Child support paid to a
former spouse is never an adjustment to AGI.
Choice "b" is incorrect. Child support paid to a
former spouse is never an adjustment to AGI.
Choice "c" is incorrect.  Alimony paid to a former
spouse based on a divorce agreement executed
after 12/31/18 is not an adjustment to AGI.

(GRS =)
HEE kw4 | Payments Pursuant to Divorce
ST HE PARTI 5%

PARTI 9%

20184E12A31 B E TIoiwht L =BIBRIEE(C
#€ > T3 S Alimony[ZAGID £ TR O L &
7% HY, Child support& Property settlement(d
PEIRTERL, CERRANERLE 2D,

CGE) 20191 A1 B AR I<HERE & = (FTUE L 1=
BB R ZE 12/ > TXH S Alimony (FIERTE
ZREIIIFEBE A D (FE(L Child support&
Property settlement& & Uik V&7 3)

XAREBRTEH, ABOLS 12 “BEE” A5Z5N
BUELOBBRWNEHBTE L2 D,

47. CPA-01999

Choice "a" is correct. A gain from an illegal
activity is includible in income. To determine the
gain, a deduction is permitted for cost of
merchandise. Business expenses, other than
the cost of merchandise, are not permitted as
deduction for operating an illegal business.
Choices "b", "c", and "d" are incorrect. Each of
these answers does not answer either | or Il
correctly.

R+ > MMESH)
HEENEPw4 | lllegal Income
Y HE PARTI 5%

EELAE (llegal income) TH- THERS

n3d, EELRENEIHNSDFEETEST D LT,
RLERMUNDOEERBIXIERIT D LETER

W, CBIREaT AN ERE D,
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48. TAC Original

Choice “c” is correct. All of the dividends
received from stock holdings are part of dividend
income. Whether the stocks are common or
preferred; whether the dividends are from a public
or a private company, is irrelevant. The dividend
from the insurance company is treated as a
reduction in the cost of insurance (i.e., premium
retun). Therefore, dividend income is $17,900
($1,400 + $16,000 + $500).

GRS 5
HENEY Y Dividend Income
Mg HE PARTI 5%

THEART O£ RRIZNN O OEHE, hLRAARE
RIEHDOEEEEITET 2F T MRENOIEL
(premium return ; return of capital)] & &7 S,
I () &,

ARETIE. $100DERRREZHKID 5 OEEE Z R
=, $1,400+$16,000+$500=5+$17,900/  [E fi#
L3 %,

49. TAC Original
Choice “d” is correct. Alimony must be paid in
cash and be received by the ex-spouse or his/her

representative. Lump-sum cash payment is not
alimony.

(GRS =)

HEKEw%S | Alimony

AMibgHE PARTI 5%

Bk L. Alimony & L THRbNdODEHD T D
LT, EHWARSICLITIWTHE T L,

X WE—FEIA LM Aimony TIX7R LY,

¥ TEEBEDLOHDE=ZE~DTEHR L
B, tOBELEE L LTUONIE Aimony & LT
‘ond, il TEEEDOKZOFRER

AT, TEABE~ OEMIRE X E$5,000
D FHH Alimony & L THbHON B,
EFOBER O AN E Child support & 745,
$150,000—3#EFA L & Property settlement &7 5,

50. TAC Original

Choice “c” is correct. Stock dividends are not
generally included in taxable income. However,
if a shareholder has the option of receiving either
cash or stock, the dividend must be included in
taxable income even if they elect to receive the
stock dividend. The issuance of preferred stock
dividends is only taxable to common stock
shareholders if some common shareholders
receive preferred shares as dividends and others
receive common stock.

[R1 > MESH]
HENEY Y Dividend Income
Mg HE PARTI 5%

HAELITRAIFEER, H L. HEICESEAA
L& 2489 52" (option) A& > =HBEIZIE,
S L MR Y OFMVCEBNE & 15,
ORI ERE B,
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51. TAC Original

HENEY Y Business Income or Loss

MG HE PARTI $5%
PARTI $10%

REFRFMAOBEXREDORETH S,

1) Choice “b” is correct. As a cash-method
taxpayer, Paula must recognize all cash received
in 20X3. Therefore, she must recognize all cash
received for services completed during the prior
year, as well as for those completed during the
current year. However, she need not recognize
any income for services for which she has not
been paid (that is, for which she does not have
constructive receipt of payment) at the end of the
tax year. Thus, Paula’s total income for 20X3 is:
REeTH  FXRNAEET (20X3FZHES)
=$120,000

+$20,000

=$140,000

2) Choice “a” is correct. Generally, payments
are deductible in the year in which they are paid.
Therefore the salaries paid in 20X3 and are
deductible in the current year, but those incurred
but not paid until 20X4 will not be deductible until
the following tax year. Interest expense paid in
advance is not generally deductible until the
interest expense is actually incurred. Therefore,
the amount of interest expense which is pre-paid
for the following year is not deductible until 20X4.
Thus, Paula’s total deductible business expenses
for 20X3 are:

REFE  FEREATT (20X3EHLVD)

= A#£$20,000

+3ZHFIE$2,000 XATHLFIES1,000 %k <,

+Z Dt £$5,000

=$27,000

RTHAFI A (prepaid interest exp.) 13, JHEF = -
REFRICEL ST, METHHICEBD L TR
5 (Vol1THFRMMBTR—UBRENOI L),

¥ TEZE FOMZHIFIR (net business interest
expense) (Zxtd ZIERFIR] (&, BEEIFE[D
T EMEBINAMN2,6007 KL ($26 million) %
BABVVNMEBEEEZ(CTERAINGEWL (DFY,
FE FOBALOZHFIE ELEEITRE),
[%. PARTIV : Corporation T%ZY %,
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