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Chapter 2
Tax Determination, Payments, and Reporting Procedures

TRUE-FALSE QUESTIONS—CHAPTER 2
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The amount of the adoption credit is not affected by the amount of the taxpayer's adjusted gross
income (AGI) when the taxpayer adopts a child with special needs.

Married filing jointly and qualifying widow(er) share the same tax rates.

For purposes of the child and dependent care credit, only the custodial parent can claim a child as
a qualifying child.

For tax years beginning after 2017 and before 2026, the initial child tax credit equals $2,000 for a
dependent child under the age of 17.

Employers are required to withhold Medicare taxes on only the first $200,000 of Medicare wages.
Taxpayers with taxable income of less than $100,000 must use the Tax Table to determine their
tax liability.

A retirement savings contributions credit is available for a $1,000 contribution to a qualified
retirement plan by a dependent whose AGI is only $10,000.

For 2019, the maximum penalty for failing to comply with the ACA mandate on any taxpayer’s
tax return is $695.

The American opportunity credit is available only for qualified higher education expenses paid
during a student's first two years of college.

Taxpayers eligible to claim the earned income credit can use it to reduce their tax liability and, in
some cases, to create a tax refund.

For purposes of claiming the earned income credit, a married child must be the taxpayer's
dependent in order to claim the child as a qualifying child.

A married taxpayer with $80,000 of taxable income filing married filing separately will have a
larger tax liability than an unmarried taxpayer with the same taxable income.

The tax liability on $50,000 of taxable income would be the same if computed using the tax rate
schedule and the tax table.

Comparing the tax on $350,000 of taxable income for each tax filing status, the filing status that
produces the greatest amount of tax is married filing separately.

Taxpayers with AGI in excess of $250,000 are not entitled to the child and dependent care credit.
Employers withhold social security and Medicare taxes only on the first $200,000 of each
employee’s wages.

For purposes of computing the child and dependent care credit, taxpayers multiply their qualified
dependent care expenses by a percentage that ranges from 20% to 35%.

There are more steps involved when using the Tax Table to compute a taxpayer’s tax liability when
compared to using the Tax Rate Schedules.

Individuals may obtain an automatic extension of four months to file their tax returns.

For purposes of the child and dependent care credit, a dependent child who is not incapacitated
must be under age 13.

A portion of the adoption credit may be refundable for certain taxpayers.

To qualify for the earned income credit, the taxpayer must maintain a home for at least one
qualifying child.

When a single taxpayer with one qualifying person receives nontaxable reimbursements from his
employer's dependent care assistance plan, the $3,000 dollar limit must be reduced by the
nontaxable reimbursements when computing the taxpayer's child and dependent care credit.
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For taxpayers with AGI in excess of $250,000, the child tax credit is completely phased-out.

For a taxpayer with AGI of $150,000, the full amount of the adoption credit is available if the
taxpayer adopts a child with special needs, regardless of the actual adoption costs.

The maximum retirement savings contributions credit for any taxpayer is $1,000.

A cash basis taxpayer takes the adoption credit in the year the adoption expenses are paid.

The adoption credit cannot be taken if the adoption of a foreign child is never finalized.

The adoption credit cannot be taken if the adoption of a U.S. child is never finalized.

A dependent physically unable to provide self-care is a qualifying person for purposes of the child
and dependent care credit, regardless of the dependent's age.

The education credit is not available to a person filing married filing separately.

For purposes of the child and dependent care credit, a spouse who does not work but attends college
full time for 9 months during the year is deemed to earn $2,500 if he and his wife have one
qualifying person.

Unmarried taxpayers with AGI in excess of $75,000 are not entitled to the child tax credit.

Any unused child tax credit (due to not having enough tax liability) can be carried forward and
used in the next tax year.

The amount of the earned income credit is computed by looking up the credit based on both the
taxpayer's earned income and adjusted gross income and taking the lesser of the two amounts.
Taxpayers must have some amount of earned income in order to take the earned income credit.
Tuition paid in 2019 for courses that begin before April 1, 2020 count toward the 2019 education
credit.

When there is no custodial parent, the parent with the least amount of AGI gets to claim the earned
income credit for the qualifying child.

For taxpayers in the 12% tax bracket, the tax savings from a $100 tax deduction is better than a
$10 tax credit.

Taxpayers in the 12% tax bracket pay the same tax rate on their qualified dividends and net capital
gain as they do on their wages and other types of income.

The maximum American opportunity education credit is per taxpayer; the maximum lifetime
learning education credit is per eligible student.

Childcare payments made to a relative that the taxpayer claims as a dependent do not count as
qualified expenses for purposes of the child and dependent care credit.

The earned income credit is not available to married persons who file separately from their spouses.
The child tax credit is not available to married persons who file separately from their spouses.
The amount of the refundable (additional) child tax credit may not exceed $1,400 per qualifying
child under age 17 for 2019. The $500 partial credit for any other dependent is nonrefundable.
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MULTIPLE CHOICE QUESTIONS—CHAPTER 2
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The maximum adoption credit for 2019 is:

a.  $2,400.
b.  $5,000.
c.  $6,000.
d.  $9,350.
e.  $14,080.

The IRS presents the tax rates to individual taxpayers in the form of Tax Rate Schedules and a Tax

Table. Taxpayers who use the Tax Table to compute their tax will find that for an equal amount of

taxable income their tax will always:

a.  equal the tax determined from using the Tax Rate Schedule for the proper filing status.

b.  be larger than the tax determined from using the Tax Rate Schedule for the proper filing
status.

c.  be smaller than the tax determined from using the Tax Rate Schedule for the proper filing
status.

d.  equal or be within a few dollars of the tax determined from using the Tax Rate Schedule for
the proper filing status.

e.  always be different from the tax determined using the Tax Rate Schedule for the proper filing
status.

Education tax credits are reported on:

a. Form 8839.

b. Form 8863.

c. Form 2441.

d.  Schedule 8812.

e. Form 2120.

The full child tax credit is available to a married couple who files a joint tax return and whose AGI

does not exceed:

a.  $55,000.

b.  $400,000.

c. $75,000.

d.  $110,000.

e.  $200,000.

The full child tax credit is available to unmarried taxpayers whose AGI does not exceed:

a.  $55,000.

b.  $200,000.

c. $75,000.

d.  $150,000.

e.  $125,000.

Which of the following types of gross income can be reported on Form 1040-SR in 2019?

a.  wages, tips, taxable scholarships, dividends, and interest.

b.  wages, tips, taxable scholarship, interest, and unemployment compensation.

C.  wages, tips, annuities, pensions, and interest.

d. wages, pensions, and interest.

e.  all of the above.
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Taxpayers sending a check in payment of taxes should make the check payable to the:

a. IRS.

b.  Internal Revenue Service.

c.  United States Treasury.

d. either a. or c. above.

e.  any of the above.

Which of the following credits may be carried over if not entirely utilized in the current year?

a.  Child tax credit

b.  Child and dependent care credit

c.  Adoption credit

d.  Earned income credit

e.  Premium tax credit

Which of the following taxpayers qualifies to claim the child tax credit?

a. A taxpayer who files as head of household and claims his 18-year-old daughter as a
dependent.

b. A divorced taxpayer who claims his 15-year-old son as a dependent. The son lives most of

the year with the ex-wife. The taxpayer was given the dependency exemption when the ex-
wife signed away her right to claim the son as her dependent.
c. A 25-year-old unmarried taxpayer who claims her 10-year-old sister as a dependent.
d. bothb.andc.
e. botha. andb.
Employees who work for two employers may have too much in OASDI taxes withheld from their
gross wages. To have too much in OASDI taxes withheld from their pay in 2019, employees’ gross
wages would have to exceed:

a.  $200,000.
b.  $128,400.
c.  $250,000.
d.  $132,900.
e.  $110,000.

When a taxpayer with three qualifying persons computes the child and dependent care credit, the
law limits the eligible dependent care expenses to:

a.  $2,500.
b.  $3,000.
c.  $5,000.
d.  $6,000.
e.  $9,000.
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For tuition expenses paid during the year for a student attending graduate school, an education

credit is available that is equal to:

100% of up to $2,500 of such expenses.

20% of up to $2,500 of such expenses.

20% of up to $10,000 of such expenses.

50% of up to $10,000 of such expenses.

e.  $2,000 plus 25% of the next $2,000 of such expenses.

In 2018, a couple pays $10,000 towards the adoption of a U.S. born child. The couple pays another

$10,000 in 2019 when the adoption is finalized. In both years, AGI is less than $150,000. Which

of the following statements best describes the couple's adoption credit?

a.  The couple is entitled to a $10,000 adoption credit in 2018 and a $4,080 adoption credit in
20109.

b.  The couple is entitled to a $20,000 adoption credit in 2019.

c.  Thecoupleis entitled to a $14,080 adoption credit in 2019, and will carryover $6,190 to 2020.

d.  The couple is entitled to a $10,000 adoption credit in 2018, a $4,080 adoption credit in 2019,
and will carryover $6,190 to 2020.

e.  None of the above.

After taking into consideration a couple's AGI in 2019, the couple's American opportunity credit

and lifetime learning credit are $5,000 and $1,800, respectively. The couple's refundable and

nonrefundable education credit is:

a.  $5,000 and $1,800, respectively.

b.  $0 and $6,800, respectively.

c.  $3,000 and $3,800, respectively.

d

e

o0 o

$6,800 and $0, respectively.
$2,000 and $4,800, respectively.
The child tax credit for a married couple with two dependent children (ages 6 and 9) and AGI of
$121,600 is:
a. $0.
b.  $600.
c.  $1,400.
d.  $4,000.
e none of the above.
The maximum per student American opportunity education tax credit available is:
a.  $1,500.
b.  $2,000.
c. $2,500.
d.  $3,000.
e.  $4,000.
A taxpayer works two jobs during 2019. He earns $61,400 at the first job, and $79,700 at the second
job. Each employer withholds the correct amount of FICA taxes (OASDI and Medicare). The
taxpayer's excess OASDI withheld for 2019 equals:

a. $508.
b. $533.
c. $834.
d.  $719.
e. $0.
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The maximum child and dependent care credit that a married couple with three qualifying children
can claim is:

a. $2,100.
b.  $1,800.
c. $3,150.
d.  $1,200.
e.  $2,400.

The maximum child and dependent care credit that a single parent with one qualifying child can
claim is:

a. $1,000.
b. $600.

c. $1,050.
d.  $1,200.
e. $1,500.

A married couple files a joint return. During 2019 they pay college tuition and fees for their two
dependent children. Before taking the phase-out for excess AGI into consideration, the couple has
calculated their American opportunity credit to be $2,300. If the couple's AGI is $112,000, their
refundable education tax credit equals:

a. $1,380.
b. $0.

c. $690.
d  $920.
e. $1,035.

During 2019, an unmarried taxpayer paid tuition and fees of $8,000 on behalf of her dependent
son, who is a full-time student attending his third year of college. If the taxpayer's AGlI is $54,000,
her total education tax credit equals:

a. $640.
b.  $960.
C. $1,600.
d.  $3,500.
e. $2,500.

During the year, a married couple pays $3,500 in qualified childcare expenses to a nanny to look
after their 8-year-old son. The hushand works and has $56,000 of wages during the year; the wife
attended college as a full-time student for 10 months of the year. Based on the couple's AGl, the
percentage they can use to compute their child and dependent care credit is 26%. The couple's child
and dependent care credit is:

a.  $910.

b.  $780.

c. $650.

d.  $1,000.

e. $0.

Which of the following is a refundable credit?
a.  The lifetime learning education credit

b.  The retirement savings contributions credit
c.  The premium tax credit

d.  The child and dependent care credit

e.  None of the above is refundable credits
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Which of the following childcare costs can a taxpayer use in computing the child and dependent

care credit?

a.  Payments made to the taxpayer's 17-year-old daughter to look after her younger brother after
school so that the child's parents can both work.

b.  Payments made to the taxpayer's mother to look after the taxpayer's children after school so
that the taxpayer can work. The taxpayer cannot claim her mother as a dependent.

c. Payments made to a childcare facility. The taxpayer is reimbursed from the employer's
dependent care assistance plan for the childcare costs, and the taxpayer excludes the
reimbursement from gross income.

d.  Allof the above childcare costs count in the calculation of the child and dependent care credit.

e.  None of the above childcare costs count in the calculation of the child and dependent care
credit.

The additional child tax credit is claimed on:

a. Form 2441.

b.  Schedule 8812.

c Form 8863.

d.  Schedule EIC.

e. Form 1116.

A taxpayer's earned income and AGI are both $34,500. The taxpayer's total tax liability (before

any tax credits) is $1,300. The taxpayer's only tax credits are an $840 child and dependent care

credit and the child tax credit for two qualifying children. The taxpayer's refundable child tax credit

$2,800.
$460.
$0.
$1,540.
$700.
h|ch of the following credits may be partially refundable and partially nonrefundable?
The child tax credit
The retirement savings contributions credit
The earned income credit
Exceeds OASDI withholding
The lifetime learning education tax credit
h|ch of the following statements is not correct regarding the education credit?
The lifetime learning credit is 100% nonrefundable.
Lower AGI thresholds apply to reduce the American opportunity credit for higher income
taxpayers.

o gm.a.o o gm.a.o o5

c.  The lifetime learning credit is available to students who attend graduate school.
d.  The maximum American opportunity credit is $2,500 for each eligible student.
e.  All of the above statements are correct.
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FILL-IN-THE-BLANK—CHAPTER 2
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Taxpayers complete to compute their child and dependent care credit.
The social security (OASDI) tax rate (not the Medicare rate) for employees is
Form is used to request an automatic extension of time to file the |nd|V|duaI

income tax return.
The maximum adoption credit for a child with special needs is
The maximum qualified education expense eligible for computing the lifetime Iearnlng credit is

The highest income tax rate imposed on individual taxpayers is
For purposes of computing the child and dependent care credit, the maximum employment related
expenses that can be used to figure the credit for four qualifying persons is
The maximum American opportunity tax credit for an eligible student is
The lifetime learning credit is completely phased-out for an unmarried taxpayer when AGI reaches

Working taxpayers may claim the earned income credit on up to qualifying
children.
Is the child and dependent care credit a refundable or nonrefundable tax credit?

Is the additional child tax credit a refundable or nonrefundable credit?

Employers are required to withhold Medicare taxes at a 2.35% rate on Medicare wages in excess
of

Taxpayers cannot take the earned income credit if they have disqualified income in excess of

An individual may receive an automatic extension of to file an income tax

return.

To claim the earned income credit, an individual without a qualifying child must be at least
years old.

Income taxes paid to a foreign country may be claimed as either a or an

To claim the child tax credit, the qualifying child must be under the age of
Is the nonbusiness energy property credit a refundable or nonrefundable credit?
The portion of the child tax credit that cannot be taken as a nonrefundable credit can often be taken
as a refundable credit, provided that the refundable portion of the credit does not exceed

The premium tax credlt is computed on Form
The maximum retirement savings contributions credit for an unmarrled taxpayer who makes a
$5,000 contribution to his IRA is

Chapter 2 © 2019 CCH Incorporated and its affiliates. All rights reserved.
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SUPPLEMENTARY PROBLEMS—CHAPTER 2

96.

97.

Essay: Answer the following essay questions.

a. Discuss who qualifies for the earned income credit.

b. Explain the difference between a refundable tax credit and a nonrefundable tax credit, and give
an example of each.

Fill-in-the-Form: Prepare Form 1040, for Thomas Wirsing using the information provided. Your

instructor will provide a blank Form 1040 and Tax Table information for incomes of $28,000 to

$29,000.

Thomas A. Wirsing (SSN 621-11-7650), a 25-year-old unmarried taxpayer, resides at 19 Crestview
Drive, Plymouth, Wisconsin, 53073. During the year, he earned $38,000 as a salesperson and
received $360 in taxable interest. Thomas claims the standard deduction. His employer withheld
the following taxes from his wages:

Federal income tax $3,574
State income tax 950
Social security tax 2,356
Medicare tax 551

Thomas signs his return on April 15, 2020, and elects to have $3 go to the Presidential Election
Campaign fund. He gets full health care coverage through his employer and is compliant with the
ACA mandate.

© 2019 CCH Incorporated and its affiliates. All rights reserved. Chapter 2
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E‘l 04 Department of the Traasury—intamal Asvenue Sarice {99) 2@1 B
& U.S. Individual Income Tax Return 4 OME Mo. 1545-0074
Filing status: [ ] Single [ | Mamiedfiingjointty | | Mamied filing separately | | Head of housshold [ Qualifying widowien

IRS Usa Only—Do not write or stapis in fis space.

Your first name and initial Lzst name Your social security numbsr
P!
Your standard deduction: |:| Someons can claim you as a dependent |:| You were bom before January 2, 1054 |:| You are blind
If joint retum, spousa’s first name and initizl Lest name Spousa’s social security number
Spouse standard deduction: D Someone can claim your spouse a& 8 dependent |:| Spouse was bom before January 2, 1954 |:| Full-year health care coverage
[] Spouse is blind [ Spouse itemizes on & separate retum or you were dusl-status alisn or exempt (se2 inst.)
Home eddress (number and strest). f you have a PO, box, ses instructions. Apt. no. Presidential Election Campaign
[pee inst) [] vou []spouse
City, town or post office, state, and ZIF code. if you have a foreign address, attach Schedule 6. If mara than four dependents,
seg inst. and « here D
Dependents (s=e instructions): {2) Secial sacurity number [3) Relationship to you (#) o if qualifies for {see inst ):
(1) First nama Last nama (Chilid faux credit Cradit for other dependants
L] Ll
Sian Under panalties af perjury, | eciars that | have axamined this returm end accompenying SCheculss and stataments, and to e best af my knowledge and balsl, they are e,
Hg comect, end complate. Decieration of preparer (othar than taxpayer s based on el information of which preparer Nas any kKnowisdgs.
ere Yiour signature Date Your occupation If the IRS sent you &n Identity Pratection
Joint return? PIN, entar it
Sea instructions. herelseerﬁd.]l I I I I I I
Keep & copy for Spouss’s signature. [ 2 joint retum, both must sign. | Date Spousse's occupation If the IRS sent you an |dentity Protection
your recards. PIM, entar it
hers [ses inst) I I I I I I
Paid Preparer's name Preparer's signature PTIM Fim's EIN Check if-
=t [[] = Party Cesignee
Preparer = - [] setempioyed
' L3 3
Use Dnly irm’'s name one No

Firm's eddress =

For Disclosure, Privacy Act, and Paperwork Reduction Act Motice, see separate instructions. Cat. Mo, 112208 rorm 1040 (2018
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Form 1040 (2018} Fage 2
1 Wages, salaries, tips, etc. Attach Formis) W-2 . e 1
28 Tax-axempt interest . . . 2a b Taxable interest 2b
Aach Form(s) . - . -
Wi-2_ Als0 attech 3a Cuslified dividends . . . 3a b Ordinary dividends 3b
Formis) W-2G and . .
1095-A H 2y wes 4a  |RAs, pensions, and annuities . 4a b Taxable amount 4b
whnhel. 5a  Socisl security benefits . . 5a b Taxsble amount 5h
6  Totelincome. Add lines 1 through 5. Add any emount from Scheduls 1, line 22 ]
T Adjusted gross income. Hywhauennadmmmslalncumermerlhemnlfmmlnnﬁ u:lhemﬂe
(Gtangard . Subiract Scheduls 1, line 36, from line& . L T
Deduction for— g Mddammmulmnlmddamumaﬂ‘mmsmmbm L 8
» Singha or marmied
fiing separateyy, | B Qualified business income deduction (see instructions) . . . . . S . e a
$12.000 10 Taxsble income. Subtract lines 8 and 9 from line 7. f zero or less, enter -0- . P 10
» Mamled filng
jointty or Cuaitying [11 & Tax [see inst) [check fenyfrom: 4 [ | Formig) 8814 2 [ |Formagrz 3 I:l I |
$24M[Ef]- b Add any emount from Schedule 2 and check hera . . . N |:| i1
'%Dr:om 12 a Child tax credit/credit fior other dependents thwmu-ﬂfmm&:{'ﬂia&nrddmkhemh | 12
$18000 13 Subfract line 12 from line 11. Fzero orless, enter - . . . . . . . . . . . . . . 13
sliyouchecked 44  Otherfaxes. Atach Scheduled . . . . . . . . . . . . . . . . . . . . 14
any bo under
16  Tofaltax Add lines 13and14 . . . e e e 15
e or, one. (16 Federalincome tax withheld from Forme W-2and 1009 . . . . . . . . . . _ . . 16
| S | ) Refundeble credits: a EIC (zae inst.) b Sch. BE12 « Form 8863
Add any amount from Schedule & e e e 1T
18 Add lines 16 and 17. These are your fotal peyments . . S oo oo 18
Refund 18 If lime 18 is mare than line 15, subtract line 15 from line 18. This is the amount you overpaid .~ . . 18
20a ﬂn'bumofllnam:.ouwmlmﬁ:ujadwmrfFurmBaaammad‘ed checkhere . . . _ ®» [] |20a
Direct deposit? B EEE - i
2ae) . b Routing numbser iof i i oroioi s i weeType [ Checking [[] savings
»d Accountewmber | | | | | | | | || [ [ ] [ | ||
24 Amount of lin2 18 you want applied to your 2010 estimatedtax . . & | Fal | |
Amount You Owe 22 Amount you owe. Subtract line 18 from line 15. For details on how to pay, see instructions . . . @ 22
23  Estimated tax penalty fseeinstructions) . . . . . . . .k | 23 | |
Go to www.irs. goviForm 1040 for instructions and the latest information. rorm 1040 [201g)
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ANSWERS TO TRUE-FALSE QUESTIONS—CHAPTER 2

1.

©CooNA~WN

16.

17.
18.

19.
20.
21.
22.

23.
24,

25.
26.
27.

28.
29.
30.
31.
32.

False. The full initial credit is allowed to taxpayers who adopt a child with special needs. However,
the AGI limits still apply. In 2019, as AGI gets above $211,160, the adoption credit begins to be
phased out. 1204.10.

True. 1201.02.

True. 1204.02.

True. 1204.07.

False. The rate increases to 2.35% once Medicare wages reach $200,000. 1203.03.

True. 1201.01.

False. The retirement savings contributions credit is not available for dependents. §204.06.

False. The penalty was repealed for taxable years beginning after 2017. §205.

False. The American opportunity credit is available for qualified expenses paid during a student's
first four years of college. §204.04.

True. 1204.11.

True. 1204.11.

False. 1201. However, that will not be the case if taxable income is above $300,000.

False. The tax table uses the midpoint of $50 intervals, so the amounts will be slightly different.
1201.01, 1201.02.

True. 1201.

False. The percentage used in the calculation drops to 20% for taxpayers in the highest income
range. 1204.02.

False. In 2019, employers withhold social security taxes on the first $132,900 of earnings. They
withhold Medicare taxes on all earnings. 1203.03.

True. 1204.02.

False. The Tax Table shows the calculated amount of tax. All that is necessary is to locate the
appropriate row and column. A person computing tax using the tax rate schedules is required to
actually perform the calculations. 1201.01.

False. The automatic extension is for six months. 1208.

True. 1204.02.

False. The adoption credit is a nonrefundable credit. 1204.10.

False. The EIC is available to taxpayers who do not have a qualifying child as long as they
themselves are not claimed as a dependent and are at least 25 and younger than 65 years of age.
204.11.

True. 1204.02.

False. The phase-out is $50 for each $1,000 of excess AGI of $400,000 for MFJ and $200,000 for
MFS. 1204.07.

True. 1204.10.

True. $2,000 x 50% = $1,000. 1204.06.

False. The adoption credit is taken in the year paid only if the adoption is finalized in that year or
in a previous tax year. 1204.10.

True. 1204.10.

False. 1204.10.

True. 1204.02.

True. 1204.04.

False. The deemed earned income is $2,250 ($250 per month x 9 months). 1204.02.
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False. An unmarried taxpayer's child tax credit is phased-out at a rate of $50 for each $1,000 (or
portion thereof) once AGI exceeds $200,000. 1204.07.

False. Any portion of the child tax credit that is not taken as a nonrefundable credit may be eligible
to be taken as an additional (refundable) child tax credit. 1204.07.

True. 1204.11.

True. 1204.11.

True. 1204.04.

False. The parent with the higher AGI gets to claim the EIC. §204.11.

True. The $12 tax savings from a $100 deduction ($100 x 12%) is better than the $10 tax savings
from a $10 tax credit. 1201.04.

False. Taxpayers in the 12% bracket pay no tax (0% rate) on qualified dividends and net capital
gain. 1201.04.

False. The American opportunity credit is per eligible student; the lifetime learning credit is per
taxpayer. §204.04.

True. 1204.02.

True. 1204.11.

False. The phase-out of the child tax credit begins at AGI of $200,000 for taxpayers filing married
filing separately. 1204.07.

True. 1204.07.
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Essentials of Federal Income Taxation

ANSWERS TO MULTIPLE CHOICE QUESTIONS—CHAPTER 2

46.
47.

48.
49.
50.
51.

52.
53.
54.

55.
56.
S7.

58.

59.
60.
61.
62.
63.
64.
65.
66.
67.

68.
69.

70.
71.

72.

73.

e. 1204.10.

d. If taxable income is in the mid-point of the income range in the Tax Table, the amount of tax
will be the same. §201.02.

b. 1204.05.

b. 1204.07.

b. 1204.07.

e. Form 1040-SR accommodates all of the same schedules and income and deduction categories
as Form 1040. 1201.03.

c. 1205.03.

c. 1204.10.

d. Only qualifying children under the age of 17 qualify the taxpayer for the CTC. A younger sibling
passes the relationship test for qualifying child. In the case of divorced parents, only the parent
who claims the child as a dependent can take the child tax credit for that child. 1204.07.

d. 1203.03.

d. 1204.02.

c. The American opportunity credit is only available to students attending their first four years of
college. §204.04.

e. The couple is entitled to a $14,080 (maximum) adoption credit in 2019, the year in which the
adoption was finalized. 1204.10.

e. $5,000 x 40% = $2,000 refundable. 1204.04.

d. 1204.07.

c. $2,000 + (25% x $2,000). 1204.04.

a. ($136,600 x 6.2%) — $8,240 maximum OASDI tax in 2019 = $508. 1203.03.

a. $6,000 for two or more qualifying persons x 35% = $2,100. 1204.02.

c. $3,000 for one qualifying person x 35% = $1,050. §204.02.

d. $2,300 x 40% = $920. The phase-out for MFJ begins at $160,000. 1204.04.

e. $2,000 + ($2,000 x 25%) = $2,500 maximum American opportunity credit. 1204.04.

c. The 26% rate is multiplied by the lesser of (i) $3,500 actual costs, (ii) $3,000 maximum for one
qualifying person, or (iii) $2,500 earned income. The wife is deemed to earn $250 a month for the
10 months that she is a full-time student. §204.02.

c. 1204.13.

b. Payments to a relative count unless the taxpayer claims the relative as a dependent. Payments to
the taxpayer's child under age 19 do not count (regardless of whether the child is claimed as a
dependent), and amounts reimbursed from an employer's dependent care plan do not count if the
taxpayer excludes the reimbursements from gross income. 1204.02.

b. 1204.07.

a. $1,300 total tax liability — $840 child and dependent care credit = $460 nonrefundable child tax
credit. The taxpayer's additional (refundable) child tax credit is $4,000 — $460 = $3,540, but
maximum ACTC is $1,400 per qualifying child; therefore only $2,800 may be claimed. 1204.07.
a. The retirement savings contributions credit, child and dependent care credit, and the lifetime
learning credit are nonrefundable. The earned income credit is 100% refundable. The child tax
credit may be refundable for certain taxpayers. 1204.02; §204.04; 1204.06; 1204.07; 1204.11.

b. Lower AGI thresholds apply to the lifetime learning credit. §204.04.
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ANSWERS TO FILL-IN-THE-BLANK—CHAPTER 2

74. Form 2441 1204.03.

75.  6.2% 1203.03.

76. 4868 1208.

77. $14,080 1204.10.

78. $10,000 1204.04.

79. 37% 201.

80. $6,000 1204.02.

81. $2,500. 1204.04.

82. $68,000 1204.04.

83. 31204.11.

84. nonrefundable §204.02.

85. refundable 1204.07.

86. $200,000 1203.03.

87. $3,500 1204.11.

88. 6 months 1208.

89. 2519204.11.

90. tax credit; itemized deduction 1204.01.

91. 17 9204.07.

92. Nonrefundable, but only available for qualified property placed in service before January 1, 2021.
205.009.

93. 15% of the taxpayer's earned income in excess of $2,500 1204.07.

94. 8962 1204.13.

95. $1,000 ($2,000 limit x 50% maximum rate) 1204.06.
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Essentials of Federal Income Taxation

ANSWERS TO SUPPLEMENTARY PROBLEMS—CHAPTER 2

96. a.

The earned income credit is not available in 2019 to taxpayers whose disqualified income
(interest, dividends, net rental income, etc.) exceeds $3,500. It also is not available to anyone
who is claimed as a dependent, or is married and files married filing separately. An unmarried
taxpayer with no qualifying child, who works and is at least 25 and younger than 65 years of
age, qualifies for the earned income credit, subject to earned income and AGI phase-outs.
Taxpayers who work and have a "qualifying child" can qualify for the earned income credit,
regardless of age, but subject to earned income and AGI phase-outs. A qualifying child need
not be the taxpayer's dependent, but the child must meet the relationship test, age test,
residency test, and the citizenship test used in defining a "qualifying child." However, the
child may provide over half of his or her own support. 1204.11.

A refundable credit offsets the taxpayer's tax liability, but it entitles the taxpayer to a payment
from the government when the amount of the credit exceeds the liability. In contrast, a
nonrefundable credit can offset only the taxpayer's tax liability. When such credits exceed
the tax liability, there is no payment for the excess. The earned income credit and the
premium tax credit are examples of a refundable credit. Examples of nonrefundable credits
are the child and dependent care credit, adoption credit, and the retirement savings
contributions credit. 1203.04.

97. See filled-in Form 1040 for Thomas Wirsing. §205.04.
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Department of the Treasury—Internal Revenue Service (99)
U.S. Individual Income Tax Return

£1040 2019

OMB No. 1545-0074

17

IRS Use Only— Do not write or staple in this space.

Filing Status Single [ _| Married filing jointly || Married filing separately (MFS) || Head of housshold (HOH) || Qualifying widow(er) (QW)
g::;z:?ly If you checked the MFS box, enter the name of spouse. If you checked the HOH or QW box, enter the child's name if the qualifying person is
a child but not your dependent. P
Your first name and middle initial Last name Your social security number
Thomas A. Wirsing 6 2 t1 17650
If joint return, spouse's first name and middle initial Last name Spouse‘sl social security number

Home address (number and street). If you have a P.O. box, see instructions.
19 Crestview Drive

Apt. no.

City, town or post office, state, and ZIP code. If you have a foreign address, also complete spaces below (see instructions).
Plymouth, WI 57073

Presidential Election Campaig
Check here if you, or your spouse if filing
jointly, want $3 to go to this fund.
Checking a box below will not change your
tax or refund. You [_|Spouse

Foreign country name Foreign province/state/county Foreign postal code

If more than four dependents,
see instructions and v here » |:|

Standard Someone can claim: |:| You as a dependent I:‘ Your spouse as a dependent
Deduction L] Spouse itemizes on a separate return or you were a dual-status alien
Age/Blindness  You: [_| Were bom before January 2, 1955 [ Are blind Spouse: [_| Was bomn before January 2, 1855  [_] Is blind
Dependents (see instructions): (2) Social security number (3) Relationship to you (4) ~ if qualifies for (see instructions):
1) First name Last name ild tax credit redit for other dependents
Child d Credit for other depend
L U
L] Ll
1 Wages, salaries, tips, etc. Attach Form(s) W-2 e 1 38,000
2a Tax-exempt interest . 2a b Taxable interest. Attach Sch. B if required 2b 360
Standard 3a  Qualified dividends . 3a b Ordinary dividends. Attach Sch. B if required 3b
Deduction for— 4a  IRA distributions. 4a b Taxable amount 4b
* ?'.”9'9 or Marrisd ¢ Pensions and annuities . 4c d Taxable amount 4d
ling separately,
$12,200 5a Social security benefits . 5a b Taxable amount . 5b
: miﬁl’;recdr'gwcﬁifying 6 Capital gain or (loss). Attach Schedule D if required. If not required, check here » [ 6
:ﬁ";‘gg’l- 7a  Other income from Schedule 1, line 9 Ta
« Head of b Add lines 1, 2b, 3b, 4b, 4d, 5b, 6, and 7a. This is your total income » | 7B 38,360
2105‘5;;00” 8a  Adjustments to income from Schedule 1, line 22 8a
* If you checked b Subtract line 8a from line 7b. This is your adjusted gross income N 8b 38,360
gﬂl;::dunder 9 Standard deduction or itemized deductions (from Schedule ) . . . . . 9 12,200
Deduction, | 0 Qualified business income deduction. Attach Form 8995 or Form 8995-A . 10
| see instructions. _
11a  Addlines9and 10 P 11a 12,200
b Taxable income. Subtract line 11a from line 8b 11b 26,160
For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 113208 Form 1040 (2013)
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18 Essentials of Federal Income Taxation
Form 1040 (2019) Page 2
12a  Tax (see inst) Checkif any from Forms): 1 [ ] 8814 2 [ ] 4s72 3 [ | 12a | 2,945
b Add Schedule 2, line 3, and line 12a and enter the total . . . . . . . . . _ . . _ . » |12b 2,945
13a  Child tax credit or credit for other dependents . . . . . . . . . . | 13a |
b Add Schedule 3, line 7, and line 13a and enter the total P & 13b
14 Subtract line 13b from line 12b. If zero or less, enter0- . . . . . . . . . . . . . . . 14 2,945
15 Other taxes, including self-employment tax, from Schedule 2, line10 . . . . . . . . . . . . 15
16  Addlines 14 and 15. This is your total tax . . N S 16 2,945
17 Federalincome tax withheld from Forms W-2and 1089 . . . . . . . . . . . . ... . 17 3.574
«Ifyou have a 18 Other payments and refundable credits:
qualifying child, a FEamedincomecredit(EIC) . . . . 1 Y . . 18a
attach Sch. EIC.
« lf you have I b  Additional child tax credit. Attach Schedulegst2 . . . . . . . . . 18b
nontaxable ¢ American opportunity credit from Form 8863, line8 . . . . . . . . 18¢c
combat pay, see
instructions. d Schedule 3, lineid . . . 18d
e Add lines 18a through 18d. These are your total other payments and refundablecredits . . . . . W& 18e
19 Add lines 17 and 18e. These are your total payments . . . v N B N 19 3,574
Refund 20 If line 19 is more than line 18, subtract line 16 from line 19. This is the amount you overpaid . . . . . . 20 629
21a  Amount of line 20 you want refunded to you. If Form 8888 is attached, check here . . S S 21a 629

Direct deposit? » b Routing number » c Type: D Checklng [] Savings
See instructions. | | | |

d  Account number

22 Amount of line 20 you want applied to your 2020 estimatedtax . . . . » 22 |

Amount 23 Amount you owe. Subtract line 18 from line 16. For details on how to pay, see instructions . . . . . » 23
YouOwe 24 Estimated tax penalty (seeinstruetiens) . . . . . . . . . . . » | 24 |
Third Party Do you want to allow another person (other than your paid preparer) to discuss this return with the IRS? See instructions. |:| Yes. Complete below.
Designee [1No
(Other than Designee's Phone Personal identification
paid preparer) name P no. » number (PIN) » | | | | |
Slgn Under penalties of perjury, | declare that | have examined this return and accompanying schedules and statements, and to the best of my knowledge and belief, they are true,
comect, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.
Here Your signature Date Your occupation If the IRS sent you an Identity
Salesperson Protection PIN, enter it here
Joint return? P (seeinst)
See instructions. Spouse’s signature. If a joint return, both must sign. | Date Spouse’s occupation If the IRS sent your spouse an
Keep a copy for Identity Protection PIN, enter it here
your records. (see inst.)
Phone no. Email address
Paid Preparer’s name Preparer's signature Date PTIN Check if:
Pal [ ard Party Designee
reparer
Useponl Firm’s name » Phone no. [] self-employed
y Firm’s address b Firm’s EIN »
Go to www.irs.gov/Form 1040 for instructions and the latest information. Form 1040 (2019)
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DIFFICULTY LEVEL RATINGS—CHAPTER 2

The following table denotes the relative difficulty level of each question. Instructors may wish to
organize test questions based on the difficulty level of the particular class.

True-False Question Ratings

1. Difficult
2. Moderate
3. Moderate
4. Easy

5.  Moderate
6. Easy

7.  Moderate
8.  Moderate
9. Easy

10. Easy

11. Easy

12. Easy

13. Moderate
14. Easy

15. Difficult
16. Easy

17. Easy

18. Easy

19. Easy

20. Easy

21. Moderate
22. Moderate
23. Moderate

24. Difficult
25. Moderate
26. Easy

27. Moderate
28. Easy

29. Easy

30. Moderate
31. Easy

32. Moderate
33. Moderate
34. Easy

35. Moderate
36. Moderate

37. Easy

38. Easy

39. Moderate
40. Difficult
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41.
42.
43.
44,
45,
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Moderate
Difficult

[CLI CK HERE TO ACCESS THE COVPLETE Test BanK

Essentials of Federal Income Taxation

Multiple Choice Question Ratings

46.
47.
48.
49.
50.
51.
52.
53.
54,
55.
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
71.
72.
73.

Moderate
Moderate
Easy
Easy
Moderate
Moderate
Easy
Moderate
Difficult
Easy
Easy
Moderate
Difficult
Easy
Difficult
Moderate
Difficult
Difficult
Difficult
Moderate
Difficult
Difficult
Easy
Moderate
Easy
Moderate
Easy
Moderate
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74.
75.
76.
77.
78.
79.
80.
81.
82.
83.
84.
85.
86.
87.
88.
89.
90.
91.
92.
93.
94.
95.

Supplementary Problem Ratings

96.
97.
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Easy
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Easy
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Easy
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