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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. MCQ-05302 Released 2006 [1[] 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.

¢. 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. MCQ-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. MCQ-02098 ARE May 95 (Adapted) [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. MCQ-06884 Released 2011 1] A
Sam's Year 2 taxable income was $175,000 with
a corresponding tax liability of $30,000. For Year 3,
Sam expects taxable income of $250,000 and a
tax liability of $50,000. In order to avoid a penalty
for underpayment of estimated tax, what is the
minimum amount of Year 3 estimated tax
payments that Sam can make?

a. $30,000

b. $33,000

c. $45,000

d. $50,000

6. TAC Original (I 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.
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3. Filing Status

3. Filing Status

Fﬂﬁ Eﬁ (§+5ﬁ:ﬁ)

CORE : REG | Q 7~11

7. MCQ-01404 ARE May 95 #13 [1[] 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.
I only.
Il only.
Both I and 1.
Neither | nor II.

a0 oo

8. MCQ-04765 Released 2005 (11 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.

¢. Married filing separately.

d. Qualifying widow(er) with dependent child.

9. MCQ-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. land Il
b. lonly.
c. lland IV.
d. I, 1l,and IV.

PART | — Individual Income Taxation
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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.

ET10E5 D AICPA 1) 1) —X MC FIED 5 5
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Released 2015 (p.135~) = Q9

Released 2018 (p.154~) = Q7

Released 2019 (p.159~) = Q9

Released 2020 (p.166~) = Q11
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Released 2022 (p.181~) = Q24
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4. Dependency Requirements

4. Dependency Requirements

Fﬂﬁ Eﬁ (E‘l’sﬁzﬁ)

CORE : REG | Q12~17

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

PART | — Individual Income Taxation

14. MCQ-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
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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 (11 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.

CORE : REG
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5. Gross Income - Inclusions

5. Gross Income - Inclusions

Fﬂﬁ Eﬁ (§+34 Fliﬁ )

CORE : REG | Q 18~51

18. MCQ-01840 May 95 #15 [1[] A
A cash basis taxpayer should report gross
income:

a. Only for the year in which income is
actually received in cash.

b. Only for the year in which income is
actually received whether in cash orin
property.

c. For the year in which income is either
actually or constructively received in cash
only.

d. For the year in which income is either
actually or constructively received,
whether in cash or in property.

19. MCQ-14631 11 A

Merrill and Joe’s divorce was finalized in June of
2018. As part of the settlement, Joe received the
following:

Alimony

Child support

Lump-sum payment as
the property settlement $125,000

$1,500 per month
$500 per month

Merrill only paid a total of $15,000 during the
current year. What amount must Joe include in
income on his current year Form 10407

. $9,000

b. $15,000

c. $134,000

d. $140,000

O]

20. MCQ-04859 [LI[1 B
Tom and Sharlene had the following items of
income and expense during the taxable year:

Tom's wages from his job $ 67,000
Interest from money market $ 1,500
Gain from sale of securities
owned for 3 months $ 15,000
Self-Employment Activity
Gross income $ 35,000
Business license fees $ 500
Marketing expenses $ 2,000
Salary paid to Sharlene $ 10,000
What is Tom & Sharlene's gross income before
adjustments?
a. $106,000
b. $116,000
c. $128,500
d. $131,500

21. MCQ-04861 11 A
Seth Silver had the following items of income
during the taxable year:

Interest income from a checking

account $ 1,000
Interest income from a money market
account 2,050

Interest income from a municipal bond
he purchased during the current year 250
Interest income from federal bonds he
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
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22. Becker Example (1] 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. MCQ-05293 Released 2006 (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. MCQ-01428 ARER02#2 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. MCQ-14627 Released 2002 [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.

a0 oo

26. MCQ-01438 ARER02#8 (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



5. Gross Income - Inclusions

27. MCQ-01472 ARER99#6 [I[1 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. MCQ-12704 11 A
What are the treatment options for a net operating
loss that arise in 2021 and beyond?
a. Two-year carryback and 20-year
carryforward
b. No carryback and 20-year carryforward
c. No carryback and indefinite carryforward
d. Two-year carryback and indefinite
carryforward

29. MCQ-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 1.
Neither | nor II.

oo oo

30. MCQ-01568 ARE May 94 #3 11 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. MCQ-01609 Pll Nov 93 #21 [1[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 :
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32. MCQ-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. MCQ-01614 /05979 [I1 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. MCQ-01620 Pll Nov 93 #24 [1[] A
John and Mary were divorced in 2017. The
divorce decree (executed 6/30/2017) 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. MCQ-01636 Pl Nov 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



5. Gross Income - Inclusions

37. MCQ-04721 Released 2005 [I[] 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. MCQ-04756 Released 2005 (][] 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 | nor II.

aoop

39. MCQ-04760 Released 2005 [1[1 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. MCQ-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. MCQ-05279 Released 2006 [ /[ ] 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
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43. MCQ-01823 May 91 1 #28 [1[1 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. Becker Example [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. MCQ-15620 Released 2008 [1[] B
Chris, age five, has $3,000 of interest income and
no earned income this year. Assuming the
current applicable standard deduction for
dependents is $1,150, how much of Chris'
income will be taxed at his parent’'s marginal
rate?

a. $0

b. $700

c. $1,850

d. $3,000

46. MCQ-08784 (][] 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. MCQ-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
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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 (11 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 20X37?
a. $27,000
b. $28,000
c. $29,000
d. $30,000
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6. Gross Income - Exclusions

Fﬂﬁ%ﬁ (E‘l"‘ Oﬁzﬁ)

CORE : REG | Q 52~61

52. Becker Example 1] A
Which of the following would not be includible in
income?

a. $5,000 received from a radio station for
winning a call in a contest.

b. $1,000 of interest income generated by a
certificate of deposit.

c. $4,000 bonus received in recognition of
outstanding performance in sales for the
month.

d. $12,000 received from a foundation and
used to pay for college tuition by a
degree-seeking student.

53. Becker Example (1] B
Michelle Keaton received the following during the
current taxable year:

1. Refund of previously deducted

state income tax $ 1,500
2. Employee compensation $ 37,000
3. Interest from U.S. Treasury

certificates $ 250
4. Proceeds from her mother's life

insurance $ 20,000
5. Employer paid premiums on

$37,000 of life insurance $ 250
6. Employer reimbursement for

graduate level courses $ 8,000

What amount must Michelle include in her gross
income on Form 10407

a. $41,500

b. $61,750

c. $37,250

d. $38,750

54. MCQ-01387 ARE R02 #10 (1] A
Darr, an employee of Sorce C corporation, is not
a shareholder. Which of the following would be
included in a taxpayer's gross income?
a. Employer-provided medical insurance
coverage under a health plan.
b. A $10,000 gift from the taxpayer's
grandparents.
c. The fair market value of land that the
taxpayer inherited from an uncle.
d. The dividend income on shares of stock
that the taxpayer received for services
rendered.

55. MCQ-01442 ARER99#1 [I[] A
During the current year, Ash had the following
cash receipts:

Wages $13,000
Interest income from U.S. Treasury bonds 350
Workers' compensation following

a job related injury 8,500

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

a. $13,000

b. $13,350

c. $21,500

d. $21,850
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56. MCQ-01482 ARE R97#1 1] A
Klein, a master's degree candidate at Briar
University, was awarded a $12,000 scholarship
from Briar in Year1. The scholarship was used
to pay Klein's Year 1 university tuition and fees.
Also in Year 1, Klein received $5,000 for teaching
two courses at a nearby college. What amount
is includible in Klein's Year 1 gross income?

a. $0

b. $5,000

c. $12,000

d. $17,000

57. MCQ-01485 ARE May 95 #1 [1[] A
Which payment(s) is(are) included in a recipient's
gross income?

I. Payment to a graduate assistant for a part-
time teaching assignment at a university.
Teaching is not a requirement toward
obtaining the degree.

Il. A grant to a Ph.D. candidate for his
participation in a university-sponsored
research project for the benefit of the

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

d. Neither | nor Il.

58. MCQ-01794 Nov 87 Il #8 [1[] A
Under a $150,000 insurance policy on her
deceased father's life, May Green is to receive
$12,000 per year for 15 years. Of the $12,000
received in current year, the amount subject to
income tax is:

a. $0

b. $1,000

c. $2,000

d. $12,000

59. TAC Original (1] A
Unrealized income is not included in taxable
income for which of the following:
I.  Cash method taxpayers
Il.  Accrual method taxpayers
| only
Il only
land Il
Neither | nor Il (it is taxable to both of
them)

aooow

60. TAC Original (11 A
Keiko receives a scholarship to study at the
University of Nevada. The scholarship, based
on academic achievement, pays $2,000 towards
tuition fees and $1,000 towards accommodation
in the university dormitory. How much of the
scholarship must Keiko include in her Adjusted
Gross Income?

a. $3,000

b. $2,000

c. $1,000

d. None. Scholarships are not taxable.

61. TAC Original [1[]1 B
Ichiban Corporation has a group life insurance
policy, which it offers to all employees, based on
their current salary. Ichiban corporation provides
Julia (age 31) with a group life insurance policy,
valued at $100,000. The life insurance premium
for each $1,000 of group term life insurance for
someone aged 30 to 34 is $0.08 per month.
How much must Julia include in her Adjusted
Gross Income as a result of this life insurance
policy?

a. $48

b. $96

c. $4

d. $0
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7. Depreciation, Amortization, and Depletion

Fﬂﬁ Eﬁ (E‘l’sﬁzﬁ)

CORE : REG | Q 62~67

62. MCQ-02032 [1[] A
Which of the following conditions must be
satisfied for a taxpayer to expense, in the year of
purchase, under Internal Revenue Code Section
179, the cost of new or used tangible depreciable
personal property?
I. The property must be purchased for use in
the taxpayer's active trade or business.
Il. The property must be purchased from an
unrelated party.
I only.
Il only.
Both I and 1.
Neither | nor 1.

a0 oo

63. Becker Example 1] A

Browne, a self-employed taxpayer, had 2022
business net income of $100,000 prior to any
expense deduction for equipment purchases.
In 2022, Browne purchased and placed into
service, for business use, office equipment
(5-year MACRS property) costing $30,000.

This was Browne's only 2022 capital expenditure.

Browne made a proper and timely expense
election to deduct the maximum amount under
code Sec. 179. Browne elected out of all
applicable bonus depreciation allowances.
Browne was not a member of any pass through
entity. What is Browne's deduction under the
Sec.179 election?

a. $6,000

b. $10,000

c. $25,000

d. $30,000

64. MCQ-02058 ARE May 95 #5 (11 A
On August 1, Year 1, Graham purchased and
placed into service an office building costing
$264,000 including $30,000 for the land. What
was Graham's MACRS deduction for the office
building in Year 1?

a. $9,600

b. $6,000

c. $3,600

d. $2,250

65. MCQ-05549 Released 2007 (1] A
Rock Crab, Inc. purchases the following assets
during the year:

Computer $3,000
Computer desk 1,000
Office furniture 4,000
Delivery van 25,000

What should be reported as the cost basis for
MACRS five-year property?

a. $3,000

b. $25,000

c. $28,000

d. $33,000
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66. MCQ-02195 May 91 11 #50 [I[]1 A
Under the modified accelerated cost recovery
system (MACRS) of depreciation for property
placed in service after 1986:
a. Used tangible depreciable property is
excluded from the computation.
b. Salvage value is ignored for purposes of
computing the MACRS deduction.
c. No type of straight-line depreciation is
allowable.
d. The recovery period for depreciable realty
must be 27.5 years.

67. TAC Original (] A

ABC Corporation places a number of personal
assets into service during the current year, as
follows:

Date Placed into Service Acquisition Cost
January 15 $200,000
April 10 $100,000
August 5 $300,000
October 1 $500,000

Which depreciation convention will ABC
Corporation use to depreciate these assets:
a. The half-year convention
b. The mid-quarter convention
¢. The mid-month convention
d. The mid-day convention
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8. Losses — Deductions and Limitations

IRE#R (5+15R)

CORE : REG | Q68~73 Q74~82

68. MCQ-04858 [1[] A
Marsha and Brad, married taxpayers filing jointly,
had the following transactions during Year 9:

Gain on sale of stock purchased

in Year 1 and sold in June Year 9 $ 3,000
Ordinary income from employers $80,000
Loss on sale of stock purchased in January

Year 9 and sold in March Year 9 $20,000

What is the amount of the capital loss carryover to
Year 10?

a. $0

b. $20,000

c. $14,000

d. $17,000

69. MCQ-04863 [1[1 A
Judy and Kevin Kales had the following stock
sales during the current year:

Gross Proceeds  Basis

Crispy Crunch, Inc. $4,000 $5,000
Summer Solstice, Inc.  $3,500 $3,000
Sealy & Sealy, Inc. $2,000 $10,000

Each stock was held for over 12 months. What
amount should be reported on their current year
tax return for capital gain/loss?

a. $0

b. $500 income

c. $3,000 loss

d. $8,500 loss

70. MCQ-01662 ARE Nov 95#6 (][] A
Capital assets include:

a. A corporation's accounts receivable from
the sale of its inventory.

b. Seven-year MACRS property used in a
corporation's trade or business.

c. A manufacturing company's investment in
U.S. Treasury bonds.

d. A corporate real estate developer's
unimproved land that is to be subdivided
to build homes, which will be sold to
customers.

71. MCQ-02061 Pll Nov 92 [1[] A

Platt owns land that is operated as a parking lot.
A shed was erected on the lot for the related
transactions with customers. With regard to
capital assets and Section 1231 assets, how
should these assets be classified?

Land Shed
a. Capital Capital
b. Section 1231 Capital
C. Capital Section 1231

d. Section 1231 Section 1231
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72. MCQ-01876 Pl Nov 92 #15 (1] A
Lee qualified as head of a household for Year 9
tax purposes. Lee's Year 9 taxable income was
$100,000, exclusive of capital gains and losses.
Lee had a net long-term capital loss of $8,000 in
Year 9. What amount of this capital loss can Lee
offset against Year 9 ordinary income?

a. $0

b. $3,000

c. $4,000

d. $8,000

73. MCQ-07176 Released 2012 [I[] A
A taxpayer lived in an apartment building and had
a two-year lease that began 16 months ago. The
taxpayer's landlord wanted to sell the building and
offered the taxpayer $10,000 to vacate the
apartment immediately. The taxpayer's lease on
the apartment was a capital asset but had no tax
basis. If the taxpayer accepted the landlord's
offer, the gain or loss would be which of the
following?

a. An ordinary gain.

b. A short-term capital loss.

c. Along-term capital gain.

d. A short-term capital gain.
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74. MCQ-07175 Released 2012 (][] B
On February 1, Year 1, a taxpayer purchased an
option to buy 1,000 shares of XYZ Co. for $200
per share. The taxpayer purchased the option
for $50,000, which was to remain in effect for six
months. The market declined, and the taxpayer
let the option lapse on August 1, Year 1. The
taxpayer would report which of the following as a
capital loss on the year 1 income tax return?

a. $50,000 long term.

b. $50,000 short term.

c. $150,000 long term.

d. $200,000 short term.

75. MCQ-01859 May 91 Il #21 [1[]1 A
For a cash basis taxpayer, gain or loss on a year-
end sale of listed stock arises on the:

a. Trade date.

b. Settlement date.

c. Date of receipt of cash proceeds.

d. Date of delivery of stock certificate.

76. MCQ-01991 ARERO03#1 [1[] B
Jackson, a single individual, inherited Bean Corp.
common stock from Jackson’s parents. Bean is
a qualified small business corporation under
Code Sec. 1244. The stock cost Jackson'’s
parents $20,000 and had a fair market value of
$25,000 at the parents’ date of death. During
the year, Bean declared bankruptcy and Jackson
was informed that the stock was worthless.
What amount may Jackson deduct as an ordinary
loss in the current year?

a. $0

b. $3,000

c. $20,000

d. $25,000
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77. TAC Original [1[] A
Mary owns corporate stock which becomes
worthless during the current year. What date is
used to determine the nature of the loss on the
securities?

a. The date the corporation became

bankruptcy.

b. The date of the stock purchase.

c. The first day of the tax year.

d. The last day of the tax year.

78. Becker Example 1] C
Which of the following is not an example of a
passive activity?

a. Jon and Mark each own 50% of a general
partnership and both work in the business
as their sole source of income.

b. Mark also owns an interest in a limited
partnership which owns rental real estate;
although, he does not materially
participate in the partnership.

c. Jon rents out his second home and does
not materially participate in the
management.

d. Mark and Karen (Mark's wife) rent out two
single-family homes. Karenis a real
estate professional; however, she only
works part-time and spent 500 hours in
rental activities during the tax year.

79. MCQ-01811 May 91 11#22 [1[1 B
Cobb, an unmarried individual, had an adjusted
gross income of $200,000 in the current year
before any IRA deduction, taxable Social Security
benefits, or passive activity losses. Cobb
incurred a loss of $30,000 in the current year from
rental real estate in which he actively participated.
What amount of loss attributable to this rental real
estate can be used in the current year as an offset
against income from nonpassive sources?

a. $0

b. $12,500

c. $25,000

d. $30,000

80. MCQ-01831 May 91 Il #44 (10 A
The rule limiting the allowability of passive activity
losses and credits applies to:

a. Partnerships.

b. S corporations.

c. Personal service corporations.

d. Widely-held C corporations.

81. TAC Original (1] B
Which of the following is not classified as a
passive activity income?
a. Business income from shares in a limited
partnership.
b. Interestincome of passive activity.
c. Rental income (except real estate
professionals).
d. Business income without material
participation.

82. TAC Original [I[] A
Which of the following is true regarding unused
passive losses?
a. They may be carried forward for 5 years.
b. They may be carried forward for 20 years.
c. They may be carried back or carried
forward indefinitely.
d. They may be carried forward only
indefinitely.
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9. Above The Line Deductions

MIRE#R (FH14R9)

CORE : REG | Q 83~96

83. (1) MCQ-04857 [LI[] B

Mr. and Mrs. Williams decided during the tax year
to purchase their first new home. The fair market
value of the home was $275,000, and a 20%
down payment was required to secure a
mortgage in the amount of $220,000 at 5% for 30
years. The Williams' decided to utilize $10,000
that was kept in an Individual Retirement Account
owned by Mrs. Williams. This amount was
withdrawn on June 12 and used to fund the down
payment on July 1. These amounts had been
previously deducted as an adjustment by her on
an individual tax return in the year of contribution.
The remaining $12,000 for the down payment
was drawn from a savings account. How much
of the distribution from the Individual Retirement
Account is subject to the premature distribution
penalty tax, and how much must be included in
the Williams' joint tax return in the year of
distribution as gross income?

Penalty Tax  Gross Income

a $ 0 $ 0
b. § 0 $ 10,000
c $ 10,000 $ 0
d $ 10,000 $ 10,000

83. (2) MCQ-06008 Released 2009 [1[] B
A 33-year-old taxpayer withdrew $30,000 (pretax)
from a traditional IRA. The taxpayer has a 33%
effective tax rate and a 35% marginal tax rate.
What is the total tax liability associated with the
withdrawal?

a. $10,000

b. $10,500

c. $13,000

d. $13,500

84. MCQ-01815 May 91 l1 #26 1] A
Dale received $1,000 in the current year for jury
duty. In exchange for regular compensation from
her employer during the period of jury service,
Dale was required to remit the entire $1,000 to her
employer in this year. In Dale's current year
income tax return, the $1,000 jury duty fee should
be:
a. Claimed in full as an itemized deduction.
Excluded from Dale's tax return.
c. Deducted from gross income in arriving at
adjusted gross income.
d. Included in taxable income without a
corresponding offset against other
income.

=2

85. MCQ-14720 Released 2008 [1[]1 B
For the current year, a self-employed taxpayer
had gross income of $57,000. The taxpayer paid
self-employment tax of $8,000, health insurance
of $6,000, and $5,000 of alimony for a divorce
finalized in 2017. The taxpayer also contributed
$2,000 to a traditional IRA. What is the
taxpayer's adjusted gross income for the current
year?

a. $55,000

b. $50,000

c. $46,000

d. $40,000
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86. MCQ-01960 ARE May 94 #6 [ 1[ ] A
The self-employment tax is:
a. Fully deductible as an itemized deduction.
b. Fully deductible in determining net
income from self-employment.
c. Partially deductible from gross income in
arriving at adjusted gross income.
d. Not deductible.

87. MCQ-04855 [1[1 A
Ben Flood, Attorney at Law, is a sole proprietor
and files Schedule C with his federal Form 1040.
Which of the following is not a deductible expense
on Schedule C?
a. $30 business tax payable to the city in
which he practices.
b. Salaries paid to the paralegal that works
for him.
c. Health insurance for him and his family.
d. Depreciation on the computer used by his
assistant.

88. MCQ-15448 (1] A
For 2022, Val and Pat White (both under age 50)
filed a joint retumn.  Val earned $40,000 in wages
and was covered by his employer's qualified
pension plan. Pat was unemployed and
received $5,000 in alimony payments (from a
divorce agreement executed in 2017) for the first
4 months of the year before remarrying. The
couple had no other income. Each contributed
$6,000 to an IRA account. The allowable IRA
deduction on their 2022 joint tax return is:

a. $12,000

b. $6,000

c. $1,000

d. $0

89. MCQ-02002 Pl Nov 93 #27 (11 A
Which allowable deduction can be claimed in
arriving at an individual's adjusted gross income?
a. Alimony payment pursuant to a divorce
settlement executed on or before
12/31/2018.
b. Charitable contribution.
c. Personal casualty loss.
d. Unreimbursed business expense of an
outside salesperson.

90. MCQ-12113 [I[J C
Davis, a sole proprietor with no employees, has a
SEP IRA plan to which he may contribute and
deduct 20% of his annual earned income. For
this purpose, "earned income" is defined as net
self-employment earnings reduced by the:

a. Self-employment tax.

b. Self-employment tax and one-half of the

deductible SEP IRA contribution.
c. Deductible SEP IRA contribution.
d. One-half of the self-employment tax.

91. MCQ-02009 PlI Nov 93 #35 [I[1 B
During the year, Barlow moved from Chicago to
Miami to start a new job, incurring costs of $1,200
to move household goods and $2,500 in
temporary living expenses. Barlow was not
reimbursed for any of these expenses. What
amount should Barlow deduct as itemized
deduction for moving expense?

a. $0

b. $2,700

c. $3,000

d. $3,700
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92. MCQ-04884 (Changed) [1[] A
Which of the following is not an adjustment to
arrive at adjusted gross income?

a. Self-employed health insurance.

b. Sales tax paid.

c. Educator expenses.

d. Self-employed FICA (50%).

93. Becker Example [1[] A

For 2022, Kevin and Kelly Wood (both under age
50) intend to file a joint return.  Kevin will earn
$50,000 in wages and is covered by his
employer's pension plan. Kelly is a stay-at-home
mom and volunteered for the local Red Cross.
The couple had $1,000 of other taxable interest
income. Each contributed $6,000 to an
Individual Retirement Account. The allowable

IRA deduction on their 2022 joint tax return will be:

a. $6,000 for Kevin.
b. $12,000.

c. $6,000 for Kelly.
d. $0.

94. MCQ-15610 Released 2006 [ I[1 A
In the current year, an unmarried individual with
modified adjusted gross income of $25,000 paid
$1,000 interest on a qualified education loan
entered into on July 1.  How may the individual
treat the interest for income tax purposes?
a. As a $500 deduction to arrive at AGI for
the year.
b. As a $1,000 deduction to arrive at AGlI for
the year.
c. Asa $1,000 itemized deduction.
d. As a nondeductible item of personal
interest.

95. Released 2006 (11 B
A calendar-year individual is eligible to contribute
to a deductible IRA. The taxpayer obtained a
six-month extension to file until October 15 but did
not file the return until November 1. What is the
latest date that an IRA contribution can be made
in order to qualify as a deduction on the prior
year's return?

a. October 15.

b. April 15.

c. August 15.

d. November 1.

96. TAC Original [J[] A
Terry Walters (age 58), a single woman, earned a
salary of $75,000 in 2022 working for Covac
Company. For 2022, Walters was covered by
Covac'’s qualified pension plan for employees.
Walters also received $5,000 in dividends and
earned net business income of $7,500 from her
quilting business. The maximum amount that
Walters can deduct in 2022 for contributions to an
individual retirement account (IRA) is

a. $0

b. $5,000

c. $6,000

d. $7,000
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10.Below The Line Deductions

RiRE#m (5+48R%)

CORE : REG | Q97~144

97. MCQ-02011 PliNov 91 #21 (11 B

Which of the following requirements must be met
in order for a single individual to qualify for the
additional standard deduction?

Must support
dependent child Must be age 65
or aged parent or older or blind
a. Yes Yes
b. No No
C. Yes No
d. No Yes

98. ARER99#2 [1[1 B

Baum, an unmarried optometrist and sole
proprietor of Optics, buys and maintains a supply
of eyeglasses and frames to sell in the ordinary
course of business. In the current year, Optics
had $350,000 in gross business receipts and its
year-end inventory was not subject to the uniform
capitalization rules. Baum's current year
adjusted gross income was $90,000 and Baum
qualified to itemize deductions. During the year,
Baum recorded the following information:

Business expenses:

Optics cost of goods sold $35,000
Optics rent expense 28,000
Liability insurance premium on Optics 5,250
Other expenditures:

Baum's self-employment tax $29,750

Baum's self-employment health insurance 8,750
Insurance premium on personal residence.

In the current year, Baum's home was totally

destroyed by fire. The furniture had an

adjusted basis of $14,000 and a fair market

value of $11,000. During the year, Baum

collected $3,000 in insurance reimbursement

and had no casualty gains during the year. 2,625
Qualified mortgage interest on a loan secured

in 2016 to acquire a personal residence 52,500

Annual interest on a $70,000, 5-year home
equity loan. The loan was secured by
Baum's home, obtained January 2 of the
current year. The fair market value of the
home exceeded the mortgage and the
home equity loan by a substantial amount.
The proceeds were used to purchase

a car for personal use. 3,500
Points prepaid on January 2 of the current

year to acquire the home equity loan 1,400
Real estate taxes on personal residence 2,200
Estimated payments of current year federal

income taxes 13,500
Local property taxes on the car value, used

exclusively for personal use 300

What amount should Baum report as current year
net earnings from self-employment?

a. $243,250

b. $252,000

c. $273,000

d. $281,750

99. MCQ-01479 ARE R98 #3 1] A
On December 1 of the current taxable year, Krest,
a self-employed cash basis taxpayer, borrowed
$200,000 to use in her business. The loan was
to be repaid on November 30 of the following year.
Krest paid the entire interest amount of $24,000
on December 1 of the current year. What
amount of interest was deductible on Krest's
current year income tax return?

a. $0

b. $2,000

c. $22,000

d. $24,000
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100. MCQ-14724 ARERO3#2 (1] B

Smith, a single individual, made the following
charitable contributions during the current year.
Smith’s adjusted gross income is $60,000.

» Donation to Smith’s church $5,000
» Art work donated to the local art

museum (Smith purchased it for

$2,000 four months ago and a local

art dealer appraised it for) 3,000
+ Contribution to a needy family 1,000

What amount should Smith deduct as a charitable
contribution?

a. $5,000

b. $7,000

c. $8,000

d. $9,000

101. ARERO02#1 [(J[J A

Carroll, a 35 year old unmarried taxpayer with an
adjusted gross income of $100,000, incurred and
paid the following unreimbursed medical
expenses:

Doctor bills resulting from a serious fall $5,000
Cosmetic surgery that was necessary
to correct a congenital deformity 15,000

Carroll had no medical insurance. For regular
income tax purposes, what was Carroll's
maximum allowable medical expense deduction,
after the applicable threshold limitation (assuming
the AGl floor is 7.5% in the current year), for the
year?

a. $0

b. $12,500

c. $15,000

d. $20,000

102. MCQ-01926 ARE R01#1 11 A
Taylor, an unmarried taxpayer, had $90,000 in
adjusted gross income for the current year.
During the current year, Taylor donated land to a
church and made no other contributions. Taylor
purchased the land 15 years ago as an
investment for $14,000. The land's fair market
value was $25,000 on the day of the donation.
What is the maximum amount of charitable
contribution that Taylor may deduct as an itemized
deduction for the land donation for the current
year?

a. $25,000

b. $14,000

c. $11,000

d. $0

103. MCQ-01930 ARER99#8 [I[1 A
Stein, an unmarried taxpayer, had adjusted gross
income of $80,000 for the year, and qualified to
itemize deductions. Stein had no charitable
contribution carryovers and only made one
contribution during the year. Stein donated stock,
purchased seven years earlier for $17,000, to a
tax-exempt educational organization. The stock
was valued at $25,000 when it was contributed.
What is the amount of charitable contributions
deductible on Stein's current year income tax
return?

a. $17,000

b. $21,000

c. $24,000

d. $25,000
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104. MCQ-01934 ARE R98 (Adapted) (1] A
Jackson owns two residences. The second
residence, which has never been used for rental
purposes, is the only residence that is subject to a
mortgage. The following expenses were
incurred for the second residence in the current
year:

Mortgage interest $5,000
Utilities $1,200
Hazard insurance $6,000

For regular income tax purposes, what is the
maximum amount allowable as a deduction for
Jackson's second residence in the current year?
a. $6,200 in determining adjusted gross
income.
b. $11,000 in determining adjusted gross
income.
c. $5,000 as an itemized deduction.
d. $12,200 as an itemized deduction.

105. MCQ-01936 ARE R97 (Adapted) (1] A
During the current year, Wood's residence had an
adjusted basis of $150,000 and it was destroyed
by atornado. The location was a federally
declared disaster area. An appraiser valued the
decline in market value at $175,000. Later in the
current year, Wood received $130,000 from his
insurance company for the property loss and did
not elect to deduct the casualty loss in an earlier
year. Wood's current year adjusted gross
income was $60,000 and he did not have any
casualty gains.
What total amount can Wood deduct as a current
year itemized deduction for casualty loss, after the
application of the threshold limitations?

a. $25,000

b. $20,000

d. $19,900

d. $13,900

106. MCQ-15613 ARE May 95 (Adapted) (/[ ] B
Moore, a single taxpayer, had $50,000 in adjusted
gross income for the year. During the year she
contributed $18,000 to her church. She had a
$10,000 charitable contribution carryover from her
prior year church contribution. What was the
maximum amount of properly substantiated
charitable contributions that Moore could claim as
an itemized deduction for the current year?

a. $10,000

b. $18,000

c. $25,000

d. $28,000

107. MCQ-01951 ARE May 95#8 [1[] A
Matthews was a cash basis taxpayer whose
records showed the following:

20X1 state and local income taxes

withheld $1,500
20X1 state estimated income taxes
paid December 30, 20X1 400

20X1 federal income taxes withheld 2,500
20X1 state and local income taxes
paid April 17, 20X2 300

What total amount was Matthews entitled to claim
for taxes on her 20X1 Schedule A of Form 1040?
a. $4,700
b. $2,200
c. $1,900
d. $1,500
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108. MCQ-01953 ARE May 95 (Adapted) [1[] A
In the current year, Joan Frazer's residence was
totally destroyed by a hurricane. It was located in
a federally declared disaster area. The property
had an adjusted basis and a fair market value of
$130,000 before the hurricane. During the year,
Frazer received insurance reimbursement of
$120,000 for the destruction of her home.
Frazer's current year adjusted gross income was
$70,000. Frazer had no casualty gains during
the year. What amount of the storm loss was
Frazer entitled to claim as an itemized deduction
on her current year tax return?

a. $2,900

b. $8,500

c. $8,600

d. $10,000

109. MCQ-01956 ARE May 95 (Adapted) [ 1[1 B
Tom and Sally White, married and filing joint
income tax returns, derive their entire income from
the operation of their retail stationery shop. Their
20X1 adjusted gross income was $100,000. The
Whites itemized their deductions on Schedule A
for 20X1. The following unreimbursed cash
expenditures were among those made by the
Whites during 20X1:

Repair and maintenance of motorized
wheelchair for physically handicapped
dependent child $ 600

Tuition, meals, and lodging at special
school for physically handicapped
dependent child in an institution primarily
for the availability of medical care,
with meals and lodging furnished
as necessary incidents to that care 8,000

Without regard to the adjusted gross income
percentage threshold, what amount may the
Whites claim in their 20X1 return as qualifying
medical expenses?

a. $8,600

b. $8,000

c. $600

d. $0

110. MCQ-01968 ARE May 94 (Adapted) [1[] A
The deduction by an individual taxpayer for
interest on investment indebtedness is:
a. Limited to the investment interest paid
during the year.
b. Limited to the taxpayer's interest income
for the year.
c. Limited to the taxpayer's net investment
income for the year.
d. Not limited.

111. MCQ-01979 ARE May 94 #10 [J[1 A
In the current year, the Browns borrowed $20,000,
secured by their home, to pay their son's medical
expenses. At the time of the loan, the fair market
value of their home was $400,000, and it was
unencumbered by other debt. The interest on
the loan qualifies as:

a. Deductible personal interest.

b. Deductible qualified residence interest.

c. Nondeductible interest.

d. Investment interest expense.

112. MCQ-01986 ARE May 94 (Adapted) [ 1] A
On January 2, Year 1, the Philips paid $50,000
cash and obtained a $200,000 mortgage to
purchase a home. In Year 4 they borrowed
$15,000 secured by their home, and used the
cash to add a new room to their residence. That
same year they took out a $5,000 auto loan.

The following information pertains to interest paid
in Year 4:

Mortgage interest $17,000
Interest on room construction loan 1,500
Auto loan interest 500

For Year 4, how much interest is deductible?
a. $17,000
b. $17,500
c. $18,500
d. $19,000
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113. MCQ-02001 ARE May 94 (Adapted) ([ ] B
In 20X1, Wells paid the following expenses:

Premiums on an insurance policy

against loss of earnings due to

sickness or accident $3,000
Physical therapy after spinal surgery 2,000
Premium on an insurance policy that

covers reimbursement for the cost

of prescription drugs 500

In 20X1, Wells recovered $1,500 of the $2,000
that she paid for physical therapy through
insurance reimbursement from a group medical
policy paid for by her employer. Disregarding the
adjusted gross income percentage threshold,
what amount could be claimed on Wells' 20X1
income tax return for medical expenses?

a. $4,000

b. $3,500

c. $1,000

d. $500

114. MCQ-02005 Pl Nov 93 (Adapted) (11 A
Spencer, who itemizes deductions, had adjusted
gross income of $60,000 in 20X1. The following
additional information is available for 20X1:

Cash contribution to church $4,000
Purchase of art object at church bazaar

(with a fair market value of $800

on the date of purchase) 1,200
Donation of used clothing to

Salvation Army (fair value evidenced

by receipt received) 600

What is the maximum amount Spencer can claim
as a deduction for charitable contributions in
20X1?

a. $5,400

b. $5,200

c. $5,000

d. $4,400

115. MCQ-02006 PIl Nov 93 (Adapted) [1[] A
Charitable contributions subject to the 60-percent
limit that are not fully deductible in the year made
may be:
a. Neither carried back nor carried forward.
b. Carried back two years or carried forward
twenty years.
c. Carried forward five years.
d. Carried forward indefinitely until fully
deducted.

116. MCQ-02007 PIl Nov 93 #33 [I[1 B

In Year 10, Farb, a cash basis individual taxpayer,
received an $8,000 invoice for personal property
taxes. Believing the amount to be overstated by
$5,000, Farb paid the invoiced amount under
protest and immediately started legal action to
recover the overstatement. In November, Year
11, the matter was resolved in Farb's favor, and
he received a $5,000 refund. Farb itemizes his
deductions on his tax returns.

Which of the following statements is correct
regarding the deductibility of the property taxes?

a. Farb should deduct $8,000 in his Year 10
income tax return and should report the
$5,000 refund as income in his Year 11
income tax return.

b. Farb should not deduct any amount in his
Year 10 income tax return and should
deduct $3,000 in his Year 11 income tax
return.

c. Farb should deduct $3,000 in his Year 10
income tax return.

d. Farb should not deduct any amount in his
Year 10 income tax return when originally
filed, and should file an amended Year 10
income tax return in Year 11.

PART | — Individual Income Taxation



10. Below The Line Deductions

117. Released 2005 (][] A
In the current year, Drake, a disabled taxpayer,
made the following home improvements:

Cost
Pool installation, which qualified as
a medical expense and increased
the value of the home by $25,000 $100,000
Widening doorways to accommodate
Drake's wheelchair (the improvement
did not increase the value of his home) 10,000

Without regard to the adjusted gross income
percentage threshold limitation, what maximum
amount would be allowable as a medical expense
deduction in the current year?

a. $110,000

b. $85,000

c. $75,000

d. $10,000

118. MCQ-04757 Released 2005 [ ][] B
Smith paid the following unreimbursed medical
expenses:

Dentist and eye doctor fees $5,000
Contact lenses 500
Facial cosmetic surgery to improve

Smith's personal appearance

(surgery is unrelated to personal injury

or congenital deformity) 10,000
Premium on disability insurance policy

to pay him if he is injured and unable

to work 2,000

What is the total amount of Smith's tax-deductible
medical expenses before the adjusted gross
income limitation?

a. $17,500

b. $15,500

c. $7,500

d. $5,500

119. MCQ-06910 Released 2011 [1[1 A
Doyle has gambling losses totaling $7,000 during
the current year. Doyle's adjusted gross income is
$60,000, including $3,000 in gambling winnings.
Doyle can itemize the deductions. What amount
of gambling losses is deductible?

a. $0

b. $3,000

c. $5,800

d. $7,000

120. Becker Example (][] B
During the year, the Andradis, who were both
under age 65, paid the following expenses:

Unreimbursed costs for prescription
drugs required for their dependent

daughter's medical condition $ 1,300
Mrs. Andradis' face lift $ 4,000
Physical therapy for their dependent

son's soccer injury $ 3,000

Massage therapy fees at Mr. Andradis'
health club obtained because

he enjoys massages $ 500

The Andradis' adjusted gross income for the
current year was $65,000. What amount could
be claimed on the Andradis' current year tax
return for medical expenses (after the 7.5% of AGI
limitation) ?

a. $0

b. $1,300

c. $4,875

d. $4,300
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121. MCQ-14730 (11 A

For the current year, the Stevensons are filing
married filing joint, and their adjusted gross
income was $58,250. Additional information is
as follows:

Interest paid on their home mortgage $5,200

State income taxes paid $2,000
Medical expenses in excess of

7.5% AGI $1,500
Deductible contributions to IRAs $4,000

Alimony paid to Mr. Stevenson's
first wife (divorce finalized in 2015)  $5,000
Child support paid for Mr. Stevenson's
daughter $5,100

What amount may the Stevensons claim as
itemized deductions on their current year
Schedule A?

a. $7,200

b. $8,700

c. $12,300

d. $22,800

122. MCQ-04888 [ I[ 1 B
During the current year, Tarbet's residence was
destroyed by a hurricane and a federal disaster
was declared for the area. Tarbet's basis in the
property was $150,000. The fair market value
determined by an appraiser shortly before the
hurricane was $450,000. In November of the
current year, Tarbet received $300,000 from the
insurance company. Tarbet's adjusted gross
income was $75,000 and they did not have any
casualty gains during the year. What total
amount can Tarbet deduct as a current year
casualty loss itemized deduction, after the
application of the threshold limitations?

a. $0

b. $75,000

c. $142,400

d. $450,000

123. Becker Example [I1[] B

Mr. and Mrs. Miller (age 67 and age 40 at year
end), a married couple with one dependent child,
will file a joint tax return in 2022.  They have
adjusted gross income of $75,000. Following is
additional information:

Medical expenses

(after application of AGI limitation) $1,875
Home mortgage interest $8,000
Real estate taxes on principal residence ~ $2,500
State income taxes paid $4,000
Standard deduction $25,900
Additional standard deduction $1,400

The Millers’ wish to minimize their income tax.
What is the Miller's 2022 taxable income?

a. $31,325

b. $47,700

c. $49,100

d. $58,625

X USCPAREATIL., LEEDOMRED LS,
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124. MCQ-05265 Released 2006 [1[1 B

The Rites are married, file a joint income tax
return, and qualify to itemize their deductions in
the current year. Their adjusted gross income for
the year was $55,000, and during the year they
paid the following taxes:

Real estate tax on personal residence $2,000

Ad valorem tax on personal automobile 500
Current-year state and city income taxes
withheld from paycheck 1,000

What total amount of the expense should the
Rites claim as an itemized deduction on their
current-year joint income tax return?

a. $1,000

b. $2,500

c. $3,000

d. $3,500
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125. Pll Nov 93 (Adapted) (11 B

Poole is 45 years old and unmarried. Assume
that he is subject to a 12% tax bracket. He had
adjusted gross income of $30,000. Assume a
7.5% AGiI floor for medical expenses. The
following information applies to Poole:

$16,000
12,950

Medical expenses
Standard deduction

Poole wishes to minimize his income tax. What
is Poole's total income tax?

a. $3,000

b. $1,845

c. $1,950

d. $1,350

126. MCQ-02110 Nov 90 1l #33 [I[]1 A
Which one of the following expenditures qualifies
as a deductible medical expense for tax
purposes?
a. Vitamins for general health not prescribed
by a physician.
b. Health club dues.
c. Transportation to physician's office for
required medical care.
d. Mandatory employment taxes for basic
coverage under Medicare A.

127. MCQ-02113 May 91 Il #27 (I B
For regular tax purposes, with regard to the
itemized deduction for qualified residence interest,
home equity indebtedness incurred during a year:
a. Includes acquisition indebtedness
secured by a qualified residence.
b. May exceed the fair market value of the
residence.
c. Must exceed the taxpayer's net equity in
the residence.
d. Is only deductible when used to buy, build,
or substantially improve the taxpayer's
home that secures the loan.

128. MCQ-02118 May 91 1 #31 [I[] A
During the year, Scott charged $4,000 on his
credit card for his dependent son's medical
expenses. Payment to the credit card company
had not been made by the time Scott filed his
income tax return in the following year. In
addition, in the current year, Scott paid a physician
$2,800 for the medical expenses of his wife, who
died in the prior year. Disregarding the adjusted
gross income percentage threshold, what amount
could Scott claim in his current year income tax
return for medical expenses?

a. $0

b. $2,800

c. $4,000

d. $6,800

129. MCQ-14723 Released 2012 [1[1 B

Which of the following statements is correct
regarding the deductibility of an individual's
medical expenses?

a. A medical expense paid by credit card is
deductible in the year the credit card bill is
paid.

b. A medical expense deduction is allowed
for payments made in the current year for
medical services received in earlier years.

c. A medical expense deduction is allowed
for vitamins and supplements.

d. A medical expense deduction is not
allowed for Medicare insurance premiums.

130. MCQ-07181 Released 2012 1] A
An individual taxpayer earned $10,000 in
investment income, $8,000 in noninterest
investment expenses, and $5,000 in investment
interest expense. How much is the taxpayer
allowed to deduct on the current-year's tax return
for investment interest expenses?

a. $0

b. $2,000

c. $3,000

d. $5,000
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131.

Alex and Myra Burg, married and filing joint
income tax returns, derive their entire income from
the operation of their retail candy shop. Their
adjusted gross income was $50,000. The Burgs
itemized their deductions on Schedule A. The
following unreimbursed cash expenditures were
among those made by the Burgs during the year:

Repair and maintenance of motorized wheelchair
for physically handicapped dependent child  $ 300
Tuition, meals, and lodging at special school for
physically handicapped dependent child in the
institution primarily for the availability of medical
care, with meals and lodging fumished

as necessary incidents to that care 4,000
State income tax 1,200
Self-employment tax 7,650

Four tickets to a theatre party sponsored by a

qualified charitable organization; not considered

a business expense; similar tickets would

cost $25 each at the box office 160
Repair of glass vase accidentally broken in home

by dog; vase cost $500 five years ago; fair value $600

before accident and $200 after accident 90
Fee for breaking lease on prior apartment

residence located 20 miles from new residence 500
Security deposit placed on apartment

at new location 900

(1) MCQ-02121 Nov 921l#1 (00 B
Without regard to the adjusted gross income
percentage threshold, what amount may the
Burgs claim in their current year tax return as
qualifying medical expenses?

a. $0

b. $300

c. $4,000

d. $4,300

(2) MCQ-02125 Nov 921l1#2 [I[1 B
What amount should the Burgs deduct for taxes in
their itemized deductions on Schedule A for the
current year?

a. $1,200

b. $3,825

c. $5,025

d. $7,650

(3) MCQ-02132 Nov 9211#3 [I[1 B
What amount should the Burgs deduct for gifts to
charity in their itemized deductions on Schedule A
for the current year?

a. $160

b. $100

c. $60

d. $0

(4) MCQ-02138 Nov 921l1#4 [1[1 B
Without regard to the $100 "floor" and the
adjusted gross income percentage threshold,
what amount should the Burgs deduct for the
casualty loss in their itemized deductions on
Schedule A for the current year?

a. $0

b. $90

c. $300

d. $400

PART | — Individual Income Taxation



10. Below The Line Deductions

132. TAC Original (1] B

Yoshiko (age 66) 's son, who is a dependent,
suffers from a debilitative disease, which requires
him to spend much time in a wheelchair. As a
result, during 20X1 Yoshiko makes the following
improvements to her home to allow easier access
for her, and at the same time updates her
bathroom both for handicap access and installs a
spa bath, on the doctor’'s recommendation to
relieve pain for her son:

Wheelchair ramp $800
Bathroom modifications $5,000
Other wheelchair modifications $2,000

A qualified independent appraiser estimates that
the bathroom modifications improve the value her
property by $2,000. Without regard to the
adjusted gross income percentage threshold,
what amount may she claim in her 20X1 tax
return as qualifying medical expenses?

a. $800

b. $2,800

c. $5,800

d. $7,800

133. TAC Original (11 A
Mary and John file a joint return.  They have a
dependent son, Michael, who is physically
handicapped. During 20X1, Mary and John paid
$10,000 for Michael to attend a school for the
physically handicapped. The school fees can be
broken down into $5,000 for medical care, $3,000
for tuition and $2,000 for meals. The primary
purpose for attending the school is for Michael to
receive constant medical care. How much of the
$10,000 in school fees can be qualifying medical
expense on Schedule A?

a. $0

b. $5,000

c. $8,000

d. $10,000

134. TAC Original [ ][] B
Janet, a Certified Public Accountant, donates her
services to the Tahoe Rim Trail, a qualified
charitable organization. Her donation includes a
total of 20 hours work (she usually charges $200
per hour), travel by car costing $50,
accommodation costing $300 and meals while
away from home costing $40. Ignoring
limitations based on Janet's Adjusted Gross
Income, how much is Janet’s deductible
charitable contribution?

a. $370

b. $390

c. $2,370

d. $4,390

135. TAC Original [J[] A
Which of the following statements regarding
gambling winnings and losses is correct?

a. Gambling winnings need only be included
in taxable income if they exceed gambling
losses.

b. All gambling losses can be deducted as a
miscellaneous itemized deduction.

c. Gambling losses up to the amount of
gambling winnings are deductible, subject
to a 60% of Adjusted Gross Income floor.

d. All gambling winnings should be included
in taxable income.

136. TAC Original [J[] C

Mark owns a home which has an apartment
attached to the house. During 20X1 he rented
out the apartment and received $5,000 in rent.
Mark’s living area encompasses 90% of the
building and the apartment is 10% of the building.
During 20X1 Mark incurred the following
expenses associated with this property:

Mortgage Interest $6,000
Homeowner’s Insurance $3,000
Real Estate Taxes $2,000
Depreciation (entire building) $1,000
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(1) What is net rental income on Schedule E?
a. $2,900 profit
b. $3,800 profit
c. $4,600 profit
d. $6,000 loss

(2) How much of the above expenses should
Mark deduct on Schedule A?
a. $0
b. $6,000
c. $7,200
d. $9,900

137. MCQ-08783 [I[] A
Where is the deduction for qualifying business
income (QBI) applied in the individual tax
formula?
a. As an adjustment to arrive at adjusted
gross income
b. As an itemized deduction
c. As an alternative to the standard
deduction
d. As a deduction from adjusted gross
income separate from the standard
deduction and itemized deductions

138. MCQ-08787 L[] B
Which of the following is considered a specified
service trade or business (SSTB) for purposes of
the qualifying business income deduction?

a. Accounting firm

b. Manufacturing company

c. Engineering firm

d. Architectural services

139. MCQ-08788 [1[1 A
What is the basic deduction calculation for the
qualifying business income deduction?
a. 30% x Qualifying business income (QBI)
b. 20% x W-2 wages
c. 20% x Qualifying business income (QBI)
d. 30% x W-2 wages

140. MCQ-08789 [ I[1 B

Which of the following statements is true
regarding taxpayers with taxable income below
the taxable income limitations for the qualifying
business income (QBI) deduction?

a. QBI deduction is only allowed if a
qualified trade or business (QTB).

b. QBI deduction is a phased-out deduction
if a specified service trade or business
(SSTB).

c. QBI deduction is limited to 50% of W-2
wages.

d. Aqualified trade or business (QTB) and
specified trade or business (SSTB) are
treated the same.

141. MCQ-08790 [ ][] A

Which of the following is true about the qualifying
business income (QBI) deduction for taxpayers
with taxable income above the taxable income
limitations?

a. If the taxpayer is a specified service trade
or business (SSTB), no QBI deduction is
allowed.

b. If the taxpayer is a qualified trade or
business (QTB), W-2 wage and property
limitations do not apply.

c. If the taxpayer is a qualified trade or
business (QTB), W-2 wage and property
limitations are phased in.

d. If the taxpayer is a specified service trade
or business (SSTB), W-2 wage and
property limitations apply.

142. MCQ-08791 (1] A
Which of the following is the overall limitation to
the qualifying business income (QBI) deduction?
a. Lesser of: 50% of combined QBI
deduction or 20% of the taxpayer's taxable
income in excess of net capital gain
b. Lesser of: combined QBI deduction or
20% of the taxpayer's taxable income in
excess of net capital gain
c. Lesser of: 50% of W-2 wages or 25
percent of W-2 wages plus 2.5% of the
unadjusted basis of qualified property
d. Taxable income limitations based on filing
status
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10. Below The Line Deductions

143. Becker Example [1[]1 A

Calculate the taxpayer's qualifying business
income deduction for a qualified trade or
business:

Filing status: Single

Taxable income: $100,000

Net capital gains: $0

Qualified business income (QBI): $30,000
W-2 wages: $10,000

Taxable income limitation: $170,050 - 220,050

a. $5,000
b. $70,000
c. $20,000
d. $6,000

144. Becker Example [1[] C

Calculate the taxpayer's qualifying business
income deduction for a qualified trade or
business:

Filing status: Single

Taxable income: $192,550

Net capital gains: $0

Qualified business income (QBI): $80,000
W-2 wages: $20,000

Taxable income limitation: $170,050 - 220,050

a. $16,000
b. $10,000
c. $2,700
d. $13,300

ER105F50 AICPA 1) 1) —X MC fiED 5 5
PARTI 810F (=xf/5 9 2 HIRBIXAT £ 75 %,

Released 2014 (p.130~) = Q6,7, 8, 14
Released 2015 (p.135~) = Q7
Released 2016 (p.142~) = Q1
Released 2017 (p.148~) = Q7
Released 2020 (p.166~) = Q17,25
Released 2021 (p.174~) = Q8
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11. Other Taxes

IRE#R (FH117)

CORE : REG | Q145~147

Q148~155

145. MCQ-05903 Released 2017 (][] A

Juan recently started operating a flower shop as a
proprietorship. In its first year of operations, the
shop had a taxable income of $60,000.

Assuming that Juan had no other employment-
related earnings:

a. The flower shop must withhold FICA
taxes from Juan's earnings.

b. Juan must pay self-employment tax on
the earnings of the business.

c. Juan will be exempt from self-
employment taxes for the first three years
of operations.

d. Juan will be exempt from the Medicare
tax because the business earnings are
below the threshold amount.

146. MCQ-01699 ARE R02#6 [1[1 B
Freeman, a single individual, reported the
following income in the current year:

Guaranteed payment from services
rendered to a partnership
Ordinary income from a S corporation

$50,000
$20,000

What amount of Freeman's income is subject to
self-employment tax?

a. $0

b. $20,000

c. $50,000

d. $70,000

CORE : REG

ER1055 0 AICPA ) ) —X MC BIED 5 5
PARTI EME (=G T HRERBEIELUT &85,

Released 2015 (p.135~) = Q19
Released 2017 (p.148~) = Q10
Released 2021 (p.174~) = Q25

147. TAC Original [J[ ] B
Dan, a single taxpayer, had the following income
in the current year:

Salary from a S corporation $40,000
Ordinary income from a S corporation 10,000
Corporate director fees 2,000
Ordinary income from a partnership

(general partner) 8,000
Non-employee compensation 30,000

What is the amount of Dan’s self-employment
income?

a. $38,000

b. $40,000

c. $50,000

d. $90,000

¥Q148~155(%, [ TCP |DHBHE LR 3FETT,

148. CPA Evolution (1] B

Don Mills, a single taxpayer, had $70,000 in
taxable income in the current year. Mills had no
tax preferences. His itemized deductions were
as follows:

State and local income taxes $5,000
Home mortgage interest on loan to
acquire residence 6,000

Property taxes 2,000

What amount did Mills report as alternative
minimum taxable income before the AMT
exemption?

a. $72,000

b. $75,000

c. $77,000

d. $83,000
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11. Other Taxes

149. CPA Evolution [1[1 A
Which of the following is not an adjustment or
preference to arrive at alternative minimum
taxable income?
a. Individual taxpayer net operating losses.
b. Passive activity losses.
c. Deductible state and local taxes.
d. Deductible contributions to individual
retirement accounts.

150. CPA Evolution (I A
Alternative minimum tax preferences include:

Charitable
Tax-exempt contributions of
interest from private  appreciated capital
activity bonds qain property
a. Yes Yes
b. Yes No
C. No Yes
d. No No

151. CPA Evolution [J[] A
The credit for prior year alternative minimum tax
liability may be carried:

a. Forward for a maximum of five years.

b. Back to the three preceding years or
carried forward for a maximum of five
years.

c. Back to the three preceding years.

d. Forward indefinitely.

152. CPA Evolution [J[] A
The alternative minimum tax (AMT) is computed
as the:
a. Excess of the regular tax over the
tentative AMT.
b. Excess of the tentative AMT over the
regular tax.
c. The tentative AMT plus the regular tax.
d. Lesser of the tentative AMT or the regular
tax.

153. CPA Evolution [J[] A
Farr, an unmarried taxpayer, had $70,000 of
adjusted gross income and the following
deductions for regular income tax purposes:
Home mortgage interest on a loan
to acquire a principal residence $11,000
Deductible real estate property taxes 2,000

What are Farr's total allowable itemized
deductions for computing alternative minimum
taxable income?

a. $0

b. $2,000

c. $11,000

d. $13,000

154. CPA Evolution [1[] A
Which of the following may not be deducted in the
computation of alternative minimum taxable
income of an individual?

a. Traditional IRA account contribution.

b. One-half of the self-employment tax

deduction.
c. State income taxes.
d. Charitable contributions.

155. CPA Evolution [I[] A

Which of the following statements about the
alternative minimum tax (AMT) of an individual is
correct?

a. ltis determined from the tax rate
schedules and computed on income that
exceeds $100,000.

b. Itis computed on an individual's regular
taxable income at a rate of 28%.

c. ltis calculated after certain tax preference
items that may be used as an alternative
to the regular tax are deducted.

d. AMT credits may be carried forward to
future tax years.
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12. Tax Credits

Fﬂﬁ Eﬁ (E‘l’? Fliﬁ )

CORE : REG | Q 156~162

156. MCQ-04885 [ I[ ] B

For the current year, Seth and Sheila intend to file
ajointreturn. Seth expects to earn $35,000 in
wages from his teaching job. He is covered by
the university's pension plan. Sheila is a
volunteer at their son, Stephen's, school. In
addition to Seth's income, they received $500 in
interest income and $50 in prize winnings from a
local radio contest. Each would like to make a
deductible contribution to an individual retirement
account for the current year. They also believe
they will be eligible to claim a tax credit for these
contributions. Which of the following is correct?

Deductible Contribution  Claim Credit
a. Yes Yes
b. Yes No
C. No Yes
d. No No

157. MCQ-04887 [1[1 A
Which of the following is not a refundable tax
credit?
a. Retirement savings contribution credit.
b. Earned income credit.
c. Child tax credit.
d. Excess social security paid.

158. MCQ-15618 (1] A
Madison and Nick Koz have two children, ages 8
and 10. Both children meet the definition of
qualifying child. The Koz family has adjusted
gross income of $300,000. What is the amount
of the child tax credit on the couple's current year
income tax return?

a. $2,000

b. $3,000

c. $4,000

d. $6,000

159. MCQ-15617 1] A

The Tiller family has a modified adjusted gross
income of $50,000. The Tillers have two
children, ages 12 and 13, who qualify as
dependents. All of the Tillers' income is from
wages and their tax liability is $1,000 before the
child tax credit. What is the Tillers' child tax
credit and what portion of their child tax credit is
refundable for the current year?

Child Tax Credit  Refundable Portion
a. $4,000 $ 0
b. $4,000 $1,500
C. $2,000 $1,500
d. $2,000 $ 0

160. MCQ-02012 May 94 #17 R2-02 [1[] A
Which of the following credits can resultin a
refund even if the individual had no income tax
liability?

a. Foreign tax credit.

b. Elderly and permanently and totally

disabled credit.
c. Eamned income credit.
d. Child and dependent care credit.
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12. Tax Credits

161. MCQ-11783 1] B
Mr. and Mrs. Sloan incurred the following expenses
during the year when they adopted a child:

Child's medical expenses $5,000
Legal expenses 8,000
Agency fee 3,000

Without regard to the limitation of the credit, what
amount of the above expenses are qualifying
expenses for the adoption credit?

a. $16,000

b. $11,000

c. $8,000

d. $5,000

162. MCQ-02179 May 91 11 #33 (1] B

An employee who has had social security tax
withheld in an amount greater than the maximum
for a particular year, may claim:

a. Such excess as either a credit or an
itemized deduction, at the election of the
employee, if that excess resulted from
correct withholding by two or more
employers.

b. Reimbursement of such excess from his
employers, if that excess resulted from
correct withholding by two or more
employers.

c. The excess as a credit against income
tax, if that excess resulted from correct
withholding by two or more employers.

d. The excess as a credit against income
tax, if that excess was withheld by one
employer.

CORE : REG

ER1065 D AICPA ) ) —Z MC RE®D 5 5
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13. Tax Procedures

Fﬂﬁ%ﬁ (E‘l"‘ Oﬁzﬁ)

CORE : REG | Q 163~172

163. MCQ-02063 ARE R02#5 [I[1 A
A taxpayer filed his income tax return after the due
date but neglected to file an extension form. The
return indicated a tax liability of $50,000 and taxes
withheld of $45,000. On what amount would the
penalties for late filing and late payment be
computed?

a. $0

b. $5,000

c. $45,000

d. $50,000

164. MCQ-02093 ARE May 95 #16 1] A
An accuracy-related penalty applies to the portion
of tax underpayment attributable to:
I. Negligence or a disregard of the tax rules or
regulations.
Il. Any substantial understatement of income
tax.
I only.
Il only.
Both I and II.
Neither | nor II.

aoop

165. MCQ-06595 [I[1 B

John S. Loppe has not been particularly careful in
preparing his income tax returns and, as a result,
has substantially understated his tax. The
negligence penalty with respect to understatement
of tax might thus be applicable to him. The
negligence penalty with respect to understatement
of tax:

a. s an accuracy-based penalty for
negligence or for disregard of tax rules
and regulations.

b. Is computed as 25% of the
understatement of tax.

c. Defines "disregard" as any careless,
reckless, and unintentional disregard of
tax rules and regulations.

d. Isimposed in conjunction with the penalty
for substantial underpayment of tax and
the penalty for a substantial valuation
misstatement.

166. MCQ-06666 [1[1 A
Which of the following statements is correct with
respect to penalties?

a. The taxpayer can generally avoid
penalties if he/she acted in good faith.

b. The taxpayer can generally avoid
penalties if he/she acted in good faith and
if there was a reasonable basis to support
the tax return position.

c. The taxpayer can generally avoid
penalties if he/she acted in good faith, if
there was a reasonable basis to support
the tax return position, and if the taxpayer
did not have willful neglect.

d. The taxpayer cannot avoid penalties
under any circumstances.
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13. Tax Procedures

167. MCQ-06665 [I1[ 1 B

Chatham Corporation is defendant in a lawsuit by
the IRS. Which of the following statements is
correct with respect to the various defenses that
might be available to Chatham to avoid or reduce
civil and criminal penalties that might otherwise be
imposed on it?

a. The reasonable basis standard involves a
position that is arguable but fairly unlikely
to prevail in court. A numerical
statement of this standard has at least a
10% chance of succeeding.

b. The substantial authority standard
involves a position that has a less than
50% chance but more than a one-in-four
chance of succeeding.

c. The more likely than not standard
involves a position that has a more than
50% chance of succeeding.

d. Reports issued by the U.S. Congress,
IRS regulations, rules, and releases, and
U.S. and foreign court case decisions
constitute substantial authority for the
substantial authority standard.

168. MCQ-06671 [I[] B

John R. Fudge is an individual taxpayer in Cut
and Shoot, Texas. He has been accused of
understating the tax on one of his returns and is
concerned about the possibility of imprisonment if
he is convicted. The understatement has
nothing to do with a tax shelter. Which of the
following statements is correct for his situation?

a. If John took a reasonable position on his
tax return, he is subject to the penalty for
understatement of tax but not to the
penalty for substantial understatement of
tax.

b. If there was a reasonable basis for a
disclosed tax position on the tax return,
and John acted in good faith, the penalty
for understatement of tax would still apply
if John actually did understate his tax.

c. If John relied on the opinion of a
reputable accountant or attorney who
prepared his return and furnished all
relevant information, in general, he would

have a reasonable basis for the tax return
position and could avoid the penalties for
understatement of tax.

d. If John's understatement of tax is a
substantial understatement, the penalty is
double what it would have been for a
simple understatement.

169. MCQ-06673 [I[] C

Dewey Cheatam, Esq. is a leading candidate for
the next open seat on the U.S. Supreme Court.
He recently addressed the graduating class at
The University of Texas Law School on the
subject of the judicial process for tax issues.
Which of the following statements in his address
was correct?

a. The U.S. Court of Federal Claims follows
the decisions of the Federal Court of
Appeals and the geographical Courts of
Appeals.

b. Judges for the U.S. Tax Court hear cases
at various locations in the country as do
justices for the U.S. Supreme Court.

c. When the U.S. Supreme Court denies a
writ of certiorari, it confirms the lower
court's decision.

d. U.S. District Court cases are heard before
one judge, not a panel of judges.

170. Becker Example [1[] A
Bob files an extension of his Year 1 income tax
return on March 23, Year 2. His withholding for
Year 1is $4,200. He estimates that he will owe
an additional $300 and includes a check for $300
with the extension. Bob files his Year 1 income
tax return on May 18, Year 2. The total tax
indicated on the return is $5,100. What amount
of the tax is subject to the Failure-to-Pay Penalty?
a. $0
b. $600
c. $900
d. $5,100
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171. Becker Example [I1[]1 B
John Q. Dillinger is the outgoing Commissioner of
the Internal Revenue Service. In his final public
meeting with IRS employees, he addressed
changes that he would like to see made in the IRS
audit and appeals process. Which of the
following statements that he made at this meeting
is correct?

a. Taxreturns are checked for mathematical

accuracy, but only if the returns indicate a
refund.

Office audits are normally performed at
the national office of the IRS in
Washington, DC.

Arevenue agent and the Appeals Division
can both settle an unresolved tax issue
based on the probability of winning the
case in court.

Following an audit, if agreement is
reached with the taxpayer, the taxpayer
signs Form 870.

172. MCQ-06678 (1] C
Which of the following statements is correct for the
judicial process when a taxpayer and the Internal
Revenue Service cannot reach agreement on a
tax issue using the administrative appeals
process?

a. The Supreme Court often hears tax

cases because tax issues are extremely
important to the economic health of the
nation.

The U.S. Tax Court is a specialized trial
court that hears Federal tax and other
Federal cases.

The IRS bears the burden of proof in civil
tax cases because the IRS can readily
afford expensive lawyers and thus should
be able to bear a greater burden.

The U.S. Court of Federal Claims has
jurisdiction over most claims for money
damages against the United States.
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1. Overview (Filing) & 2. Payment of Tax

PART | : INDIVIDUAL INCOME TAXATION

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

fRETR

1. MCQ-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.
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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=

WRENFEEDORPICIET LI5S S. 1A18H

DRTCHETOFRFEFE L THERBNHNIL,

& LA EE 5, Form10400 BEHARRE
. BEDHELREKT, BFEND4H15HE T,
SEREI N ERE RS,

% PART VIl Gift and Estate Taxation Z3%E (<

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

FTHMDIN AURNEL>TNS,

3. MCQ-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. MCQ-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.
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1. Overview (Filing) & 2. Payment of Tax

5. MCQ-06884
Choice “b” is correct. To avoid penalties, if a
taxpayer owes $1,000 or more in tax payments
beyond withholdings, such taxpayer will need to
have paid in for taxes the lesser of:

90% of the current year's tax ($50,000 x 90%)

= $45,000, or
100% of the previous year's tax ($30,000 x 100%)
=$30,000

However, if the taxpayer had adjusted gross
income in excess of $150,000 in the prior year,
110% of the prior year's tax liability is used to
compute the safe harbor for estimated payments.
(Previous year's tax $30,000 x 110% = $33,000).
Choice "a" is incorrect.  $30,000 is 100% of last
year's tax. This would be sufficient if the previous
year's income were $150,000 or less.
Choice "c" is incorrect.  $45,000 is 90% of this
year's tax, which is sufficient, but we are looking
for the minimum amount.
Choice "d" is incorrect. $50,000 is 100% of the
current year's tax, which is sufficient, but more
than required.
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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.

(GEMAN 50|

HENEY Y
SHhgE
BIEED AGl A58 RILEBZ 2 558B8ED
6. a) AFEEOMBRAZED 90% & LI
b) BIFEDMBEADI10%D LNTAVNES NEER
FTHBHERAL L THHFIE, underpayment
penalty (RT#ARENRFILT«) EEET D

ENTES,

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

Estimated Tax Payment
PARTI 5523

BH. BERE  BEAOMBEDSE. BEE
DIMBEENE O TH O EIHRICTIEETHEHTFEM
BMETOBEIREL,
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3. Filing Status

fRETR

7. MCQ-01404

Choice "d" is correct. The requirements that

enable a taxpayer to be classified as a qualifying

surviving spouse / 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.

GRS )|
HEE M w4 | Filing Status
S 5E PARTI &3=

MROEEDBARERRESRO &,
Qualifying surviving spouse / widow(er) D& #D
BOTHICEEROE, T1HME]. KEREKT
Hd [T PRBELTVE I &,

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

COEIREB’d” 1 Neither I nor | AEfEE 5,

8. MCQ-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+ > MMESR)
HEE N EPw% | Filing Status
Y HE PARTI 3%
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3. Filing Status

Qualifying surviving spouse / widow(er) LB EE
EFAIL, —EDEHERH= LTI EN,
EBEORTCFER2FEBICR>TRRATSH &
NTELREERTHD, RiFEEHRE (MFJ)
LR CFEERKR K U standard deduction £V 5 =
EMNTEEBIN TS,

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

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

d. Maintain principal residence for dependent child
for the whole year
[ E#El KBRETHS [F4] r"EEL
TWa &,

9. MCQ-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.

PART | — Individual Income Taxation

[R1 > MMESH)

HEE N EPw4 | Filing Status
Y HE PARTI 3%
MFJZRAWS =HICIE, FEROFRTHEIELT

WBRIFETRITNEAE B AL, g (divorced).
ERIZBIE (legally separated) L TUL\3IBE(E
FHBNIRLN,

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 £
HEE N EPw% | Filing Status
Y HE PARTI 3%

Head of household (&, ROBHE 4 X THEL
TWBRENANDZENTEIREERTH S,

a. FEXRCHRE (HAELMFLED) THDHC
&, KA LMBREE (E. FHA VD MMF
D, BRFEERORRTENICHEELTL
T3 MFS ZZIRG B ENGEVRRIZHY .
ZTOEBELEEOHRY6H ARAMBLTY
556, MBLLTHEBETLEVWSHETH D,

b. XEMERFIXEEETHDI &,

c. 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)
BERKTHITFHERBLTNE I L,
(ii)Dependent Parent (Not required to live with)
HEFECHIFREERBLTVWIREL

AN

AMIZH T2 4 ADOIRFLE (2B L T, Head of
household DEHZ = LTS M E S H & T
I3,

I. £52® Dependent Child (must Live with)IZ
EEERN

II. £ Dependent Parent (Not required to
live with) 128247 %, FHEFRBLTWERE
F7E0, X FIEECRBELEILTLEN F
ft1E LV A LV =8, Qualifying surviving spouse /
widow(er) [ZIF3ZH LAY,

. BRIEEDRTEEEMFI EHNDEMNT
& %, Head of household [ZIFE%3 L&Y,

V. £E2® Dependent Relative (must Live with)
ZET 5,

SEBIREA” L and IV ANERRE 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.

(R > MESH)

HENEY S
MTHE
FEEDRTEEIE. MFJERWSZ ENTES,
AR TIFERBEDRCEEDRED filing status

MEHI TS,

BERETHDLFH K ALEnDT,
Qualifying Surviving spouse / widow(er) % Ut
Head of householdIZ[&£3%% LA LY,
C.SingleNIEfR L 72 B,

Filing Status
PARTI 533
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4. Dependency Requirements

4. Dependency Requirements

fRE

TIPe RREDFE L “Qualifying Child (BE#&-F4t) "% “Qualifying Relative GEEIRIE) "D X CTOEGEH -
LTHOEHET DD +DRIFRN G Z 5N TONRNIEN S, IR EBHIZ KT BECRAERURY, &=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

)

¥ _+E2SUPORTIZ. BeckerfEfidb=——E=v 4/
EBRALETH D,

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

BERBHIZEY. HBANERER S,

Mary (F#t107%) & Seth (F125%) (L. 19%%
KETHYFBEXLYRIBLTWS LHRITESD
EIc RS DM A L) =86, “Qualifying
Child (CARES) "0 E# %71 LT3,
KOWTHENTRREDOFHTH Dz, [FHB
#B17% (child tax credit) | OXZR LA D, FEHA
% PARTI £12ETHBT 5,

Martha (BIE=3FELINOFK) 2D T
“Qualifying Relative (SINCRO) "DE#%5#71=L
TWEhESHEHT D, TEDOBY.
SINCRO mE# %R~ LT3,
KATHERFED FHUANOEBRIKRIC DN TIE,
TR B REHREEEBKR (credit for other
dependents)| Oxt& &4 D, ML PARTI 2
1285 TEEYT 5,

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

S 1 N c R 0

Martha

e Ox() | n/a ) O |OxQ

“WREH (1)GI TR~
IR RS EICEFAEVOTERL X S,
HEEEMM (social security benefit) (ZRAIE L
THEBHRERDMN FIFEORESE (ZITRE
“provisional income”) 2/ U TERI SR & D E|
ENEL D, BEEFSE (“provisional income” A%
$25,000LLF  SKEREARTIR LT SRR Lo
BN RWNEIZCOATIV—ITADEEZLD)
&, #8% (28] ERRMETDHLNTED,
&, PARTI E5ECH¥ET 5,

“WEMH (2) RelationshipT A k

! 3FFLNOFETHS FE 1FBREBELT
Wasl &, SBEFLRDHEETHNIE. RELTL
M ESNEb5Y. BERIICRelationship TX
PEREET, Thiod LT, SHEFLURORETIE
BWNGEIZFTFRERELTVND Z EAEREL S,

PART | — Individual Income Taxation
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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).

GEAN £
HEEFEPw4 | Dependents
Y HE PARTI $4=%

TEROLSIZ. Ruth (A= 3HFLUROHR)
& Clay (FHt 255 1 XEBELRE) I2D1T
“Qualifying Relative (SINCRO)" DE %1
LT NES MY %, Ruth (B) D&,
SINCRO OE#EF LTS, AANIERE,

Support | Income | Nojoint | Citizen | Relaive| OR

retum AR
O |Oox)| na | O 0 | xx@
Clay
zsm| O | O |*@| O [ O |x@®

RS (1)GI TRk
FRBTRRHECEENLEVDOTERLEL S,
AR (social security benefit) (XREIE L
THEBHRERDMN FIFEORESE (ZITE

“provisional income”) [Zjis U TERixER &2 5%
ENEL D, BEEFSE (“provisional income” A%
$25,000LLF  SKEREARTER LT SRR Lo
BN BNEZIOATIY AR EEZLS)
&, #WfEE%E T2%) FEERLT DI LNTED,
ML, PARTI 5 T¥ET 5,

WA (2) Joint Return T X
P BBEEMFIELTLVARNSE, AL,
TRRBUNEESOEMN £ 1T 5728 (solely fora
refund of all taxes paid or withheld for the taxable
year ie., the taxis zero)., EfR&E & MFJ #MALV=
BEICIEEDLR, ARTE, HERIS$500 it
TOMELHY, ENFZEZITHENTME ZAN

iz LTV,

@RS (3) RelationshipTX k

: 3FELNOFETHD T 1EHRELT
WaZleé, IRFLROFETHNIE RELTY
ZMESI ML LY, BEIWICRelationship T X
MEF=T, TR LT, 3MELINOFRETIE
BROBARICKTEBRRAB LTV EABE] LD,

14. MCQ-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).

4 > MESH)

HENEYY

Dependents

MG IE PARTI 4%

Dale (F#t19:%) (2IE $4,50000 /84 XA
HEMN, UERFEDINLEALDEETHD
(RIfE DE 4 : temporary absence & OK ..
“Qualifying Child” OBE#4 %=L TLND) =&,
IR ER S R,

c | A R ® s

Dale AR

FAE (197%) o o o T o

Kim (F#23m%) &, 23 TEH I TILE A L
DEAETIFAV=8H. “Qualifying Relative” D
EHEFELZLTWSAELET S, $12,0000
HBEIARH Y., FEFHIRIZO>hh D,

Grant (RE=3FHFLIADEK) 1%, $5,000
DELFPANRH Y., FEFHIRIZD > h 5,

s |1 [N cRToO
Kim

o | O | X | V2| O

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

SHEBREGDDIE 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%.

(R > MMESH)

HENEYY
xhYPE

Dependents
PARTI $4%

ARTIE. WEENEAA “Qualifying Relative”

DSupportT X b (#BIENZDEDEZFTED
BO%EEBNILTLND I L) LTSN ES
MO EbHARTINS,

F (Ted & Nancyk3=E) A& L 1$9,0001%,
BHRIZHFICEST D (34,5009 D), £-oT,
50%HBOEELLUTOREY,

Amy (f37)
B2 & $6,000/ £1$10,500 = 57%
FHEE $4,500/ 51$10,500 =43% <50% X

David (R#)
B A48 $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|lo| o]l o]l x

<£%E> Amy (B#). David (R#) NHCZA

AL HABRAKE ETEE (g, £

FEREBL DT RELAT (social security benefit)
NOHINEEDEEEZ D,

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
SS9 3E PARTI 4=

5 - sk (cousin) (. 3|MELINDH K
TG\, 1EFERELTHSIREND D,
COERE DA ERR L 18D,

BINfa” : S LCIE. SHEZEURDEETH S,
BIREC&d : EREEDICTOERBREN
HEFIEHELIZBETH>TH, UHFEEIC
DT, BBREE LTHETES (RIEMEEE
BROMRIZER D),

PART | — Individual Income Taxation
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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 $4,400 (2022), 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
$4,400 (2022), and so can be claimed by the
taxpayer as a dependent.

(Ra > MMESH)

HE kw4 | Dependents
g HE PARTI 4%

BIRETD” © 3FELINOFIEIZIE MER (nlaws) |
£EEND, IREE. “Qualifying Relative
(SINCROY DEHZH LTS,

BIEC © BEDIRT, 24mKED TILEA L
DEETH B8, “Qualifying Child (CARESY @
BHEHZLTWS,

BIREA : T (nieces : B SBMMERDIR) | (&
SHELNORETH D, .. 1EE Qualifying
Relative (SINCROY OE#%ET= L TL\S,

HERIZRY, B B FEA R
2%,

<$E> THBFEF, RA KEEFEIZE
BHIEN=H, BREREE 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.

PART | — Individual Income Taxation



5. Gross Income - Inclusions

5. Gross Income - Inclusions

fRE R

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

#EENSOHENMTHOATLS,

18. MCQ-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.

(R > MESH)

HENEYY
xhyPE

BEFREFA LTV FiE L. EERICIES®
BYESELAEEEEHAR LZE LEEEIC
R ER#ET D,

Overall Accounting Method
PARTI 555

19. MCQ-14631

Choice "a" is correct. Alimony (received
pursuant to a divorce agreement executed on or
before 12/31/2018) is an item of gross income;
child support is not.  Alimony paid according to a
divorce agreement executed after 12/31/2018 is
neither taxable to the recipient nor deductible by
the payor. Because this divorce was finalized in
2018, the alimony is included in gross income.
Joe was to receive $1,500 per month in alimony,
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.

(R > MESH)

HENEY S
MTHE
20184128310 £ TI=#fkE L =BBREEIC
> TS L= Alimony (ZEFIXE & 125 MY,
Child support & Property settlement [£IEZRL,
XIRE—FEIWEREDE (property settlement)
ELTHRONEZDTERELLS,

#(2) : Child support & Alimony A A\ hh
256 T. 28] XIWREIhE,r>=EE
2%, F3J. Child support [THTDHN, FEY %E
Alimony & LT S,

ARED Joe KlE, HFEEHIZ Alimony & Child
support & L T&EF$24,000% Merrill A 24
FTBHET o= BEF$15000 LAZBETER
Mo 7=, Chid support WEEX SN B0,

Alimony & L THbndDiE, $9,000& 7% 5,

Payment Pursuant to Divorce
PARTI 553

$1,500x 121 A = $48,806- — $9,000
$500x 1218 = § 6,000
$24000 — $15,000

Alimony
Child support
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20. MCQ-04859
Choice "b" is correct. Tom & Sharlene's gross
income is calculated as follows:

Tom's wages (#85UXA) $ 67,000

Interest (F|FUNA) $ 1,500
Gain from sale (FEH1ZE) $ 15,000
Business income (FZTE) $ 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|

HENEY Y
SHhgE

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

XEEEE (EASXET) BFITHT HIANIE,
—UNERRAE, [BEFXICKDELRDFIETHL

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

< fH R fEE >

BASZEDBET. BEFTHLIES~ THEEX
XIS ZEIEmL, BE-FELRM—-FERE
= [#iFE] PEFORYHEGD, BHFORY
DlE. HRENDS, BRIZESHENEDMDAELY,
BHE. BABEENZKRIBICRFELE B -EHEIZIE
BEEFORYNIFEOTH D,
MARRTIE, ARO LS cEEESE (AAEE
*) BH~DXHVE Salaries ERIBL TS
ZERBDIDTIENBETH D,

Bst (EEEN) ORBEBAZEEETDEN
&t B E-RLRE-FERE (REHRMZ
BL) =MAETE L TEABNREND,
HEBMNEZHET HREFCEVTE £ OMEM
(23 L TEAFFRHRARSND, REHRBMHIEE
EOWMYDTH D,

BEASEET : T L—FLRM—FERE=/MTF
BOEEE (BEE) ORYDLERY,. COEH
(23f L TREAFSEHRNRS WD,

Business Income or Loss
PARTI 5=

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

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

Ownersdraw (&, (AHBZE XS T D
WEESD&SI12) FEREBICIEAELT. BEE
DR THRL, BEINEBEFTORY D%
“BIEY" LELESBAA—DTHSD,

<BE> BATIK [BEXHE HEFH) &
WSBEEAVWTRIRLTLDIDN—RBNTH D,

21. MCQ-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,
EFidRTH D, —H. #AE (municipal bond)
OFEIE. RAIZEER,

AREDHE, BEBNREADIFRAL HABOR
B#RE. $1,000+$2,050+$750=51$3,800 T
H b,

<$%>Money market account &%, ATIGE&FIC
HE LSRN D IBEOEN T &,
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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 THE PARTI 5%
PARTIV 6=

BEOHBIZH T CEP XIL/EY AEP hiddD
5 Bc%. [Dividend (FIZEDEEY) = Ordinary
income GBEAE) ] & 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. MCQ-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
xihYPE

BIEDEE (rental of vacation home) [ZDU\T,
EE8 LB E/BIM581Z5 4Ly (10 days)
=, MEAEADEE (personal residence) |
ELTHDON, $2500% 5T HRELR L,
BHE - JIEOBEE. KEXRE, BMENESE
[FEEFRANAL

..Barkely R0 AGI [Z$0NIEfRE 125,

XEE - HIFOBREEEREAGI O (temized
deduction) TIZ=ERA],

Rental Income or Loss
PARTI 5%
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24. MCQ-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
sy PE

BIEDEE (rental of vacation home) 1ZDU\T,
=9, GCEAAER14858 (50 days) TH D,
IHIZEE L-HEA5BLE (200 days) T
HdH=H. TOERNA% Schedule E [CTHE
I5, JEICALTZI-=BADS 5, B8R
FORELGLIEAEE (fl - BEE. KEAR
# RMENE) PREs L. "EBEAY
M # Schedule E [CTERRA], 4. EEFERAS
(rental use expenses) &, ZDEEDEEINA
(rental income) # ERR& L TIEERAREDH 5N D,
SOBIRE DA, TELLY,

Rental Income or Loss
PARTI 5%

25. MCQ-14627

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 12/31/2018.

[Ra > MMESH)

HEEY S

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

Payment Pursuant to Divorce
PARTI 5553

BiALE Alimony & LTHhbNhd=HoDEHLE L

T, URO 223 THTATH IS,

- EHNBREICLITHNTHD &,

- ZEETHIRBEOLLTICE Y, LD
BTTBHZL,

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

26. MCQ-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

SHhgE PARTI &£5=

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

27. MCQ-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 =)
HEBENEY Y Business Income or Loss
SHhYE PARTI &£5=

BEEEL, FECEELEZZEEE Schedule
CIoBWTEERE L L THERRAL
ABIEES R AHEE T4 RX—MrfTEEHE
T2 7—ATHBEH, BHAHEDEE, 73
A R— MDA EFENTLN=ELTH, kE
RBENDEEBEN D CKENE) MNERONE
LB, =12, Backer KO~ —XIEE=5BH
NTTAR—MRIFEEEZR DD, RITHRT
—tHER LAWNE WSEEICEOTWNS,

28. MCQ-12704

Choice "c" is correct. Net operating losses
arising in 2021 and beyond 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
SHhgE PARTI &£5=

20214 ER ULIER(C4 U= NOL (&, ZELIRE,
THEHARR ) (CH@8 LAYRTRE T, [FRDERATE
(taxable income) &4 HENTED (fFK
OEBABOHE LR E & VIFROFiEE RS
THBHIENTED) . BL, BHEESNEFED
EBIRTAE (245 NOL #BUHERRAT) D80%HY LR
ELTHER B 52 LnRBHLND,

XARBRTH, ABRD LS 1T “BE” 525N
PUELORRWEHRIT DS EI2R B,
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29. MCQ-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.

GEPAN )
HENEY Y Interest Income
Mg HE PARTI 5%

Series EE bonds OFEE. ZDEEE FIE
EET) aWBEARA. BERE. BBRED
SEHBEEOTHWIHTE I EEEHLE LT,
FEEFROIEDONTINS,

224 (scholarship) F& 2L I--HEES
% (2% SZHBEICHAVE N EIFAIZIE,
ZOLEIZHIET 2 H B EIERERIZ LN Z
FoONBENDTEELELS,

COBIREe”  Bothland | NIEfZE 725,

30. MCQ-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
xihYPE

E#R{E (federal bond) MOFIAIL. FRAI& LT,
BN ER LD D, XEBIZ USHAFOTLDDT,
EHE (BRE) L5,
BREICHENIFIEIE. EBAEFR (federal
income tax) MEMEIZAINBFIERTH S S5 H%
MOFTEHL (state income tax) DEME(CAF S
NBFETHE5MN, WThEEBRARERDZD
TERLEL S, AMDIGE. BRNZRELZFE
[£. $4,000+%$500=51$4,500CH %,

Interest Income
PARTI 5%
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31. MCQ-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
xhYPE

WENEIRY (property) TZHE L7546, Z4EA
I2H51F5 FMV TEHflis ., BfixR &5,
1H£$200+HH$350=51$550 N IEFR CTH 5,
HEREDSG00TIEHZRVDTEREL L S,

Compensation for Services
PARTI 555

32. MCQ-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
S YSHE

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

Social Security Benefit
PARTI 553

SITBELTEBHFRERDEE (%) AEDHON
TW3, EARICBEFTGETHLS L. RE
THRATEADBE %A MR E 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|

HENEY Y
SHSYE

BEEEDEEMRSBE Schedule CI2H LT
HHEINnd, BEEZEOERICONTIE, £
Schedule C IZHEWTEERE L LTHERTED
NTERLHEHBITEZELRA U M THDHN
Schedule C Tl&7%: < Above the line deduction,
ltemized deduction TR CZ=Z2ERIHZHDT
FEMDETH D,
BHRIZE, UTOERIZEER !
o EH TSR (federal income tax) (&, —1]
ERTERL,
o BEEEMNTOEFMIEL. Schedule C Tl&
7 <. Schedule A THERRA],

Business Income or Loss
PARTI 5=
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34. MCQ-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
SHhgE
Nare KI(Z11A18IZ Pine K& 1) —REH & ks
L. 1B - 12A90RE L) —XHBORKA

DRE FIRXRE) £2WL TS,

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

BH. V—REHO@EME (lease cancellation
payment) (&, EEUNA L L TEBME LG5,
.".$30,000+$10,000+$5,000=51$45,000,

Rental Income or Loss
PARTI 5=

35. MCQ-01620

Choice "b" is correct. Alimony paid pursuant to
a divorce or separation agreement executed before
12/31/2018 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 12/31/2018, 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

MG HE PARTI 5%

20184128318 £ Tz L =BHBERIEZE(
> T2 Aimony (FEBIRE & 425 A,
Child support [£IEFEFE TH 5,

(1) BIERIEZIZH LT Child support D%
MAREINTWRWNMGETH>TH (£
Alimony & Child support B3| S 9 12k
NTVWBBETH>TH). KRBFEOFHMNEE
DFWICET S, HET D, BT IFCEL-
THRETHIFOEHENMT SN TNEBEEICIE.
ZTOFEINDZLIZH>TVWSEDZE, FikL
Child support & LTRSS Z & I12hR 5,

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

36. MCQ-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.

G EVAN: 5|
HEE kw4 | Tax Refund
SS9 5E PARTI 5=

ROR—D (g - - -
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BI4EE(Z Standard deduction Z:&iR L T84
Eo CEERIEEDOMNDOREBHOENEESEE
D GlIZEHBREERL, BEREL, AIEEIC
Standard deduction %:#iR L T\ 5 = HRTEEIC
MOT=MOFBRREZKRLTE LS. FIFEED
BEEZRED LTLRLND,

¥ % LHTAEEIC Itemized deduction Z2IR LMD
e E2EEIER LT I5E. RoTEERE
EDMOFREHROENEIE Gl 1288 DR
LB, MOFREROEMREEEIE T4y Y
A - RRT 4w b - JL—)L (taxbenefitrule)] =
FYUZFDHRONERDDTEFEL LS,

—h. BEREIZHINDFIEL EHFEHRDE
I ENBFETHS 5 M, INFTEHROER
ITHEINBFETHA S5, WFnE, Gl I
EHLNFERAR LD,

SARDIBE, BRNRELDDEFESI0DH
Thd,

37. MCQ-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.

(K1 > MES)
HE w4 | Unemployment Compensation
MY HE PARTI 5=

PARTI 6=

KERBRIAE (unemployment compensation)
X, 2% ERARLEGD,

AETIE, #HABOFE EFRZ$18,000+$3,900
=5$21,900 N EfR & 75 B,

38. MCQ-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 "lI" must be met in order for Ken
to exclude the award from his gross income.

GRS 5D

HEKEw% | Prize & Awards
Mg HE PARTI 5%

—EOWEICxT 2 ERE. BFAEBELIIEE
MiEZEIc TEE FNShizoTchhid, FEEH,
SHICIERROEM®L LT, FEEMNMITLHADD
VTFAMFCBMLTRELEZHDOTEHRWNI &,
COBIREe” D Both land INIEEfZ & 72 B,

39. MCQ-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.

A > MESH)

HEREY Y
SS9 5E
REFTEFHAOBEEENEEMEBNETHD
M. BASE £ WS =Z—E= v/ EAVNTEHEEH
(FAR) TEELELEBYTHS,

Business Income or Loss
PARTI 5=
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40. MCQ-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 "c"is incorrect. The $2,000 of his former
employer's company-paid supplemental
unemployment benefit plan is included as part of
gross income.

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

PARTI $56%

KREAIE LT, Gl 121X, BUETHEIZERASINA
WRY ., §RTOFFBNEEND,

KERBRIAAME (unemployment compensation)
(. T2%] EBHELLD,
—H. HK4@E (worker's compensation) (.
FRAGERBMADTEREL LS,

41. MCQ-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.

G EVAN: 5|
HENEY Y
ST 2E

BRIZHITHRILERICEHT 2METH LN
f#HaEt (FAR) THEELEZEBYTH 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.

G AN 5D

Interest Income

HENEYY

MEYHE PARTI 5%

HEOBAEIE. TOTLIT7LE %, FIRIC
Y, EHNFTEZIENTED, Bk EOBEREE
& LTIk, EXFMEE (constant yield method)
NHd, EXRFIEGEE &, BARFOFIE Y TEA
THHEENS, TLI 7 LOENEE, B
*R & DZEFR (interestincome) H > EFE
PRI 2IENTED, G4H. fHEDbasis(E,
ZONRELT B, B CNERE G D,

43. MCQ-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.

(R1 > MESH)

Interest Income

HENEY Y

SS9 5E PARTI 5=

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

ELITTRDO& S GEEND D,
There is taxpayer or joint ownership with
spouse;
MBRERADLFTA., FLITEESE & ORRF
FETHDC L, BRI EREL D,
- The taxpayer is age 24 (or over) when the
bonds are issued; and
BHORTEFICENT, BAZELN24KLLLT
HdZE,
+ The bonds are acquired after 1989.
1989 FLIBIZRITINESTH D &,

44. Becker Example

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
$27 million (not $2 million).

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

above.

GEVAN: 5|

HEREY Y
SS9 5E
UNICAP JL—LidF Iz T&LEEE | » [EREE
E| OWEEEICERIND,

B L. B 3FHOTYFERBINAN2,7005 R
JU ($27 million) H#BZ A VNEBEEEEICIL,
ZDIL—ILIZER I AL,

Business Income or Loss
PARTI 5=

PART | — Individual Income Taxation



5. Gross Income - Inclusions

45. MCQ-15620

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 $1,150 (2022) plus an additional
$1,150 (which is taxed at the child's marginal tax
rate). Chris' net unearned income taxed at his
parents' marginal rate is $700 ($3,000 interest
income — $1,150 standard deduction — $1,150
taxed at child's marginal rate).

Choice "a" is incorrect. The $0 indicates that
nothing is taxed at the parents’ marginal rate.
Taxing net unearned income at the parents'
marginal rate is the whole idea of the "kiddie tax.".
Choice "c¢" is incorrect. The $1,850 uses only the
$1,150 standard deduction, but the next $1,150
would be taxed at the child's marginal rate.
Choice "d" is incorrect. The $3,000 indicates that
the entire $3,000 interest income is taxed at the
parents’ marginal rate.

GEAN =)

HEE K EPw4 | Unearned Income of
the Applicable Child
(Kiddie Tax)

T 2= PARTI 5%
PARTI 5510

2022FEI2H VT, HOBRBRETHH185K
FOFH (FERIFUBKRED T A LOEET
ZOHHIE NEEOEFTEDNDS0%EBA T
RWNF) OFRFATE (unearned income) A
$2,300 (=FEFRHDstandard deduction $1,150
+$1,150) ZHBZHH5EICIE. FROBEEL,
BBEE-DOWTIE TZ0FHERLEBER (o
RAFK)] NEFAIND L2 D,

% BeckerZ USRI D FFERAA
FHOMAFEFE (net unearned income) & [,

FHORFHEN 532,300 % LW\ =&EEE N D,

ARTIE FIFATE$3,000—$2,300=$700(=xt
LTFHOBREE L HORFMESABERIND,

PART | — Individual Income Taxation

46. MCQ-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.

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

PARTI 9%

20184E12A31 B E TIoimht 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 ISHERE & 7= (FBUE L 1=
BB R ZE 2/ > TXH S Alimony (FIERTE T,
ZREIIIFEBE A D (FE(L Child support&
Property settlement& & Uik V&7 3)

XAREBRTEH, ABOLS 12 “BEE” A5Z5N0
BUELOBBRWNEHBTE L2 D,

47. MCQ-01999

Choice "a" is correct. A gain from anillegal
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+ > M)
HEENEPw% | lllegal Income
Y HE PARTI 5%

EELAE (llegal income) TH- THERS
nd, EELFRENEIHNSDFEEEST D LT,
FRLERMUNDOEERBEIXIERIT D LETER
W, CaBIREa” C lonly AERRE R 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 EMRRRIZNN 5 OEH L, hLRAAR
RIENDOEEEEITET 5F T MRENOILREL
(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.

[R1 > MMEE]

HEKEwS | Alimony

AMibgHE PARTI 5%

Bk L. Alimony & L THhbNn b= DEHD T D
LT, EHWARSICLITIWTHE T L,

X WE—FEIA LM Alimony TIX7R LY,

¥ TEBEDLOHDE=ZE~DTHHR L
B, tOBELEEL LTUONIE Aimony & LT
‘ond, il TEREEDOKFZOFRER

AETE., TEABE OEMIIREX 1 E$5,000
D FHH Alimony & L THbON B,
EFOBER O AN E Child support & 745,
$150,000—#EFFA 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%

HRELIERAIFEER, H L. HEICESEAA
L& 2489 52" (option) K& =HBEIZIE,
S L MR Y OFMV CEBNE & 15,
ORI ERRE 1R B,
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5. Gross Income - Inclusions

51. TAC Original

HENEY Y Business Income or Loss

MG HE PARTI $5%
PARTI $10%

REeFRBFMAOBEXREORETH D,

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:
ReTH  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 XATHLAFIES1,000 %k <,

+Z D t#E £$5,000

=$27,000

HTHAFI A (prepaid interest exp.) 13, & T -
REFRICEL ST, METHHICEBD L TR
5 (Vol1TFRMBIR—UBRENI L),

¥ TEZE FOXHIFIE (business interest
expense) (Zxtd ZIERFIR) (&, BEEIFEHD
T EMEBINAMN2,70075 KL ($27 million) %
BABVNMEBEEEZ(CTERAINGL (DFY,
FE FOBASOZIFIE & 2EEIERE),
[%. PARTIV : Corporation T%ZY %,

PART | — Individual Income Taxation
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6. Gross Income - Exclusions

fRE

TIPS A vs. SERBATEOHRIE, MREEH RIS, TAXERIRNEKRE LD pbL pTOEAELLD
R=TIZHHEDAENEVBHER LTV EREWICEA 5N D,

52. Becker Example

Choice "d" is correct. In general, gross income
means all income from whatever source unless
specifically excluded by a provision in the Internal
Revenue Code. Scholarship monies used for
qualified expenditures such as tuition, books, fees
and supplies (not room and board) are excludable
from income, provided the student is degree-
seeking.

Choice "a" is incorrect. Prizes and awards
received are excludable only where the recipient
assigns the award directly to a governmental unit
or qualified charity.

Choice "b" is incorrect. Certain types of interest
income are excludable, such as interest earned
on tax-exempt bonds issued by state and local
governments. General interest earned on
deposits is includable in income.

Choice "c" is incorrect.  All monies received as
compensation for services are includible in gross
income.

GEAN =)

HEKEwv% | Scholarship

Y HE PARTI 5%
PARTI 6%

HAEES (degree) D= DEZE(IL, BEH.

EER. TOMEEERICFERALERESET
(NOT room & board). 3E:EFH,

BRE A ZAEE D = DEZ4$12,000(%

BEROZIWIZFERAT 2D T, 2EEIEER.

BIRfa" : E€ERAERMRE RS,
ZIRED  EHESOFEIL. Gl OXERID
BY., BEBRNETHD,

BRI 85 (NTJ4—< VR - R—FR)
FERARTH D,

53. Becker Example

Choice "a" is correct.
Refund of state taxes $ 1,500
Compensation $ 37,000
Interest from U.S. Treasurycert. $ 250

$ 2,750 [$8,000-$5250

maximum]

$ 41,500

Excess reimbursement

Gross income includes all income from whatever
source unless specifically excluded by the Internal
Revenue Code. The refund of previously
deducted state income tax is includible in income
under the tax benefit rule.  If an item of income
previously was deducted (i.e., the taxpayer
received the benefit of the deduction), it must be
reported in income when refunded. Employee
compensation is compensation for service and
includible in gross income. Interest on U.S.
Treasury certificates is includible in income (don't
confuse them with state-issued obligations). Life
insurance proceeds are excluded from the gross
income of the beneficiary. Employer-paid
premiums on less than $50,000 of life insurance
coverage are considered a non-taxable fringe
benefit (only premiums on greater than $50,000 of
coverage are taxable). Finally, employer-paid
educational expenses of up to $5,250 can be
excluded from income if paid for both
undergraduate and graduate level education.
Amounts in excess of this threshold would be
included in income.

Choice "b" is incorrect. This answer includes the
state tax refund, employee compensation, interest
income, life insurance proceeds, and the value of
the employer-provided insurance coverage. The
life insurance proceeds and the employer-
provided insurance coverage should not have
been included.

PART | — Individual Income Taxation




6. Gross Income - Exclusions

Choice "c" is incorrect. This answer includes
only the compensation and interest. The excess
reimbursement and the refund of previously
deducted state taxes must also be included.
Choice "d" is incorrect. This answer includes the
refund of previously deducted state income taxes,
compensation, and interest, but does not include
the excess reimbursement.

(GEPAN 50|

HErEYY | Gl2#

5T HE | PARTI $5%=
PARTI 6%

6 DDIEBIZDNT, ABNR vs. FERBEH
Y2, FITENMDELRITTELEDOESY,

1. BIEEICIEBRE &S NOREBROEMNEIE,
ByH A - REXT 4w bk - )L—JL (tax benefit
rule) 12k Y., BEBITER,

2. {BEIFEBNR,
3. EMEDOF B IFREB AR,

4. TUEREE LCRBLEEGRRE (ife
insurance proceed) . JREIFEZRRL,

5. EREIC &Y b -MEEmnEEE (ife
insurance premium) (. $50,000% TORRE(Z
Y 2 RIERER D (ZFR Y JEERRL,

6. EREICKYZHIbN=HEEIL. FHE
$5.250 % [R & (2 FEEEFR,

&> T, $1,500+$37,000+%$250+ ($8,000—
$5,250) =&+$41,5000°EfE & 73 %,

54. MCQ-01387

Choice "d" is correct. An individual receiving
common stock for services rendered must
recognize the fair market value as ordinary
income. Any dividends received on that stock
would also result in income recognition.

Choice "a" is incorrect. Employer-provided
medical insurance is a tax-free fringe benefit.
Choices "b" and "c" are incorrect.  Gifts and
inheritances are both tax-free to the recipient.
(Remember tax is often paid by the person giving
the gift or the estate at death.)

PART | — Individual Income Taxation

G AN 5D

HENEY Y Gl 2%

BT HE PARTI &5
PARTI 562

BRE  ERAEIC &Y b h-ERERER
(medical insurance premium) (&, JRRIJEZEFA,

ERED  BEICLHEEDZMHEE, Gl Mok
NeEnd, BEICIVEEZIELTH, 28EE
il (donee) THIBHMNRENDZ EFALN,

X PART Il TEETHIRBTIEH DN, EMiES
Bild, £FPIToLEEOBEICN L TRSND
BeETHD, BEE (donor) MERESH %I
ST LITigB,

B : BRICLHEEDZMEE. Gl B
Nend, ERICKVEEZRSELTH, 28E
{8l (donee) TAIEMMREIND Z LIERLN,

X OEMBEEGER L, REBICHS T 2EENOBEICT
LTHESINDHETHD, HA (decedent) DD
Yiz, BEHHORESE (e, executor) HEFHE
B EXRINS 22785,

ERED BB AL, Gl I2ESH S NEBITR
&%,

% PART IV Corporation S1ETHFE T HHNATIE
HHMN. —ER (AR zRMH (HE) LT
MRXERELEBAE. TORE LKA FMV T
REM (compensation income) %583 L& (FHhid 7
5E0, ElE. ChLBBMORYZIETH D,

55. MCQ-01442
Choice "b" is correct. The total amount that
must be included in gross income is $13,350
($13,000 in wages plus $350 in interest income on
U.S. Treasury bonds).
RULE: Wages and interest on U.S. Treasury
bonds are includible in gross income and must be
reported as part of gross income on a taxpayer's
income tax return.
RULE: Damages for personal injury (i.e., workers'
compensation for a job-related injury) are
specifically excluded from gross income.
Choices "a", "c", and "d" are incorrect, per the
above rules.

RDOR—=T(2fm - - -

211
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G AN 5D

HENEY Y Gl 2%

BT HE PARTI &5
PARTI 562

5418 (worker's compensation) (&, &I
FRBBOTERELEL D,

FHKEIF. BRAENMEEEOEHEH CKEBSEO
HHIAICIRE SNAEL) OFH BRI EEAHEE
[ZEATIMAY 2REZE D,

AEDHE. $13,000+$350=51$13,350 H* IE fi#
L5,

56. MCQ-01482

Choice "b" is correct. Scholarships are
nontaxable for degree seeking students to the
extent that the proceeds are spent on tuition, fees,
books and supplies. The $5,000 for teaching
courses is taxable compensation for services
delivered.

Choice "a" is incorrect. The $5,000 for teaching
courses is taxable compensation for services
delivered.

Choice "c"is incorrect. The scholarship is not
taxable because Klein is a degree seeking student
and used the proceeds for tuition and fees.
Furthermore, the $5,000 for teaching courses is
taxable compensation for services delivered.
Choice "d" is incorrect. The scholarship is not
taxable because Klein is a degree seeking student
and used the proceeds for tuition and fees.

[Ra > SMESH)

HENEY Y
SHhgE

Scholarship
PARTI 5563

FAES (degree) Dz DEZRE(E, BEH,

EER, TOMBEEERICERALAEBESET
(not room & board). 3E:EFH,

AEDHE, BENOXZHWIZFHERA L 72$12,000

DOEELI$IFRR, —FH. FEOMEE L TRHE
L7$5,0000=D N Tld, =& Z4E EEERE

THo=ELTH, HBEMBL LTEREIND,

57. MCQ-01485

Choice "c" is correct.

I. A payment to a student for a part-time
teaching assignment is taxable income just as
a payment for any other campus job would be.
This is not a scholarship or fellowship.

Il. There is no exclusion in the tax law for
amounts paid to a degree candidate for
participation in university-sponsored research.

GEVAN: 5|

HEKEw% | Scholarship

MG HE PARTI 6%

I FBOMMEE L TRE LW TREME
ELTHEBEND,

Il ZTEHOXME L TRME LD,
L5 LERETH B,

COBIREd” - Bothland | AIEfZE 725,

58. MCQ-01794
Choice "c" is correct.

Life insurance proceeds $ 150,000
Amount received in current year $ 12,000
Less: Return of principal
($150,000 + 15 years) (10,000)
Taxable interest $ 2000
GRS 5
HEBENEY Y Insurance Proceeds
MY HE PARTI 5563

BTEREELTZELEZEGRES (ife
insurance proceed) I%. JRA| I£%8] JEREF,
BL. £GRBREeEHEITRET D56, TO
FIEEBD TR R £ D,

AEDHZE, BEEICREL$12,000 (HF
1E5) OS5, TARICHET 5$10,000 (£
RI%£$150,000+-154) (FIEERB. 7Y $2,000
AREE LTEREND,
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6. Gross Income - Exclusions

59. TAC Original

Choice “c” is correct. Unrealized income is
taxable to neither accrual nor cash method
taxpayers.

Unrealized income refers to transactions which
are not yet complete. It includes things such as
unrealized gains on investments.

GEAN =)
HENEY Y Unrealized Income
M HE PARTI £E6=

RERFE B R0 EHE) £ RAIE LT,
Gl oA END, X R - BEOS L.
BHexEH - BEFREEHTH S,

SOEREE"e” - Bothland | NIEfRE D,

60. TAC Original

Choice “c” is correct. Scholarships for
“qualified tuition and related expenses” are
generally excluded from gross income, therefore,
the $2,000 paid towards tuition fees is not
included in Keiko’s taxable income. However,
“qualified tuition and related expenses” does not
include the value of accommodation. Therefore,
Keiko must include $1,000 from the scholarship in
her gross income.

[R1 > MESH]
HE kw4 | Scholarship
SHhgE PARTI £6=

FAES (degree) D=z DEZRE(L, BEH,

2R, TOMEEBERICFERALEREANET
(not room & board). 3E:EF,

AEOHE, BEHOZIWIZHERT 5$2,000

FEHRER., —FH. REOIHLWICERAT 2

$1,000(LEFiTR L0 5,

61. TAC Original

Choice “a” is correct. Because the group life
insurance policy is offered to all employees, the
benefit is generally not included in the employee’s
AGI. However, because the coverage exceeds
$50,000, Julia must include in AGI the value of
the insurance premiums over and above $50,000
of coverage in her AGI.

Coverage in excess of maximum is $100,000 —
$50,000 = $50,000

Value of each $1,000 of life insurance per month
is $.08

Value of excess life insurance premiums =
(excess 50,000 + 1,000) x $0.08 x 12 months =
$48

(GRS =)
HENEY) Employee Fringe Benefit
AMibgHE PARTI 6%

EREIZ &Y ZIbn-RAEEmEEEHL.
$50,000%F TORIEE KT B RIREERS S
fR Y JEEERL,
AR TlE, $50,000%8 % 20125 I5T B 1RER
BEFET I2NENH D, REES$1,00012DF
MAEA kR A %8$0.08 LB 52 bh
TWd, &oT. FEBiE LG5 FEERBERIE
($50,000#8:84>+~$1,000) %X $0.08 X125 B
=$48L5tEH SN B,
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7. Depreciation, Amortization, and Depletion

fRE

TIPZ Simulation B8 TRIMENZEDHENHE SN S54E. "MACRS Table” 7 EREIZIHELRIER

MNEZSNTWLND I ENLLY,

62. MCQ-02032

Choice "c" is correct. To qualify for IRC Sec
179, the property must be tangible personal
property acquired by purchase from an unrelated
party for use in the active conduct of a business or

trade. Statement | and Il are both correct
statements concerning the criteria for property to
qualify under IRC Section 179.

GEVAN: 5|

HENEYY
sy PE

<Sec.179E1 &AL DER >

WRELE=EN BA LEERAOENESE
(personal property) OEVEI%E %, NEEEIC
$1,080,000 (2022) F* CEIERILT 5 Z & ZFER
TE%, BL. TOEEICHEARB L-BEOKR
%8/$2,700,000 (2022) %8B % 25511, BIE
BT 22 ENTELEEN. BA$IZOE
S1HIENBZ LI B,

COBRIRE’e” t Both land Il AIEfR L 725,

Depreciation
PARTI 7%

63. Becker Example

Choice "d" is correct. A taxpayer who spends
less than $2,700,000 on equipment in 2022 can
deduct the cost of equipment purchases up to a
maximum of $1,080,000 per tax year. The
deduction is limited to the amount that will reduce
taxable income to zero. Since Brown's net
income is greater than the $30,000 allowable
deduction, the limitation does not apply.

(R v MRS
HEENEPw4 | Depreciation
Y HE PARTI 7%

<Sec. 17981 &AL DR >

BNERL LT MER] 352 LN TEHREIE
ZOEEDEETEN S DERE (Sec.179H]
EAERER ETOEERB LR L=ED
SERATE) NEREARD (Thik, Sec17981E
FEERIZ LY NOL ZRAFL(IEMI TS
LEBTHEOORETHD), LIREEBT D
BRorE. BHILIE /BT Z & AVATRE,

AEDHE. BSMEED$30,000 =& AT 5
CENTED, LEEOEBAMEOHIBLZITAELY,
KA TR, R—F XFEER ; MEERFIIENE

BIRLTULVAELY, Simulation s+ EEARMEETH S,

64. MCQ-02058

Choice "d" is correct. Only the building is
depreciable, so the depreciable portion is
$264,000 less $30,000 land, for a net of $234,000.
The MACRS rules provide a 39-year life, straight-
line depreciation, and a "mid-month" acquisition
convention that treats the property as acquired in
the middle of the month, regardless of the actual
date of acquisition. Thus, the August 1, Year 1,
service date provides a half-month's depreciation
for August, plus a full month for September
through December, for a total of 4.5 months for
Year 1. ($234,000/39 years) x (4.5/12) = $2,250.

G EVAN: 5|

HENEYY
xihYPE

BEATIEAWAREE (non-residential real
property) &, 39FEDEEELATEMNT 5,
REEE (real property) [ZDULVTIX, Mid-month
convention NEH SN,

ARIDIHAE. ($264,000 — $30,000) /39 years

X 4.5/12 months = MACRS 1[&%8 $2,250,

Depreciation
PARTI 7%
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7. Depreciation, Amortization, and Depletion

65. MCQ-05549

Choice "c" is correct. MACRS 5-year property
includes automobiles, light trucks, computers,
typewriters, copiers, duplicating equipment, and
other such items.

Computer $ 3,000
Delivery van 25,000
MACRS 5-year property $ 28,000

The computer desk and the office furniture are
MACRS 7-year property, which includes furniture
and fixtures, machinery and equipment.

(A1 > MRS

HEENEPw4 | Depreciation
Y HE PARTI 7%

MACRSIZ & [T 2 EHFEHNSFEDEENHH N
TW3, AETIEO Y Pa—% LHEFMNKYT S,
REFEANERTEDEETH D,

66. MCQ-02195

Choice "b" is correct. Under the MACRS
method of depreciation for property placed in
service after 1986, salvage value is ignored for
purposes of computing the deduction.

Choice "a" is incorrect. The MACRS method
also applies to the calculation of the cost recovery
deduction for used tangible depreciable property.
Choice "c"is incorrect. The taxpayer may elect
to use straight-line depreciation over the MACRS
property class life or an extended life as dictated
by the ADR midpoint life.

Choice "d" is incorrect. The recovery period
must be 27.5 years for residential realty and 39
years for nonresidential realty.

(G RN =)
HEENEPw4 | Depreciation
Y HE PARTI E7=

BIRFa”  PEEEICH MACRS AERIN S,
CERY,

EIRFED” : MACRS T, #7FMfE (salvage
value) (FERIND REFEMEEZLEDOELT
BT 5), .IELL, FIREDHAEREL D,
BIRNEYC T MEICDOVWTERSEIC & 2 REERD

EERTEELEELTED, RY,

PART | — Individual Income Taxation

BINED | REVEEIL27 5 MI9ETEET B,
SERY,

BEATIEAZROAREE (non-residential real
property) (&, 39FNDEEELATEMNT 5,

—h. BERAEELREE (residential rental real
property) (&, 27.5FDEXEETERNT 5,

67. TAC Original

Choice “b” is correct. The half-year
convention is generally used for tangible personal
property placed into service during the current
year, unless more than 40% of the property is
placed into service during the last quarter. The
calculation to determine this is shown below:
Total assets placed into service during the year
$200,000 + $100,000 + $300,000 + $500,000
=#4%8$1,100,000

$500,000 worth of assets were placed into
service during the last quarter. Therefore the
percentage of assets placed into service during
the last quarter was:

4Q: $500,000 - #4%8$1,100,000=45.45% > 40%
As this is over 40%, the mid-quarter convention
must be used.

GEPAN =)
HEENEPw4 | Depreciation
Y HE PARTI E7=

EhEE (personal property) [Z(Z. [EHI : Half-year
convention NEAI N, FESDERE TS,
BL. ZORMEEIZHERRR L-EHNREE
DIREED S5, 40%BEE 4 MFHICEARE
L =154&(21%. Mid-quarter convention »\i#EH
Ihd, £TOFEICONT, FEHKLEZEM
EHOBEATNSEHNETS,

AT, ERHAELY. FH4TFHIC40%E
L 7% =% Mid-quarter convention Z{EH7 %,
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8. Losses — Deductions and Limitations

fRE

68. MCQ-04858

Choice "c" is correct. In Year 9, Marsha and
Brad had a net capital loss of $17,000, of which
an additional $3,000 can be used to offset income
from other sources (for example, the ordinary
income from employment) in the current year.
This would reduce the carryforward to $14,000.
Choice "a" is incorrect. Taxpayers are limited to
a maximum capital loss of $3,000 offsetting
income from other sources (after offsetting any
appropriate capital gains). Therefore, the net total
$17,000 loss on the sale of the stock cannot be
used in the year it is incurred.

Choice "b" is incorrect. Capital losses can offset
any gains in the year incurred, and then a
maximum of $3,000 of income from other sources
can be offset with capital losses.

Choice "d" is incorrect. Choice "d" is the net of
the current year loss and gain; however, an
additional $3,000 of the loss can be recognized in
the current year.

GEAS =)

HEBENEY Y Capital Gain and Loss

SS9 5E PARTI %8%=

MAZR EDHREREE (investment property) (&,

Capital asset [CH¥Ea . FOFAEREF ¥ E
B TAVERFFYERIL - ORTH S,

BADOMBIE DHZBE. NEBBEHEZD Net capital
losses %, $3,000% LfR& LT, AEMBHLE
DBEFFS (ordinary income) &#3% (B%E
) m, UFoWwdFhmn/phEE>5 % Form
104001 R—C BDO7THIZEEAT 5,

Net capital loss AR T(£$17,000

D (3¥MFS $1,500)

AMICHNOTHEE (BERBE) LEhAhbh o7
Net capital Ioss §14,00 D L\'C (&, FHILIEE,

69. MCQ-04863

Choice "c" is correct. The Kales' transactions
net to a $8,500 loss on the sales. The current
year transactions should be netted first, then
additional amounts up to $3,000 can be used to
offset ordinary income.

GEAN =)
HEE K EPw4 | Capital Gain and Loss
Y HE PARTI $£E8%

Gain or Loss

Crispy Crunch, Inc. $(1,000)

Summer Solstice, Inc. $500

Sealy & Sealy, Inc. $(8,000)
$(8,500)

< Net capital loss <[ T1£$8,500
[63,000] (3¢MFS $1,500)

MRBHEN 1 FE=KH
REHREN 1 FLURA=1EH
(B&SETHFFEHRELD)

70. MCQ-01662

Choice "c" is correct. Investment assets of a
taxpayer that are not inventory are capital assets.
The manufacturing company would have capital
assets including an investment in U.S. Treasury
bonds.

Choice "a" is incorrect. Accounts receivable
generated from the sale of inventory are excluded
from the statutory definition of capital assets.
Choice "b" is incorrect. Depreciable property
used in a trade or business is excluded from the
statutory definition of capital assets.

Choice "d" is incorrect. Land is usually a capital
asset, but when it is effectively inventory, as when
it is used by a developer to be subdivided, it is
excluded from the statutory definition of capital
assets.

PART | — Individual Income Taxation
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G AN 5D

HENEY S

ST IE

“Capital asset’& (&, EIZHFEREDBEAERD
&P (personal use property) &% EDHRE
F&EE (investment property) T#H 3,
CBIRB SN ERR E 1D,

EXAEE (business property) & Capital asset
TIF®W, BXEICEEET HEE (eg., Inventory
X AR) (&, BZEFE (ordinary income) EH4E
SHBEETHD -8, Capital asset TIEZARLY,

Capital Assets
PARTI $8%

71. MCQ- 02061

Choice "d" is correct. Because the parking lot
and the shed constitute real estate and
depreciable assets used in a trade or business,

they are not capital assets per the definition below.

Note: The parking lot and shed will fall under
Section 1231 (provided they are used in the
business over 12 months) and possibly Section
1250 and 1245, respectively, upon sale of the
assets.

Capital assets are defined as all property held by

the taxpayer, except:

1. Property normally included in inventory or held
for sale to customers in the ordinary course of
business.

2. Depreciable property and real estate used in
business.

3. Accounts and notes receivable arising from
sales or services in the taxpayer's business.

4. Copyrights, literary, musical or artistic
compositions.

5. Treasury stock.

R+ > MMES)

HEE FPw 4 | Capital Assets

ST HE PARTI £8%
PARTIl 4=

EEMREE (business property) [ Capital asset
TIEAV, ERE " NEREL D,

D HRESERF & 42 % PART Il Transaction in
Property £4ETHEEIHLITHDHMN,. 14
BREOEXREE (EBHIEEE S TBE) (F.
Sec.1231 assets £ 74 5,

72. MCQ-01876

Choice "b" is correct. The capital loss
deduction is limited to $3,000 per year with the
excess carried forward indefinitely. In this case,
Lee can deduct $3,000 against his income and
carry forward the remaining $5,000.

4 > MESH)

HENEYY
SHSYE

®< Net capital loss AR TI£$8,000
(3¥MFS $1,500)

Capital Gain and Loss
PARTI 558%

73. MCQ-07176

Choice "c" is correct. A capital asset which is
sold or exchanged more than one year after the
date of acquisition will generate either a long-term
capital gain (if the capital asset is sold at a price
greater than acquisition cost) or a long-term
capital loss (if the capital asset is sold at a price
less than the acquisition cost). In this question,
the lease-hold interest, which is a capital asset,
was acquired more than a year ago, and the basis
(acquisition cost) in that capital asset is -0-. So,
the receipt of $10,000 to vacate the apartment will
generate a $10,000 long-term capital gain.
Choices "a", "b", and "d" are incorrect per the
above rules.

U4 > MESH)

HENEY Y
SHhYE

MBEL. EE7/— DRI LREERD
S, $10,000DILRE EZFE L=, BEXK Y.
fhFiE D 1) — X413 Capital asset’ & 72 % A%,
Basisiz$ tnchd, REHEIX164 A,

#RIE (L. Amount realized $10,000 (SEIRHA%E ;
AR TIXIRE) —basis () —XAZHOFH L
D5EM) $0=$10,000DEHF v EZIL - (>
(LTCG) =BT 2.

Capital Assets
PARTI 558%

PART | — Individual Income Taxation



Copyright. TAC Co., LTD. Through license from Becker CPA Review

74. MCQ-07175

Choice "b" is correct. An option held by an
investor is a capital asset. A capital asset which
is sold or exchanged within one year of acquisition
will generate either a short-term capital gain (if the
capital asset is sold at a price greater than
acquisition cost) or a short-term capital loss (if the
capital asset is sold at a price less than the
acquisition cost). The cost (or other basis) of
worthless stock or securities is treated as a capital
loss as if they were sold on the last day of the
taxable year in which they became totally
worthless. The option's exercise price is
irrelevant with respect to determining loss on
account of the lapse of the options.

In this question, the options, which were capital
assets purchased for $50,000 on February 1,
Year 1, became worthless on the lapse date,
August 1, Year 1. Thus, the $50,000 capital loss
is treated as having occurred on December 31,
Year 1, the last day of the taxable year in which
the options became totally worthless. Because,
as of December 31, Year 1, the options had not
been held for more than a year, the $50,000
capital loss will be reported on the income tax
return as a short-term capital loss.

(Ra > MMESH)
HEREY Y
ST 2E

AREADIFEFHHE (stock option) (FREREET
& 1=, “Capital asset’ TdH %,
BALLFSRFHEZTET IO LATES, &
& 2> =HBAEDEKIE. FEREER (REO
B, 12/31/Year 1) OFEATHENE$SEOT
FRILEDADKSIZ, FvEXIL - ORELT
R 22 ENBHLNTLNS,

Capital Assets
Worthless Securities

PARTI 8%

Amount realized $0
—Option’s basis $50,000
Loss recognized $(50,000)

ERTEHRABABRLNS6HBDOHRETH Y.
STy E4IL - OR (STCL) A5,
MREBEX MY - AT a3 vTIEEL,

75. MCQ-01859

Choice "a" is correct. Trade date.

Gain or loss on a year-end sale of listed stock
arises on the trade date.

Rule: Whether on the cash or accrual method of
accounting taxpayers who sell stock or securities
on an established securities market must
recognize gains and losses on the trade date,
rather than on the settlement date.

Choices "b", "c", and "d" are incorrect, per the
above rule.

(A1 > MBS

HErEY Y
ANEYHE
SEFEGIFTEIC THRG| ST\ % LI5HMEES &

FTHILGA, REABREEHREHRALTND

MBECTH-TH, REFEBTELRL, TE3IH
(trade date) | [ZZ DB EHT 5,

Sale or Exchange of Securities
PARTI $8%

76. MCQ-01991

Choice "a" is correct. Losses resulting from
the sale, exchange or worthlessness of Section
1244 qualifying stock (also called Small Business
Stock) are treated as ordinary losses up to
$50,000 in any tax year. However, this loss is
only available to original owners of the stock.
Because Jackson inherited the stock, he is not the
original owner. Therefore, in this case, no
ordinary loss may be deducted. (Note that
Jackson would be allowed a capital loss in the
year the stock was deemed entirely worthless.
The capital loss would be deducted under the
personal capital loss rules and calculated using
the likely transfer basis of $25,000.)

Choice "b" is incorrect. An ordinary loss is
allowed on the worthlessness of Sec. 1244 stock
if taken by an original owner. It appears as if this
answer was attempting to "trick" the candidate into
choosing this option (a $3,000 deduction as would
be the case if the loss were a capital loss, rather
than an ordinary loss) and not considering that the
question referenced the deductibility of an
ordinary loss.

Choices "c" and "d" are incorrect. Both these
answers utilize either the basis of Jackson's
parents or the fair market value to determine the

PART | — Individual Income Taxation
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ordinary loss. In this instance, no ordinary loss is
available to Jackson because he is not the original
owner of the stock.

G AN 5D
HEEREFwv% | Sec.1244 Stock
SS9 3E PARTI %8%=

Sec.1244 stock DFEAH] - FEMELFIZLVEL

f=Lossl&. $50,000 (MFJ : $100,000) %[REI=.

[Oridnary loss] & LTHERT 2 EMNTED,
EBL. COREEERTDHENTEDIDIE,
Original owner (FU/NEZEICEEEREREL
BRORTEZITEE) OATHS,

#E> T, AT & YRR ZEE L /=JacksonK Iz
[F@EASNAELY, .Ordinary loss& L THhbhd
SEEL$0E 72D,

77. TAC Original

Choice “d” is correct. Under Sec. 165 (g),
stock which becomes worthless during the
current year is deemed to have been disposed of
on the last day of the tax year, regardless of the
actual date that it became worthless. This
provision may cause otherwise short-term losses
to be classified as long-term capital losses.

G EVAN: 5|

HENEY Y
SHhgE

B EME S 2o =58 0BKIF. BRE
EROEA (calendar year DI54&(312/31) T
HErHIEOTHEMLELADLSIZ, FYEAR
- AORELTHRBLIERT 5 EARHBNT
W3,

Worthless Securities
PARTI 8=

78. Becker Example

Choice "a" is correct. Jon and Mark both own
a 50% interest in a general partnership and
actively run the business. A passive activity is
generally one in which the taxpayer is merely a
bystander and is not actively involved in the
operations of the organization.

Choice "b" is incorrect. Interests in limited
partnerships are generally passive activities if the
taxpayer does not materially participate in the
business.

Choice "c" is incorrect. Rental of a second home
is generally a passive activity reported on
Schedule E unless one of two exceptions is met:
(1) the taxpayer actively participates and meets
an ownership requirement, which allows the
taxpayer to deduct up to $25,000 of net passive
losses, provided the taxpayer is within AGI limits;
or (2) the taxpayer is a real estate professional
meeting certain participation thresholds, which
would mean the taxpayer would account for the
activity as active.

Choice "d" is incorrect. If a real estate

professional meets the following two criteria, then

any rental activities and associated losses are not
passive and are fully deductible:

1. More than 50% of the taxpayer's personal
services performed are done so in real
property business; and

2. The taxpayer performs more than 750 hours of
services in real property businesses during the
year.

A > MESH)

HENEYY
sy PE

Passive activity & 1. FEBEEEFEE (any
rental activities), #MFiENERENIZEAS L TWVA
() (not materially participate) S FE LR EE
BOZEEWD,

JEFy R - N—rF—yTDYIFYR-
N— b F—0OF5n (FB) I&. Passive activity
ELTHEDLNDE (UZTy R - N—=kF—I,
EE/N— =2y TOREICSMT RN
BUON=8H),

FiREra” : R FIL - = b F—0FS GEE)
l%. @E. Passive activity TIE#L\, FEEE
ICEAE LTWE EDEREH D=0, HLHIC
B’ HNERRTH 5,

BRED: USTYR - R—bF—0FD &
&) (L. Passive activity T& 3,

BIREC : ABEEEEEE. Passive activity
THb,

B REEMRNZEETH DM, 5008 L
ANEETEHICEEL TR, FEESESE
CIFEZBELEV, A"HEEEEEIE Passive
activity TH 3, ROR—TJ(2HzL - - -

Passive Activity
PARTI $8%
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MEEMLEES (material participation) & (& ?
Vol 1T F A MM4OR—U 5 D—ERHTH 5,
WRIEANSEEE A S ICEENICES LT ES
ESME 7ODTFRMz&YHMEIhD,
TALD Tl ZOEEEECF500kHERS L
TW2i5A. RENICBEE LTV EHEEND,

79. MCQ-01811

Choice "a" is correct. Cobb may not use any
of the loss attributable to his rental real estate as
an offset against income from nonpassive sources
in the current year because he does not qualify for
the "Mom and Pop" exception. Under this
exception, up to $25,000 of passive losses and
the deduction equivalent of tax credits that are
attributable to rental real estate may be used as

an offset against income from nonpassive sources.

This $25,000 allowance is reduced, but not below
zero, by 50% of the amount by which the
individual's modified AGI exceeds $100,000.

The $25,000 is therefore completely phased out
when modified AGI reaches $150,000. Because
Cobb's AGI was $200,000, he did not qualify for
the exception.

Choices "b", "c", and "d" are incorrect. Rental
activities are passive activities and generally are
not allowed to use any of the loss attributable to
the rental activity to offset any income produced
from nonpassive sources. There is a limited
exception in the case of losses from rental real
estate in which the taxpayer actively participates,
but Cobb did not qualify for it.

(R v MRS
HEENEw% | Passive Activity Loss
sy PE PARTI 8%

Passive loss [, Passive income & LAERRT
=0, CNEPALL—ILELNS,
BAOMBEDIGE. HMEMEEOMOXS DR
BLIEHEE (BRAE) §52LIETERL,

BL., THEEEEHCETIEMNLE LT,
Mom and Pop Exception #5852 THI 5,
BMANEEFTEICEBNICEALE (actively
participate) L TW3iH545, TOEEEENOAE
C7= Passive loss &5 RTEE EDMDREDD
FTig & 48 $25,000% THE (BHEEHE) 7,

BH. $25000& WS BFIE, BEED AGI »
$ 100,000 B DT EDHE. TOBE L
D50% R, BEIND, YEED AGI A
$ 150,000 B0HE. — I OBHIREEFIAT
HTEMTERL,

KETIE, MBEEOLEED AGI 1$150,000#
ThHY. LROFHREEFHATERL,
SRR a” L SON IERRTR B,

80. MCQ-01831

Choice "c" is correct. The rule limiting the
allowability of passive activity losses and credits
applies to personal service corporations.

Choice "a" is incorrect. The passive activity
limitations apply to the various partners in the
partnership as opposed to the partnership itself.
Choice "b" is incorrect. The passive activity
limitations apply to the various shareholders in the
S corporation as opposed to the corporation itself.
Choice "d" is incorrect. The passive activity rules
do not apply to widely-held C corporations.

GRS 5|

HENEYY
sy PE

Passive Activity Loss
PARTI $8%

BA. BEBE - G5, AREBRHEEA
(personal service corporation) . B $4 & #t
(closely held C corporation) =& PAL JL— L A%E
A &N, Passive loss I& Passive income & LH
BB TELGL,

NR—hF—2y T S a—RL—v 3 vEEIC
(& PAL JL—JLIFBER S NG, /N—hF—,
BELNLTHEHASNADZLIZHD (X - X)L
—BEBEND),

ABEIZH T, PAL L—ILABRAINDDIE,
FRER e | ANBRBIREEADHTH S,

MABIERFERRAEAN (personal service corporation)
Lix, BREDSNBHIZHITDANEHORMEES

DEELTILEEAT., D & EH10%BOKR

N EERANEBERET IRERICIVAEINT

WBEANELD,

5l : BEEEAN, IVHILT 1 v IRG

XEAsHA (closely held C corporation) & (&,
S (5 ALLTR) OFEANIZ & Y50%EE DA
EEFLEEENICATESINA TV TREAZ LS,

PART | — Individual Income Taxation



8. Losses — Deductions and Limitations

81. TAC Original

Choice “b” is correct. Interest income of
passive activity is not classified as passive activity
income.

Choice “a” is incorrect because business income
from shares in a limited partnership is by nature
passive activity income.

Choice “c” is incorrect because rental activities are
generally considered to be passive activities.
Choice “d” is incorrect, because passive activities
are generally defined as those in which a taxpayer

does not materially participate.
GEWAN E))!

HE Ny s | Passive Activity Loss
AMibgHE PARTI 8%

Passive activitym 54 U7=FF - BEEHRTEHE.
Portfolio income T& Y. Passive income TI&L7 LY,
COEIRBCDIANER E R D,

82. TAC Original

Choice “d” is correct. They may be carried
forward indefinitely. Passive losses may not be
carried back to offset prior passive gains.
Choice “a” is incorrect (unused capital losses of
corporations may be carried forward 5 years).
Choice “b” is incorrect (net operating losses may
be carried forward 20 years).

Choice “c” is incorrect because passive losses

may not be carried back.
GEPAN =)

HEENEw% | Passive Activity Loss
sy PE PARTI 8%

1 (NEEHE) LENAD 7= Net passive
loss (&, BELURE TEHAR] (<#E8 LAYRTRET.
BELIFED Passive income & 183% (RIEE)
TE3,
BH. flFE A Passive activity DR & 55H1T
5738 LTS LEBEICE. S LEEEIC
BEED D DR LS & &L Passive loss %
"SR R (MEMBZEOMORE L BEERE)
Al
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9. Above The Line Deductions

fRETR

83. (1) MCQ-04857

Rule: Generally, unless an exception applies,
retirement money cannot be withdrawn until the
individual reaches the age of 59 2. A premature
distribution from an individual retirement account
is subject to a 10% penalty tax.

Certain exceptions to this tax are available and
are contained in the mnemonic "HIM DEAD."
Choice "b" is incorrect. The amount removed
from the IRA qualifies under the "H" exception
above. However, the question states that these
amounts had been previously deducted on Mrs.
Williams' individual tax return, thus this is a
distribution from a traditional, deductible IRA.
When distributed, funds held in a traditional,
previously deducted IRA are taxable to the
recipient as ordinary income and thus would be
included as gross income on the Williams' joint tax
return in the year of distribution.

Choice "a" is incorrect. The distribution would be
included in the Williams' gross income.

Choice "c" is incorrect. The amount qualifies for
an exception to the penalty tax and would be
included in the Williams' gross income.

(Ra > MESH)

HENEY S
MY HE
Premature distribution (EH3|=HL) :
5952/ BRI IRA MSE|EH LE5A.
10%® Penalty tax A\FR =415,

BL, ROLSAHBERIZKYS|EH LEBEIC
[X. Penalty tax SRS b,

Retirement Plan Contribution
PARTI 9%

H ome buyer (1st time)
MHTOEBEDHEAERICHTHD,

I nsurance (medical)
EERRBDOIZINNZHTHH,

M edical expenses in excess of 7.5% of AGI
EREOZIWNCZH TS,

=)

isability fABiENFHREEEIZE S8,

E ducation HEZEZHT B,

A doption or birth of child
FHAREFZEIBFEL o120,

D eath MBIEMNLT LIz,

AEDT—RF, Z—FZvIDOHIZZETD
Bl EH LA D T Penalty tax (5 & 15 ($0)
A, Traditional IRA m™5 D5 EH L%, Y&
ATTAED LFERR 4D ($10,000)

83. (2) MCQ-06008

Choice "d" is correct. The taxpayer is under the
age of 59 %5, and the facts do not indicate that an
exception applies; therefore, the taxpayer is
subject to the 10% penalty on the IRA distribution
in addition to the regular income tax. The regular
income tax that applies is the marginal rate (the
rate for the next dollar of taxable income). In this
case, the taxpayer would have to pay the regular
tax on the distribution at the 35% marginal rate
PLUS the 10% penalty on early distribution.

RO —RXTlE, 59.5mIZHDRIIZ IRA NS
FlEHLTH Y. 10%0D Penalty tax RN 2,
#€>T. $30,000 % (Regular income tax: marginal
tax rate 35%-+Penalty tax 10%)=$13,500,

Marginal tax rate (FRFRF{%K)

= change in tax / change in taxable income
RABIEL (. FRETENBAIRIZEBNT 5%
BOEOZLEEWN, AV IR - TSv=U T
BVWTHBRORELHET SERICAL LGNS,

Effective tax rate (47FiXK)

= total tax / taxable income

EUWEL (L, IERBEEZERAETE L0
THd,
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84. MCQ-01815

Choice "c" is correct. The $1,000 jury duty fee
that was required to be remitted to the employer
may be deducted from gross income in arriving at
adjusted gross income. This, in effect, washes out
the $1,000 income she will have to report as part
of gross income for the jury duty fees paid to her.
Choices "a" and "b" are incorrect. The amount
remitted is allowed as an adjustment in arriving at
AGI, not as an itemized deduction.

Choice "d" is incorrect. A corresponding offset is
allowed against other income as an adjustment in
arriving at AGI.

GEAN =)

HEE w4 | JuryDuty Pay

XM HE PARTI 5%
PARTI 9=

HHFH LR TR EEEHMIE. [HAE -
Z DO (other income)] & LT Gl IZE®
BIFnEaEsa0, AL, (BRELNLBEOWK
BEEZETE2RDYIC) BEEBRMNEEREIC
ELEBAICIE. AGI O LETERT DI ENTE
%, XAGI LB Z 28130 TH D,

SERR R E B,

85. MCQ-14720
Choice "d" is correct. Adjusted gross income is

gross income plus or minus certain other amounts.

Half of the $8,000 self-employment tax is an
adjustment for AGI, as is the $6,000 self-
employed health insurance, the $5,000 alimony,
and the $2,000 contribution to a traditional IRA.
Alimony paid for a divorce settlement executed on
or before 12/31/2018 is deductible by the payor.
Alimony paid for a divorce settlement executed
after 12/31/2018 is not deductible. Al of these
amounts (total of $17,000) are subtracted from the
$57,000 gross income to arrive at AGl. The AGI
is thus $40,000.

GEAN =)
HEE kw4 | Above The Line Deductions
SHhgE PARTI £9=

Bz, KIEE A Above the line deductions A
ESnMEbhITILNS,

Gross Income $ 57,000
Adjustments:
SE tax (50%) (4,000)
Health insurance (6,000)
Alimony paid (5,000)
3%2018/12/315z [ #EhE
Contribution to IRA  (2,000)
AGI $40,000

86. MCQ-01960

Choice "c" is correct. 50% of the self-
employment (SE) tax is deductible to arrive at
adjusted gross income.

Choice "a" and “d” are incorrect. SE tax is partially
deductible to arrive at adjusted gross income.
Choice "b" is incorrect. SE tax is not deductible
in determining self-employment income.

U4 > MESH)
HEREY Y
S gSE

BHEEZL BEEER (self-employment taxes)
D50%% AGI O L TEIRAL, . BRI N IERE,

Self-employment Tax
PARTI 5593

87. MCQ-04855

Choice "c" is correct. Arule of thumb is that
personal expenses are not allowed as deductions
on the Schedule C. For instance, personal use
of an automobile is considered a personal
expense, not a deductible expense on Schedule
C. Schedule C items should be only those
related to the operation of the business itself.
Health insurance for himself and his family is
actually an adjustment to arrive at AGI.

Choice "a" is incorrect. Business tax items are
deductible expenses, which should be reported
on Schedule C.

Choice "b" and "d" are incorrect. Salaries and
commissions paid to others as part of the
business and depreciation on business assets
are expenses allowed on Schedule C.

(G RN =)
HENEY S Business Income or Loss
Self-employed Health Insurance
Pa)rne PARTI 5%
PARTI $£9%
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Schedule C Tl&, HLEFTHHEICEAEL
BROHEERA], BEXREOERICOVTIEL,
F 9. Schedule C 2B WTEHERE L L TR
TEEANTERONEHBITEZEARA U FT
& 2 H. Schedule C Tlx7% < Above the line
deductions (Schedule 1), Itemized deductions
(Schedule A) TR CE 2 ERAHH LD TER !

BRE e BEEXERS. BRE. KBRKED
f=HI2Xth > EERRBER (health insurance
premium) M100%% AGI @t (Schedule 1) T
PERRAL, CEIRE AN ERRE BB,

Y ORRFENOER L, Schedule C THEERE
& U THEERAL,

88. MCQ-13096

Choice "a" is correct. In 2022, taxpayers can
contribute and deduct up to $6,000 per year to an
IRA, and alimony paid pursuant to divorce or
separation agreements executed before
12/31/2018 is considered earned income for IRA
purposes. For couples filing a joint return where
at least one spouse is an active participant in a
retirement plan, the deductible portion of the
contribution is phased out. For a spouse who is
an active participant, the phase out range begins
at AGI of $109,000 and complete at $129,000
(2022). For a spouse who is not an active
participant, but is married to someone who is, the
phase out range begins at $204,000 and is
complete at $214,000 (2022). The earned
income for IRA purposes is $45,000 ($40,000 +
$5,000) which is below both phaseout ranges, so
each spouse receives the full $6,000 deduction.
Choice "b" is incorrect. Pat's alimony is deemed
"earned income" for the IRA contributions.
However, even if Pat had no earned income, a
spouse with no earned income can deduct up to
$6,000, provided the couple's combined earned
income is at least $12,000.

Choice "c" is incorrect.  This is the amount of the
additional catch-up contribution for people age 50
and older.

Choice "d" is incorrect. When a taxpayer or
taxpayer's spouse is an active participant in a
pension plan at work, the full deduction is allowed
if the earned income of the couple is below the
phaseout ranges (as is in this case).

(R4 > MES)

HENEYY
sy PE

Traditional IRA ~DHEEE AGlI O_ETHERY
5T EMNTEDN, KIFAERE (MF) AL
TW3iGAEITE, RAIE LT, £/E$12,000
($6,000x 2 %) & LLIZXRIBOEEEFATE
(combined earned income3) M WLNFHAVNE
FEERE L CTERERAL,

K EZA—HDORBEICLMREN G TSH,
Z DOEFFTEHN$12,000LL £ HNIX2A0D DR
HRHBND,

White REDHA. FANBEESRICIMA L TL
518, AGl D&EEEETET 5,
= $40,000 wages + 5,000 taxable alimony

=
Earned income = $45,000 < Alimony &4,
&Ko T, AT, $12,000 (2 A4 HERRA[,

Retirement Plan Contribution
PARTI 9%

(20224 %) <$109,000 EAL—IL

T—2Q $129,000 IABHY 0

Ebbh—H ~204,000 | ;nAZ L $6,000

AIIA L TN AHY 0
214

) >$214,000 MAZ L 0

89. MCQ-02002

Choice "a" is correct. Alimony payments are
deductible to arrive at adjusted gross income
(AGI) pursuant to a divorce settlement executed
on or before 12/31/2018.

Choice "b" is incorrect. Charitable contributions
are deductible from adjusted gross income as
itemized deductions.

Choice "c" is incorrect. Personal casualty losses
are deductible from adjusted gross income as
itemized deductions if incurred in a federally
declared disaster area.

Choice "d" is incorrect. Unreimbursed business
expenses of outside salespersons are not
deductible.

[Ra > MMESH)

HENEYY
xihYPE

Above The Line Deductions
PARTI 9%

ROR—=T(2HEL - - -
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9. Above The Line Deductions

K. Above the line deductionsD11IEE &
ltemized deductions MBEIE B DXl % [ S5 &,

ZREE"a” : 2018F12A3M B £ TIZHwmiE L =8
IBRIEEIZE> TXHA D Alimony (£, AGlI @£
(Above the line deduction) THEERA],

BIRED" &7’ & L EANEREEDKEIR
%X AGlI O (Itemized deduction) THERAL,
BIRECD © b7 ITRGIRERTIE. BERAEAD
HORSINTWEWG S U —TVDEERES
AGlI @ (ltemized deduction) THEfrd 5 &
MNTEf, IV TRSBIREICE Y. REEEER
TEAHL,

90. MCQ-12113

Choice "d" is correct. For SEP plans, earned
income is defined as net self-employment
earnings reduced by %2 the self-employment tax.
Choice "a","b " and "c " are incorrect per above
rule.

GEVAN: 5|

HENEYY
sy PE

SEP plan (&, BEEENEERVZOREESL
EZDEANBBESO/E (XSEP IRA &1V3) I
WHETSHESNERESFHETH S,
BEXEAESD SEP IRA [THH L =154, 4
961,000 (2022)% L < & (AEEZEDEEMS
—BEEEBDS0%) X20%D T HANS LY
HELERE LTAGI L THERRTALL

SEBREA  BEEEROI2HNER LGS,

Retirement Plan Contribution
PARTI 9%

91. MCQ-02009

Choice "a" is correct. Moving expenses are no
longer deductible at all with certain exceptions for
military personnel.

GEAS =)

HENEY Y
METHE
KEREZE (members of the U.S. Armed Forces)

DAEFEIZEHE L 1= 5B A O A O IERROI R &
BY,. AEO K S RERRICEWNE CBIBERIE
—HERTEARL, CSONERE RS,

Moving Expenses
PARTI 9%
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92. MCQ-04884

Choice "b" is correct. Sales taxes paid or state
income taxes are deductible at the option of the
taxpayer on Schedule A as an itemized deduction.
Choices "a", "c", and "d" are incorrect. Each of
these items is an adjustment to gross income to
arrive at adjusted gross income.

[R1 v MEH)
HEBENEY Y Above the Line Deductions
SHNgHE PARTI 9=

PARTI £10=

ARHI%. Above the line deductions®11IEH &
Itemized deductions D6IE B DXl % [ 5 fizE,
ERED  FE10ETEZ T M. TLH
(sales tax) F =[N - A DFAEH (state
and local income taxes) OWLFTNHAKEWIES
%2R L T ltemized deduction DFEHERT
BERTEH2IENTED, BYDEREOERE
AGI ®_E (Above the line deduction) THEE&A],

93. Becker Example

Choice "b" is correct. For contributions to IRAs
to be non-deductible, two conditions must be
present: (1) the income limits are exceeded and
(2) the taxpayer or spouse actively participates in
a qualified retirement plan. The income limit for
married filing joint for 2022 begins at $109,000.
Because Kevin and Kelly's income is below that
threshold, Kevin's participation in his employer's
pension plan does not limit the deductibility of his
IRA contribution. The maximum deduction for an
IRA is limited to the lesser of $6,000 or the
individual's compensation. Although Kelly had
no compensation, the maximum contribution for
married couples filing jointly is $12,000, provided
their combined earnings exceed the

contribution amount.
Choice "a" and “c” is incorrect. Kevin can
contribute and deduct his contribution; however,
Kelly is also allowed a contribution and deduction.
Choice "d" is incorrect. Both tests, the income
limit and participation in a qualified plan, must be
met in order for contributions to be non-deductible.

ROR—=T (2w - - -
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[R1 > MESH]
HEE kw4 | Retirement Plan Contribution
T BE PARTI 9=

Traditional IRA ~DFEIEEE AGl O L TR
5 ENTEEN. RIFEERSE (MFJ) AV
TWadHEIICIE, REAlE LT, F£H$12,000
($6,000 X2 A%5) & LLIEKIBOEEHFHFTEH
(combined earned income %) M WFHANS N
FEERE L THEERR]L,
X LEZA—FORBECLIMRENGZLTH,
Z DEFFTEMNS$12,000LL £ &HALIE2 N5 DI
MNRHBND,
Wood XEDHE., FANGEESICMALTL
51z, AGl DEEEEETET D,
= $50,000 wages + 1,000 interest

=
Earned income = $50,000 <« Interest &<,
&oT. AETE, $12,000 (2A5) EERRAL,

(20224E %) <$109,000 BERL—IL

r—2@ $129,000 JOIAH Y 0

EB5h—4A ~204,000 | ffAZ L $6,000

AIIA LTL MAHY 0
214

2 >$214,000 1 7T 0

94. MCQ-15610

RULE: The adjustment for education loan interest
(an above-the-line deduction to arrive at AGI) is
limited to the amount paid or $2,500 (whichever is
lower), and all qualified education loan interest is
allowed as part of the adjustment.

Choice "b" is correct. Per the above rule, the
$1,000 of qualified education loan interest paid in
the year is reported as a deduction to arrive at
AGI for the year.

GEMAN )|
HEE w4 | Education Loans Interest Exp.
g dF | PARTI $9%

PARTI $10E

#HE (FE) D—VOZIFEL. ZTOEAEE
—EDNHBEDTIWZH TEHEIZ. £/M
$2,500% EBR & LT, AGID £ THERRFA],

X ltemized deduction DT FI BIER TlE R LD
TEELES,

SRR AN ERR S BB,

95. Released 2006

Choice "b" is correct. For IRAs, the

adjustment is allowed for a year ONLY if the
contribution is made by the due date of the tax
return for individuals (April 15). The due date for
filing the tax return under a filing extension is NOT
allowed (i.e. filing extensions are NOT considered).

4 > MESH)

HENEYY
SN g HE

IRANDFREILTIZEAL T, RAIOHRELR (BFE
M415) ETIZEI TN EAGID ETHERT
ZENBHLNTLNDS, IERDBAFETNIL

BHEZEZNREHRE6HBIERT D ENTED
N, ERFBOBREEZOIRBER (BEND10/15)
FTTIHEBEVNDTEELELS,

Retirement Plan Contribution
PARTI 9=

96. TAC Original

Choice “a” is correct. Terry Walters is not
entitled to an IRA deduction because as a single
woman with an AGI greater than $78,000 (2022),
she cannot claim an IRA deduction if she is
covered by a qualified employee pension plan.

[Ra > MMESH)

HENEYY
xihYPE

TEFRICIMAL TV HEEDT—RATH DM,
AGIN$78,000 (2022)&#B % 5 =%, —HTHERRAS
BHBIEL ($0)

= $75,000 salary + $5,000 dividend+$7,500
net business income = $87,500

Earned income = $82,500 <« Dividend%[& <,

¥ LWalters At DEERICMAL L, =&
QEEEFITMA LTS A, AGIIE$68,000
(2022) U EWSHREL o =15AIZIE, 50 L
MO T (additional catch-upMEF) . ZIRELA"D
$7,000MEfR L7 B,

Retirement Plan Contribution
PARTI 9%
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10. Below The Line Deductions

10.Below The Line Deductions

fRE R

TIP€ Simulation ¢ DRIEEE LT, Schedule A : ltemized deductions (& HZESEEAS LN E WVZE D,

97. MCQ-02011

Choice "d" is correct. In order to qualify for the
additional standard deduction, an individual must
be age 65 or older or blind by the end of the tax
year. He or she does not have to support a
dependent child or aged parent.

(R4 > RS

HEBErEY Y

T HE
MBE NS LFE L IFREEEEDHS (age
65 or over or blind), Z# - EE 14 &I1z—
EZEM Regular standard deduction IZiN&E S 3,

Additional Standard Deduction
PARTI $10%=

98. ARE R99 #2

Choice "d" is correct. Baum should report
$281,750 as current year net earnings from self-
employment (line 3 of Form 1040 Schedule 1),
calculated as follows:

Gross business receipts $ 350,000
Cost of goods sold (35,000)
Rent expense (28,000)
Liability insurance premium (5,250)
Net earnings on Schedule C  $ 281,750

Choices "a", "b", and "c" are incorrect.  Self-
employment tax and self-employment health
insurance expenses are adjustments from total
gross income. They are not deducted from self-
employment earnings.

Note: There are many distracters in this question,
all relating to items that are either deductible as
part of itemized deductions or not deductible.

Be careful to read the requirement of the question
before spending unnecessary time on the
question. The statement that Baum's year-end
inventory was not subject to the uniform
capitalization rules is a distracter as well.

There is not enough information given in the facts
to apply the rules if he had been subject to them.

(R > MESH)

HE FEwS | Business Income or Loss
SHSgHE PARTI &£5=

PARTI 9=

PARTI $10%

PARTI EN1E

BEEXEDEMIZDULTIEL Schedule C Tl
<. Above the line deduction (Schedule 1).
ltemized deduction (Schedule A) THEBARIAELR
ERLHDIOTEREIDETH D,

- BEEEEERE (iability insurance premium)
I%. Schedule C DEZERE L L TR

- BEEER (selfemployment taxes) M50%
EEBERBKRE D100%(EL. Above the line
deduction TR,

- BEEEOCEADS b, BEDEEEERLH
ELFERELEFERBSA—VOXILFRG
Itemized deduction THERRRAI, XBEZEHERIC
L7-B8EO0—2OZHFRIFIERTERL,

HEDKKIZ KD KEEKIL, EHBBEAFIZLY
TFE SN REEMBRTRE L TLVELD T,
PR T ERRLN,

- BRAEOCEHER (BER) (£, (EMHTH
NIZ, ltemized deduction THEERA],

EMATRBOF EMBLERIL, Tax Credit &£ LT
PRBRAT (Vol 17 F R h226R—2),
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99. MCQ-01479

Choice "b" is correct. Cash basis taxpayers
deduct interest in the year paid or the year to
which the interest relates, whichever is later.
Even though all of the interest on this loan was
paid on December 1, of the current year, only the
interest relating to December of the current year
can be deducted in the current year. The
question does not give an interest rate, but
because the loan is to be repaid in a lump sum at
maturity, 1/12 of the interest, or $2,000 applies to
each month.

Choice "a" is incorrect. Because $2,000 of the
interest relates to the current year, this amount is
deductible in the current year.

Choice "c" is incorrect.  This is the amount that
cannot be deducted until the following year, the
year to which the interest relates. Be sure to
read questions like this very carefully, because if
you had simply misread the question as seeking
the amount deductible in the following year, you
would get the question wrong despite
understanding the rule.

Choice "d" is incorrect. Cash basis taxpayers
can deduct interest in the year paid or the year to
which the interest relates, whichever is later, thus
11 months of the interest will not be deductible
until next year.

[R1 v MEH)
HEBENEY Y Business Income or Loss
SHSgHE PARTI &£5=

PARTI $10=

BIHAFIE (prepaid interest expense) &, B&E
EEBHEALTLWMBiETH->TH, RS L
BIFNIERSEN,

AEIZBENT, BEERROFTREL DD,
11 B4 ($24,000 X 1/125 A=%$2,000) OH T
H5,

100. MCQ-14724

Choice "b" is correct. This question is asking for
the actual deduction and requires the candidate to
determine which items are deductible charitable
contributions.  The $5,000 donation to the church
is allowable. The artwork donated to the local art
museum is deductible to its basis, $2,000.
Although it is appreciated property, Smith held the
property for only four months, making it short-term
capital gain property (appreciated property held
one year or less is short-term property).
Donations of short-term capital gain property are
deductible to the donor to the extent of his/her
adjusted basis. The contribution to a needy
family is not a deductible contribution, as it was
not made to a qualifying organization.

Choice "a" is incorrect. This choice excludes the
donation of the artwork to the art museum.

Choice "c" is incorrect.  This choice erroneously
includes the donation of the artwork at the art's fair
market value.

Choice "d" is incorrect. This choice includes all
three contributions. It erroneously includes the
artwork at its fair market value as well as including
the donation to the needy family, which is not a
deductible donation.

[R1 > MESH]
HEBENEY Y Charitable Contribution
SHhYE PARTI £10=

HE~DEEEFM$5,0001&, AGI D60%H\ =K
DEREL D,
wH (1 ELUR) REOEHBENH D EMGH
(capital asset) % EMTEE~NEf L T2 D%,
Ordinary income property (= LTCG property 2.5}
DEE) 2FM LGS, RAIEBY (FfFLE
ZFED basis & FMV O W AMNNELNA)
FMV$2,000 G S . AGI D50% DN HERRD
LREK D,
LEED AGI (£$60,0005 H D=, TS - TP
B & HITERO LRICIE VDS DD SN,
Lo T, HE£$5,000+1EH#$2,000=51$7,000,

AN (needy family) ~D&FM (BB5) (&,
FRNETEROFREFESFEVDTERLE S,
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10. Below The Line Deductions

101. ARE R02 #1

Choice "b" is correct. Both medical expenses
are deductible. The cosmetic surgery is not
elective, since it was necessary to correct a
congenital deformity.

Doctor Bills $ 5,000
Surgery $ 15,000
$ 20,000
AGI Limitation ($100,000 x 7.5%) <7.,500>
Medical Expense Deduction $ 12,500
GRS 5
HE w4 | Medical Expenses

ANEYHE

EREBEHOEBRIFIEROMER & 1H78 58N,
HXMEDEE (congenital deformity) EA3 1=
[CHBELRERERIEREEROMR LR D,
Y- EEEREDS 5. AGl D75%%BiET 5
D EERT D ENTED, LEAEDRY.
EREPEREE$$12,500 L 7 5,

PARTI $10%

102. MCQ-01926

Choice "a" is correct. Individual taxpayers may
deduct the FMV of property donated to charity.
The limit is 30% of the taxpayer's AGI (30% x
$90,000 = $27,000). The FMV of the property is
$25,000 and is within the allowable amount.

GEAN 5D
HEE kw4 | Charitable Contribution
SHhgE PARTI £10=

Taylor ik, &# (1 F8) REOSHENH D

BERBE*HE~FFMF LTS, Long term

capital gain (LTCG) property %t L 7=55& 1214,
HACFEBRD FMV TFHEiE ., AGlI M30%H

RO LR E 73D,

AT, FEADO FMV$25,000 < LR : AGI

$90,000 X 30%=%$27,000%2 D T, $25,000 % %=k

TH_ENTED,

103. MCQ-01930

Choice "c" is correct. Stein may deduct
$24,000 on Stein's current year income tax return.
Rule: The taxpayer can deduct long-term (i.e.,
held longer than 12 months) capital gain
appreciated property at the higher fair market
value (higher than cost basis) without paying
capital gains tax on the appreciated portion. This
deduction is limited to 30% of AGI. A 5-year
carryforward period applies.

Fair market value of appreciated

long-term stock $ 25,000
Less: Limitation
AGI $ 80,000
Times 30% X .30
Deduction limit (24,000)
Carryforward 1,000
GEMAN E))!
HEEREw4% | Charitable Contribution
MY HE PARTI ¥10%

Stein Kix. &# (1 F8) REOEHHENH D
KRR EHEHECHFML TULVS, Long term
capital gain (LTCG) property % &t L =35 & 1214,
HRIIZEFEEO FMV GiHlS L, AGlI ®30%H
RO LR &7 B,

ARBTIE, FERA®O FMV$25,000 > LR : AGI
$80,000 X 30%=%$24,000& 7 Y . $24,0004%42205
DOLERELD, UEEERLENEL > LIBEE
P E0FMR (RRETIE$1,000) (£, BELE,
SEMOIEHE L ATRE, B LAEEEICE LTS,
AGI D30%DERFIRABERS NS,
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104. MCQ-01934

Choice "c" is correct. For a personal residence
that is not used for rental purposes, no deduction
is allowed for utilities costs or insurance, thus the
only deductible amount here is for the mortgage
interest. Note that property taxes (not present in
this problem) are deductible. In this problem we
are not told whether the interest relates to
acquisition indebtedness or home equity
indebtedness. If it is home equity indebtedness,
the proceeds of the loan must be used to
substantially improve the home and are subject to
an overall loan amount of $750,000 including any
acquisition indebtedness.

Choice "a" is incorrect.  The utilities cost is not
deductible; furthermore, the deduction for
personal residence interest is an itemized
deduction.

Choice "b" is incorrect. The insurance cost is not
deductible; furthermore, the deduction for
personal residence interest is an itemized
deduction.

Choice "d" is incorrect.
neither insurance costs nor utilities costs are
deductible.

[R1 > MESH)

HENEYY
xhyPE

THEEEEH SV TIZFOREREEITRT
52EMNTEDZN, BAEAOEE (egBE)
IR LThn> BRI, BREAS, RAIEER
TZHL, BL, B=E® Real property tax (EE
HER) & Mortgage interest exp. ({TE%HEE
ELEEERRSO—VOXZIFIR) 1220V T
Itemized deductions TIERT 5 Z &N TE S,

A TIE, BIFEDOEEEEF$5,000% Itemized
deduction THERA],

Interest Expenses
PARTI 5E10%E

For a personal residence,

105. MCQ-01936

Choice "d" is correct. Casualty losses are
deductible as an itemized deduction if located in a
presidentially declared disaster area. Casualty
losses are generally computed as the decline in
fair market value, except that the fair market value
is limited to the property's basis, here $150,000.
Casualty losses are reduced by the amount of any
insurance recovery, reducing this loss to $20,000.
Next, each individual loss is reduced by $100,
bringing this loss to $19,900. Finally, the
remaining total amount of all casualty losses (here
there is only one) are deductible only to the extent
that the amount exceeds 10% of AGl, or $6,000
here. ($150,000 — $130,000 = $20,000; $20,000
—$100 - $6,000 = $13,900.)

Choice "a" is incorrect. This is the market value
decline minus the adjusted basis.

Choice "b" is incorrect.  This is the adjusted basis
minus the insurance reimbursement, without any
limitations being applied.

Choice "c" is incorrect. In addition to the $100
per loss nondeductible portion of each separate
casualty loss, there is an overall limitation that the
remaining total amount of all casualty losses is
deductible only to the extent that it exceeds 10%
of AGL.

GEAS 5
HEE K EPw4 | Casualty and Theft Loss
Y HE PARTI $10%

2018F~2025F EREIZH LTI, BEAFEAD

BEDGE, EHBFIZLYESE ShzXKEEH

A (federally declared disaster area) TH4E L
KE - BBBROH, BRTDIENTED,

AREDr—X &, LEIZEZHT 5,

Reductionin FMV  $ 175,000

Basis of the Property
—Insurance Reimbursement ( 130,000)
—$100 CKE1#4I2DF) ( 100)
Eligible Loss 19,900
—AGI x 10% (£ (__6,000)
Deductible Personal Casualty Loss $ 13,900

PART | — Individual Income Taxation



10. Below The Line Deductions

106. MCQ-15613

Choice "d" is correct. Moore's contribution limit
for the current year is 60% x $50,000 = $30,000.
Against this limit she can take her current year
contributions ($18,000) plus the prior year
carryover ($10,000) until she reaches the current
year limit. Thus, she can take all the current year

contributions plus the carryover for a $28,000 total.

Choice "a" is incorrect. Moore is not limited to
her prior year charitable contribution carryover.
Choice "b" is incorrect. Moore may use part of
her prior year charitable contribution carryover.
Choice "c" is incorrect per the explanation above.

[ > MESH)

HEREY Y
SS9 SE
REEF &, FE| AGlI DB0%A RN LR & 74
%, AfTIE. AGI $50,000 X 60% = $30,000A%
EBROLEEERD, 2T, YEEOHEEZA
$18,000+BEEMNSIRY B INTEHBESTA

$10,000="51$28,000 % $Z=f& ],

<HEE> {RIZ AGI 1'$40,000 T H - =154,

AGI $40,000 X 60%=$24,000A (8D R & 742
5, COBA. YEEOREFM$18,000+BE
EHNDBEYHBINTELIREFMMS10,00005 5
$6,000=51$24,000% #Z=xA] (FIFO N—2X),

Charitable Contribution
PARTI $10%=

107. MCQ-01951

Choice "c" is correct. State and local income
taxes withheld from a cash-basis taxpayer are
deductible in the year withheld, so Matthews can
deduct the $1,500 withheld. She can also
deduct the $400 in estimated tax liability she paid
in the current year. The $2,500 federal income
tax withheld is not deductible in calculating federal
income tax. The current year state and local
income tax paid in the following year is not
deductible until paid because she is a cash-basis
taxpayer. The total amount of deductible taxes,
therefore, is $1,900.

Choice "a" is incorrect. Federal income tax
withheld is not deductible in calculating federal
income tax. Since Matthews is a cash basis
taxpayer, the $300 state and local income taxes
paid in the following year are not deductible until
paid.

PART | — Individual Income Taxation

Choice "b" is incorrect.  Since Matthews is a
cash basis taxpayer, the $300 state and local
income taxes paid in the following year are not
deductible until paid.

Choice "d" is incorrect. The $400 state
estimated income taxes are deductible in the
current year since the amount was paid in the
current year.

GEPAN =)
HEEFPw4 | Taxes
Y HE PARTI $10%

REFERFFAL TV IMBEE. ZH-FE
[ZHERRTT, 20X24E4B17HIZX$h > 7= $300(=D
W&, 20X2EEICIERT D22 L2k D,

BH. EHMFER (federal income taxes) (&,
ltemized deduction DFREIEHRDOI R E LMD
BROOTERLELS, &o>T. $1,500+$400=
5$1,9000\FfE L 2 5,

108. MCQ-01953

Choice "a" is correct. The casualty loss is
measured by the difference in the property's value
before ($130,000) and after (zero) the casualty, in
other words, $130,000. The loss may not
exceed the adjusted basis of the property. The
casualty loss must be reduced by the $120,000
insurance recovery to $10,000. This loss is
reduced by $100 per casualty to $9,900. The
sum of all such casualty losses (there is only one
in this case) is further reduced by 10% of the
taxpayer's AGI for the year. 10% x $70,000 =
$7,000. The amount of the casualty loss that is
deductible on Frazer's tax return is $9,900 —
$7,000 = $2,900.

GRS 5
HEE N EPw4 | Casualty and Theft Loss
Y HE PARTI $10%

< Reductionin FMV  $ 130,000
Basis of the Property $ 130,000
—Insurance Reimbursement ( 120,000)
—$100 CKE1#I22F) ( 100)
Eligible Loss 9,900
—AGI x 10% (£[E) (___7,000)
Deductible Personal Casualty Loss $ 2,900
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109. MCQ-01956

Choice "a" is correct. Repair and maintenance
of medical devices for a disabled dependent child
($600) are deductible medical expenses. The
cost of a special school for a handicapped person
in an institution primarily for the availability of
medical care, when the meals and lodging are
merely incident to that care ($8,000) is also a
deductible medical expense.

Choice "b" “c™d” are incorrect. Repair and
maintenance of medical devices for a disabled
dependent child are deductible medical expenses.
The cost of a special school for a handicapped
person in an institution primarily for the availability
of medical care, when the meals and lodging are
merely incident to that care is also a deductible
medical expense.

[Ra > SMESH)

HENEY S
SHhYE
BAREE(BHEY 53R kb (physically handicapped

costs) (. HH D HLDAEREETKRONE L
5, KETIE$600+$8,000=51$8,600 & 72 5,

Medical Expenses
PARTI $10%

110. MCQ-01968

Choice "c" is correct. The deduction for
interest expense on investment indebtedness is
limited to net investment income (investment
income less investment expenses).

A > MESH)

HENEY Y
SHhgE

BETH L THEANE LEBADEATR (RE
F & : investment interest expense) (&7 DEE
DFEMFZE (net taxable investment income)
EERELTHEKRT DI ENTES,
¥ FEEEBIF A (tax-exempt interest) (£, LD
ERIZEEFAROOTEELEL S,

Interest Expense
PARTI $10%

111. MCQ-01979

Choice "c" is correct. Interest paid on debt not
used to acquire or substantially improve a home is
not deductible. This is true even if the debt is
secured by a home.

Choice "a" is incorrect. Personal interest is not
deductible. ltis also called consumer interest.
Choice "b" is incorrect. Interest paid on debt
secured by a home mortgage is not deductible if
not used to acquire or substantially improve the
home.

Choice "d" is incorrect. Interest paid on a debt
secured by a home mortgage is not classified as
investment interest.

(Ra > MESH)
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Interest Expenses
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10. Below The Line Deductions

112. MCQ-01986

Choice "c" is correct. Mortgages of up to
$750,000 to buy, build, or substantially improve a
home allow for the full deduction of interest.
Interest on auto loans (consumer interest) is not
deductible.

Choice "a" is incorrect. Mortgages of up to
$750,000 to buy, build, or substantially improve a
home allow for the full deduction of interest.
Choice "b" is incorrect. Mortgages of up to
$750,000 to buy, build, or substantially improve a
home allow for the full deduction of interest.
Interest on auto loans (consumer interest) is not
deductible.

Choice "d" is incorrect. Interest on auto loans
(consumer interest) is not deductible.

U4 > MESH)
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BEEO— ORI R, FAWFIER (personal
interest) &7x Y. —LIEERARO SNELY,
AR DHE. BE$17,000 + K EE$1,500 =5
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113. MCQ-02001

Choice "c" is correct. Medical expenses
include physical therapy (professional medical
services) and insurance premiums providing
reimbursement for medical care. Prescription
drugs are considered medical care. Insurance
against loss of income is not payment for medical
care and therefore is not deductible. Qualified
medical expenses must be reduced by insurance
reimbursement ($2,000 + $500 — $1,500 = $1,000).
Choice "a" is incorrect. Insurance against loss of
income is not payment for medical care and
therefore is not deductible. Choice "b" “d” is
incorrect. Medical expenses include physical
therapy (professional medical services) and
insurance premiums providing reimbursement for
medical care.

GEVAN: 5|
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Medical Expenses
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Qualified Medical Expenses Paid & Charged  $2,500
(1,500)
$1,000

—Insurance Reimbursement

—AGI x 7.5%
Deductible Medical Expenses

114. MCQ-02005

Choice "c" is correct. The $4,000 cash
contribution to the church is deductible. Relative
to the purchase of the art object at the church
bazaar, only the excess paid over fair market
value ($1,200 — $800 = $400) is deductible. The
used clothing donation to the Salvation Army is
deductible at its fair market value of $600. The
total deduction is $5,000 ($4,000 + $400 + $600).
The contributions are also well below the 60% of
adjusted gross income ceiling.

Choice "a" is incorrect. The art object deduction
is not its fair market value of $800, but the $400
excess paid over its fair market value.

Choice "b" is incorrect. The used clothing
donated to the Salvation Army is deductible at its
$600 fair market value. In addition, the art object
deduction is only the $400 excess paid over fair
market value, not the $1,200 paid.

Choice "d" is incorrect. The used clothing
donated to the Salvation Army is deductible at its
$600 fair market value.

GEAN 5D
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& o T, IB£$4,000+=%5E$400+ IR 1#$600=
£+$5,000,

115. MCQ-02006

Choice "c" is correct. Charitable contributions
subject to the 60% limit that are not fully
deductible in the year made may be carried
forward five years.

Choice "a" is incorrect. Charitable contributions
subject to the 60% limit that are not fully
deductible in the year made may be carried
forward.

Choice "b" is incorrect.
are never carried back.
Choice "d" is incorrect. Individual capital losses,
not charitable contributions, are carried forward
indefinitely until used up (or taxpayer's death).

[R1 > MMESH)
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Charitable contributions

Charitable Contribution
PARTI $10%

116. MCQ-02007

Choice "a" is correct. Under the tax benefit
rule, Farb should report the $5,000 refund as
income in Year 11 since Farb itemizes deductions
and would have received a tax benefit from
deducting the $8,000 paid in Year 10.

Choice "b" is incorrect. Since Farb paid $8,000
in property taxes in Year 10, Farb should deduct it
in that year. This is true even though the $8,000
was paid under protest. Do not net the refund
against the amount paid and deduct the net
amount in Year 11.

Choice "c¢" is incorrect.  Since Farb paid $8,000
in property taxes in Year 10, Farb should deduct it
in that year. This is true even though the $8,000
was paid under protest. Do not net the refund
against the amount paid and deduct the net
amount in Year 10.

Choice "d" is incorrect. Since Farb paid $8,000
in property taxes in Year 10, Farb should deduct it
in that year. There is no need to wait and file an
amended Year 10 return in Year 11.

GEAS 5

HEEFEPw% | Tax Refund

ST HE PARTI 5%
PARTI $10%

FAR OBFEtTEE T 0. BER (property
taxes) &, MFmEMNFTE L TWBMEICT LT
BRI IFETHD @EERARX). B
DL ITHREMBIAREE SNTUVELY,

Farb Kl&. YearlODBIER: (personal property
tax) ZEREEE Y (2$8,000f8 =AY, BWIERH
%81L ($5,00047%0Y) $3000THD & LT, EH
BEFEHEEIT o=, YearlllZ, Farb KDOFAH
BN, $5,0000:8F &= 1=,
Farb Klx., Y9 X - RXxT 4wy k- IL—J
(tax benefit rule) 12k Y. E>TE7-$5,0000
BfE%E Year 10 Gl IZ&HEBTNIEES LY,
BHE7AD Year10IZ ltemized deduction %3&IR L.
Year10(Z#%5 7=$8,000 DB EEF & £ 5B IERR L T
Wahi,
SBIRECaTAERRE R B,

PART | — Individual Income Taxation



10. Below The Line Deductions

117. Released 2005

Choice "b" is correct. A capital expenditure for
the improvement of a home qualifies as a medical
expense if it is directly related to the prescribed
medical care. However, it is deductible to the
extent that the expenditure exceeds the increase
in value of the home. Thus, Drake may only
deduct $75,000, the difference between the cost
of improvement ($100,000) and the increase in
market value ($25,000) of the home. In addition,
the full cost of home-related capital expenditures
to enable a physically handicapped individual to
live independently and productively qualifies as a
medical expense. The widening of hallways
qualifies as this type of expense and, therefore,
the entire $10,000 is deductible.

Choice "a" is incorrect.  Although a capital
expenditure for the improvement of a home
qualifies as a medical expense, it is only
deductible to the extent that the expenditure
exceeds the increase in value of the home. Thus,
Drake may only deduct $75,000, the difference
between the cost of improvement ($100,000) and
the increase in market value ($25,000) of home.
Choice "c" is incorrect.  In addition, to the capital
improvement expenditure of $75,000, the full cost
of home-related capital expenditures to enable a
physically handicapped individual to live
independently and productively qualifies as a
medical expense. The widening of hallways
qualifies as this type of expense and, therefore,
the entire $10,000 is deductible.

Choice "d" is incorrect. Both the capital
improvement expenditure of $75,000 and the full
cost of home related capital expenditures to
enable a physically handicapped individual to live
independently and productively ($10,000) qualify
as medical expenses.
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Medical Expenses
PARTI $10%

PART | — Individual Income Taxation

118. MCQ-04757

Choice "d" is correct. The doctor fees ($5,000)
and the contact lenses ($500) are deductible
medical expenses. The surgery is not deductible
because elective cosmetic surgery is not done to
improve or maintain health. Premiums on
disabilities policies are not deductible since
payments under the policy are made to replace
lost income, not to pay for medical expenses.
Choice "a" is incorrect. The surgery is not
deductible because elective cosmetic surgery is
not done to improve or maintain health.
Premiums on disabilities policies are not
deductible since payments under the policy are
made to replace lost income, not to pay for
medical expenses.

Choice "b" is incorrect. The surgery is not
deductible because elective cosmetic surgery is
not done to improve or maintain health.

Choice "c" is incorrect. Premiums on disabilities
policies are not deductible since payments under
the policy are made to replace lost income, not to
pay for medical expenses.
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119. MCQ-06910

Choice "b" is correct. Gambling losses are
miscellaneous itemized deductions. The
deductions for gambling losses are, however,
limited to gambling winnings.

Choice "a" and “c” are incorrect. Gambling losses
are deductible up to gambling winnings.

Choice "d" is incorrect. The deduction for
gambling losses cannot exceed gambling
winnings.

(R4 > MES)
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MEYHE PARTI $10%
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deduction DHEFERR © F DM DIERRIZ THEEERFA],

120. Becker Example

Choice "a" is correct. Deductible medical
expenses are those expenses that are
"necessary" (such as doctors, prescriptions,
required surgery, etc.) Non-deductible expenses
are such things as elective surgeries, health club
memberships and unnecessary medical
expenditures. The Andradis’s AGlI is $65,000;
7.5% of that is $4,875. Qualified medical
expenses are $1,300 for their daughter's
prescriptions and $3,000 for physical therapy for
their son. Total allowable gross expenditures of
$4,300 less the threshold of $4,875. So the
answer is zero.

Choice "b" is incorrect. The son's physical
therapy is also a deductible expenditure, and the
$1,300 does not take into account the 7.5%
threshold. Choice "¢" is incorrect. This answer
is the threshold, which should then be compared
to the qualified expenses in order to figure the
amount to be deducted on Schedule A.

Choice "d" is incorrect. This answer is the total
deductible medical expenses; however, the
answer does not take into account the 7.5%
threshold.

[Ra v SMESH)

A&, BRONE &G DERE X RED 5,
£9. MBEXRA. BEE (MR OB&). B&E
e (medical dependent) D=2t > =E
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5% (prescription drugs) D& AIEIEERROER
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Qualified Medical Expenses Paid & Charge  $4,300
—Insurance Reimbursement

4,300
—AGI x7.5% 4,875
Deductible Medical Expenses $0

121. MCQ-14730

Choice "b" is correct. Interest on a home
mortgage, state taxes paid, and medical
expenses in excess of 7.5% AGI are itemized
deductions reported on Schedule A.
Contributions to IRAs and alimony paid are
adjustments to gross income to arrive at AGI.
Child support is neither an adjustment nor an
itemized deduction.

Home mortgage interest $ 5,200
State taxes paid 2,000

Medical expenses 1,500
Total itemized deductions $8,700

Choice "a" is incorrect. This answer includes
only the interest paid on the mortgage and the
state taxes. The medical expenses in excess of
7.5% AGI are also deductible on Schedule A.
Choice "c"is incorrect. This answer includes the
interest, state taxes paid, and the child support.

It does not include the medical expenses (as is
proper) and should not include the child support.
Choice "d" is incorrect. This is the total of all
items listed, three of which (the IRA contributions,
alimony, and child support) should not be included.
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122. MCQ-04888
Choice "a" is correct.
deduction is as follows:

The calculation for the

Smaller loss (lesser of cost

or decrease in FMV) $ 150,000
Less: Insurance Recovery ($300,000)

Taxpayer's Loss
Less: Floor Amount of $100

($150,000) — negative, thus itis
(1 00) treated as zero

Eligible Loss 0
Less: 10% of AGI ($7.500)
Deductible Loss 0

No loss was incurred. The involuntary conversion rules
must be followed for a taxpayer to not recognized a
taxable gain.

GRS 5
HE w4 | Casualty and Theft Loss
o PARTI $10E

AEOT—R (&, A LEOKEELXOTMEE
$150,000 < {RF&<ED3ZHRERS300,000 &5 Y,
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D
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—$100 CEETHIZOE) | 100)

Eligible Loss 0
—AGI x 10% (4R (__7,500)
Deductible Personal Casualty Loss $ 0

PART | — Individual Income Taxation

123. Becker Example
Choice "b" is correct.
calculated as follows:

The Miller's tax is

AGI $75,000
Itemized Deductions
Medical ($1,875)
Mort. Int. ($8,000)
Taxes ($ 6,500) <$10,000 limit
Total ($16,375)
Standard Deductions
Regular ($25,900)
Additional ($1,400)
Total ($27,300) = _($27,300)
Taxable income $47.700

The problem states that the Miller's wish to
minimize their tax; thus, the choice must be made
as to whether the itemized deductions exceed the
standard deduction. Total standard deduction
equal $27,300 (2022), which exceeds the total
itemized deduction of $16,375.

Choice "a" is incorrect. This is the result if both
standard deductions and itemized deductions are
subtracted from AGI.

Choice "c" is incorrect.  This is the result if only
regular standard deduction subtracted from AGI.
Choice "d" is incorrect. This is the result if the
itemized deductions, instead of the standard
deduction is subtracted from AGI.

(GRS =)
HEE kw4 | Below the Line Deductions
S 3E PARTI 4=

PARTI £10=
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124. MCQ-05265

Choice "d" is correct. In answering this
question, we must assume that the examiners
mean to ask, "What total amount of the tax
expense should the Rites claim as an itemized
deduction?" Obviously, the Rites have more
deductions than just those tax deductions above,
or they would tax advantage of the standard
deduction. In any case, for cash-basis taxpayers,
deductible taxes are generally deductible in the
year paid, and real estate taxes, income taxes,
and personal property taxes (e.g., ad valorem
taxes on personal automobile) are allowable
deductions. The total amount of deductions for
tax expense is calculated as follows:

Real estate tax on personal residence  $ 2,000

Ad valorem tax on personal automobile 500
Current-year state and

city income taxes withheld 1,000
Total deduction for taxes 3,500

Choice "a" is incorrect. Real estate taxes and
personal property taxes are allowable itemized
deductions.

Choice "b" is incorrect. Current-year state and
city income taxes withheld from a paycheck are
allowable itemized deductions.

Choice "c" is incorrect. Personal property taxes
(e.g., ad valorem taxes paid) are allowable
itemized deductions.

U4 > MESH)
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Taxes
PARTI $10%=

125. Pll Nov 93 (Adapted)
Choice "c" is correct. Poole's total income tax
would be calculated as follows:

Adjusted gross income (AGI) $ 30,000
Itemized deductions (13,750)*
Taxable income $ 16,250

Tax rate x 012
Total income tax

$ 1,950

* Larger of $12,950 standard deduction or
$13,750 itemized deduction ($16,000 medical
expenses less 7.5% x $30,000 AGI).

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

GEAN =)
HEE kw4 | Below the Line Deductions
S 3E PARTI &$4%=

PARTI £10Z=
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126. MCQ-02110

Choice "c" is correct. Transportation to
physician's office for required medical care is a
deductible medical expense for tax purposes.
Choice "a" is incorrect.  Vitamins are not
deductible.

Choice "b" is incorrect. Health club dues paid on
a membership for general health care are not
deductible. In order for the dues to be deductible,
the membership would need to be recommended
by a physician for a specific iliness.

Choice "d" is incorrect. Premiums paid for
insurance that covers the expenses of medical
care are deductible as medical expenses,
including Medicare B premium payments and any
voluntary premiums for Medicare A.

PART | — Individual Income Taxation
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127. MCQ-02113

Choice "d" is correct. Home equity debt is only
deductible when used to buy, build, or
substantially improve the taxpayer's home that
secures the loan. Choices "a", "b", and "c" are
incorrect based on the above explanation.

(GEMAN 50|
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128. MCQ-02118
Choice "d" is correct. Scott could claim $6,800

on his current year tax return for medical expenses.

1. Medical expenses charged to a credit card is
expensed in the year the charge is made. It
does not matter when the amount charged is
actually paid.

2. Expenses paid for the medical care of a
decedent by the decedent's spouse are
included as medical expenses in the year paid,
whether they are paid before or after the
decedent's death.

Choices "a", "b", and "c" are incorrect, per the

above rules.

MBEARA, BEE (MF) 05A). KBRE
(medical dependent) M7=t > =EEREMN
ERONEERD, VLT y bA—RIZkDXZEA
WDISEIZIE, 71— FOEREEIZIERRA],

AEDEE, BBEFRETCHDIERFOEERE
$4,000+E2/HE O EEE $2,800=51$6,800 4%,
LYEEOEREBERONZR LD,

129. MCQ-14723

Choice "b" is correct. A medical expense
deduction is allowed for payments made in the
current year for medical services received in
earlier years.

Choice "a" is incorrect. A medical expense paid
by credit card is deductible in the year the amount
is charged to credit card (rather than in a
subsequent year when the credit card bill is paid).
Choice "c" is incorrect.  Vitamins and
supplements are not qualified medical expenses.
Choice "d" is incorrect. A medical expense
deduction is allowed for Medicare insurance
premiums.
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130. MCQ-07181

Choice "d" is correct. The deduction for
investment interest expenses is limited to net
taxable investment income which is defined as
taxable investment income minus all related
investment expenses deduction (other than
investment interest expense); therefore, net
investment income is equal to $10,000. All $5,000
of the investment interest is deductible because it
is less than $10,000.

Taxable investment income includes: (i) interest
and dividends (if taxed at ordinary income tax
rates), (i) rents (if the activity is not a passive
activity), (iii) royalties (in excess of related
expenses), (iv) net short-term capital gains, and
(v) net long-term capital gains if the taxpayer
elects not to claim the net capital gains reduced
tax rate.

Choices "a", "b", and "c" are incorrect per the
above rule and per the above computations.
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Interest Expenses
PARTI 5E10E

131. (1) MCQ-02121
Choice "d" is correct.

Wheelchair repair $300
School for handicapped 4,000
Medical expenses $4,300
GRS 5
HEENEw% | Medical Expenses

ANEY HE

BAEE(ICRE T 52X b (physically handicapped
costs) 1&. HBHP B EDNERELEROTER L
7%, BERTOEBREERSER  BEFROTEN
ZEIERBEERONR LG B,

PARTI $10%

131. (2) MCQ-02125

Choice "a" is correct. $1,200 tax deduction for
state income tax. The Burgs could opt to deduct
either their state and local income tax or sales tax.
Whichever is greater. Self-employment tax is
not an itemized deduction, but employer-
equivalent portion can be used as adjustment in
arriving at AGI.

GEPAN =)
HEEFPw4 | Taxes
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TERRAL

131. (3) MCQ-02132

Choice "c" is correct.
Payment to qualified charity $160

Fair value of 4 tickets at $25 (100)
Charitable contribution __$60
(R4 > MRS
HEE kw4 | Charitable Contributions
SHSYE PARTI £10=

BT O - X0z EFfLE) B, L
LTZELEZSOORMD [Z58] OIERRTA],

131.(4) MCQ-02138

Choice "a" is correct. $0 casualty loss
deduction on Schedule A because damage
caused in home by dog is controllable, and
avoidable, and, thus, is not unexpected and does
not qualify as a "casualty." In addition, a casualty
loss is only deductible if it is in a nationally
declared disaster area.

PART | — Individual Income Taxation



10. Below The Line Deductions

G AN 5D

HEE N EPw4 | Casualty and Theft Losses
Y HE PARTI $10%

KEBREE, BARD, FHTHEATERLN
JEAERYA (sudden, unexpected or unusual)
HEFCKBHERE LTHINEEDHIE.
iR, BRICKDIEBLRENS,
ANEREZETOEFHRTHENTELNT,
KEBREFE SR, FRFAIZD TS0,

BE. 2018F~2025FEFEHREICHNTIE. FEA
FEROEEDSE. ERBMICEYEEENE
KKEEMIHA (federally declared disaster area)
THRELEKE - BEEROH, IRAL

132. TAC Original

Choice “c” is correct. Capital expenditures for
medical care that improve a residence are
deductible up to the amount that that the
expenditure exceeds any increase in value to the
property. Therefore, the expenditures that are
deductible are:

Wheelchair ramp 800
HEFRARO—-

Bathroom modifications 5,000
AR

Increase in FMV (2,000)
BEOMEZND

Other wheelchair modification 2,000
ZOMOEF/FROHE

Medical expenses $5,800
GRS 5

HEE w4 | Medical Expenses

Ry HE

BEROEZTEDERH T > ~EEDRELFHN
BOHRBIZDWVTIE. CABIZhM>=RERD
565, BHENMEEZENS LI EZELSIWM:
BEEEREL LTIERAL, &-oT, BAEHECH,
Mo =HEAH$5,000H 5$2,000% = L3I <,

PARTI $103F

PART | — Individual Income Taxation

133. TAC Original
Choice “d” is correct. School fees are not
generally deductible on Schedule A. However, if
the primary purpose for attendance at a school is
to receive medical care, it is not necessary to
ascertain how much of the school fees were
associated with provision of medical care — the full
amount of the school fees can be deducted.
Therefore, as Michael attends the school primarily
in order to receive necessary medical care, Mary
and John can deduct the full amount of the school
fees on Schedule A

(R > MRS

HENEYY
sy PE

BEEIZRRET 53X b (physically handicapped
costs) l&. HHP B EDNERELEHROTER L
1%, BEFROEF$10,00025EHEROXTE
L1325,

134. TAC Original

Choice “a” is correct. When services are
provided for a charitable organization, the
taxpayer may not claim any deduction for the
value they would have normally received for
performing such services. Their donation is
limited to the actual-out-of-pocket expenses they
incur. This includes their traveling expenses,
lodging and 50% of meals consumed while away
from home. This is also only deductible if there
is no other purpose associated with the travel,
such as pleasure, recreation of visiting friends.
Therefore, Janet’s charitable contribution is
limited to:

Medical Expenses
PARTI 5E10%E

Travel by car $50
Accommodation 300
Meals _20 (40x50%)
Charitable contribution $370
[R1 > MESH]
HEE K w4 | Charitable Contributions

MG IE PARTI $10%

H—EX : AREFEOMEL FAEERoxRE
550, BL, Y—EXDBMFETS =HITh
DNOTEEX - THRE - BER (BEEEOHRE
B LFIRR KEBDB0%DH) - FDMESEERDEE
(FAZBRAT,

241
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K —EZXOZEITS =HICEmEAL=5E.
HEE (MR (& EEFAE (FAEERIC
BT BEL— M TAILYE=Y14ED M E
FERRAT,

135. TAC Original

Choice “d” is correct. All gambling winnings
should be reported as “other income” on page 1
of the 1040, not just winnings to the extent that
they exceed losses. Not all gambling losses
may be deducted — only losses up to the amount
of gambling winnings are deductible. These
gambling losses may be deducted as a
miscellaneous itemized deduction

Therefore, Mark’s net rental income is $5,000
(rent received) less $1,200 (10% of the above
expenses), which is $3,800.

EEFERII10%TH2,

(2) Choice “c” is correct. As seenin the
answer to question above, 10% of the above
expenses were taken to Schedule E.  Therefore,
Mark has 90% of the expenses to allocate.
However, homeowner’s insurance and
depreciation (which are deductible on Schedule
E) are not deductible on Schedule A. Therefore,
all that Mark may deduct on Schedule A is 90% of
his mortgage interest and 90% of the real estate
taxes.

(R4 > MRS
Schedule A: ltemized Deductions
HEFEw - | Miscellaneous Deductions 90% of Mortgage Interest $5,400
MY HE PARTI 2510% 90% of Real Estate Taxes $1,800
$7,200

Fv U TR #FE (otherincome) & LT

[2%H] Gl IZEHD, TOHk Fv o TILERE
ZTOEED GlZED=Fr TIIAELREE LT
Itemized deduction DHEZERR © Z D b D IERR TR
7], ERRLENBASTIBATHIEH LHEER,
CERE DA, TELLY,

136. TAC Original

HENEY Y Rental Income or Loss
XM HE PARTI 5%
PARTI $£10%=

AL BEO—FHEEEL TS —XTH S,
EEHSE LTHEALTWSERBREDELEZLS
TER%ZRS L. EEFERASD#H% Schedue E T
EEREL L TERI DI ENTES,

(1) Choice “b” is correct. In order to determine
net rental income, all of the expenses listed are
deductible on Schedule E to offset rental income.
As the apartment is 10% of the entire building, the
amount deductible is 10% of the expenses:

Schedule E: Rental Expenses

10% of Mortgage Interest $ 600
10% of Homeowners Insurance $ 300
10% of Real Estate Taxes $ 200
10% of Depreciation (entire building) $ 100

$ 1,200

LER2O0ER  FERSO— Y OXZIFIE &
EEEERDH, EAERED L2 Y0%%E
Schedule A : Itemized deduction THEF&H],

137. MCQ-08783

Choice "d" is correct. The QBI deduction is
taken from adjusted gross income ("below the
line"). ltis not part of the itemized deductions.
Choice "a" is incorrect. The QBI deduction is not
an adjustment to arrive at adjusted gross income.
Choice "b" is incorrect. The QBI deduction is not
an itemized deduction.

Choice "c"is incorrect. The QBI deduction is not
an alternative to the standard deduction.

GEAS =)

HE kw4 | QBIDeduction

MG HE PARTI $10%

EREZERTEHER (qualified business income
(QBI) deduction ; Sec.199A deduction) &, AGI
DT TOERREG DA, #EREEIE. Form 1040
D1 R—UEHD13THIZEAT %,

> Blow the line deductions (&, LIFMD 2D ;
1. Standard % 7=I& Itemized deductions

2. QBI deduction

COEIRECAAERE RS,

PART | — Individual Income Taxation
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138. MCQ-08787

Choice "a" is correct. Accounting services are
considered an SSTB for purposes of the qualified
business income deduction.

Choice "b" is incorrect. A manufacturing firmis a
qualified trade or business (QTB) and not an
SSTB.

Choice "c" is incorrect. An engineering firm is
specifically excluded from the definition of an
SSTB.

Choice "d" is incorrect.  Architectural services are
specifically excluded from the definition of an
SSTB.

G AN 5D

140. MCQ-08789

Choice "d" is correct. AQTB and an SSTB are
treated the same for taxpayers under the taxable
income thresholds for the QBI deduction.

Choice "a" is incorrect. For taxpayers under the
taxable income limitations, the QBI deduction is
allowed if the taxpayer is a QTB or an SSTB.
Choice "b" is incorrect. The QBI deduction is not
phased out for an SSTB if the taxpayer is under
the taxable income limitations.

Choice "c"is incorrect. The QBI deduction is not
limited to 50% of wages if the taxpayer is under
the taxable income limitations.

(R4 > MES)

HE kw4 | QBIDeduction

HE kw4 | QBIDeduction

MG IE PARTI $10%

MG HE PARTI $10%

e ANRORTFSIRALEZE (specified service trade or
business; SSTB) | & (&, Bk - A& - &5 -
RIEHIR - =T - IV PFILT 0T - RR—=Y -
BT —EX - TO—h—FE0ORFEDHFICHITS
AEBRBEEE VS,

services) (RN TLVS,

<fR>_Li SSTB EHE (BENH) &,

Vol.2 7H Xk 136 R—2 (ERAEELH p.5)
EE D AMETFRALEAN (personal service corp;
PSC) EHEBLTHTIATH I S5, LEXITEE,

139. MCQ-08788

Choice "c" is correct. The basic calculation for
the QBI deduction is 20% x QBI. The deduction
is subject to limitations.

Choice "a" "b" and "d" are incorrect. The basic
calculation for the QBI deduction is 20% x QBI.

(R > MMESH)

HENEYY
sy PE

RA : ENBEKEZERSE (qualified business
income; QBI) xX20%% AGI O TERRAL,
KERFEMBICE 85 - /X— b F 22T
% Guaranteed payment - F| 2% - Fv EZIL
TAVERFEENG, FREEERFICONT
X, E—IN—N—RENIHBIIATHEY., —F
DEHEFH- L TONIE QBl LHEEIND,

QBI Deduction
PARTI $10%

PART | — Individual Income Taxation

(LY TTF) HEED QBI EEKRFTOD Taxable
income £%$170,050 (single) / $340,100 (MFJ) LI~
DIFEDIZE. EE D QBIX20% M\ EROT R
Lid,

DE#EZE (qualified trade or business; QTB)
QFEANNIETBREEZE (specified service trade
or business; SSTB) MW\ FHIZHZHU L TH.

B CEEWTH D, BRI ERERD,

141. MCQ-08790

Choice "a" is correct. For a specified service
trade or business (SSTB) over the taxable income
limitation, no QBI deduction is allowed.

Choice "b" is incorrect. For a qualified trade or
business (QTB) over the taxable income limitation,
W-2 wage and property limitations do apply.
Choice "c" is incorrect. For a qualified trade or
business (QTB) over the taxable income limitation,
W-2 wage and property limitations apply in full

and are not phased in.

Choice "d" is incorrect. For a specified service
trade or business (SSTB) over the taxable

income limitation, no QBI deduction is allowed.

A > MESH)

HENEYY
SHhgE

QBI Deduction
PARTI £10=
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(LYo 1) HUEED QBI ERRTOD Taxable
income $%$220,050 (single) / $440,100 (MFJ) 8
DIMFEDIHE.

@ BEREZE (QTB) : EBRHIBKE (W-2 wage
and property limitation) NE£ICEAIN 5,

@ FFEARIBTEIRAFEZ (SSTB) « —YIHEERIE
BH BN,

ORI N ERE R B,

142. MCQ-08791

Choice "b" is correct. Once the QBI deduction
is calculated based on the taxpayer's eligibility, the
overall deduction is limited to the lesser of
combined QBI deduction or 20% of the taxpayer's
taxable income in excess of net capital gain
(including qualified dividends).

Choice "a" is incorrect. Once the QBI deduction
is calculated based on the taxpayer's eligibility, the
overall deduction is limited to the lesser of
combined QBI deduction (not 50% of the
combined QBI deduction) or 20% of the
taxpayer's taxable income in excess of net capital
gain (including qualified dividends).

Choice "c"is incorrect. The wage and property
limitation determines the calculation of the QBI
deduction but is not the overall limitation to the
QBI deduction.

Choice "d" is incorrect. Taxable income
limitations based on filing status determine the
calculation of the QBI deduction. The overall
limitation to the deduction, however, is the lesser
of combined QBI deduction or 20% of the
taxpayer's taxable income in excess of net capital
gain (including qualified dividends).

GEMAN 50|

HENEYY
sy PE

Overall limitation : H4ED QBl #RreHk (55
[ L. (QBI #ERAETOD Taxable income A5 Net
capital gain & Qualified dividends 2 L 3|\ /=
£EE) X20%HERRO LR E 7B,
SRR AN ERR S BB,

QBI Deduction
PARTI $10%

143. Becker Example

Choice "d" is correct. $30,000 QBI x 20% =
$6,000. W-2 wage and property limits do not
apply to qualified trade or businesses with income
below the taxable income threshold (2022: Single
$170,050).

Choice "a" is incorrect. The W-2 wage and
property limitations do not apply to a qualified
trade or business under the taxable income
limitations. Therefore, the deduction for QBI is
not limited to $5,000 (W-2 wages of $10,000 x
50% = $5,000).

Choice "b" ¢ are incorrect.  $30,000 QBI x 20%
=$6,000

G AN 5D

HENEYY
SHhgE

(L>2F) J&AI - QBI $30,000 X 20%—$6,000

<Overall limit : (QBI 71D Taxable income
$100,000—Net capital gain $0)x 20%=$20,000,

XOBEREZE (QTB) QR EANEBEIRMEE
(S8STB) OWWFTHNIZEZHA L THRCEKRWNTH B,

QBI Deduction
PARTI £10=

144. Becker Example
Choice "d" is correct.
Calculation:

$192,550 taxable income — $170,050 threshold
for 2022 = $22,500 / $50,000 = 45% of
phase-out applies.

QBI $80,000 x 20% = $16,000

W-2 limit: 20,000 x 50% = $10,000

$16,000 - $10,000 = $6,000 complete phase-

out amount

45% x $6,000 = $2,700 applicable phase-out

THEREFORE:

QBI $80,000 x 20% = $16,000 full QBI
deduction

$16,000 - $2,700 applicable phase-out
= $13,300 QBI deduction

Choices "a", "b", and "c" are incorrect. See
calculation above.

PART | — Individual Income Taxation
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G AN 5D

HE kw4 | QBIDeduction
Mg HE PARTI $£10%=

(LY OR) HEED QB ZERFETD Taxable

income H'$170,050~$220,050 (single) /

$340,100~$440,100 (MFJ) DOfEIZ A B #FiE D

5.

D BEHEEZE (QTB) : TEDERFIRHREL
BomIcEAIND,

Q@ FFEAWETSIREEZE (SSTB) : EHRENE
WL, TROERGIEATBAIMICEREINSD,

ARIFOQTB 2 DT, HEHRHIRIREAERSHIIC
BRI,

) JRAI : QBI $80,000 X 20%=%$16,000

LR - W-2 wage limit : LWL haK

a. $20,000 X 50%=$10,000

b. $20,000 X 25%+$0=$5,000

LREBEEE (JRAIE LFRMDZEEE) $6,000%LLTROD
BEXTHEINDIEEDREE LIERELTET 5,
100% —[(Taxable income $192,550 —$170,050)

+ L v T1g$50,000)] =45%.

(L, ZIRGIBRE4S%DERT 5,

JRAI : $16,000— _BR#B:E%E$6,000 X 45% —$13,300

<Overall limit : (QBI #FRFTD Taxable income
$192,550—Net capital gain $0) X 20%=%$38,510,

XQBI #EEBREEDEEFL VP EE L VYO TROHE
EZLoMYTRAAEZ—L&KS,
LYoo (B & fARH =685 %25%
BET. tHIZE8KTES,

PART | — Individual Income Taxation



Copyright. TAC Co., LTD. Through license from Becker CPA Review

11. Other Taxes

fRE

145. MCQ-05903

Choice "b" is correct. Earnings from self-
employment are subject to the income tax as well
as to the federal self-employment tax. Thus,
Juan must pay self-employment tax on the
earnings of the business.

Choice "a" is incorrect. Because Juan is the
proprietor of a sole proprietorship (as opposed to
an employee of an employer), the flower shop will
not pay Juan a wage, and thus will not withhold

either income taxes or FICA taxes from that wage.

Choice "c" is incorrect. There is no provision
exempting a proprietorship from self-employment
taxes for its first three years of operations.
Choice "d" is incorrect. No self-employment tax
is owed if self-employment income, after
multiplying by 92.35 percent, is less than $400.
However, Juan's self-employment income
exceeds this threshold, and thus Juan is not
exempt from either of the two components of the
self-employment tax (the Medicare tax and the
Social Security tax).

GEMAN E))!
HENEY S Self-Employment Tax
Y HE PARTI 5%

PARTI ENME

BHEEERIL. EE (employee) TlHA L\FEEE
TEELZTO>BAIITLTEE >N D,
BHMIZIE, BAASEE (BEREZLED).
SHEE. R—hF—HL,

KED Juan KIFEAFEF (BEEE) L LT
ETEEZZEATNS,

BEEXZEOEEMS WA TF. XKO2250
e TR EEEEER (Self-Employment
(SE) Tax=Medicare and Social Security Tax) A%
FEnd, SEREDAEREGD,

B  AAZEOSRIEEFTHIET
~NREEXHS T EEAEL (BEMS (R
NEEORYDELED), FEMFITDONTIR

HEEDMHESLITER Y, FEHE FICARE

BRRBUNORE E LB,

FEREC D COKSBRRBRREIEFELEL,

FEIREYD © BERRIZIX. Schedule C TEtE &=
FEME (MR 1292.35%% M T =E5EN

$400LL EHNIX, Form 10404 & U Schedule

SE DEHMABEL LD Vol 1TFR MIR=T
DN<BE>ESREO &), RED Juan KDi5
A, TPRBEEFRENH DO, BEEEBN

FIREIND Z ElFEL,

146. MCQ-01699

Choice "c" is correct. Guaranteed payments
are reasonable compensation paid to a partner for
services rendered (or use of capital) without
regard to his ratio of income. Guaranteed
payments are self-employment income to the
recipient, therefore are subject to self-employment
(Social Security and Medicare) tax in addition to
income tax. A shareholder in an S corporation
receives a salary, rather than a guaranteed
payment, for services provided to the corporation.
The shareholder is employed by the corporation,
not self-employed, so half of the Social Security
and Medicare taxes are paid by the corporation
and half are withheld from the shareholder's
salary.

A partner's distributive share of partnership
ordinary business income is self-employment
income subject to self-employment tax (if to a
general partner). A shareholder's distributive
share of S corporation ordinary business income
is not self-employment income. This avoidance of
self-employment tax is one reason that a business
may choose to organize as an S corporation
rather than a partnership or LLC.

PART | — Individual Income Taxation
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GEMAN )|
HEREw% | Self-Employment Tax
Pa)rne PARTI ENME

PARTIIl 3%

PARTIV $8%

XTAX ERTRSRE & & p.53

IR— R =2y THSN— b F—[2/RX - RL—&
N5 EEEZEE (ordinary business income) &
IX— b F—hA24E L= Guaranteed payments (&
HE%EER (SelffEmployment Tax) DOx& &4

(BL1402%IC) 27y B - "=+ F—I2B8F B
BIMREDH Y), Guaranteed payment DFEM L.
PART Il Partnership Z83Z (- TEE T 5,

S Corp DEEEIZ/RR « RIL—ENDBHEEERS
(ordinary business income) (&, (MkEMNFEIZERE
BIZBES L TOESAVELD) BEEERON
FRLFEBHEL, BRI CAERE LD,

—A. LLC DA v N—Ik, —EDHISMNEH B HY,
RAIE LTE, =~ F—2y TRBDHA,
N— b F—EEERIZ, BEEXEERONE LGRS,
ZhiE, S Corp HRELLE LHBA, LLC AV
N=DFRFGERENZD,

%S Corp & LLC Mm%, PART IV Corporation
FOE(ICTHET S,

147. TAC Original
Choice "b" is correct. Dan’s self-employment
income is computed as follows:

Director’s fees $2,000
Distributive share of partnership income 8,000
Non-employee compensation 30,000
Self-employment income $40,000
Choices "a", "c", and "d" are incorrect per above.

(R4 > MRS
HEEREw% | Self-Employment Tax
SN gHE PARTI £11%=

PARTIIl 3=

PARTIV 8=

XTAX ERTHEEE &£ & p.53

XRID 2 BOfEER L SROZ &,
SHEBOREHMI (director's fee), /S—kF—
U IABIR— hF—IZ/RR - RAL—SNDBHEEE
%8 (ordinary business income), JEHEEE S BN
(nonemployee compensation ; NEC) (LB E%EFT
/LY, BEEERONS LD, Schedule SE

PART | — Individual Income Taxation

THEEEHZETE L. Schedule 2M417E%&E L
T. Form 104002R—C HM234TE THET 5,

HZ ) =< U DEFEIE #58 (FICATax=
Medicare and Social Security Tax) OFNZR T, EMF
FITLYERDMENSRRBINE WD, KETIEL
Y1) —< D54, FICATax (=Medicare and
Social Security Tax) (EFHEHTHTH DA, FUTA
Tax GEFLZERER) FEATOHNEET S,
ZFDH, Y3 —< UHRET D RERRBMT
4 (unemployment compensation) (&, [£%E]
B E XA

<% > Employee vs. Independent contractor

WERE AriSH - 7 | BEEER
EFRER =45 (SE Tax)
(FICA / FUTA)
WtEE BARAXIZLD Form «
(#aE5FEE)| RRMINE W-2
I RHE Form | ea&mftE
(BExs X 1099-
NEC

148. CPA Evolution

Choice "c" is correct. Mills' alternative
minimum taxable income starts with his taxable
income ($70,000). This is increased by state
and local taxes paid ($5,000) and property taxes
paid ($2,000) for a total of $77,000. The home
mortgage interest on a loan to acquire the
residence ($6,000) does not increase alternative
minimum taxable income.

Choice "a" is incorrect. State and local income
taxes must be added back to Mills' taxable
income in calculating alternative minimum taxable
income.

Choice "b" is incorrect. Property taxes paid and
deducted as itemized deductions must be added
back to Mills' taxable income in calculating
alternative minimum taxable income.

Choice "c" is incorrect. Home mortgage interest
is not added back to Mills' taxable income to
calculate alternative minimum taxable income.

Regular taxable income $70,000
+ AMT adjustments
State and local income taxes 5,000
Property taxes 2,000
+Tax preference items
AMTI $77,000
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G AN 5D

HENEYY Alternative Minimum Tax

MEYHE PARTI E11E

ltemized deductions TR L= TOHE %
2HELEY., HOXR—COFHEORY.
$77, 0000 EfR & 75 5,
MEERFA— Y OAAFIEITHREORR & (&
BB,

149. CPA Evolution

Choice "d" is correct. Deductible contributions
to individual retirement accounts are not an
adjustment or preference in calculating a
taxpayer's alternative minimum taxable income.
They are an adjustment in calculating adjusted
gross income for regular (not alternative
minimum) tax purposes.

Choices "a", "b", and "c" are incorrect.
Adjustments to arrive at AMTI include individual
net operating losses, passive activity losses, and
deductible state and local taxes.

GEAN =)
HENEYY Alternative Minimum Tax
Mg HE PARTI 1=

AMT Adjustments IEB (L, ——E=v ¥ ER
A4hHt (PANICTS) TEZTLES S,
ARERTIE. AMT Adjustment IEE & Preference
HE OEG ZXBINMEHLNDE ZEMNELY,

(%= Timing difference)

(DPassive activity losses

@Accelerated depr. after 1986

(3Net operating loss

@lnstallment method

(®Contracts(Long-term) %

(+Itemized deductions)

®Taxes

@$Standard deduction

150. CPA Evolution

Choice "b" is correct. Tax exempt interest
from private activity bonds (generally) and
accelerated depletion, depreciation, or
amortization are alternative minimum tax
preference items. Charitable contributions of

appreciated capital gain property are not
alternative minimum tax preferences.

[R1 > MMESH)

HENEY S
MY HE
Tax preference HE (. ——E=v ¥ EBEE&DH

% (PPP) TRATLES D,
(D Private activity bonds tax-exempt interest
@ Pre-1987 accelerated depreciation over SL
@ Percentage of depletion

Alternative Minimum Tax
PARTI 1=

151. CPA Evolution

Choice "d" is correct. Alternative minimum tax
(AMT) paid can be claimed as a credit against
other years if the tax was paid on items that
increased AMT that year but will reverse in later
years. The concept is the same as deferred
taxes for financial accounting purposes. The
credit is carried forward indefinitely.

GEAN. =)
HENEYSY Alternative Minimum Tax
Mg HE PARTI 1=

BANERA L 7= AMT (Timing difference M &) (&,
193 Regular tax [ZX9 % Credit (FiZEIER)
L5, ElE TAMT=4F3k D Regular Tax DRITHA
Wl EnSZETHD, BIMWAALE AMT
(Timing difference M) &, AMT Credit & L T,
EENEEINDET TEEIR] IC#8 L ATEE,

152. CPA Evolution

Choice "b" is correct. The alternative minimum
tax (AMT) is computed as the excess of tentative
AMT over the regular tax.

Choice "a" is incorrect.  The alternative minimum
tax (AMT) is the excess of the tentative AMT over
the regular tax, not the other way around.

Choice "c" is incorrect.  The alternative minimum
tax (AMT) is the excess of the tentative AMT over
the regular tax, not the sum of the tentative AMT
plus the regular tax.

Choice "d" is incorrect. The alternative minimum
tax (AMT) is the excess of the tentative AMT over
the regular tax, not the lesser of AMT or regular
tax.

PART | — Individual Income Taxation
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G AN 5D

(R > MESH)

Alternative Minimum Tax

HENEYY

Alternative Minimum Tax

HENEYY

MEYHE PARTI E11E

MG HE PARTI E11E

Tentative Minimum Tax H»V@&E OBIEE (regular
tax) &Y TREL] FEIZ, TOEFEE AMT
& L TEMIAM LR T g 5Ly,
SBRREDAERE R D,

153. CPA Evolution

Choice "c" is correct. Both mortgage interest
and real estate property taxes are deductible for
regular (schedule A) tax purposes. However,
real estate property taxes are not allowed as a
deduction for AMT purposes.

Choice "a" is incorrect. Mortgage interest is
allowed as a deduction for AMT purposes.
Choice "b" is incorrect. Real estate property
taxes are not allowed for AMT purposes

Choice "c"is incorrect. The $2,000 real estate
property taxes are an add back for AMT purposes.

GEVAN: 5|

HELEY Y

MY HE
ltemized deductionsZ 2L\ T, AMTDEETE
PIRAIREL 25 D (&%) HRDI TS,
AMT AdjustmentsIEB DTS % £ 5 —EREEL T
HE D,
AMTOEETH, FEREOD—2 OXIFIRE
ERRMNRD N TN D, .".$11,000(EIZEFRT],
AMTOFETIE, BEDOETRIE—IRDHBNAEN
=, AMTIOEE L, 2BELRETCLIZRD,

Alternative Minimum Tax
PARTI EN1ME

154. CPA Evolution

Choice "c" is correct. State income taxes are
allowed as an itemized deduction for regular tax
purposes, but not for AMT purposes.

Choice "a" is incorrect.  Traditional IRA account
contributions are allowed for both regular tax
purposes and AMT purposes.

Choice "b" is incorrect. One-half of the self-
employment tax deduction is allowed for both
regular tax purposes and for AMT purposes.
Choice "d" is incorrect. Charitable contributions
are allowed as deductions for both regular tax
purposes and for AMT purposes.

PART | — Individual Income Taxation

{BAD AMT adjustments & U Tax preference IEE
F. =—F=v ¥ EEA&HE (PANICTS PPP)
TREATLESS,

LEEEIFAMTI 25153 2 ECHRESAREL L
%, —AH. LRIZEZE LAWVERERL AMT O
AELIERTERAREITETH S,

KRETIE. AMT OFtELERTEGROEEN
Bbh Tz, AMTI 2559 5 L THREN
NEINEIRE " - MOFTBBAERE RS,

155. CPA Evolution

Choice "d" is correct. AMT credits may be
carried forward indefinitely against regular tax.
Choice "a" is incorrect. The AMT of an individual
is determined by adjusting the individual's regular
taxable income by certain tax preference items
and adjustments, subtracting the AMT exemption,
and applying the applicable AMT rates to the
resulting AMT income.

Choice "b" is incorrect. AMT is based on tax
rates of both 26% and 28%.

Choice "c"is incorrect. Tax preference items are
added back to taxable income in computing
alternative minimum taxable income (AMTI).

[R1 > MMESH)

HEBENEY Y Alternative Minimum Tax
SHhgE PARTI E11%
FIRE"d” © BT L 7ZAMT (Timing difference

DH) 1F. 1F3EDRegular taxIZ 59 % Credit (Bt
BPERR) &%, E(E. TAMT={I3kDRegular
TaxDRTFALN EWD ZETHD, BIMIRAT LT
AMT (Timing difference®#) (&, AMT Credit &
LT, ZEEN/BEEIND T TRARICHEM LATRE,
SIELW, BRECIDEREG D,

BIREa” : AMTOSTEAEIZDONTERA, 20
FOBHEFFELZVDT, RY,

IR AAOAMTHOFEEL, EADKS
[C—ETIEA L, 28R (26%. 28%) &5 DT,
F8Y, F7=. Regular taxable income Cl&7% <,
AMTITH %,

FEIRFC” © Tax Preferencel@BI&. AMTIZEHE
THEBTHICMETHEETHDI=H, RY.,
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12. Tax Credits

fRE

156. MCQ-04885

Choice "a" is correct. Although Seth is
covered by a plan, the second factor (the income
limitation) is not exceeded, thus, both Seth's and
Sheila's contributions should be deductible. In
addition, both should qualify for a portion of the
credit.

Choices "b", "c", and "d" are incorrect based upon
the above explanation.

(G EAN =)
HENEY Y Retirement Plan Contribution
XM HE PARTI £9=

PARTI $£12%

Traditional IRA ~DIEIEE AGlI O_ETHERY
B ENTEDN, KFEEHRSE (MF) ZHWL
TW3GEIICE, RAE LT, F/E$12,000
($6,000x 2 A%5) & LLIZXRIBOEEEFAE
(combined earned income ) OWFHRAVNE Y
FEERE L TEERAL,

X LEA—HDERBEICLIARENGLTE,
ZOHFAENS$12,000L L HAIE2 N5 DR
ARHBND,

AEOKFDZE, FANEEFEITINALTN
5=, AGl DLEEHET 5,

= $35,000 w. + 500 int. + $50 prize = |$35,550
Earned income = $35,000

Ko T, $12,000 (2A%) KA

(20224 ) <$109,000 REIL—IL

7 —2Q $129,000 A Y 0

EbLh—F ~204,000 | fnAZL  $6,000

AL TL A Y 0

P >$214000 = <0 o
A THHLOATWSDE - - - - - -

Traditional IRAX [£Roth IRANDFEITFEIL, =5
[Z. Retirement Saving Contribution Credit &
L TR, EELCRIATE 2,
COERECa AN ERLE D,

157. MCQ-04887

Choice "a" is correct. The Retirement savings
contribution credit is a non-refundable credit.

The EIC and child tax credit could resultin a
refunded amount beyond the actual tax liability,
depending upon the taxpayer's income levels. In
addition, if excess social security is paid, the
taxpayer can receive a refund of those amounts
regardless of the income tax liability being
reduced to zero.

[R1 > MESH]
HENEY Y Refundable Credit
g HE PARTI $£12%

| Refundable GEfIAIAE) |

@ Withholding taxes (W-2) / Estimated taxes
@ Excess social security taxes withheld

@ Earned income credit (EIC)

Child tax credit

X@ American opportunity credit [£$1,000% T
EATATRE,

158. MCQ-15618

Choice "c" is correct. The full child tax credit is
available for MFJ taxpayers with AGI up to
$400,000. The eligible children must be under
the age of 17. The two Koz children qualify for
the child tax credit of $2,000 each ($4,000 total).
Choices "a", "b", and "d" are incorrect. See
explanation above.

G EVAN: 5|

HENEYY
xihYPE

Child Tax Credit
PARTI $12%
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12. Tax Credits

2018~20254F (2021EEEKR <) [2HWNTIE,
“Qualifying Child (CARES) " NE#%E~ L1
17TRRFEDFHE 1 A2 D EERI$2,000D %8
BRARHEND, D55, e TEMS1,500
ALEATAIBE S FiZEHEIR (refundable tax credit) &
LTRIATES, XedEEE I d SERGIR
HEHY,

AR TlE, FH2 A (175%K5) A Child tax
credit DX 45D T, $2,000% 2 A=
£1$4,000& 2%, TS5 5. $1,500H%2 F ATEE,

159. MCQ-15617

Choice "b" is correct. The Tillers' child tax
credit is $4,000 ($2,000 x 2 children). The
refundable portion of the child tax credit for 2022
is the lesser of earned income less $2,500
multiplied by 15% or $1,500.

Choices "a", "c", and "d" are incorrect. See
explanation above.

GEAS 5
HENEY S Child Tax Credit
SS9 3E PARTI $12%=

B DfESRESROZ &,

160. MCQ-02012

Choice "c" is correct. The earned income
credit is refundable. Eligible taxpayers can get
advance payments from their employers because
the credit is assured.

[R1 v MEH)
HEBENEY Y Earned Income Credit
SHhg HE PARTI &£12%=

WA ZEM AT BEAR FHEBIEIR (refundable tax credit)
& LT Earned income credit 832 THZ 5,

#£1Z Child tax credit / Credits for other
dependents +> Education credits (American
opportunity & Lifetime learning credits) (&,
Simulation XX COHBIEZ 515,

PART | — Individual Income Taxation

161. MCQ-11783

Choice "b" is correct.

The legal fees and agency fee ($8,000 + $3,000 =
$11,000) would be qualifying expenses for the tax
credit <deduction limit $14,890 (2022). Medical
expenses do not qualify for the tax credit.

Choice "a" “b” "c” are incorrect.  $5,000 of the
$16,000 of total expenses are not eligible.
Agency fee is also a qualifying expense.
expenses are not eligible for the credit.

(A1 > MBS

HENEYY
sy PE

—EDBEHhEHE-LEFHRHEBSTFELERIZEL
FEA CKERGALEREETSENGL) 05
5. 2022FEIZENTIFETF 1 ALY $14,890
EREL LTERTLIIENTESD,

KEEBETHOEERE L. EREERONE LGS,

Medical

Adoption Credit
PARTI 5125

162. MCQ-02179

Choice "c" is correct. An employee who has
had social security tax withheld in an amount
greater than the maximum for a particular year,
may claim the excess as a credit against income
tax, if that excess resulted from correct
withholding by two or more employers.

Choice "b" is incorrect. The employee may not
seek reimbursement of the excess if the excess
resulted from correct withholding by two or more
employers.

Choice "d" is incorrect. The employee may not
claim the excess as a credit against income tax, if
that excess was withheld by one employer. The
employer must adjust the excess for the
employee.

(GEAN =)
HEREw% | Excess Social Security Tax Withheld
PN = PARTI $12%F

BEHOEAE (two or more employers) 2k > T
BARIEL BRI TV EBE, R FEERO
BIEINAIEE (excess social security taxes paid)%
BT AIEE FiERIERR (refundable tax credit) & L
THERL. ZOHEMAZT LN,
CBRIRECNERE R B,
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13.Tax Procedures

fRE

KAEZEOHNBIZDOWTIE, TAXERIERE L DD pAQIESEZEE LTS,

163. MCQ-02063

Choice "b" is correct. The penalty for failure to
file a tax return by the due date is 5% per month
or fraction of month (up to a max of 25%) on the
amount of tax shown as due on the return. The
penalty for failure to pay by the due date (1/2%
per month) is also based on the amount due.

U4 > MESH)

HENEYY
SHhgE

Failure-to-File (Late Filing) Penalty :

RESENED b NHRAICIRE S B 0NGE,
KMFRZEICRT L 1 A B S L I25% AN RIS &
LTHEELND (BE25%FET).

KIRFBEENE WSS, COERISEE LA,
Failure-to-Pay (Late Payment) Penalty :

M T RNERENTED SNHRAICTEMI NG
WBA. RMBIBICKH L1 1A &I20.5%HH
MNERIEE LTEELOND (&EE25%F T),

AETIE, HEERERHEE (tax liability) $50,000 —
SRR MUNFRE $45,000=K#HFi%E$5,0001=5F L
FESIRIENEE 5N 5,

Penalty Imposed on Taxpayers
PARTI 513

164. MCQ-02093

Choice "c" is correct. Accuracy-related
penalties apply to the portion of tax
underpayments attributable to negligence or
disregard of tax rules and regulations as well as to
any substantial understatement of income tax.

A > MESH)

HENEYY

Penalty Imposed on Taxpayers

MEYHE PARTI $13%

Accuracy-Related Penalty :
MBEOBEREIEHEIZ & > THE - RAEE
BLECEIZKPFEBEORDBHEDIGE, KNk
FAD20%FE YA Negligence Penalty & L TEHRE
bhd, BMEOBEDBRELS “ELW FEIZE

B U < K#HFZED20% 48 X4 A Substantial
Understatement Penalty & L TEEE 513,
COBIREUCNERR SR B,

165. MCQ-06595

Choice "a" is correct. The negligence penalty
with respect to understatement of tax is an
accuracy-based penalty for negligence or for
disregard of tax rules and regulations.

Choice "b" is incorrect. The negligence penalty
with respect to understatement of tax is computed
as 20%, not 25%, of the understatement of tax.
Choice "c" is incorrect. The negligence penalty
with respect to understatement of tax defines
"disregard" as any careless, reckless, and
intentional, not unintentional, disregard of tax rules
and regulations.

Choice "d" is incorrect. The negligence penalty
with respect to understatement of tax is not
imposed in conjunction with the penalty for
substantial underpayment of tax and the penalty
for a substantial valuation misstatement. If the
negligence penalty with respect to understatement
of tax is imposed, the other two penalties cannot
also be imposed.

(Ra > SMESH)

HENEYY
SHhY HE

Negligence Penalty [Z DU\ TIE L LVEER &2 AR
METHD, AIBOEHRESROZ &,

FEHRED”  25% T <. 20%, ..ERY,
ZIRNFC” © unintentional (EETALY) HERY,
BIRED . EREMEIZEES 2 S8 (accuracy
related penalty) (ZI£ 3% EEH D M. LWIFhhd
HRIEIRESNhDZ LI2hD, R Y,
SRR A" DA, IE LY,

385, AFTIE Loppe KIZ Negligence Penalty
MEBEINDLED5 LS T ETRBXAER SN
W5,

Penalty Imposed on Taxpayers
PARTI $13%&
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13. Tax Procedures

166. MCQ-06666

Choice "c" is correct. The taxpayer can
generally avoid penalties if he/she acted in good
faith, if there was a reasonable basis to support
the tax return position, and if the taxpayer did not
have willful neglect.

Choice "a" and “b” are incorrect. See explanations
above. Choice "d"is incorrect. The taxpayer
can generally avoid penalties under certain
circumstances.

(R4 > MES)

(A1 > MBS

HENEYY

Penalty Imposed on Taxpayers

MG HE PARTI $13%

HENEY S

Penalty Imposed on Taxpayers

Witd5E PARTI $13%

WREL. UTFETRTHEZLTONE, BHEED

W EBEIZBEY 5 El8l& (accuracy-related

penalty) ANREIGIRE N5, KEMFBEE L TEH

FMEFIND C &2 B,

a. Had reasonable cause to support the tax

return position;

MWHREDOBRERS Y 3 VICAENLRER (BHL)

b &,

b. Acted in good faith;

HETHo=I &L,

c. Did not have willful neglect.

WRICHE - RAE|EL b TERENI L
(= M@kl ThdL),

SRR ERE R B,

167. MCQ-06665

Choice "c" is correct. The more likely than not
standard involves a position that has a more than
50% chance of succeeding.

Choice "a" is incorrect. The reasonable basis
standard involves a position that is arguable but
fairly unlikely to prevail in court. A numerical
statement of this standard has at least a 20%
chance, not a 10% chance, of succeeding.
Choice "b" is incorrect. The substantial authority
standard involves a position that has a more than
40% chance, not a one-in-four chance, but a less
than 50% chance of succeeding.

Choice "d" is incorrect. Reports issued by the
U.S. Congress, IRS regulations, rules, and
releases, and U.S. court case decisions, but not
foreign court case decisions, constitute substantial
authority for the substantial authority standard.

R E DO FIZBE L TE L OB ORIRE &2 AN
RIRETH D, BIML AL LGRS HBRIZDNTIE
Vol 17 F R h250R— (ERIMEKE LD pd9)
NDELHESRO &,

ZIRFY’a” © Reasonable basis & 13, #FiED
BHERS D 3 VI220%8 (370 1LUT) O

RTEDHDND AR S 2 AN RBRUAH D
REZ NS, 10%TIXRVLDT, BY,

<## > Not frivolous & &, 20%L T DR L A
TOA, BADMIZAREY & IFV R TERORIIE
&% (not patently improper, but arguable) B4
RO avENS, CORBLANLOBEERS Y
a vk, SRIERROMFLIFEBAEL,

ZEIRECD” © Substantial authority & (%, #hFiE
DEERT Y 3 VIZA0%BOHETRDEND
ATREMEN S B L RIRIA H DIRREE LV S,

4 DIBTIERLD T, BY,

FEiREL"c” : More likely than not & %, #h#i&
DEERS S 3 VIZ50%BOERTEDHLND
ATREMEDH DL ARIA H D IREEE LV S,
SIELGY,

B BB OBRERC 3 v EXRFT D
Authority (Fii% - 1B - ¥ - Z DfbDIER
XAEL., ARERHCENETOHFERL) A
ER Gl ORBRWEXFTLEDOLY EHE
K752, Substantial authorityh & % L 388 5
nag, 38y,
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168. MCQ-06671

Choice "c" is correct. [f John relied on the
opinion of a reputable accountant or attorney who
prepared his return and furnished all relevant
information, in general, he would have a
reasonable basis for the tax return position and
could avoid the penalties for understatement of
tax.

Choice "a" is incorrect.  If John took a reasonable
position on his tax return, he is subject to the
penalty for understatement of tax and not to the
penalty for substantial understatement of tax (both
would not be applied at the same time). The
exact penalty that would apply would depend on
the amount of the understatement of tax.

Choice "b" is incorrect. If there was a reasonable
basis for a disclosed tax position on the tax return,
and John acted in good faith, the penalty for
understatement of tax would NOT apply if John
actually did understate his tax. He would still be
liable for the unpaid tax, and any interest, but he
would not be liable for the penalty.

Choice "d" is incorrect. If John's understatement
of tax is a substantial understatement, the penalty
is the same percentage (20%) as for a simple
understatement.

(R4 > MES)

HENEY Y
XIS d2E

ELWERZESHEETH D,

BIRES  BORECLDIAEREOSEED

K E X125 LT Negligence penalty & 7= 1%
Substantial understatement penalty @ LN g AL/ AY
FtEond, SFRY,

BEIRED : REEOBDREICET 5 S5l RR
DBETHEEMIE. Good faith (GHZE) TH-oI &
BT Willful neglect (BEDRR) TIHEWNI &,
fnFiE AR SR IZBIR (disclosure) LTULVz
BERS S 3 VIZDUNVTIE, Reasonable basis
AhnE, BEOBVRECET 5 ERS
(accuracy-related penalty) (ZREIGEBREND,
LAY,

Penalty Imposed on Taxpayers
PARTI 513

ZIREL'd” © Substantial understatement penalty
4. Negligence penalty & & U < RIWFIERIZ%T L
20%EHD (WTFhahBEEShdizoH, EFD
40%IZ1F R B, ERY,

EEEICKY ., BIRERCOAERE LD,
BIREC : —BAIZ, REEEMRE (taxretum
preparer) HMRFIE (CENOREE EICKRBR LT
RS 3 V121 Reasonable basis UL - DiEHL
LRLLEHEEEZBND, IELLY,

169. MCQ-06673

Choice "d" is correct. U.S. District Court cases
are heard before one judge, not a panel of judges.
Choice "a" is incorrect. The U.S. Court of
Federal Claims follows the decisions of the
Federal Court of Appeals , but NOT the
geographical (regional) Courts of Appeals.

Choice "b" is incorrect. Judges for the U.S. Tax
Court hear cases at various locations in the
country, but the justices for the U.S. Supreme
Court do NOT. The Supreme Court hears cases
in Washington, DC with all nine justices present.
The Supreme Court does not conduct jury trials.
Choice "c" is incorrect. When the U.S. Supreme
Court denies a writ of certiorari, it does NOT
confirm the lower court's decision.

G AN 5D

Federal Judicial Process

HENEYY

MG IE PARTI $13%

I LV %R ERE, KERRE £ HIE p.50,

BIREa” | EHFEREFAT (U.S. Court of
Federal Claims) (&, EMBBF~DFEKEH%=
RYFRSEHFTH D, TRIE. £XEHELTD
EFTHEERECHIFT (U.S. Court of Appeals for
Federal Circuit) 12175, &ER (Hiih) %48
L3 5 EIPIEEREFIFT (U.S. Court of Appeals for
Regional Circuit) Tlx7aLy, .32Y,

BIRED” © EFBFARBELIRT (U.S. Tax Court) @
HHEFLKZMTEHHET O, EBREEH
AT (U.S. Supreme Court) [FE&H T > hIzH
WTOHEHZEITI, .32 Y.

BIRELC | EFHEESEKAT (U.S. Supreme
Court) NE4HEMS (writ of certiorari) % H
SRR, FTIEHRTOHROBEEISfThN
mLY, CERY,

~A7N

RIREEd” © B HAEHIRT (U.S. District Court)
Tl&, BHE 1 ALY EHNTHOND,
SIELLY,
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13. Tax Procedures

170. Becker Example

Choice "b" is correct. The total tax on the
return is $5,100. Bob paid in $4,500 by the
original due date of the return ($4,200 withholding
plus $300 paid in with the extension). The
additional $600 ($5,100—$4,500) is subject to the
Failure-to-Pay Penalty because it was paid after
the original due date of the return.

(Ra > MRS
HiFE F Ew 4 | Penalty Imposed on Taxpayers
XiEd5E PARTI 2%

PARTI $13%

AEOBBEREELTLEDHDE. UTDESIZH S,
Y1EEPORRHINGIEE (FTHALY) =3%4,200,
- Y24E3A23BICIER F 55, $300 % #nfi,

- Y245 A18R ICHEEZE #1RH,
- Y1EEOREE FTSHiEE—$5,100,

Failure-to File (Late Filing) Penalty :
ERZEOHEA (RETIEI0M15FT) ICHEE
ZRH LTS DT, Failure-to-File Penalty (X8
=y (7 AN

Failure-to-Pay (Late Payment) Penalty :

M REBEIED ONHRA (KRBT
4M15F T) IZEMI NG WNSEE, FABIEEICT L
1 HAZEIZ05%HEEMNE A& L LTEESN
% (B&E25%%T),

AR TIE, 4158 R TORNTIZES600 (=F8
Fi%8$5,100 — R SR #0UX$4,200 — B NN F $300)
L. Failure-to-Pay Penalty A8 513,

<BE>HEZEDREHROIER (extension) %
2t =546, RAIOBREHR (BEAFSEH : 4/15)
FTCICHEEOMBEBDIO%EMMA L. AEHL
D, EREBEOBREHR (EAFSEH : 10/15) *
TIZSEMT NIL, Failure-to-Pay Penalty (&4t
HIZEESI gL, REOHE. $4,500--$5,100
=88%T&H %,

Underpayment Penalty :

FEMBFOE DT (RTRREBUINRE) 12£5
£18I4 (underpayment penalty : BTHATRE D RS
LT 1) 12, BEMBE FTHATRE) 481,000
KETHNIE, BENGN,

AETIX. B HEE$5,100 — & R #UX B 28
$4,200=%$9007%: D T, Underpayment Penalty &
BINGLN,

171. Becker Example

Choice "d" is correct. Following an audit, if
agreement is reached with the taxpayer, the
taxpayer signs Form 870.

Choice "a" is incorrect.  Upon submission, all
returns are checked for mathematical accuracy
and to ensure that required items such as Social
Security numbers and signatures are not missing.
This check is made regardless of whether or not
the return indicates a refund.

Choice "b" is incorrect.  Office audits are not
normally performed at the national office of the
IRS in Washington, DC. They are normally
performed at local IRS offices.

Choice "c" is incorrect. The Appeals Division, but
not a revenue agent, can settle an unresolved tax
issue based on the probability of winning the case
in court.

G EVAN: 5|
HENEwyS | TaxAudit
SS9 3E PARTI &£13%=

ELWERZZESEETH D,

BREa IRE SN2 TOHREEICZDNT
SHEAE LA (mathematical accuracy) 2 A
RNDBEWHREDF v I EITI,
CEMERDIBEEL T THRODT, BY,

ERED . WBREDBEFIEEEFTAIHD
i E=EHET 5 IRS 4 7 4 AT, EHEREN
fhnsd, ERY,

BIREC : RERZBHIER (appeals division) 15,
AREN S DRIREILTIZX LT, Fahesor=
BEDGHREEER LIRREIRTE SR
EFD CXIRS OFAEBEIGZOERER-AELN),

CLERY,

FIRE D © BBAREOERICMBIELIRRL
=56, MBiEE. 68Em (Form870) I2F&
Z L., TRHE SleRMEFEHEREXS,
EREA~NDEBERICLY., MBE S RIREH &L
T, MBRDETSENEREST D LIRS,
SOEL LY,
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172. MCQ-06678

Choice "d" is correct. The U.S. Court of
Federal Claims has jurisdiction over most claims
for money damages against the United States,
one type of which is tax refunds.

Choice "a" is incorrect. The Supreme Court
seldom hears tax cases, regardless of the
importance of the tax issues to the economic
health of the nation. That means that the Courts
of Appeals often have the last word on tax issues.
Choice "b" is incorrect. The U.S. Tax Courtis a
specialized trial court, not an appellate court. It
hears only Federal tax cases, not Federal tax and
other Federal cases.

Choice "c" is incorrect. Unlike normal non-tax
cases, the taxpayer most often bears the burden
of proof in civil tax cases. In certain tax cases,
the burden of proof shifts to the IRS, but this shift
has nothing to do with which party can afford
expensive lawyers.

G EVAN: 5|

HEE kw4 | Judicial Process
Mg HE PARTI $13%

BHIERRIZDWTIRS EMBEDBTEEIC
ELBMo5HE. REIDERFHETERT,
EHAREH TS THERAETZ D,
SRR L TCE LW EEARBETH S,
iR : EFPREFFIRT (U.S. Supreme

Court) TEBFBFRIAIED 2 =IT/bON TG,
SERY,

ZERED”  ERABEHAT (U.S. Tax Court) (3,
EHBOBIEFEN (federal tax cases) DFHEHL
YI/RSET (FFR) FHHFT (tial court) TH D,

CERY,

FEREC  BE. RELGOIMBERICIEEE
ERHD, CRY,

FRECD” - EIPEEREHAT (U.S. Court of
Federal Claims ) &, EHRBA~D GEf) 3K
EUHERYBSEHFTHD, IELLY,
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