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Chapter 1: General Material 
 

Overview 
 
Chapter Description 
 
Upon completion of this chapter, the student will be able to determine who should file a tax return, 
identify the filing requirements for a taxpayer and dependent, the proper filing status, and choose 
which IRS tax form is best suited for the taxpayer’s situation.  The student will know when a 
return is due, how to apply for an extension of time to file and identify different accounting 
periods.  The student will also be able to read and understand all of the entries on a W-2 form.  
Paid preparer signature and identification requirements will also be covered. 
 

Learning Objectives 
 

• Determine who must file a return 
• Determine who should file a return 
• Identify filing requirements for most taxpayers and dependents 
• Determine if the taxpayer is a resident or nonresident alien 
• Determine which IRS forms to use 
• Determine the due dates of various tax forms and understand how to apply for an 

extension of time to file 
• Differentiate various accounting periods and methods 
• Identify what filing status the taxpayer should use 
• Understanding the W-2 form 
• Understand the signature and identification number requirements of a paid preparer 

 

Key Terms 
 

• Adjustments 
• Adjusted Gross Income (AGI) 
• Dependent 
• Gross Income 
• Nonresident alien and resident alien 
• Personal Exemptions 
• Taxable Income 

 

The Evolution of Taxation 
 
In order to understand taxation, we feel it might be helpful to understand how and why taxation 
began in the United States. 
 
Many taxpayers wonder how taxation began.  Most think that taxation began in the 20th century, 
while others think that the idea of taxation is as old as the world.  The truth is that taxation 
became a way of life in the United States after the Revolutionary War.  The United States was 
faced with a tremendous war debt and a need to create economic stability and prosperity.  As a 
means of funding these financial issues, Congress placed an excise tax on the sale of whiskey. 
 
Farmers in western Pennsylvania felt that their livelihoods were threatened by the tax, and many 
refused to pay it.  As a protest to the tax, the farmers took part in the 1794 Whiskey Rebellion.  
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Example 1:  The filing requirement for a Single taxpayer, under age 65 is calculated as 
follows: 
 Standard deduction for a Single taxpayer   $  6,200 
 Personal exemption     $  3,950 
 Gross income filing requirement    $10,150 

 
Example 2:  The filing requirement for a Married Filing Joint taxpayer, age 67 and his 
spouse age 64 is calculated as follows: 
 
 Standard deduction for a Married Filing Joint taxpayer $12,400 
 Additional standard deduction for the taxpayer age 67 $  1,200 
 Personal exemptions for the taxpayer and his spouse $  7,900 
 Gross income filing requirement    $21,500 

 
Example 3:  The filing requirement for a Head of Household taxpayer, age 72 is calculated 
as follows: 
 
 Standard deduction for a Head of Household taxpayer $   9,100 
 Additional standard deduction for the taxpayer age 72 $   1,500 
 Personal exemption for the taxpayer   $   3,950 
 Gross income filing requirement    $ 14,550 

 
Preparer Note:  Married Filing Separate individuals are required to use only their personal 
exemption to calculate the gross income filing requirement.  

 
Review Question 2 
Clarence, age 67, and Jane, age 66, are married filing jointly.  What amount of gross income 
requires them to file a federal return? 
 
a) $21,500 
b) $22,700 
c) $20,300 
d) $11,700 
 

Dependent Filing Requirements  
 
If a parent (or someone else) can claim the person as a dependent, and any of the situations 
listed in Exhibit 1-2 applies to him, he must file a return.  In Exhibit 1-2, unearned income includes 
taxable interest, dividends, capital gains, unemployment compensation, taxable Social Security, 
pensions, annuities, cancellation of debt, and distributions of unearned income from a trust.  
Earned income includes wages, tips, taxable scholarships and fellowship grants. 
 

Caution:  If the gross income was $3,950 or more, he generally cannot be claimed as a 
dependent unless he was under age 19 or under age 24 and a full-time student. 

 
See Exhibit 1-2 for Filing Requirements for Dependents on the next page.  
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Which Forms Should be Used  
 
Below are the three most common forms used to file the federal income tax return: 

1. Form 1040EZ 
2. Form 1040A 
3. Form 1040 

 
Note:  If the taxpayer is a resident alien for the entire year, he must file a tax return 
following the same rules that apply to U.S. citizens and using one of the forms discussed 
here.  If the taxpayer is a nonresident alien, the rules that apply are different from those 
that apply to U.S. citizens and resident aliens and Form 1040NR may be needed to file a 
federal income tax return.  This form will not be discussed further in the course.  See 
Publication 519, U.S. Tax Guide for Aliens, for additional information. 

 
The simplest form should always be used to complete an individual’s income tax return. 
 
Form 1040EZ  
 

4 
 
Form 1040EZ may be used if all of the following apply: 

• Filing status is Single or Married Filing Jointly.  If the taxpayer was a nonresident alien at 
any time in the tax year, his filing status must be Married Filing Jointly to use Form 
1040EZ 

• Taxpayer (and spouse if married filing a joint return) is under age 65 and not blind at the 
end of the tax year 

• Taxpayer does not claim any dependents 
• Taxable income is less than $100,000 
• Income is only from wages, salaries, tips, unemployment compensation, Alaska 

Permanent Fund dividends, taxable scholarship and fellowship grants, and taxable 
interest of $1,500 or less 

• Taxpayer (or spouse if Married Filing Jointly) does not claim any adjustments to income  

4 Form 1040EZ 

Review Question 3:  
Cindy is 18 years old and is a full-time student.  In which of the following situations would she be 
required to file a federal return? 
 
a) Cindy worked part-time during the summer and earned $1,000.  No federal taxes were 

withheld. 
b) Cindy has $300 of interest income from a savings account. 
c) Cindy earned $1500 from her summer job and has interest income of $25.  
d) Cindy earned $5,850 throughout the year and has interest income of $500. 
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Wages and Reading W-2 Forms 
 
Preparers should always check the year on the Forms W-2s to make sure they are for the current 
year.  If the year is not the current year the preparer should ask the taxpayer to have his 
employer check the forms for accuracy.  The preparer should also check the Forms W-2 to make 
sure the correct name and Social Security Number are shown on the forms. 
 
The preparer, nor the taxpayer, should not change or correct any information on the Form W-2.  
The employer should be notified by the taxpayer that there is an error which needs to be 
corrected. The taxpayer’s return can be filed, but the correction needs to be made by the 
employer and a corrected Form W-2 issued to the taxpayer. 
 

13 
 

Preparer’s Note:  The example of Form W-2 above is the one found on the IRS website.  
There are many layouts for this form and the taxpayer may have received one that is 
different from this example.  However, the boxes should always be labeled the same.  We 
will introduce other layouts in the Learning Activity sections throughout the course. 

 
Box a – Employee’s Social Security number: Should match the number shown on the 
employee’s Social Security card.  If the Social Security number is incorrect, the employee should 
notify the employer and request a corrected Form W-2. 
 
Void: Some W-2s will have a box that is checked when an error is made on Form W-2 and the 
form is being voided.  A voided Form W-2 should not be included on the taxpayer’s return. 
 
Box b – Employer’s identification number: Shows the employer identification number (EIN) 
assigned to the employer by the IRS (00-0000000). 
 
Box c – Employer’s name, address, and ZIP code: This entry should be the same as the 
information shown on the employer’s Form 941, 943, or CT-1. 
 

13Form W-2 
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Chapter 1: Study Questions 
 

1. Jack Clark, a full-time student living with his parents, had a summer job as a waiter at a 
restaurant.  Is he required to file a tax return? 

 
a) Only if he expects to receive a refund 
b) If he meets filing requirement 
c) If he is Married Filing Jointly 
d) If he is older than 18 

 
2. Mr. and Mrs. Ray plan to file a joint return this year.  Neither is over 65 or blind, nor do they 

have any dependents.  What is the amount of gross income required before they must file a 
federal return? 

 
a) $12,400 
b) $  3,950 
c) $20,300 
d) $22,700 

 
3. Walter Dodge’s only income is from W-2s.  Which one of the following would disqualify him 

from filing a 1040EZ? 
 

a) Single 
b) No dependents 
c) 64 years old 
d) Taxable income of $107,000 

  
4. Lee Goebel is a calendar year taxpayer who has waited far too long to organize documents 

for his tax return.  What is the due date for filing the federal return? 
 

a) December 31st or the next business day if December 31st falls on a Saturday, Sunday or 
holiday 

b) 4½ months after the end of the year 
c) April 15th or the next business day if April 15th falls on a Saturday, Sunday or holiday 
d) The first Monday after April 15th 
 

5. Mr. Goebel is certain he cannot complete his federal tax return by the due date.  What must 
he do in order for him to receive an automatic 6-month extension? 

 
a) File Form 4868 on or before the due date of the return and pay any taxes due by the first 

due date (for tax year 2014, the due date is April 15, 2015). 
b) Do nothing – the extension is automatic. 
c) File Form 9465 on or before the due date of the return. 
d) Pay all taxes due by April 15th and file his return within 6 months. 

 
6. After graduating from college last year, Janice Brown started working.  She will be filing a tax 

return for the first time this year, but is uncertain how to send it.  Which of the following is 
listed incorrectly as a permissible method for filing a tax return? 

 
a) Mailing the return to the IRS service center in the taxpayer’s area 
b) Using an IRS-accepted online service 
c) Electronic filing through a tax preparer 
d) Fax 
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Chapter 1: Learning Activity 
 
Kimberly Whitaker (age 37, SSN 245-00-5778) and her daughter, Sierra (age 9, SSN 245-00-
7412) lived with Kimberly’s mother all year.  Using the following information, determine if Kimberly 
paid more than half of the cost of maintaining a home. 
 

 
Expenses paid by Kimberly  Expenses paid by Kimberly’s mother  
Electric $2,149  Mortgage Interest Expense $3,202 
Water 480  Property Taxes 798 
Repairs 1,500  Food 600 
Food 2,600  Property Insurance 280 
Telephone 576    

 
Cost of Maintaining a Household 

 
Expenses Paid 

Amount Taxpayer 
Paid 

Amount Paid by 
Others 

 
Total Cost 

Property Taxes    
Mortgage Interest Expense    
Rent    
Utility Charges    
Upkeep & Repairs    
Property Insurance    
Food Consumed on Premises    
Other Household Expenses    
Totals    
Minus totals amount paid by taxpayer  
Amount paid by others  
If the total amount paid by the taxpayer is more than the amount all others paid, the 
taxpayer meets the requirement of paying more than half the cost of keeping up the home. 

 
 

Note: If you’re having trouble preparing the worksheet, please review the example and 
worksheet for Meghan on pages 1.26. 
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Chapter 2: Standard Deduction and Exemptions 
 
Overview 
 
Chapter Description 
 
Upon completion of this chapter, the student will determine how to calculate the standard deduction 
and when it is best to choose the standard deduction.  The student will be able to define an 
exemption and when the taxpayer can claim an exemption.  The student will be able comprehend 
support issues. This chapter also covers the process of filing a decedent’s tax return. Rules for tax 
withholding and estimated tax payments are also covered.   
 

Learning Objective 
 

• Understand how to calculate the standard deduction and determine when to use it 
• Define what constitutes an exemption and identify when the taxpayer can claim an 

exemption 
• Understand support issues 
• Understand the steps necessary to file a decedent’s tax return 
• Identify the rules for tax withholding and estimated payments 

 

Key Terms 
 

• Decedent 
• Deductions in Respect of a Decedent 
• Dependent 
• Estimated Taxes 
• Exemption 
• Income in Respect of the Decedent 
• Phase-outs 
• Qualifying Child 
• Qualifying Relative 
• Standard Deduction 
• Withholding 

 

Standard Deduction 
 
There are two types of deductions available to taxpayers, the standard deduction and itemized 
deductions (Itemized deductions will be discussed in a later chapter.).  Both deductions are 
subtracted from the taxpayer’s adjusted gross income; reducing the amount of income on which 
the taxpayer will be taxed. 
 

  1 

1 IRS Form 1040 
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Chapter 4: Interest and Dividend Income 
 

Overview 
 
Chapter Description 
 
Upon completion of this chapter, the student will be able to identify different types of interest 
income, be able to differentiate between taxable and nontaxable interest and discern where to 
report the interest income.  The student will also understand how to report dividend income and 
nontaxable distributions.  This chapter also covers the client interview process. 
 

Learning Objectives 
 
 • Know the different types of interest income 
 • Understand the difference between taxable and nontaxable interest 
 • Identify where to report interest income 
 • Understand how to report dividend income and nontaxable distributions 
 • Understand the client interview process 
 

Key Terms 
 

• Capital Gain Distributions 
• Constructive Receipt 
• Dividends 
• Interest 
• Liquidating Dividends 
• Ordinary Dividends 
• Qualified Expenses for Higher Education 
• Return of Capital 
• Reinvested Dividends 
• Savings Bond 

 

Schedule B 
 
The following is a brief overview of the three parts of Schedule B and their purpose. 
 
Part I 
 
Part I of Schedule B is used to report the various types of interest covered under Interest Income 
within this material.   
 
Part II  
 
Part II of Schedule B is used to report the various items of dividends discussed under Dividend 
Income within this material. 
 
Part III 
 
Part III of Schedule B must be completed when the taxpayer received more than $1,500 in interest 
income, dividend income or a combination of both types of income.   



Chapter 6: Child Care and Other Credits 
 

Overview 
 
Chapter Description 
 
Upon completion of this chapter, the student will be able to conclude as to whether a taxpayer 
qualifies for the child tax credit, child care credit, credit for the elderly and disabled, additional 
child tax credit, and/or education credits.  The student will have an understanding of and be able 
to identify the forms necessary to claim the credits.  Less common credits will also be discussed. 
 

Learning Objectives 
 

• Determine if the taxpayer qualifies for the child tax credit, child care credit, credit for the 
elderly and disabled, additional child tax credit, and/or education credits   

• Identify the forms/worksheets necessary to claim the credit – Child Tax Credit Worksheet, 
Form 2441, Child and Dependent Care Expenses, Form 8863, Education Credits, and 
Form 1040 Schedule R, Credit for the Elderly or Disabled, Schedule 8812, Additional 
Child Tax Credit 

• Explore other less common credits 
 

Key Terms 
 

• Alternative motor vehicle 
• American Opportunity Credit 
• Employer Dependent Care Assistance 
• Employer Identification Number (EIN) 
• First-time homebuyer 
• Foreign Tax Credit 
• Initial Amount 
• Nonrefundable credits 
• Qualified alternative fuel vehicle refueling property 
• Qualifying child (for purposes of child tax credit) 
• Refundable credits 

 

Credits 
 
As discussed at the beginning of Chapter 5 there are two types of tax credits; they both reduce 
the taxpayer’s current tax liability.  The nonrefundable tax credit may reduce the taxpayer’s tax 
liability to zero, but if the credit is more than the tax liability the excess is not refunded.  The 
refundable tax credit is treated as a tax payment.  If the total of the refundable credits is more 
than the tax liability, the excess will be refunded. 
 

Child Tax Credit 
 
The child tax credit is a nonrefundable credit.  Most taxpayers who have children under age 17 
are eligible for the child tax credit.  The amount of credit is $1,000 per qualifying child.  If the 
taxpayer was unable to claim the full child tax credit, he may be eligible for an additional child tax 
credit (discussed later).  The child tax credit is limited by the taxpayer’s tax liability and modified 
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 Any reimbursements received for these expenses that were not reported in box 1 of Form 
W-2 1 

 
Taxpayers who are eligible educators must present documentation which supports their claimed 
adjustment for educator expenses.  This documentation should consist of such things as receipts, 
canceled checks, and anything else that would indicate the cost, type of item, purpose, and 
amount. 
 
The educator expenses are listed as an adjustment to income on Form 1040 line 23 or Form 
1040A line 16. 
 

2 
 
Review Question 1 
Jack and Jill are teachers.  Jack teaches fifth grade at a public school while Jill teaches pre-
kindergarten, which is attached to a private daycare facility.  Jack paid $310 for ordinary and 
necessary classroom expenses.  Jill paid $270 for ordinary and necessary classroom expenses.  
Neither of them were reimbursed for anything.  What would be the correct adjustment for 
educator expenses on their joint return? 
 
a) $310 
b) $250 
c) $500 
d) $580 
 
Moving Expenses 
Moving expenses are reported on line 26 of Form 1040.  Note that Form 3903, Moving Expenses, 
is required to claim this adjustment. 
 

 3 
 
In order to claim moving expenses, the taxpayer must meet the three following requirements. 

 The move is closely related to the start of work 
 The distance test; and 
 The time test 
 

To meet the “closely related to the start of work” test, this should be a move by the taxpayer to a 
new principal workplace.  This may be due to either a new job or relocation of the taxpayer’s 
present job required by his employer.  If the taxpayer requests a transfer to a different location 
and his current employer consents, this was not required by his employer and, therefore, would 
not allow the taxpayer to claim this credit. 
 
The “distance” test will be met if the taxpayer’s new workplace is located at least 50 miles farther 
from the old home than the old home was from the old workplace. 
 

                                                      
1 Form 1040 Instructions, Page 30 
2 IRS Form 1040 
3 IRS Form 1040 
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The taxpayer must also meet a time test to qualify for moving expenses.  If the taxpayer is an 
employee, he must work full-time for a minimum of 39 weeks in the first 12 months after he 
arrives in the vicinity of his new job location.  The taxpayer does not have to work for the same 
employer for the 39 weeks and he doesn’t have to work 39 consecutive weeks.  However, he 
must be employed full-time in the same general commuting area.  If the taxpayer is self-employed 
he must work full time in the general area of his new workplace for a minimum of 39 weeks in the 
first 12 months and a minimum total of 78 weeks during the 24 months right after he moved. 
 
Expenses that are deductible are: 

1. The costs of packing and moving household goods and personal effects, which includes 
30 days of in-transit storage; and 

2. Travel, including lodging, (but not meals) to the new home, limited to one trip. The 
mileage rate for moving is 23.5 cents per mile for 2014.  In addition, deduct tolls and 
parking fees. 
 

If the taxpayer did not have any reimbursed moving expenses, he should report the expenses in 
the year he incurred or paid them.  He first reports the moving expenses on Form 3903 and then 
on line 26 of his 1040.   
 

 
4 

 
The costs of packing and moving household goods and personal effects would include shipping 
the taxpayer’s (and his spouse’s car) and any required costs of connecting or disconnecting 
utilities.  Travel expenses will include the costs of transportation and lodging for the taxpayer and 

                                                      
4 IRS Form 3903 
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 7 
 
Deductible Part of Self-Employment Tax 
Self-employed taxpayers who have net earnings of $400 or more, must pay both the employer’s 
and the employee’s half of Social Security taxes (referred to as self-employment taxes).  In 2014, 
employees pay 6.2% (Social Security tax) of the first $117,000 and 1.45% (Medicare) of all 
earnings.  Employers pay 6.2% (Social Security tax) of the first $117,000 and match the 
employee’s 1.45% Medicare figure.  The self-employed person pays 15.3% on all earnings up to 
and including $117,000 per year.  All excess over that amount is taxed at 2.9%.  There is no limit 
to the amount that is subject to the Medicare portion of the SE Tax.  Because the self-employed 
person pays the entire amount, he is allowed to take an adjustment to income of 50% of his total 
self-employment tax.  This tax is figured on Schedule SE, as is the adjustment, which is then 
carried over to line 27 of Form 1040.  If the taxpayer also has W-2 wages, his net self-
employment earnings are combined with his wages when determining the earnings limit for the 
SE tax.  
  
Self-employment tax is figured by multiplying the taxpayer’s net profit by 92.35% to arrive at the 
net profit subject to SE tax (net earnings from self-employment).  The 7.65% reduction in taxable 
net profit is for the amount an employer would have paid if the taxpayer was an employee.  The 
remaining 92.35% is taxable.  Net earnings from self-employment is then multiplied by 15.3% 
(12.4% Social Security tax + 2.9% Medicare tax) to calculate the taxpayer’s SE tax. Fifty percent 
(50%) of SE tax is deductible on line 27 of Form 1040. 
 
 

 8 
 
Review Question 4 
Joey Redd had a net profit of $800 from his business.  Which of the following would be the 
correct amount of his self-employment tax adjustment?  Round all amounts to the nearest dollar. 
 
a) $  56 
b) $113 
c) $122 
d) $  61 
 
Self-employment tax does not apply to income earned as a shareholder of an S corporation or as 
a limited partner of a partnership (except for guaranteed payments).  A tax break is also given to 
the newspaper carriers under 18 because their earnings are not subject to SE tax. 
 

Note:  For 2011 and 2012 only, the normal 6.2% payroll tax (Social Security tax) on all 
earnings up to the applicable earnings limitation was reduced to 4.2% for employees.  The 
employers’ share was not reduced.  Self-employed individuals saw their self-employment 
taxes drop by 2% in 2011 and 2012 (from the normal 15.3%).  

                                                      
7 IRS Form 1040 
8 IRS Form 1040 



Chapter 11: Employee Business Expense and 
Miscellaneous Itemized Deductions 
 
Overview 
 
Chapter Description 
 
Upon completion of this chapter, the student will have an understanding of what expenses qualify 
as employee business expenses and be able to differentiate between the Standard Mileage Rate 
and the Actual Auto Expense Method of tracking auto expenses.  The student will be able to 
ascertain what expenses are deductible for the business use of the home.  Travel expenses and 
deductible entertainment expenses will also be covered. 
 

Learning Objectives 
 

• Understand expenses that qualify as employee business expenses 
• Differentiate between the Standard Mileage Rate and the Actual Auto Expense methods 

of tracking auto expenses 
• Identify what expenses are deductible for the business use of a home 
• Understand deductible travel expenses and deductible entertainment expenses 

 
Student note:  Depreciation and Schedule C will be discussed in Chapters 14 and 15; 
however, there are many references to both in this chapter.  While this may seem confusing, 
the references are necessary to adequately explain the subject matter in this chapter. 

 

Key Terms 
 

• Accountable plan 
• ACRS 
• Actual Auto Expense 
• Business Mileage 
• Commuting Mileage 
• Depreciation 
• Direct Expenses 
• Exclusively 
• Indirect Expenses 
• MACRS 
• Necessary Expense 
• Ordinary Expense 
• Principal Place of Business 
• Regularly 
• Section 179-Expense Deduction 
• Standard Mileage Rate 
• Straight line 
• Tax home 
• Unrelated Expenses 
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Miscellaneous Itemized Deduction Limitation 
 
The taxpayer can deduct certain expenses as miscellaneous itemized deductions on Schedule A.  
He can deduct the expenses that exceed 2% of his adjusted gross income.  He must calculate his 
deduction on Schedule A by subtracting 2% of his adjusted gross income from the total amount of 
these expenses.  
 

1 
 
Generally, the taxpayer applies the 2% limit after he applies any other deduction limit.  For example, 
he applies the 50% (or 80% for individuals whose work is subject to the hours of service limitations 
of the Department of Transportation) limit on business-related meals and entertainment before he 
applies the 2% limit.  Deductions subject to the 2% limit are broken into three categories — 

1. Unreimbursed employee expenses (line 21)  
2. Tax preparation fees (line 22) 
3. Other expenses (line 23) 

 

 2 
 

Employee Business Expenses 
 
An employee may deduct unreimbursed expenses that are paid and incurred during the current tax 
year.  The expenses must be incurred for conducting trade or business as an employee and the 
expenses must be ordinary and necessary.  An expense is considered ordinary if it is common and 
necessary in the taxpayer’s trade or business.  An expense is considered necessary if it is 
appropriate and helpful to the taxpayer’s trade or business.  For example: a nurse is required to 
provide malpractice insurance and often required to wear a uniform.  Since the employer does not 
reimburse these expenses, the nurse may deduct them on Schedule A as a miscellaneous 
deduction subject to the 2% AGI limitation.  (Discussed later in this chapter.) 
 

1 IRS Schedule A 
2 IRS Schedule A 
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Chapter 20:  Ethics and Responsibilities of Tax 
Professionals   
 

Overview 
 
This course is designed to help the tax professional understand the rules and regulations governing 
the tax profession and the practical application of these rules in the daily operation of their 
businesses.  The course also illustrates the compliance requirements of Treasury Department 
Circular 230 as it applies to Enrolled Agents, CPAs and Attorneys in their practice before the 
Internal Revenue Service (IRS; AICPA Statements on Standards for Tax Services; and the IRS 
requirements concerning due diligence, confidentiality of client information, and professional 
conduct. 
 

Learning Objectives: 
 

 Describe professional responsibilities in tax return preparation 
 Discuss IRS rules as defined in Circular 230 
 Identify the requirements that must be met to practice before the IRS 
 Explain violations of the IRS rules as defined in Circular 230 and their penalties 

 

Key Terms 
 

 Ethics 
 Enrolled Agent 
 CPA 
 Attorney 
 Circular 230 

 

Ethics Defined 
 
Ethics as defined in Funk & Wagnall’s Standard College Dictionary, are “the principles of right 
conduct, especially with reference to a specific profession1.”  The American Heritage Dictionary 
defines ethics as “The rules or standards governing the conduct of the members of a profession2.”  
Most people would define ethics as “doing the right thing,” which leads one to believe that 
individuals will as a matter of common sense and conscience instinctively react in an ethical manner 
in all situations.  As evidenced by the financial scandals at Enron, Tyco, WorldCom, Adelphia and 
Andersen this is not always true.  “Doing the right thing” was not the basis for the decisions made 
by the leaders of these organizations.  The public has become generally disillusioned and 
untrusting of the business community.  
 
Professional organizations, business schools, and regulatory agencies have reacted to this decline 
in the public trust by reviewing their Codes of Conduct and increasing the educational requirements 
of their members and/or students.  The Treasury Department has recently revised Circular 230 to 
require all Attorneys, Certified Public Accountants, Enrolled Agents and Enrolled Actuaries to 
annually complete 16 hours of continuing education including 2 hours of ethics or professional 
conduct.  Traditional training programs have concentrated on compliance with the laws, regulations, 
and policies of the organization and thus many people have based their decisions on the legality of 
the issues rather than the morality.  Just being legal does not make it right!  
                                                      
1 Funk & Wagnall’s Standard College Dictionary 
2 American Heritage Dictionary 



Chapter 1: Study Questions 
 
1. Jack Clark, a full-time student living with his parents, had a summer job as a waiter at a 

restaurant.  Is he required to file a tax return?  
 

a) Only if he expects to receive a refund 
b) If he meets filing requirements 
c) If he is Married Filing Jointly 
d) If he is older than 18 

 
a) This answer is incorrect.  Taxpayers whose gross income is above a limit set by the IRS 

are required to file.  A taxpayer not required to file should file if he can file a return to get 
a refund of income tax withheld from his pay or if he qualifies for the Earned Income 
Credit. 

b) Correct.  Filing requirements are determined by the IRS.  The filing requirement is 
usually determined by adding the taxpayer’s standard deduction, his exemption, 
and additional standard deduction.  If the taxpayer meets those requirements he is 
required to file.  Pages 1.10-1.12 

c) This answer is incorrect.  Each filing status has a filing requirement.  If the gross income 
for a Married Filing Joint couple under age 65 is less than $20,000 the couple is not 
required to file. 

d) This answer is incorrect.  Age is not considered in the requirement to file.  Filing 
requirements are dependent upon gross income. 

 
2. Mr. and Mrs. Ray plan to file a joint return this year.  Neither is over 65 or blind, nor do they 

have any dependents.  What is the amount of gross income required before they must file a 
federal return? 

 
a) $12,400 
b) $  3,950 
c) $20,300 
d) $22,700 

 
a) This answer is incorrect.  $12,400 is the standard deduction amount for Married Filing 

Jointly. 
b) This answer is incorrect.  This is the 2014 per person exemption amount. 
c) Correct.  The gross income filing requirement is the total of the standard deduction 

amount ($12,400) + the exemption amount ($3,950) x 2 for each taxpayer = $7,900 = 
($20,300)  Page 1.10 

d) This answer is incorrect.  This would be the filing requirement for a joint return with both 
taxpayers over 65. 
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3. Walter Dodge’s only income is from W-2s.  Which one of the following would disqualify him 
from filing a 1040EZ? 

 
a) Single  
b) No dependents  
c) 64 years old  
d) Taxable income of $107,000  

  
a) This answer is incorrect.  1040EZ filing status can be Single or Married Filing Jointly. 
b) This answer is incorrect.  No dependents is a requirement for 1040EZ. 
c) This answer is incorrect.  1040EZ can be used up to age 64; age 65 or older requires a 

1040A or 1040. 
d) Correct.  Taxable income must be less than $100,000.  Page 1.13  
 

4. Lee Goebel is a calendar year taxpayer who has waited far too long to organize documents 
for his tax return.  What is the due date for filing the federal return? 

 
a) December 31st or the next business day if December 31st falls on a Saturday, Sunday  

or holiday 
b) 4½ months after the end of the year 
c) April 15th or the next business day if April 15th falls on a Saturday, Sunday  

or holiday 
d) The first Monday after April 15th 
 

a) This answer is incorrect.  December 31st is the tax year end for most individual income 
tax payers. This not the due date for filing the federal return.   

b) This answer is incorrect.  May 15th is 4½ months after the end of the calendar year.  This 
is not the due date for filing the federal return. 

c) Correct.  April 15th has been determined by the IRS as the filing deadline for a 
calendar year taxpayer.  However, the taxpayer may file an extension.  Page 1.17 

d) This answer is incorrect.  April 15th has been determined by the IRS as the filing deadline 
for a calendar year taxpayer. In a given year, if April 15th falls on a weekend or holiday 
the IRS may extend to the next business day. 

 
5. Mr. Goebel is certain he cannot complete his federal tax return by the due date.  What must 

he do in order for him to receive an automatic 6-month extension? 
 

a) File Form 4868 on or before the due date of the return and pay any taxes due by 
the first due date (for tax year 2014, the due date is April 15, 2015.) 

b) Do nothing – the extension is automatic. 
c) File Form 9465 on or before the due date of the return. 
d) Pay all taxes due by April 15th and file his return within 6 months. 

 
a) Correct.  Form 4868 will extend the due date of the return to October 15th.  Page 

1.17 
b) This answer is incorrect.  If an extension is not filed, the due date of the return for a 

calendar year taxpayer is April 15th. 
c) This answer is incorrect.  Form 9465 is the IRS Installment Agreement Request Form for 

taxpayers who owe and cannot make the full payment. 
d) This answer is incorrect.  Even if all taxes are paid by April 15th, the IRS requires an 

income tax return or Form 4868 to be filed by the filing deadline. 
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