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QUESTION 1

Don Wolf became a general partner in ABC Associates on January 1, 1989, with a 5% interest in ABC\\'s profits, losses,
and capital. ABC is a distributor of auto parts. Wolf does not materially participate in the partnership business. For the
year ended December 31, 1989, ABC had an operating loss of $100,000. In addition, ABC earned interest of $20,000
on a temporary investment. ABC has kept the principal temporarily invested while awaiting delivery of equipment that is
presently on order. The principal will be used to pay for this equipment. Wolf\\'s passive loss for 1989 is: 

A. $0 

B. $4,000 

C. $5,000 

D. $6,000 

Correct Answer: C 

Explanation: 

Choice "c" is correct. Wolf\\'s passive loss for 1989 is $5,000 ($100,000 operating loss × 5% interest in 

partnership). 

Choice "a" is incorrect. Wolf did not materially participate in the partnership, so the loss was passive. 

Choice "b" is incorrect. Wolf\\'s passive loss of $5,000 could not be reduced by his distributive share of the 

partnership\\'s "interest income" totaling $1,000. Interest income is considered "portfolio income," and 

neither the partnership nor a partner can offset it against passive losses. 

Choice "d" is incorrect. No items of income or deduction from portfolio income or activities in which the 

taxpayer materially participates may be combined or offset with passive losses unless the activity 

generating the loss is completely disposed of in a taxable transaction. 

 

QUESTION 2

Frictional unemployment refers to unemployment resulting from: 

A. The skills of workers do not correspond to the skills demanded by employers. 

B. The time needed to match qualified job seekers with available jobs. 

C. Seasonal decreases in demand for labor. 

D. A recession in the economy. 

Correct Answer: B 

Explanation: 
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Choice "b" is correct. Frictional unemployment is the unemployment that arises from workers routinely 

changing jobs or from workers being temporarily laid off. It results from the time needed to match qualified 

job seekers with available jobs. 

Choice "a" is incorrect. This is structural unemployment. 

Choice "c" is incorrect. This is seasonal unemployment. 

Choice "d" is incorrect. This is cyclical unemployment. 

 

QUESTION 3

Which of the following documents would most likely contain specific rules for the management of a business
corporation? 

A. Articles of incorporation. 

B. Bylaws. 

C. Certificate of authority. 

D. Shareholders\\' agreement. 

Correct Answer: B 

Explanation: 

Choice "b" is correct. The bylaws are adopted by the incorporators or directors, are not required to be filed, 

and generally will contain rules desired regarding the operation of the corporation. 

Choice "a" is incorrect. Articles of incorporation are filed with the state and contain information regarding 

the formation of the corporation. 

Choice "c" is incorrect. A certificate of authority is filed with the foreign state that a business wishes to do 

business in and with permission from that state. 

Choice "d" is incorrect. A shareholder agreement is a contract between shareholders for any rights or 

duties agreed upon between the parties. 

 

QUESTION 4

When disclaiming an opinion due to a client-imposed scope limitation, an auditor should indicate in a separate
paragraph why the audit did not comply with generally accepted auditing standards. The auditor should also omit the: 
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A. Option A 

B. Option B 

C. Option C 

D. Option D 

Correct Answer: D 

Explanation: 

Choice "d" is correct. When disclaiming an opinion because of scope limitations, the auditor should 

indicate in a separate paragraph(s) the reasons that the audit did not comply with GAAS. The auditor 

should also omit the scope paragraph. The opinion paragraph is not omitted; however, it indicates that no 

opinion is expressed. 

Choices "a", "b", and "c" are incorrect, as per the above explanation. 

 

QUESTION 5

Under the Revised Model Business Corporation Act, when a corporation\\'s bylaws grant stockholders preemptive
rights, which of the following rights is(are) included in that grant? 
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A. Option A 

B. Option B 

C. Option C 

D. Option D 

Correct Answer: C 

Explanation: 

Rule: Preemptive rights provide a shareholder with a right of first refusal to buy a share of newly issued 

shares sufficient to maintain the shareholder\\'s proportionate share of rights in any newly issued shares. 

Rule: Preemptive rights do not provide a shareholder with the right to a proportionate share of corporate 

assets on dissolution. 

Choice "c" is correct. "No - Yes." 

Choices "a", "b", and "d" are incorrect, per the above rules. 
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