Jacqueline, age 51, takes an early distribution from her traditional IRA. The 10% penalty tax will not apply to the extent that qualified education expenses were paid to an eligible educational institution for Jacqueline or her

· Spouse, dependent child or dependent grandchild

· wrong answer?

· Other choices did not use ‘dependent’… surely the children must be dependents; one other answer included ‘parent’

Kevin, a 69-year-old single taxpayer, received $20,000 in social security benefits in 2016. He also earned $12,000 in wages and $6,000 in interest income, $4,000 of which was tax-exempt. What percentage of Kevin’s benefits will most likely be considered taxable income?

· I answered 0%. (I plugged it into blockworks and no SS income was taxed.)

· wrong answer? (next alternative is ‘up to 50%’)

Which option correctly completes this sentence? The social security lump-sum election means the taxpayer elects to treat the lump-sum social security benefit as if the benefits:

· For prior years were received in the current year

· Wrong answer?

· Other choices:

· (a) For prior year had been received in those years by amending the prior-year returns

· (b) Had been evenly allocated among the reported years

· (c) For prior years had been received in those years

· It can’t be ‘b’ or ‘c’, since those are saying that you treat the payment as if received but you never get to receive it. Patently false.

· Is this saying then that the first alternative is right – they would have to go back and redo possibly 10 years of returns?

Elizabeth, age 55, has $5,000 net self-employment income from a consulting business. She also receives $50,000 in dividends, of which $44,000 are qualified. What is the maximum amount that Elizabeth may contribute to a Roth IRA?

· I answered $6500

· Wrong answer?

· alternatives were 4647, 5500, 6853

· If a person is 50+, the “catch up” contribution kicks in … 6500; but the limit is supposed to be earned income, so $5,000 would’ve been the correct amount, but it wasn’t among the alternatives. Maybe there is some point about what is net earned income AFTER taxes … so $4,647?

Jamie is 42 years old and received a $20,000 distribution from his Roth IRA, established in 2009. At the time of the distribution, the Roth IRA account totaled $33,748: $18,000 regular contributions, $10,000 taxable conversion contributions made in 2014, and $5,748 earnings. How much of his distribution is taxable and subject to the early distribution penalty:

· I answered $2,000 taxed and $2,000 penalized since $18,000 is the only amount of principal contributed for which he’s already paid taxes, and he has already held the IRA for 5 years. The rest ($2,000) is from traditional IRAs – ‘taxable’, as stated – and also penalized since he is not yet 59 ½.

· Wrong answer? The only viable alternative I can imagine is $0 taxable and $2,000 penalized … and for this we would have to imagine that they mean that the ‘$10,000 taxable conversion contributions’ have actually already been taxed. Other alternatives given were 0 & 0 or 0 & $20,000.

When Lisa lost her job, she had an account balance of $25,000 in her 401(k). She also had an outstanding plan loan of $9,000 secured by that balance. She made no after-tax contributions. If Lisa is unable to repay the loan and elects to take a distribution, what is the mandatory withholding?

· I answered $1,800 – 20% of $9,000

· Wrong answer? Alternatives were 3200, 5,000, & 6800. 

Which of the following, when paid to manage investments that produce taxable income, is a deductible expense:

· I answered ‘commissions paid on sales of stock’ since this is always true.

· Wrong answer? Sure, the ‘cost of investing advice’ is also true . Or, also, ‘cost of attending an investment-related seminar’, if the person is a professional investor, since this could be seen as a cost of doing business for such a person, though we’re not given those details, but not, I think, ‘cost of traveling to attend a shareholders’ meeting’.

Which of the following is NOT a factor used to determine the tax home of a taxpayer with more than one place of employment?

· I answered ‘the amount of income earned in each area’. Alternatives were ‘the total time ordinarily spent in performing duties in each area’, ‘the total number of nights spent in each area’, ‘the degree of business activity in each area’.

· Wrong answer?

John owns a home in Denver, Colorado, where he has a seasonal job. From January through June, he lived and worked in Denver, earning $20,000. From July through December, John lived in Sioux Falls, South Dakota, where he worked at another seasonal job earning $40,000. He rented a utility apartment while he was working in Sioux Falls, although he often flew back to Denver to spend weekends with his family. Which state is most likely John’s tax home?

· I answered ‘Denver’, as he’s there over ½ the year and owns property.

· Wrong answer? An alternative is ‘John can choose his tax home since he spends six months of the year in both places’. Yes, but the question asked ‘which state is most likely’ his tax home. Besides, he actually spent over ½ the year in Colorado. Other alternatives were ‘John has no tax home…’ or ‘South Dakota’.

What is purchase price reduction”

· I answered the only alternative containing ‘before the sale is closed’.

· Wrong answer? ‘When the buyer and seller agree to reduce the purchase price of real property after agreeing on price terms, but before the sale is closed.’

· The only alternatives are: ‘When an insolvent buyer receives credit …’ [flat out wrong] or ‘When the buyer and seller agree to reduce the purchase price of real property after the sale has closed, and the seller returns the agreed-upon amount to the buyer.’ The problem with this latter alternative is that it’s done after the sale has closed, and some sum of money appears to change hands, seller to buyer. Or lastly, ‘When a solvent buyer  receives credit from a buyer for the purchase of property, and the seller later reduces the purchase price and relieves the buyer of some of the debt associated with the original purchase’. This one has some confusion of saddling the buyer with the seller’s debt, which is just wrong.

You must file a Form 1099-C if you cancel debt of ___ or more, assuming you meet all other requirements.

· I answered $0 as I assumed that if a financial institution presented any 1099-c to you, you had to file it.

· Wrong answer? Alternatives are $100,  $600, or $1,000.

