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Preface

USCPA—-Certified Public Accountant of the United States, issued by the AICPA
American Institute of Certified Public Accountants, is one of the most valuable
certificates in the Global Accounting Certificate. Because of its global signature rights,
it can be exchanged for accounting qualifications in eight countries around the world.
At present, USCPA is highly recognized at home and abroad, but the application
process is complex, the examination range is wide, and the English content plagues
the test taker most.

Therefore, based on years of teaching research experience, Gordon USCPA
Research Institute combines “English assessment content” with “Chinese learning
method”. Together with many lecturers and researchers devoted themselves to it,
after 2 years, this set of USCPA textbooks came out aimed specially for Chinese
candidates. This set of textbooks is not a simple listing and display of the knowledge
points of the exams. Instead, it fully considers the background knowledge and thinking
inertia of Chinese candidates, and reorganizes the entire assessment system and
knowledge content. To be more specific, it emphasizes the introduction of background
information, the simplification of language expression, the analysis and comparison of
relevant test sites. Which can help the "zero-based" students read and understand
smoothly, break the barriers of English test.

As a set of USCPA textbooks that is more suitable for Chinese candidates, the
learning methods of this set of books are summarized as follows:

1. The task1 of each book is the latest official blueprints of the year, recommended as
a knowledge guide for the initial learning and a self-check list for the final sprint;

2. Each book is divided into independent chapters/sections and specific tasks. When
learning, it is necessary to have specific details of the test sites, but also need have
overall reflection and macro control of the links between the chapters.

3. The text task specially adds “Background” “Note” “Summary” “Pass Key” “Example”
and other special modules. With the table and legend, it is recommended to focus on
these parts during study.

4. The content and framework of the text are “tailor-made” for Chinese candidates. On
the strength of multi-dimensional reconstruction (“Why test this point?” “What this
point mean?” “How to test?”) of test points, students can better prepare for exam.

5. At the end of the book, Appendix is finally installed. As a supplement to
extracurricular learning, it is recommended to simply understand this part.

Finally, this set of textbooks has condensed the effort of teaching and research of
Gaodun Finance for several years. We sincerely hope that this set of books can help
the majority of candidates pass the exam!

LT

USCPA Research Institute
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Exam Content Overview

Exam Format:

4 hours
50 points 50 points

38 38 2 3 3

MC MC Task-based Task-based Task-based
Question Question Simulation Simulations Simulations
40-45 min 40-45 min 30-40 min 50-70 min 50-70 min

Optional Break Optional Break Standard Break Optional Break
(Clock Runs) (Clock Runs) (Clock Stops) (Clock Runs)

INTRODUCTION

The Regulation (REG) section of the Uniform CPA Examination (the Exam) tests the knowledge and skills that a newly
licensed CPA must demonstrate with respect to:

€ U.S. federal taxation

€ U.S. ethics and professional responsibilities related to tax practice

€ U.S. business law

A listing of reference materials relevant to the REG section of the Exam are included under References at the conclusion
of this introduction.

A.

Content Organization and Tasks

The REG section blueprint is organized by content AREA, content GROUP and content TOPIC. Each topic includes
one or more representative TASKS that a newly licensed CPA may be expected to complete when performing tax
preparation services, tax advisory services or other responsibilities of a CPA.

The tasks in the blueprint are representative. They are not intended to be (nor should they be viewed as) an all-
inclusive list of tasks that may be tested in the REG section of the Exam. Additionally, it should be noted that the
number of tasks associated with a particular content group or topic is not indicative of the extent such content group,
topic or related skill level will be assessed on the Exam. Similarly, examples provided within the task statements
should not be viewed as all-inclusive.

Content Allocation

The following table summarizes the content areas and the allocation of content tested in the REG section of the
Exam:
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CONTENT AREA ‘ ALLOCATION

Area | Ethics, Professional Responsibilities and Federal Tax Procedures 10-20%
Arealll Business law 10-20%
Area lll Federal Taxation of Property Transactions 12-22%
Area IV Federal Taxation of Individuals 15-25%
Area V Federal Taxation of Entities 28%-38%

C. Overview of Content Areas
Area | of the REG section blueprint covers several topics, including the following:

1. Ethics and Responsibilities in Tax Practice — Requirements based on Treasury Department Circular 230
and the rules and regulations for tax return preparers

2. Licensing and Disciplinary Systems — Requirements of state boards of accountancy to obtain and maintain
the CPA license

3. Federal Tax Procedures — Understanding federal tax processes and procedures, including appropriate
disclosures, substantiation, penalties and authoritative hierarchy

4. Legal Duties and Responsibilities — Understanding legal issues that affect the CPA and his or her practice
Area |l of the REG section blueprint covers several topics, including the following:

1. Knowledge and understanding of the legal implications of business transactions, particularly as they relate to
accounting, auditing and financial reporting

2. Areas of agency, contracts, debtor-creditor relationships, government regulation of business, and business
structure

a. The Uniform Commercial Code under the topics of contracts and debtor-creditor relationships

b. Nontax-related business structure content. Area V of the REG section blueprint covers the tax-related
issues of the various business structures

3. Federal and widely adopted uniform state laws and references as identified in References below.

Area lll, Area IV and Area V of the REG section blueprint cover various topics of federal income taxation and gift
and estate tax. Accounting methods and periods, and tax elections are included in the Areas listed below:

1. Area lll covers the federal income taxation of property transactions. Area lll also covers topics related to
federal estate and gift taxation.

2. Area IV covers the federal income taxation of individuals from both a tax preparation and tax planning
perspective.

3. Area V covers the federal income taxation of entities including sole proprietorships, partnerships, limited
liability companies, C corporations, S corporations, joint ventures, trusts, estates and tax-exempt
organizations, from both a tax preparation and tax planning perspective.

D. Skill Allocation

The Exam focuses on testing of higher order skills. Based on the nature of the task, each representative task in
the REG section blueprint is assigned a skill level. REG section considerations related to the skill levels are
discussed below.

Skill levels

Evaluations A | The examination or assessment of problems, and use of judgment to draw conclusions.

Analvsis The examination and study of the interrelationships of separate areas in order to identify
4 causes and find evidence to support inferences.

Application The use or demonstration of knowledge, concepts or techniques.

Remembering The perception and comprehension of the significance of an area utilizing knowledge

and gained.
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F.

Understanding

Remembering and Understanding is mainly concentrated in Area | and Area Il. These two areas contain the
general ethics, professional responsibilities and business law knowledge that is required for newly licensed
CPAs and is tested at the lower end of the skill level continuum.

Application and analysis skills are primarily tested in Areas lll, IV and V. These three areas contain more of
the day-to-day tasks that newly licensed CPAs are expected to perform and therefore are tested at the higher
end of the skill level continuum.

The representative tasks combine both the applicable content knowledge and the skills required in the context
of the work that a newly licensed CPA would reasonably be expected to perform. The REG section does not

test any content at the Evaluation skill level as newly licensed CPAs are not expected to demonstrate that
level of skill in regards to the REG content.

References

L IR IR JER JER JER 2R JER 2N JEK JNK JER JER JER JER 2

Revised Model Business Corporation Act

Revised Uniform Limited Partnership Act

Revised Uniform Partnership Act

Securities Act of 1933

Securities Exchange Act of 1934

Uniform Accountancy Act

Uniform Commercial Code

Internal Revenue Code of 1986, as amended

Treasury Department Circular 230

Treasury Regulations

Other administrative pronouncements regarding federal taxation
Case law on federal taxation

Public Law 86-272

Uniform Division of Income for Tax Purposes Act (UDITPA)

Current textbooks covering business law, federal taxation, auditing, accounting and ethics

Summary blueprint

Content Area Allocation Weight

I. Ethics, Professional Responsibilities and Federal Tax Procedures 10-20%
1. Business law 10-20%
I1l. Federal Taxation of Property Transactions 12-22%
IV. Federal Taxation of Individuals 15-25%
V. Federal Taxation of Entities 28-38%
Remembering and Understanding 25-35%

Application 35-45%

Analysis 25-35%

Evaluation -

~
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Area | — Ethics, Professional Responsibilities and Federal Tax Procedures (10-20%)

Content
group/Topic

Skill
Remembering
and Application | Analysis Evaluation
understanding
IN TAX PRACTICE

A. ETHICS AND RESPONSIBILITIES

Representative tasks

Recall the regulations

governing practice before

1. Audits,
appeals and
judicial
process

B. LICENSING AND DISCIPLINARY SYSTEMS

\/
1. Regulations the Internal Revenue
governing Service.
practice before Apoly th lati
r ion
the Internal pply the regulations
Revenue governing practice before
Service S the Internal Revenue
Service given a specific
scenario.
J Recall who is a tax return
2. Internal preparer.
Revenue Code Recall situations that would
and .
. v result in federal tax return
Regulations
preparer penalties.
Related to tax
return Apply potential federal tax
preparers \/ return preparer penalties

C. FEDERAL TAX PROCEDURES

given a specific scenario.

Understand and explain the
role and authority of state

boards of accountancy.

Explain the audit and

\ appeals process as it relates
to federal tax matters.
Explain the different levels of

\ the judicial process as they

relate to federal tax matters.

Identify options available to
a taxpayer within the audit
and appeals process given a

specific scenario.

oo
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Identify options available to
a taxpayer within the judicial
process given a specific

scenario.

2.
Substantiation

and disclosure

of tax positions

Summarize the
requirements for the
appropriate disclosure of a
federal tax return position.

Identify situations in which
disclosure of federal tax
return positions is required.

Identify whether
substantiation is sufficient

given a specific scenario.

3. Taxpayer

penalties

Recall situations that would
result in taxpayer penalties
relating to federal tax

returns.

Calculate taxpayer penalties
relating to federal tax
returns.

4, Authoritative

hierarchy

1. Common law

Recall the appropriate
hierarchy of authority for
federal tax purposes.

D. LEGAL DUTIES AND RESPONSIBILITIES

Summarize the tax return
preparer’'s common law
duties and liabilities to

communication
, confidentiality
and privacy
acts

duties and . . .
clients and third parties.
liabilities to
. Identify situations which
clients and
. result in violations of the tax
third
) return preparer’s common
parties ) o
law duties and liabilities to
clients and third parties.
Summarize the rules
o regarding privileged
2. Privileged

communications as they
relate to tax practice.

Identify situations in which
communications regarding
tax practice are considered

privileged.
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Area Il — Business Law (10-20%)

Content
group/Topic

Skill

Remembering
and
understanding

Application

Analysis

Evaluation

A. AGENCY

Representative tasks

Recall the types of agent

1. Formation

1. Authority of ) authority.
agents and Identify whether an agency
principals J relationship exists given a
specific scenario.
Explain the various duties
2. Duties and \/ and liabilities of agents and
liabilities of principals
agents and Identify the duty or liability
principals N of an agent or principal

B. CONTRACTS

given a specific scenario.

Summarize the elements of
contract formation between

parties.

Identify whether a valid
contract was formed given a
specific scenario.

Identify different types of
contracts (e.g., written,
verbal, unilateral, express,
implied, etc.) given a
specific scenario.

2. Performance

Explain the rules related to
the fulfillment of
performance obligations
necessary for an executed
contract.

Identify whether both
parties to a contract have
fulfilled their performance
obligation given

a specific scenario.
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Explain the different ways in
which a contract can be
discharged (e.g.,
performance, agreement,
operation of the law).

Summarize the different
remedies available to a
party for breach of contract.

\/

\/
3. Discharge,
breach and
remedies

Identify situations involving
breach of contract.

Identify whether a contract
has been discharged given

a specific scenario.

C. DEBTOR-CREDITOR RELATIONSHIPS

Identify the remedy
available to a party for
breach of contract given a
specific scenario.

Explain the different ways in
which a contract can be
discharged (e.g.,
performance,

agreement and operation of
the law).

Summarize the different
remedies available to a

party for breach of contract.

Identify situations involving
breach of contract.

Identify whether a contract
has been discharged given
a specific scenario.

Identify the remedy
available to a party for
breach of contract given a
specific scenario

D. GOVERNMENT REGULATION OF BUSINESS

11
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Summarize federal laws
and regulations, for
example, employment tax,
qualified health plans

and worker classification
federal laws and
regulations.

E. BUSINESS STRUCTURE

Identify violations of federal
laws and regulations, for
example, employment tax,
qualified

health plans and worker
classification federal laws
and regulations.

Summarize the processes

for formation and

\/
termination of various
1. Selection business entities.
and formation
of business Summarize the non-tax
entity and S operational features for
related various business entities.
operation and - -
termination Identify the type of business
J entity that is best described
by a given set of nontax-
related characteristics.
Summarize the rights,
J duties, legal obligations and
2. Rights, authority of owners and
duties, legal
C management.
obligations
and authority Identify the rights, duties,
of owners and legal obligations or
S authorities of owners or
management
management given a
specific scenario.
Area lll - Federal Taxation of Property Transactions (12-22%)
Skill
Content ;
. Remembering Representative tasks
group/Topic and Application | Analysis Evaluation
understanding

12
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A. ACQUISITION AND DISPOSITION OF ASSETS

1. Basis and
holding period
of assets

\/

Calculate the tax basis of

an asset.

Determine the holding
period of a disposed asset
for classification of tax gain

or loss.

2. Taxable and
nontaxable

dispositions

Calculate the realized and
recognized gain or loss on
the disposition of assets for
federal income tax

purposes.

Calculate the realized gain,
recognized gain and
deferred gain on like-kind
property exchange
transactions for federal
income tax purposes.

Analyze asset sale and
exchange transactions to
determine whether they are
taxable or nontaxable.

3. Amount and

character of
gains and
losses, and

netting process
(including
installment
sales)

Calculate the amount of
capital gains and losses for
federal income tax

purposes.

Calculate the amount of
ordinary income and loss
for federal income tax

purposes.

Calculate the amount of
gain on an installment sale
for federal income tax

purposes.

Review asset transactions
to determine the character
(capital vs. ordinary) of the
gain or loss for federal

income tax purposes.

Analyze an agreement of
sale of an asset to
determine whether it

qualifies for installment sale

13
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treatment for federal income

tax purposes.

4. Related
party
transactions
(including

Imputed
interest)

Recall related parties for
federal income tax

purposes.

Recall the impact of related
party ownership
percentages on acquisition
and disposition transactions
of property for federal
income tax purposes.

Calculate the direct and
indirect ownership
percentages of corporation
stock to determine whether
there are related parties for
federal income tax

purposes.

Calculate a taxpayer’s basis
in an asset that was
disposed of at a loss to the
taxpayer by a related party.

Calculate a taxpayer’s gain
or loss on a subsequent
disposition of an asset to an
unrelated third party that
was previously disposed of
at a loss to the taxpayer by
a related party.

B. COST RECOVERY (DEPRECIATION, DELETION AND AMORTIZATION)

Calculate the impact of
imputed interest on related
party transactions for
federal tax purposes.

Calculate tax depreciation
for tangible business
property and tax
amortization of intangible
assets.

Calculate depletion for
federal income tax

purposes.

14
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Compare the tax benéefits of
the different expensing

\ options for tax depreciation
for federal income tax

purposes.

Reconcile the activity in the
beginning and ending
accumulated tax
depreciation account.

C.GIFT taxtion

Recall allowable gift tax
v deductions and exclusions

for federal gift tax purposes.

Compute the amount of
\ taxable gifts for federal gift
tax purposes.

Area IV — Federal Taxation of Individuals (including tax preparation and planning strategies (15-25%)

Skill

Content

. i icati Representative tasks
group/Topic Rememberlrlg and | Applicatio Analysis Evaluation
understanding n

A. GROSS INCOME (INCLUSIONS AND EXCLUSIONS)

Calculate the amounts
that should be included
in, or excluded from, an
individual’s gross income
as reported on federal
Form 1040 — U.S.
Individual Income Tax
Return.

Analyze projected
v income for use in tax
planning in future years.

Analyze client-provided
documentation to
determine the

\ appropriate amount of
gross income to be
reported on federal Form
1040 — U.S. Individual
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C. ADJUSTMENTS AND DEDUCTIONS TO ARRIVE AT ADJUSTED GROSS INCOME AN

Income Tax Return.

B. REPORTING OF ITEMS FROM PASS-THROUGH ENTITIES

Prepare federal Form
1040 — U.S. Individual
Income Tax Return
based on the information
provided on Schedule K-
1.

D TAXABLE INCOME

Calculate the amount of
adjustments and
deductions to arrive at
adjusted gross income
and taxable income on
federal Form 1040 —
U.S. Individual Income
Tax Return.

Calculate the qualifying
business income (QBI)
deduction for federal

income tax purposes.

D. PASSIVE ACTIVITY LOSSES (EXCLUDING FOREIGH TAX CREDIT |

MPLICATIONS)

Analyze client-provided
documentation to
determine the validity of
the deductions taken to
arrive at adjusted gross
income or taxable
income on federal Form
1040 — U.S. Individual
Income Tax Return.

Recall passive activities
for federal income tax
purposes.

Calculate net passive
activity gains and losses
for federal income tax
purposes.

Prepare a loss
carryforward schedule for
passive activities for

16
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federal income tax

purposes.

Calculate utilization of
suspended losses on the
disposition of a passive
activity for federal income

tax purposes.

E. LOSS LIMITATIONS

Calculate loss limitations
for federal income tax
purposes for an
individual taxpayer.

Analyze projections to
effectively minimize loss
limitations for federal
income tax purposes for
an individual taxpayer.

Determine the basis and
the potential application
of at-risk rules that can
apply to activities for
federal income tax

purposes.

F. FILING STATUS

Recall taxpayer filing

\ status for federal income
tax purposes.
Recall relationships
meeting the definition of
\/ dependent for purposes

of determining taxpayer

filing status.

G. COMPUTATIO

N OF TAX AND CREDITS

Identify taxpayer filing
status for federal income
tax purposes given a
specific scenario.

Recall and define
minimum requirements
for individual federal
estimated tax payments
to avoid penalties.
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Calculate the tax liability
based on an individual's
taxable income for
federal income tax

purposes.

Calculate the impact of
the tax deductions and
tax credits and their
effect on federal Form
1040 — U.S. Individual
Income Tax Return.

Area V — Federal Taxation of Entities (including tax preparation and planning strategies (10—20%)

Skill

Content
group/Topic

Remembering and
understanding

A. TAX TREATMENT OF FORMATION AND LIQUIDATION OF BUSINESS ENTITIES

Applicatio
n

Analysis

Evaluation

Representative tasks

Calculate the realized
and recognized gain for
the owner and entity
upon the formation and
liquidation of business
entities for federal

income tax purposes.

Compare the tax
implications of liquidating
distributions from
different business
entities.

Analyze the tax
advantages and
disadvantages in the
formation of a new

business entity.

B. DIFFERENCES BETWEEN BOOK AND TAX INCOME (LOSS)

Identify permanent vs.
temporary differences to
be reported on Schedule
M-1 and/or M-3.

18
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Calculate the book/tax
differences to be
reported on a Schedule
M-1 or M-3.

Prepare a Schedule M-1
or M-3 for a business
entity.

1.Computations

of taxable
income,

Reconcile the differences
between book and
taxable income (loss) of

a business entity.

C. C CORPORATIONS

Calculate taxable income
and tax liability for a C

corporation.

tax liability and

allowable
credits

Calculate the credits
allowable as a reduction
of tax for a C corporation.

2. Net operating

losses and

Calculate the current-
year net operating or
capital loss ofa C
corporation.

capital loss
limitations

Prepare a net operating
and/or capital loss
carryforward schedule for
a C corporation.

Calculate an entity
owner’s basis in C
corporation stock for
federal income tax

purposes.

3. Entity/owner
transactions,
including
contributions,
loans and

distributions

Calculate the tax gain
(loss) realized and
recognized by both the
shareholders and the
corporation on a
contribution or on a
distribution in complete
liquidation of a C
corporation for federal

income tax purposes.

Calculate the tax gain
(loss) realized and

19
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recognized on a
nonliquidating distribution
by both a C corporation
and its shareholders for
federal income tax

purposes.

Calculate the amount of
the cash distributions to
shareholders of a C
corporation that
represents a dividend,
return of capital or capital
gain for federal income

tax purposes.

Reconcile an owner’s
beginning and ending
basis in C corporation
stock for federal income

tax purposes.

4. Consolidated

tax returns

Recall the requirements
for filing a consolidated
federal Form 1120 —
U.S. Corporation Income
Tax Return.

Prepare a consolidated
federal Form 1120 —
U.S. Corporation Income
Tax Return.

Calculate federal taxable
income for a
consolidated federal
Form 1120 — U.S.
Corporation Income Tax
Return.

5.Multijurisdicti
onal tax issues
(including
consideration
of local, state
and
international
tax issues)

Define the general
concept and rationale of
nexus with respect to
multijurisdictional
transactions.

Define the general
concept and rationale of
apportionment and
allocation with respect to
state and local taxation.

20
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Explain the difference
between a foreign branch
and foreign subsidiary
with respect to federal
income taxationto a U.S.

company.

Explain how different
types of foreign income
are sourced in calculating
the foreign tax credit for
federal income tax

purposes.

Recall payment sources
to determine federal tax
withholding

requirements.

Identify situations where
the base erosion and
anti-abuse tax (BEAT)
would apply.

Identify factors that would
qualify income as
Foreign Derived
Intangible Income (FDII).

Define the components
of Global Intangible Low-
Taxed Income (GILTI).

Identify situations that
would create nexus for
multijurisdictional
transactions.

Identify the federal filing
requirements of cross
border business
investments.

D. S CORPORATIONS

1. Eligibility

and election

Calculate the
apportionment
percentage used in
determining state taxable

income.

Recall eligible
shareholders for an S

21
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corporation for federal

income tax purposes.

Recall S corporation
eligibility requirements for
federal income tax

purposes.

Explain the procedures to
make a valid S
corporation election for
federal income tax

purposes.

Identify situations in
which S corporation
status would be revoked
or terminated for federal
income tax purposes.

Calculate ordinary
business income (loss)
for an S corporation for
federal income tax

purposes.

2.Determination

Analyze both the
accumulated adjustment
account and the other
adjustments account of
an S corporation for
federal income tax

purposes.

of ordinary
business
income (loss)
and separately

stated items

Analyze the accumulated
earnings and profits
account of an S
corporation that has been
converted froma C

corporation.

Analyze components of S
corporation
income/deductions to
determine classification
as ordinary business
income (loss) or
separately stated items
on federal Form 1120S
— U.S. Income Tax
Return foran S
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Corporation.

Calculate the
shareholder’s basis in S
corporation stock for
federal income tax

purposes.

3. Basis of
shareholder’s

interest

Analyze shareholder
transactions with an S
corporation to determine
the impact on the
shareholder’s basis for
federal income tax

purposes.

Calculate the realized
and recognized gain or
loss to the shareholder of
property contribution

to an S corporation.

4. Entity/owner

Calculate the allocation
of S corporation income
(loss) after the sale of a
shareholder’s share in
the S corporation for
federal income tax

purposes.

transactions
(including
contributions,
loans and

distributions)

Analyze the
shareholder’s impact of
an S corporation’s loss in
excess of the
shareholder’s basis for
federal income tax

purposes.

Analyze the federal
income tax implication to
the shareholders and the
S corporation resulting
from shareholder
contributions and loans
as well as S corporation
distributions and loans to
shareholders.

5. Built-in gains J
tax

Recall factors that cause
a built-in gains tax to
apply for federal income
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tax purposes.

E. PARTNERSHIPS

Calculate ordinary
business income (loss)
for a partnership for
federal income tax

purposes.

1.Determination
of ordinary
business

income (loss)

and separately
stated items

Analyze components of
partnership
income/deductions to
determine classification
as ordinary business
income (loss) or
separately stated items
on federal Form 1065 —
u.s

Return of Partnership

Income.

Calculate the partner’s
basis in the partnership
for federal income tax

purposes.

2. Basis of
partner’s
interest and
basis of assets
contributed

Calculate the
partnership’s basis in
assets contributed by the
partner for federal
income tax purposes.

to the
partnership

Analyze partner
contributions to the
partnership to determine
the impact on the
partner’s basis for federal

income tax purposes.

3. Partnership
and partner S
elections

Recall partner elections
applicable to a
partnership for federal

income tax purposes.

4. Transactions

between a
partner and the

partnership

(including

Calculate the tax
implications of certain
transactions between a
partner and partnership
(such as services
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services
performed by a

partner and

performed by a partner or
loans) for federal income

tax purposes.

loans)

Analyze the tax
implications of a partner
transaction with the
partnership (such as
services performed by a
partner or loans) to
determine the impact on
the partner’s tax basis for
federal income tax

purposes.

5. Impact of
partnership

liabilities on a

Calculate the impact of
increases and decreases
of partnership liabilities
on a partner’s basis for
federal income tax

purposes.

partner’s
interestin a
partnership

Analyze the impact of
partnership liabilities as
they relate to the general
partners and limited
partners for federal
income tax purposes.

Calculate the realized
and recognized gains
(losses) by the
partnership and partners
of liquidating distributions
from the partnership for
federal income tax

purposes.

6. Distribution
of partnership

assets

Calculate the realized
and recognized gains
(losses) by the
partnership and partners
of nonliquidating
distributions from the
partnership for federal

income tax purposes.

Calculate the partner’'s
basis of partnership
assets received in a
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liguidating distribution for
federal income tax

purposes.

Calculate the partner’s
basis of partnership
assets received in a non-
liguidating distribution for
federal income tax

purposes.

Recall the situations in
which a partnership
would be terminated for
federal income tax

purposes.

7. Ownership

changes

Calculate the allocation
of partnership income
(loss) after the sale of a
partner’s share in the
partnership for federal
income tax purposes.

F. LIMITED LIABILITY COMPANIES

G. TRUSTS AND ESTATES

H. TAX-EXEMPT ORGANIZATIONS

1. Types of

organizations

Calculate the revised
basis of partnership
assets due to a transfer
of a partnership interest

for federal income tax

purposes.

Recall the tax
classification options for
a limited liability company
for federal income tax

purposes.

Recall and explain the
differences between
simple and complex
trusts for federal income

tax purposes.

Recall the different types
of tax-exempt
organizations for federal
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tax purposes.

2. Unrelated
business

income

Recall the different types
of unrelated business
income for tax-exempt
organizations

for federal tax purposes.
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Task 1 Filing Requirements and Filing Status

BACKGROUND

In the United States, a percentage of all the money that individuals and businesses earn and spend is collected by federal,
state and local governments through various kinds of taxes, such as sales tax, property tax, payroll tax, and income tax. In
addition, income taxes are the primary source of revenue for the federal government and many states, and even some
towns and cities, also impose income taxes. For many individuals, federal income tax is the largest category of tax they
pay. “Nothing is certain, except death and taxes.” Let’s get started with individual income tax. Given the pervasiveness of

taxation, it is important that we understand the tax formula for individuals illustrated below.

Income Tax Formula for Individuals:

Gross Income

< Adjustments >

Adjusted Gross Income |:> AGI

<Standard Deduction>

Or Which is Greater

<ltemized Deduction>

Taxable Income before QBI Deduction

< QBI Deduction >

Taxable Income

X_Applicable Tax Rate |:> Aggressive Tax Rate

Federal Income Tax
< Tax Credits >

Other Taxes
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< Payments >

Tax Due/ Refund

Calculation of Taxable Income (in detail)

Wages

Interest

Dividends

State Tax Refunds
Alimony Received*

Business Income

Capital Gain/Loss
Gross Income
IRA Income

Pension and Annuity

Rental Income/Loss

K-1 Income/Loss
Unemployment Compensation
Social Security Benefits

Other Income

Educator Expenses

IRA

Student Loan Interest Expenses
Alimony Paid*

Health Savings Account
< Adjustments > Moving Expenses **

One-half Self-Employment Taxes

Self-Employed Health Insurance
Self-Employed Retirement
Interest Withdrawal Penalty

Adjusted Gross Income (AGI)

Medical (7.5%)
Taxes-State/Local (income/sales & property
Up to $10,000)

Interest Expense (Home & Investment)

< Standard Deductions > or

< ltemized Deductions >

Charity (AGI limit varies by type)

Casualty/Theft (in excess of 10% of AGI and
Taxable Income before QBI $100 floor)
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Deduction

< QBI Deduction >

Taxable Income

* A divorce agreement entered into on or before December 31, 2018, are deductible by the party making the payment and are
includable in the gross income of the party receiving the payments. This change was made by the TCJA of 2017.

**Adjustment for moving expenses only available for members of U.S. armed force following military order.
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Task 1 Filing Requirements and Filing Status

Form 1040 U.S. Individuals Income Tax Return

E Dapartmient of T Traasony — bl ornal Aosnds S
31040 U.5. Individual Income Tax Retum |2023

OMB Mo, 1545-0074 | 1IR3 Lk Ovady— Duo ool el o Stagia in TS Spass,

For the: year Jan. 1-Dec. 31, 2023, or other tax year beginning . 2023, ending .| Sae separate nstructions.
¥our first name and middle initial Last name ¥our social security mamber
If joind retum, spouse’s first name and middle initial Las? raarme Spouse’s sockal security numbser
Hiome address [number and strest). § you have a P.0. box, s=e instructions. Apt. no. Presidential Election Campaign
Check here if you, o your
City, town, ar post office. if haree a foreign addres=, also complets spaces balow. Saate ZIP code spouse if filing jeintly, want 33
e - 18 go to this fund. Checking a
b bekow will mob changs
Forsign country name Formign province/state‘county Fomeign postal code | your tax ar refund.
[I¥ou 7] Spouse
Filing Status  _| Single |1 Head of housshald (HOH)
Check only ] Mamied filing pointly (2ven If only one had income)
one box. |_| Married filing separataly (MFS) ) Qualifying surviving spouse (0SS)

If yiou cheched the MFS box, enter the name of your spouse. If you checked the HOH or OS5 box, enter the chikd's name if the
qualifying person (s a child but not your dependent:

Digital At any time during 2023, did you: (g) receive (&s a reward, award, or payment for property or services); or (o) sell,

Assots exchangs, or otherwise dispose of & digital asset (or a financial interest in & digital assel)? (See inatructions.) [ Iv¥es | INe

Standard Someone canelaim: || Youssadependent || Your spouse as a dependent
Deduction _ | Spouse itemizes on a separate retum or you were a dual-status aken

Age/Blindness You: || Were bomn bafore January 2,1950 | | Areblind ~ Spouse: || Was born bafore January 2, 1959 [ Is blind

Dependents (see instructions): {2 Social security {3 Relationship  [[4) Check the bow if qualifies for (see instructions]:
p— 1) First name Last name rumiber bo you Child tax credit Credit for ofher dependents
than four L[] |
dependents, []
see (natructions == =
and check - =
here . . L] ] B
Income 1a Total amount from Formis) W-2, box 1 (seeinstructions) . . . . . . . . . . . . . 1a
Attach Formis) b Household employee wages not reported on Formifs) W-2 . . . . . . . . . . . . . b
We2 here. Also ~ © TR Income not reported on line 1a (see instnesctions) . . R R LA 1e
:UMQF:TB d Memmnmmpwnmmtmpmmmwvmmelnump e R 1d
1._.;'9_;?”.: e Taxable dependent care benefits from Form 2441, ine 26 P N R RS e
was withheld. f Employer-provided adoption benefits from Form 8838, line28 . . . . . . . o . L . i
B you did not i Wages o Form B A Bnis 205 L S R R R Y 1g
ﬁ?;‘:ﬂ h Other eamed Income (pesimeiuctions) . . . . . . . o o L L Lo Loooa. 1h
irstruchions. i Montexable combat pay election (see instructions) . . . . . . . | 1 |
T Add lines 12 through 1h G AR ey 1z
Astach Sch. B 2a Tax-axempt interast . 2a b Taxahble Interest 2b
if requinsd. 3a  Cualified dividends 3a b Ordinary dividends . 3b
. e L S 2 e = 2 e L T
e 8 |RA distribustions Aa b Taxable anmount . b
Ms:—-:h d for—| 58 Pensions and annuities Sa b Taxable amount . Sb
* Single or 6a Social security benefits . Ga b Taxable amount . i &b
mﬂm ¢ Hyou elect to usa the ump-sum election mathod, check here (see instructions) s=E
513850 7  Capital gain or loss). Attech Schedule D If required. If not required, chack here o m | R
» Marrind fil
jointy or " 8  Addithonal income from Schedule 1, line 10 8
g spocss,| @ Add lines 1, 2b, 3b, 4b, 5b, 6b, 7, and &, This Is your okl Racomes [
Sl_i:d?;ﬁ 10 Adjustments to income from Schedule 1, line 26 i 2 10
-
hiowesah oid, 11  Subtract line 10 from Ene 9. This = your adjusted minmrm o AN R R R 11
_:’:ffmm 12 Standard deduction or itemized deductions (from Schedule &) . . . . . . . . . . |12
any bow uncer | 43 Qualified basiness income deduction from Form B985 or Form B8885-A4 . . . . . . . . . 13
Dk tion, 14 Add lines 12and 13 . . . EEEREE e 14
|_Setnsiuctions. ) 45 Subdract line 14 from lne 11. Ifzemoness.emer-ﬂ ?hlslsyu:maﬂahm LRI R 15
For Disclosure, Privacy Act, and Paperwork Reduction Act Motice, see separate instructions. Cat. Mo, 112208 Foen 1040 2023

34



MR RL, ALHERR 2% ) Task 1 Filing Requirements and Filing Status

Form 1040 U.S. Individuals Income Tax Return (Continued)

Form 1040 (2023 Page 2
Tax and 16  Tax {see instructions). Check if any from Foernisl 1 [ BB14 2 [ 14072 3| | S35 16
Credits 17 Amouwnt from Schediole 3, Wb & LT T w s 17
18 Add lines 16and 17 . . . . S A R A 18
19  Child tax credit or credit for other :lepen:leﬂs I'omScteme 8312 LR R ARl 18
20 Amount from Schedule 3, ine B 20
2 Add lines 19 and 20 . e |
2 Sub'h'actllnezHrﬂmHEm.Ifzemmles&ema-ﬂ - 22
23  Other taxes, including self-employment teo, from Schedule 2, line 21 23
24  Add lines 22 and 23. This ks your total tax 24
Payments 25 Federal income tax withiheld from:
a Fomni=) W-2 25a
b Formis) 1009 : ¥ 25h
¢ Other forma (gee Instrmllnm] f 25¢
d Add lines 25a through 25¢ . i 25d
tf youhave s 26 2023 estimated tax payments and amumapplladfmmmmm i 26
qualfyingchdd, 37 [Eamed Income credit (EIG) . i 7
attach Soh. EIC.
8 Additional child tax credit from Schedule BE12 2B
2 American opporunity credit from Form BBE3, Bne B . 20
30 Reserved for future use . FEEEE 30
3 Amount from Schedule 3, Bne 15 . 1
32  Add lines 27, 28, 29, and 31. ﬁmmmrmmmmmmm 32
33  Add lines 25d, 26, and 32. These are your total payments . . . . i 33
Refund 34  Hline 33 = more than line 24, subtract Ene 24 from line 33. This Ismeunmnl;uumrpﬂd AT 34
35a  Amount of Bne 34 you want refunded to you. if Form 8888 ks attached, check here . . . ] |35a
Diectdeposit? b Routing number eType: [_|Checking [ | Smllngs
Seeinsinctions. . pceount number Fsl st jlici]
3 Amount of line 34 you went applied to your 2024 estimated tax . . 36 |
Amount 37  Subfract line 33 from Ene 24. This = the amount you owe.
You Owe For details on how 1o pay, oo to www.irs.gov/Payments or see instructions . . . . . . . . 37
38 Estimated tax penalty (seeinatructions) . . . . . . . . . . | 38|
Third Party Do you want to allow another person to discuss this retum with the IRS? Sea p
Designes Imuctiona -0 oL Lol oL Lo s L el a s s ao s L ves Complste belowr. - || Ma
Designes’s Phone Personal identification ey
name no. rumber (PING | | | | | ]
Sig" Under penaities: of perjury, | declars that | hawe sxsminsd this retum and accompamying schedules and statements, and to the best of my knowledge and
H belied, they ane true, comect, and complete. Declaration of preparer jother than taxpayer) is based on all information of which preparer has any knowledge.
ere Your signahure Date our cocupation ¥ the IRS sent you an Identity
Protection PIN, enter @ hers ____
Jaint return? ity {F W
See instructions. Spouse's signature. if a joint retum, both must sign. Diate Spouse’s oooupation i the IRS sant your spouse an
Keep a copy for Identity Protaction P‘IM enter it here
JOur reconds. imoe mst.)
Phone na. Email address
. Preparer's name Preparer's signature Diate PTIN Check if:
Paid J PR ——
Preparer -
UseDnly Fim's. name: Phone na.
Firm's address Firm's EIN
Go to wwwirs. goviForm 1040 for instructions: and the: latest mformation. Fom 1040 2003

.  Requirements for Filing
A. Determine If Taxpayer needs to File a Return
1. General Rule
Generally, an individual must file a tax return (i.e., Form 1040) if gross income equals or exceeds the sum of:
. The regular standard deduction plus

. The additional standard deduction (discussed later in Task 9) amount for taxpayers age 65 or older
(except for married persons filing separately). The additional standard deduction for blindness is not
35
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considered for this purpose.
The $1,750(or $1,400/each spouse for married) additional standard deduction for aged group is included in
determining an individual's filing requirement; the additional standard deduction for blindness and dependency
exemptions are not included.

EXAMPLE- A Single Taxpayer Who is over 65

A single individual age 67 must file a return for 2023 if the individual's gross income is at least
$13,850(standard deduction) +$1,850(additional deduction) =$15,700

B. Determine When to File a Return
1. Due Date - April 15

Tax returns of individuals are due on or before the fifteen date of the fourth month following the close of the
tax year. Thus, for a calendar year taxpayer, the usual filing date is on or before April 15 of the following year.
When the due date falls on a Saturday, Sunday, or legal holiday, the filing deadline is the next business day.

2. Extension
a. “Automatic” Six-Month Extension to October 15

If a taxpayer is unable to file the return by the specified due date, a six-month automatic extension of
time (until October 15) is obtained by filing Form 4868 by no later than the due date of the return. Some
military personnel are allowed extra time to file their Forms 1040.

Although an extension provides additional time to file a return, it does not extend the deadline for paying
any tax due. If more tax is owed, it should be paid when the Form 4868 is filed.

NOTE

Candidates should pay attention to that although the six-month extension is called automatic extension,
taxpayer gets the six months’ extension only by filing a Form 4868. Technically, it cannot be call automatic
extension.

b. Payment of Tax

With either extension, the due date for payment of taxes remains April 15. Payment can be made by
check or more commonly a direct payment using an indicated bank account elected on Form 1040.

C. Where to File
IRS encourages using a tax preparation software to e-file or mailing a paper return to Department of Treasury

Internal Revenue Service.

Il. Filing Status

BACKGROUND

The taxpayer must determine filing status before he/she can determine whether must file a tax return, his/her standard
deduction (discussed later), and tax. The taxpayer also uses filing status to determine whether he/she is eligible to claim
certain other deductions and credits. There are five filing statuses:

(1) Single

(2) Married Filing Jointly

(3) Married Filing Separately
(4) Head of Household, and
(5) Qualifying Widow(er).

If more than one filing status applies to the taxpayer, he/she would choose the one that will give the lowest tax.
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Chech anly
omne box. Married filing separately (MFS) Qualifying surviving spouse (055)

A7 fH PS8 P S Toaal 4 il D H &+ Ml -HH F Yy -

Filing Status Single Head of housshold (HOH) 2
Married filing pointly (sven if only one had Inoomea)

If you checked the MFS box, enter the name of your spouse. If you checked the HOH or OS5 box, enter the child's name If the
qualfying person |s & child but not your dependent:

Single (the Last Day of the Year Test)

A taxpayer who is unmarried, divorced, or legally separated from his or her spouse and does not qualify for another
filing status must file as a single taxpayer. Marital status is determined as of the last day of the tax year, except
when a spouse dies during the year (in this case, marital status is determined as of the date of death).

EXAMPLE- Single Taxpayers

Tony and Kim legally divorced on December 31, 2023. They do not have any dependents. They cannot file
either as married filing jointly or married filing separately for 2023. Instead, each must file as “single” for 2023.

Married Filing Jointly (the Last Day of the Year Test)

1. The taxpayer is considered married for the whole year if, on the last day of the tax year, he/she and his/her
spouse are married and living together in a recognized common law marriage or married and living apart (but
not legally separated or divorced).

. If the taxpayer is married during the year, a joint return may be filed, as long as the parties are still married at
year end. This includes same-sex couples legally married under state law, same-sex couples have the right
to marry in states.

. If the couple get divorced during the year, in other word, they are legally separated at year end, the taxpayer
is considered unmarried for the whole year and is not allowed to file married filing jointly status.

. If one spouse died during the year, the taxpayer is considered married for the whole year and can choose
married filing jointly as filing status.

Married Filing Separately

Most married couples file a joint return, because the combined amount of tax is lower. However, special
circumstance may lead a couple to file separate return. Or a married taxpayer may choose married filing separately
when this filing status may benefit if he/she want to be responsible only for his/her own tax or if it results in less tax
than filing a joint return (but tax rate generally is higher than on a joint return).

If married individual elects to file separate returns, each report only his or her own income, deductions, and credits,
and each must use the tax rates for those married filing separately.

Note that if one spouse chooses to file MFS, the other is forced to do the same, since a joint return must be signed
by both spouses. Additional limitations apply to married persons who file separate returns, examples of these
limitations is that if either spouse itemizes deductions, the other spouse must also itemize.

NOTE

Usually, tax filing software computes the tax under both assumptions to determine which filing status produces
the lower tax liability. Once a joint return has been filed and the due date has passed, the spouses cannot switch
to separate returns for that year. However, if married persons file separately, they can change later to a joint
return.

Qualifying Widow(er) (Surviving Spouse) with Dependent Child
1. Two Years after the Year Spouse Die

Assuming the surviving spouse is not remarried, joint filing status is available for two years following the death
of one spouse, if the surviving spouse maintains a household for a dependent child.

In the event of a remarriage, the surviving spouse can file a tax return (jointly or separately) with the new
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spouse. His or her deceased spouse’s filing status is married filing separately for the year of death.
Must Provide Principal Residence for Dependent Child

The surviving spouse must pay more than half the cost of keeping up a home for the taxable year and have
a dependent child (including an adopted child but not a foster child, stepson, daughter or stepdaughter) o who
can be claimed as a dependent living in the home (principal residence) all year except for temporary absences.

EXAMPLE- Qualifying Widow(er)

Ailsa’s husband dies on May 15, 2019. She has one dependent child. Alisa does not remarry. Therefore,
Alisa’s filing status for 2019 is MFJ (the last year her husband was alive). In 2020 and 2021, she can file as
a qualifying widow, which is a more favorable filing status than single or HOH. In 2022, she would file as
HOH, assuming the same facts and she still does not remarry.

D. Head of Household

An unmarried individual who maintains a household for one or more dependents may qualify to use the head-of-
household filing status. The tax liability using the head-of-household rates falls between the tax liabilities for married
taxpayers filing jointly and single taxpayers. The following conditions must be satisfied to filing as head of household.

Taxpayer is not qualified for qualifying widow(er) and married filing jointly filing status.
Taxpayer may be married but live apart from his or her spouse for the last six months of the taxable year.
Taxpayer cannot be a nonresident alien.

The taxpayer pays more than half the cost of maintaining a household as his or her home. The household
also must be the principal home of a dependent (either a qualifying child or a qualifying relative who meets
the relationship test, defined later).

Except for temporary absences (e.g., school, hospitalization), the dependent must live in the taxpayer’s
household for more than half the year. However, if the qualifying person is taxpayer’s dependent parent, he
or she doesn’t have to live with the taxpayer.

1. A Dependent Son or Daughter (or descendant)

Legally adopted children, stepchildren, and descendants qualify as sons and daughters who meet
definition of dependent under qualifying children rules.

EXAMPLE- HOH Filing Status with Dependent Child

Roger’s unmarried son, Sean, lived with him all year. Sean turned 18 at the end of the year. He does
not have a job, did not provide more than half of his own support, and cannot be claimed as a
dependent by anyone else. As a result, Sean is Roger’s qualifying child. Roger may use the HOH filing
status.

2. Father or Mother (not required to live with taxpayer)

If the taxpayer’s qualifying dependent is his/her father or mother, he/she may be eligible to file as head
of household even if parents don’t live with. However, the taxpayer must pay more than half the cost of
keeping up a home that was the main home for the entire year for parents.

EXAMPLE- HOH Filing Status with Dependent Parent

Roy is unmarried. His mother lived in an apartment by herself. She died on September 2. The cost of
the upkeep of her apartment for the year until her death was $6,000. Roy paid $4,000 and his brother
paid $2,000. Roy’s brother made no other payments towards his mother's support. Roy’s mother had
no income.

Because Roy paid more than half of the cost of keeping up his mother's apartment from January 1
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until her death, Roy can file as a head of household.

3. Dependent Relatives (must live with taxpayer more than half a year)

Generally, relatives include parents, stepparents, parent-in-laws grandparents, brothers, sisters, aunts,
uncles, nephews, nieces and etc. Except parents (mother and father), rest of dependent relatives must
live with taxpayer. Note that: (1) cousins, foster parents, and unrelated dependents do not qualify. (2)
Cannot qualify for head of household status through use of multiple support agreement, or if taxpayer
was a nonresident alien at any time during taxable year.

Summary of Residency Requirement of HOH
Child or Relative Feeding friend
Parents
descendant
Qualifying Dependent v v v X
Lives with Taxpayer v N
(more than half year) v Not applicable
NOTE

Keep in mind of the difference in residency requirement between “Widow(er)’ and “head of
household”:

»  Widow/widower =~ ——® Whole year
»  Head of household —— More than half a year

lll. Definitions of Dependent

There are two types of dependent. A dependent taxpayer can be either a qualifying child or a qualifying relative.

1

Qualifying Child

The concept of qualifying child is used in serval Code provisions, including those relating to:
. Head-of-household filing status

. Earned income tax credit

. Credit for child and dependent care expenses

. Child and dependent tax credit

A qualifying child must meet the 1) Relationship test, 2) Age test, 3) Residence test, 4) Support test and 5) Joint
return test, 6) Citizenship tests.

NOTE

The term “qualifying child” is used in several Code provisions, but there might be slight differences in the
qualifying child test. Such as the age test for qualifying child when claiming child tax credit is different from the
ago test discussed below.

a. Relationship Test
To meet this test, a child must be the taxpayer’s:

Son, daughter, stepchild, foster child, or a descendant of any of them (e.g., grandchild), or

39



MR RL, ALHERR 2% ) Task 1 Filing Requirements and Filing Status
Brother, sister, half-brother, half-sister, stepbrother, stepsister, or a descendant of any of them (e.g.,
niece or nephew).

Note that ancestors of any of above parties (e.g., uncle and aunt) and in-laws (e.g., son-in-law and brother
in- law) are not included.

An adopted child refers to a child placed with the taxpayer even though the adoption is not final. An eligible
foster child is one who is placed with the taxpayer by an authorized placement agency or by a court order.

EXAMPLE-Relationship Test

Aimee’s household includes her mother, grandson, stepbrother, stepbrother’s daughter, uncle, and sister.
All meet the relationship test for a qualifying child except the mother and uncle.

b. Age Test
To meet this test, at end of tax year, a child must be:
i Under age 19 (or under age 24 in case of a full-time student) at the end of the year and younger than
the taxpayer (or taxpayer’s spouse if filing jointly).
. Permanently and totally disabled at any time during the year, regardless of age.

“Younger than the taxpayer or taxpayer’s spouse” means, to be your qualifying child, a child who isn't
permanently and totally disabled must be younger than the taxpayer. However, if the taxpayer is married filing
jointly, the child must be younger than the taxpayer or his/her spouse but doesn't have to be younger than
both.

A "full time" student is a student who attends an educational institution for at least part of each of five months
during the taxable year. An "educational institution" is one that maintains full-time faculty and a daytime
program (e.g., an elementary school, junior or senior high school, college, university, or technical, trade, or
mechanical school). However, an on-the-job training course, correspondence school, or school offering
courses only through the Internet doesn't count as a school.

EXAMPLE-Age Test

Loren, a 23-year-old full-time student, lives with his brother Robert and Robert’s wife, who provides more
than half of his support. Loren isn’t disabled. Both Robert and his wife are 22 years old, and they file a joint
return. Therefore, Loren isn’'t Robert’s qualifying child because he isn’'t younger than Robert or Robert’s
wife.

c. Residency Test

A qualifying child must live with the taxpayer at the same principal place for more than half of the year. For
this purpose, temporary absences (e.g., school, vacation, medical care, military service, detention in a juvenile
facility) are ignored. Children who were born or died during the year, kidnapped children, and children of
divorced or separated parents are also exceptions treated as meeting the residency test even if the children
haven't lived with taxpayers for more than half of the year.

d. Support Test

The support test has been modified to determine if the child did not contribute more than one-half of his or her
own support. The requirement that the taxpayer (parent) provides over one-half of the child's support is
eliminated. A qualifying child cannot be self-supporting (i.e., provide more than half of his or her own support).
Support includes food, shelter, clothing, toys, medical and dental care, education, and similar items. In the
case of the taxpayer’s child who is a full-time student, scholarships are not considered to be support. While
social security and welfare payments (to extent of amount that are spent for child supporting) are included in
the dependent’s total supporting.
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