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QUESTION 1

Tom and Joan Moore, both CPAs, filed a joint 1994 federal income tax return showing $70,000 in taxable income.
During 1994, Tom\\'s daughter Laura, age 16, resided with Tom. Laura had no income of her own and was Tom\\'s
dependent. Determine the amount of income or loss, if any that should be included on page one of the Moores\\' 1994
Form 1040. In 1992, Joan received an acre of land as an inter-vivos gift from her grandfather. At the time of the gift, the
land had a fair market value of $50,000. The grandfather\\'s adjusted basis was $60,000. Joan sold the land in 1994 to
an unrelated third party for $56,000. 

A. $0 

B. $500 

C. $900 

D. $1,000 

E. $1,250 

F. $1,300 

G. $1,500 

H. $2,000 

I. $2,500 

J. $3,000 

K. $10,000 

L. $25,000 

M. $50,000 

N. $55,000 

O. $75,000 

Correct Answer: A 

"A" is correct. $0. Property received by gift has two bases: one for computing gain and another for computing loss.
Joan\\'s basis for gain is the grandfather\\'s adjusted basis ($60,000). Using this basis for gain, Joan has a loss of:
$56,000 - $60,000 = ($4,000 loss). Joan\\'s basis for loss is the fair market value of the property on the date of the gift
($50,000). Using this basis for loss, Joan has a gain of: $56,000 $50,000 = $6,000 gain. In this unusual situation, Joan
has neither a gain nor a loss, although the transaction must be reported. 

 

QUESTION 2

In the current year Jensen had the following items: 
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What is Jensen\\'s AGI for the current year? 

A. $44,000 

B. $59,000 

C. $62,000 

D. $84,000 

Correct Answer: B 

Choice "b" is correct. The question asks for AGI, but all of the items in the list are items of potential gross income. There
are no adjustments included in the list; therefore, in this case, AGI is the same as gross income. The calculation is as
follows: 

Choices "a", "c", and "d" are incorrect, per the above calculation. 

 

QUESTION 3

Doris and Lydia are equal partners in the capital and profits of Agee and Nolan, but are otherwise unrelated. The
following information pertains to 300 shares of Mast Corp. stock sold by Lydia to Agee and Nolan: 

The amount of long-term capital loss that Lydia realized in 1988 on the sale of this stock was: 

A. $5,000 
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B. $3,000 

C. $2,500 

D. $0 

Correct Answer: A 

Choice "a" is correct. $5,000 long term capital loss "realized" in 1988 by Lydia. Be careful, and always check the
question being asked. In this case, the question is how much of a capital loss Lydia realized in 1988. 

Choice "b" is incorrect. $3,000 represents the portion of the $5,000 realized loss that would currently be recognized
unless there were additional capital transactions resulting in gains. Remember that the deduction for capital losses for
an individual is limited to $3,000 each year. Choice "c" is incorrect. $2,500 represents the pre-1986 portion of the $5,000
realized loss that would have given rise to a recognized loss. Pre-1986 law required $2 of net long term loss to give the
benefit of $1 of tax deduction. Current law gives a dollar-for-dollar deduction limited to $3,000 in any year. Choice "d" is
incorrect. $0 would have been the amount of loss recognized if Lydia owned more than a 50% interest in the
partnership. Losses realized on transactions between a partnership and a partner owning more than a 50% interest are
not deductible as the parties would be considered related and any realized loss would be disallowed. 

 

QUESTION 4

Tom and Joan Moore, both CPAs, filed a joint 1994 federal income tax return showing $70,000 in taxable income.
During 1994, Tom\\'s daughter Laura, age 16, resided with Tom. Laura had no income of her own and was Tom\\'s
dependent. Determine the amount of income or loss, if any that should be included on page one of the Moores\\' 1994
Form 1040. Tom received $10,000, consisting of $5,000 each of principal and interest, when he redeemed a Series EE
savings bond in 1994. The bond was issued in his name in 1990 and the proceeds were used to pay for Laura\\'s
college tuition. Tom had not elected to report the yearly increases in the value of the bond. 

A. $0 

B. $500 

C. $900 

D. $1,000 

E. $1,250 

F. $1,300 

G. $1,500 

H. $2,000 

I. $2,500 

J. $3,000 
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K. $10,000 

L. $25,000 

M. $50,000 

N. $55,000 

O. $75,000 

Correct Answer: A 

"A" is correct. $0. Generally, if a taxpayer does not make an election to accrue interest income from Series EE bonds,
the interest is taxable at the time the bonds are cashed. However, an exception applies in this case because Tom
Moore meets the criteria (assume he was 24 years or older in 1990). Savings bonds is tax-exempt when: 

(1)

 It is used to pay for qualified higher-education expenses for the taxpayer, spouse, or dependents; 

(2)

 There is taxpayer or joint ownership with spouse; 

(3)

 The taxpayer is age 24 (or over) when the bonds are issued; and 

(4)

 The bonds are acquired after 1989. 

 

QUESTION 5

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. 

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

A. I only. 

B. II only. 

C. Both I and II. 

D. Neither I nor II. 

Correct Answer: C 
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Choice "c" is correct. Interest earned on Series EE bonds issued after 1989 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 and other nontaxable payments
received for educational expenses (other than gifts and inheritances). 
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