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For each of the method descriptions in the table below. identify the imventory costing method deseribed by
double-¢licking on a shaded area in the table and selzcting the appropriste nam e of the costing method from
the list provided
[ Methoa description | Method Name |
Wethod results in recognized cost flows associated with B
actual physical flow
Calculation of ending inventory is determined by applying a
specific price index {0 inventory layers.
Calculation of ending inventory is determined by applying a
specific price index to broad inventary pools.
Durmg inflationary periods, method results in matching of
of goods sold hased on earlier, lower acguistion costs
Wﬂh current revenue on the income statement
During inflationary periods, method results in matching most
recently incurred inventory costs with current revenue an the
income statement. L
Procedure #1 #2 #3 #4 #5 #6
Specific identification v - v r r r
FIFD perpetual method — — I I — —
FIFD petindic method — — W - — —
LIFD perpetual method — — I~ - — —
LIFD periodic method I~ — — - — —
having-average method — — — I~ — —
‘wWeighted-average method — — — - — I~
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10. 9 iRDIRAE % (Equity Method Investment)

Situation \

Johnson, an investor in Acme Co. asked Smith, CPA, for advice on the propriety of Acme's financial reporting for two of
its investments. Smith obtained the following information related to the investments from Acme's December 31, 20x1
financial statements:

e 20% ownership interest in Kern Co., represented by 200,000 shares of outstanding common stock purchased on
January 2, 20x1, for $600,000.

e 20% ownership interest in Wand Co., represented by 20,000 shares of outstanding common stock purchased on
January 2, 20x1, for $300,000.

e OnJanuary 2, 20x1, the carrying values of the acquired shares of both investments equaled their purchase price.

e Kern reported earnings of $400,000 for the year ended December 31, 20x1, and declared and paid dividends of
$100,000 during 20x1.

e Wand reported earnings of $350,000 for the year ended December 31, 20x1, and declared and paid dividends of
$60,000 during 20x1.

e On December 31, 20x1, Kern's and Wand's common stock were trading over-the-counter at $18 and $20 per share,
respectively.

e The investment in Kern is accounted for using the equity method.

e The investment in Wand is accounted for as available-for-sale securities.

Smith recalculated the amounts reported in Acme's December 31, 20x1 financial statements, and determined

that they were correct. Stressing that the information available in the financial statements was limited, Smith advised
Johnson that, assuming Acme properly applied generally accepted accounting principles, Acme may have appropriately
used two different methods to account for its investments in Kern and Wand, even though the investments represent
equal ownership interests.

Smith also informed Johnson that Acme had applied Statement of Financial Accounting Standards 130, Reporting

Comprehensive Income, for the fiscal year ending December 31, 20x1.




Schedule \

Select the appropriate account title from the list provided and enter the amount in each shaded area to prepare a
schedule indicating the amounts Acme should report for the two investments in its December 31, 20x1 balance sheet
and statement of income and comprehensive income. Ignore income taxes.

Schedule of Investments in Kern Co. and Wand Co.
Balance Sheet (Unit: $)
Investment in Kern on January 2, 20x1 600,000

Add: Equity in Kern's earnings
Less: Dividend received from Kern
Investment in Kern on December 31, 20x1

Investment in Wand on December 31, 20x1 |

Statement of Income and Comprehensive Income (Unit: $)

List

Equity in Kern's earnings
Equity in Ward's earnings
Dividend income from Kern
Dividend income from Wand
Unrealized gain

Unrealized loss

Realized gain

Realized loss
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Kerntt & WandfEANDFREICDW TR TEET A LLUTDEY Th D,
| x1 X2 |
Investments
- $600,000 (200,000 shares) 600,000 20,000
ui
o Kern) @ $400,000 ® Dividends$100,000 80,000
$18/share 660,000
$300,000 (20,000 shares)
: Investments
Available-for- Wand o
Sale securities an [ ] $350,000 ® Dividends $60,000 300.000
$20/share '
100,000
400,000

Kerntt & WandttENDIFZE(ICDWTDAERIZLLTDEY TH S,

Kern
(Dr.) Investment
(Cr.) Cash

(Dr.) Investment
(Cr.) Income from investment

(Dr.) Cash
(Cr.) Investment

Wand
(Dr.) Investment
(Cr.) Cash

(Dr.) Cash
(Cr.) Dividend income

(Dr.) Investment
(Cr.) Unrealized gain

600,000

80,000

20,000

300,000

12,000

100,000

600,000

80,000 (400,000X20%)

20,000

300,000

12,000

100,000



Kerntt Wand#t

BEMIER - Acme I3 Kern HEADREE BEYEBR - Acme #tDWand #HIZX T3
&1l $660,000TET £ & #RHD$400,000TET L

& &
WIRESTDOFZEDIFSERE=980,000 ($400,000X20%) 20,0008k X $20/%k
ZHUEL 244 =$20,000 ($100,000 X 20%)

&1l =$600,000+ $80,000— $20,000

BERRUOAFEIRAEE BERRUVIEFRAESE
Kern #£DFZE 125 DAcme #D#FH:$80,000 Ao A $12,000
=HE:$400,000X20% & $60,000 X 20%

REIRFIZE : $100,000
5 $400,000 —$300,000

Schedule of Investments in Kern Co. and Wand Co.
Balance Sheet (Unit: $)
Investment in Kern on January 2, 20x1 600,000
Add: Equity in Kern's earnings 80,000 ($400,000X20%)
Less: Dividend received from Kern 20,000/($100,000X20%)
Investment in Kern on December 31, 20x1 660,000/ ($600,000+ $80,000— $20,000)
Investment in Wand on December 31, 20x1 | 400,000 (20,000 sharesx $20 per share)
Statement of Income and Comprehensive Income (Unit: $)
Equity in Kern's earnings 80,000| ($400,000X20%)
Dividend income from Wand 12,000/ ($60,000X20%)
Unrealized gain 100,000 ($400,000—$300,000)
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2. WCHHRERR

a) AE(memorandum)
CPADSHARRY v 7. XIFHUMKEEANICH L TEMPNDIEARZLE, FARE, ARA D
HREFEK DT E A E D Memorandum Th B,

b) ELXRXR - L& — (business letter)
CPADLIRFENICK L TEON D AR EE (FHRE) . #£8(Dear. ). #&46 (Sincerely yours=)
=EUFREEL,

AICPA Requirement

The Uniform CPA Examination consists of multiple-choice questions and condensed case stud-
ies called simulations. Each case study simulation will include a writing skills exercise. In this
portion of the exam, candidates must read a situation description and then write an appropri-
ate document ( “constructed response” ) relating to the situation. The instructions will state
what form the document should take (such as a memo or letter) and its focus. The candidate’s
response should provide the correct information in writing that is clear, complete, and profes-
sional.

Only those writing samples that are generally responsive to the topic will be graded. If your re-
sponse is off-topic, or offers advice that is clearly illegal, you will not receive any credit for the

response.

Constructed responses will be scored holistically. Scores will be based on three general writing
criteria: Organization, Development, and Expression.

Organization: the document’s structure, ordering of ideas, and linking of one idea to another:
Overview/thesis statement

Unified paragraphs (topic and supporting sentences)

Transitions and connectives

Development: the document's supporting evidence/information to clarify thoughts:
Details

Definitions

Examples

Rephrasing

Expression: the document’s use of conventional standards of business English:
Grammar (sentence construction, subject/verb agreement, pronouns, modifiers)
Punctuation (final, comma)

Word usage (incorrect, imprecise language)

Capitalization

Memorandumftz = D
o JroNgeicsy <ot
“To, From, Subject” & T (3
5zonTnEd. X
letterE XD\ EH. R
BICESLENHZID
(4. Salutation (¥2 ) &
Complimentary clause (#%
A)DOEDXEDHTT,

Memorandum

To: Johnson

From: CPA

Subject: Acme Co. Invest-
ment

Spelling

XAICPADY A bk Uh#E
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IZ"This memorandum ex-
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you for your inquiry:” %
DNEZEDIIMASEE
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@ #E5R61 © Inventory
should be valued at
the lower of cost or mar-
ket.

E#941 : Accounting rules
for asset impairments are
the following.
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RENEZIERT B,
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C) FRESTEDVERR -rovvvrerrrrrereremearnnnens #1745
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1) EREI (topic sentence)
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5. WCHERICD W T
Written Communicationld, X alb—3>D—8ELTHES NSO, BREI SICH]
12 & 73 BSituation MdH B, E> THRED. TDSituation(ZBIL TEMNZITNIEAR SRV,
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Written Communication EE5H 5
—

WCER= 1 -

WCERE 2 -

WCERE 3 -
WCERS 4
WCERE S -
WCERE 6
WCERR 7
WCER= 8
WCER= 9 :
WCERS10 :
WCERSR11 :
WCERE12
WCERE13
WCER=14 :
WCERR15 :
WCERE16 :
WCERR17
WCERR18 :
WCERE19 :

WCERE20 :
WCERE21
WCERm22 -

WCERR23 :
WCERS24
WCER=25 ¢
WCERE26 :
WCERE27 -
WCERE28 :
WCERE29 :
WCER30

TFEFIZE (comprehensive income) DA, K UMEZETEE (income statement) D
EGN

EEI1EH (extraordinary items) DEZH &M, RUMELRFTEE (income statement) _E
DFRR

18151 %4 (allowance for doubtful accounts) D;EED & B EN T 0D [EUNALER
LFODFI=. &=, Dollar value LIFO

A7 — 3 BEDLFO, FIFO

HRENE E DR BIRIZ S ETHLER (LCM)

BRERDIEK (contingent loss) D7IEE, RUMERESEEDET L

BHFERDFE (contingent gain) DEXFRLY

BEEBAICHEIFFIRXNDEER L

BAMEZEN (depreciation) — E&8E. MIREEENDOIRAER

BREEEEDRIE (impairment) DEE & JKIE

HRBAFEE (RAD) DEFHLER

i —¥E(EE(E (term bonds). E#{E=(& (serial bonds)

Brifitt{& (convertible bond). #%_H{ERSEIEFT$1{E (callable bond)

E &8 (straight-line method) & E3€ 1% (effective interest method)

TARAND YV NRTETDIHEEETVIT LARTET D156

F+ EZ IV — R (capital lease) WEFHEFT T 5N D45

IR 255258 (revenue recognition). UX#EE A%t (matching) DR Al

T = i 47 & # (percentage of completion method) & T % 5E Ak % “# (completed
contract method)

2B ZL 7 (installment method)

B/INE & (minimum liability) D258

SINEUE etk (participating preferred stock). R fEEUE S 4 { (cumulative preferred
stock)

e 24 (dividend) &;EEEBLH (liquidating dividend)

Rl (stock split) DEETALIE & B #Y

EPSTOIATEER TDRTET

{EFSEI#: (debt securities) D948

FEEE (equity securities) D EEEET E

HEMEIE (reclassification adjustment)

TUNT 1 TDREEMH

BMRRFDOEN
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2 % £ TUFOZ I
ATZ50D(3 #
st ETUFOEFIAL
TWAHBEICRYET,
(“LIFO conformity rule” &
SVET)

Sy - Lifo liquidationlZ &

SFEHDBAE L
EREMTBIDDHED
RIVE{ERR A S % (Dol-
lar value LIFO method.) T
ER

FEASE IR SRR SEASEHMBEN EIE
(FIFO perpetual method) (FIFO periodic method)
FEICBASNIMEEENSIRFEENERET BHF. AFOZIRALIZEIL, i
REE - EHBEEDEEoDREHRAETHE LRMA. BRMHEEIRCCESZE

[SFET S,
BASE TR SRR BASEEMEGEE

(LIFO perpetual method) (LIFO periodic method)

BICBASNIHEED SEICRFESNALLRET D7
BEITEE INEFE
(Moving-average method) (Weighted-average method)

e CBRMORTIMEEELZBAT L | SHEIRICHES LOHEARICEA L/
B, FHBEEZFEL. RICMHEEZR | EEDOSH T 2MEFHEMEE KD
Y ADRICRHOFHRMEERT 5. T, BRI EE LT LRMmEFET 2,

=4 5
LIFOD#I =, K&, Dollar value LIFO

The advantage of LIFO is that it is acceptable for tax purposes. That is taxable income is lower
during the inflation because cost of goods sold tends to be high.  The principal disadvantage
of LIFO is that the profits would be large if the cost of goods sold included earlier lower valued
layers, which are known as LIFO liquidation. Dollar-value LIFO combines inventory into pools.
Since increases in some items within a pool offset decreases in others, the LIFO liquidations are
less likely to occur.

WCER=

5 14> 7 —2 3 EDLIFO, FIFO

In periods of inflation, the first purchases will have the lowest cost while the ending items have
the highest cost.

Under FIFO, cost of the early items is transferred to cost of goods sold and the cost of the last
items remains in inventory. Thus, cost of goods sold tends to be low and ending inventory
tends to be high.

Under LIFO, cost of the last items is transferred to cost of goods sold and the cost of the first
items remains in inventory. Thus, cost of goods sold tends to be high and ending inventory
tends to be low.

— 128 —




Objective Questions TAB

6. RAIMET R M CEAT B2 S EIRE (Substantive Tests)

Situation \

To support financial statement assertions, an auditor develops specific audit objectives. The auditor then designs
substantive tests to satisfy or accomplish each objective.

ltems 1 through 7 represent audit objectives for the investments, accounts receivable, and property and equipment
accounts. For each audit objective, select the audit procedure that would primarily respond to the objective. Check the
most appropriate procedure for each audit objective. A procedure may be selected only once.

Audit Objectives \
. o Audit Procedures
Audit Objectives A B C D £ = G
1 Investments are properly described and classified in the financial
statements.

, Recorded investments represent investments actually existed

" |(owned) at the balance sheet date.
3 Accounts receivable represent all amounts owed to the entity at

~ |the balance sheet date.
4 The entity has legal right to all accounts receivable at the balance

" |sheet date.
5 The entity has legal right to property and equipment acquired dur-

" |ing the year.
6 Recorded property and equipment represent assets that actually

" |exist at the balance sheet date.
7 Net property and equipment are properly valued at the balance

" |sheet date.

List : Audit procedures

A. |Verify that transfers from the current to the noncurrent investment portfolio have been properly recorded.

B Perform sales cutoff tests to obtain assurance that sales transactions and corresponding entries for inventories and
" |cost of goods sold are recorded in the same and proper period.

c Review the provision for depreciation expense and determine that depreciable lives and methods used in the cur-
" |rent year are consistent with those used in the prior year.

D. |Physically examine all major property and equipment additions.

E. |[Examine deeds and title insurance certificates.

F. |Review loan agreements for indications of whether accounts receivable have been factored or pledged.

G. |Obtain positive confirmations as of the balance sheet date of investments held by independent custodians.
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Type 1 : HEHEQ

Auditor Independence under the Act : \

Smith & Smith, CPAs audit the financial statement of Hansen Co, a public held company, for the year ended September
30, 2005.

Assume you are a senior auditor of Smith & Smith. In a memorandum from you to the junior accountant, explain briefly
what the auditors should consider under the Sarbanes-Oxley Act of 2002, concentrating on the Auditor’s Independence.

Memorandum
To: Junior Accountant
Subject: Auditors’ Consideration under the Sarbanes-Oxley Act of 2002

Answer

Memorandum
To: Junior Accountant
Subject: Auditors’ Consideration under the Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 has established new standards for determining auditor independence. This memo-
randum would briefly outline the basic implications of the new standards, regarding audit partner rotation, employ-
ment implications, and scope of services by auditors, and relationship between auditors and audit committee.

The new standard states that the lead partner who has primary responsibility for the audit, and the audit partner re-
sponsible for reviewing the audit must be rotated every five years on public company engagements.

Also, an accounting firm will not be able to provide audit services to public company if one of that company’s top of-
ficial, such as CEO CFO, was employed by the firm and worked on the company’s audit during the previous year.

The new standard prohibits auditors from performing nine non-audit services. These service includes bookkeeping, ap-
praisal and valuation services, internal audits. Tax services are allowed if preapproved by the audit committee.

Lastly, the relationship between accounting firms and the companies is different under the Act. Audit committee are
now directly responsible for the oversight of the auditors’ work, and it must preapprove all services including non-
audit services provided by auditors.

DENELTIIEBADMII AL T 2REZE, Title 2 (Sec201-209) TEH TS, TIREF4 2D 5, 2-38E(15
EOICLTHELERLY,
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XSubject|CBERDGWVRWAIBE E X EZ SBEANICEEEH T 2580

Memorandum for: Staff auditor
From: Smith & Smith, CPAs
Subject: Circumstances that would likely increase audit risk

First of all, the auditor must be independent of the client because that is required by GAAS,
and the auditor can perform the engagement provided that the client has responsibility for the
effectiveness of the internal control, and the audit risk is consisted with three factors, such as
inherent risk, control risk, and detection risk.

Circumstances that would likely increase audit risk are-------. (&)

o HRAUIDATTIEEONTNSZELIFEALBREDBHYEFA. ERENDLIZE LA
WV=®IZH, BIEERTIL"On Topic" EWDmAEEFHLTTFLN,

o N, —MNIIHEBLEFERICT B EAZLMITTTIEN, LTI 3 DDX%and TDO4
WT. —XICL TS HERIFEICHRADS5LIEo>TNET,

KEELQNEICBITAERNASCEIR, ANV F v oRN

@] FMAETEZNKF
[FANIVZRTT,
........................... e obtain—obtains
e the understand

Under the preformance of auditor’s examination, the auditor obtain the understand of the the understanding
design of internal contorl, as well as the effectiveness of the contorl through the tests of con- g and ko

torls. Examiation include confirming, reconciling, recaluculating, foot, but, the determina-
tion of compliance with laws or regulations.

o HIEIMEBETHEWEHADTIBEEDEVENIEBEZFE>TTFEL, (Use words you
are sure ofll) AN)ILF v 3B TI N, —EIIFABLNTESE, ERMTERYIC
[IIMWDEET,
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6. WCHERICD T
Written Communicationld, X alb—23>D—8ELTHES NSO, SEECHIRRE
73 5Situation BdH B, ‘> THEH. ZTDSituationICBIL TEDZIFTNIEZ SR, CPA
MERXEBICENWTLHIICIFATHET S8R, RUWCHERLEEELEZ OSNDHS

N,

LFICWCHR EEEGFRRE. MEDREVRAFEEHMULRNBEEZLET D.

BHONTWDIRRITIG U4 YU OTHON THEREDR TESL DS, BZRLTHELT
REBEDNS,

Written Communication EE5G 5
—

WCER A1
WCERm2

WCERm=4 -
WCERMSS :
WCER=6
WCER=7
WCER=S8
WCERE9 -

WCERS=10
WCERE11
WCERE12

WCERR13

WCERE14
WCERE15
WCERE16

WCERE17

WCERE18

WCER =19

WCER=20 :
RREBEAM —ERBEDEEAN) DIREE (SAS.70 Report)
WCERR22 :
WCERR23 :
WCERS24
WCERE25 -
WCERE26 :
WCERS27 :

WCERR21

WCERm28 :
WCERZ29 :

 DEWERMIIDE = (Corporate/ Accounting scandals to lead the Act )
s (REEWERDBIE (Overview of the SOX)
WCERES :

EEE ADIRIT D581 (Auditor independence under the SOX)
EBTDE&A&{E (Corporate responsibilities under the SOX)
PCAOB D1%2l(Role of PCAOB)

(EEE R B LDIERE (Authority of audit committee under the SOX)
- EUWEEDE = (Loopholes in the SOX)
- NERESEHERED3E{E (Expanded role of internal audit functions)

PCAOBE#EN0.2 MEET 3D DIEHIDREE (Control deficiencies/ Significant
deficiencies / Material weakness)
#FEEN) R & DOFHE (Assessment of control risk)

CRIEDY RO EZR (Fraud risk factors)

R EEDAIE (Management fraud)

RIEICEAT 2EEADEME (Auditor's responsibility for the fraud (Audit of financial

statements))

5t k. FEE 7 O+ X (Sales, Receivable Process)

DR, BEDEFE (Sales return ,\Write-off of bad debts)

- HKEEIN T 07 RDOAERHE S (Cash receipts process)

OvoRy IR, BILiAEDRE (Lock box, Fidelity bonds)

(EBA. BH#. ZH 7O+ X (Purchase, Payable and Cash disbursements process)

C ANBHRE5 7Ot RITRDEEFE D 5 B (Segregation of duties of personal and payroll
process)

RERHEHI DX E 1L (Documentation)

DHTEIFHL = (Analytical procedures)

ZvE> S (“Lapping”)

TS RESRIA (AR confirmations with exceptions noted.)
BEDEEFERNOBKH (Search for unrecorded liabilities)
IREDARIEICBIBEEEFHi= (Extended procedures for the audit of cash)

IE. #HFIDOKRMEICESEEZESEDII 1 =5 —3 3> (Communication with
audit committee- Fraud, Control deficiencies)

B=EHEDEZE (Management representation letter)

BEEHZ (Working papers)
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@ Arthur Andersen:

Once one of the Big
Five accounting firms,
performing auditing, tax,
and consulting services for
large corporations.  After
being convicted, Ander-
sen agreed to surrender
its licenses and its right to
practice.

" The Act” = “The
~ Sarbanes-Oxley Act
of 2002”

<The Sarbanes-Oxley Act of 2002>

Title 1: Public Company Accounting Oversight Board
Title 2: Auditor Independence

Title 3: Corporate Responsibility

Title 4: Enhanced Financial Disclosures

Title 5: Analyst Conflicts of Interest

Title 6: Commission Resources and Authority

Title 7: Studies and Reports

Title 8: Corporate and Criminal Fraud Accountability
Title 9: White-Collar Crime Penalty Enhancements
Title10: Corporate Tax Returns

Title 11: Corporate Fraud and Accountability

56
WC,;“"“ EEWE RN DE S (Corporate/ Accounting scandals to lead the Act )

In 2001 and 2002, several corporate giants were forced to declare bankruptcy, and massive ac-
counting and other irregularities were revealed.

In Enron Corporation, massive accounting fraud was discovered through improper off-balance
sheet accounting. WorldCom revealed that it materially underreported its expenses and materi-
ally overstated its earnings.

Also, Arthur Andersen, responsible for auditing the financial statements, was involved with the
fraud of Enron. Andersen was convicted of obstruction of justice for shredding documents re-
lated to its audit of Enron.

The Sarbanes-Oxley Act of 2002 was enacted to protect investors by improving the accuracy
and reliability of corporate disclosures made pursuant to the securities laws, and for other pur-
pOses.

The Sarbanes-Oxley Act generally applies to U.S. and non-U.S. public companies that have regis-
tered securities with Securities and Exchange Commission under the Securities Exchange Act of
1934.

The Act made significant changes to corporate governance, such as the responsibilities of direc-
tors and officers, expanded the requirements for auditor independence, and established the
organization that oversees accounting firms that audit public companies.
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Use the information provided in the description of the John Smith’s financial situation to complete the relevant parts

of IRS Schedule A—Itemized deductions (Form 1040) for the year 2005 by entering numeric value on the appropriate
shaded field. Be sure a value appears in each of the shaded fields to complete this problem.
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Answer
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7. BAMEENE Dt E (Depreciation Expense)

Miller, Smith, and Tucker decided to form a partnership to perform engineering services. The new entity, Sabre
Consulting, will begin operations on January 2, 20x1, and will use the calendar year for reporting purposes.

All of the partners expect to work full time for Sabre and each will contribute cash and other property to the company

sufficient to commence operations.

The table below shows the estimated values for assets contributed to Sabre by each partner. None of the contributed
assets' costs have been previously recovered for tax purposes.

Estimated FMV of -
G Basis in non-cash

Partner Cash contribution non-cash property .

. property contributed
contributed

Miller $15,000 $11,000 $10,000
Smith 10,000 14,000 15,000
Tucker 20,000 3,500 5,000
Totals 45,000 28,500 30,000

Using the MACRS table (which can be found by clicking the RESOURCES tab), complete the following table to determine
Sabre's tax depreciation expense for 20x1. Assume that none of the original cost of any asset was expensed by the
partnership under the provisions of Section 179 and that an election was made by the partnership to not claim the special

bonus depreciation on any asset.

Partner Asset type
Miller Office furniture
Smith Pickup truck used 100% for
business purposes
Tucker Computers and printers




MACRS Depreciation Table
General Depreciation System
Applicable Depreciation Method: 200 or 150 Percent
Declining Balance Switching to Straight Line
Applicable Recovery Period: 3, 5, 7, 10, 15, 20 years
Applicable Convention: Half-year

33.33 20.00 14.29 10.00 5.00 3.75
44.45 32.00 24.49 18.00 9.50 7.219
14.81 19.20 17.49 14.40 8.55 6.677
7.41 11.52 12.49 11.52 7.70 6.177
11.52 8.93 9.22 6.93 5.713
5.76 8.92 7.37 6.23 5.285
8.93 6.55 5.90 4.888
4.46 6.55 5.90 4.522
6.56 591 4.462
6.55 5.90 4.461
3.28 5.91 4.462
5.90 4.461
5.91 4.462
5.90 4.461
5.91 4.462
2.95 4.461
4.462
4.461
4.462
4.461
2.231
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lResource ITABIZ# AMACRS Depreciation TableDI&EHRZEFRA L THRET 5.

(Cell C2, D2)
BED/IN— =2y I28F Bbasisld. UZEEEBHL/Z/\— M F—(2H(FBbasisE B UEEZE AL\ 57=8. Office
furnitureMbasis|E$10,000TH 5.

Office furnitureDEENERREII7FETH Y. EEERE 7 FOEED 1 FH QOX1FE) DEHNEZKH DD TMACRST —7
JLD14.29% % {F 9 5 (Recovery Year is 1 year and Recovery Period is 7-year), 10,000X14.29%=%$1,4291C73%%, 7385.
CDEIEL200%EEHOEETHY . 1 FBICDNTIZT TIZEESDIEFT(mid-year convention)=H LU ZA TS, #
FRDETELY CERFNIE 2858% (14.29X2ME) THSH. BEIIIRAL. FREEAICEFRZ< 1 FDRMEEED
EREERTDDT, ZOT—TIVTIF14.29%IC7E> TS,

(Cell C3, D3)

Pickup truck®basis(3$15,000Td 5. Pickup truck DEEREEILSFTHY, 1FB QOXIFE) OEIHESBEHLN TN
A7=8. MACRS Depreciation Table?20.00% (Recovery Period is 5-year, Recovery Year is 1) ZRW\TEET 5. $15,000
X20.00%=%$3,000£72%.

(Cell C4, D4)

Computers and printersbasis(3$5,000C# 5, Computers and printersDERELIISETH Y. 1FH QOXIEE) DIE
HEEDE DN TS/, MACRS Depreciation Table?20.00% (Recovery Period is 5-year, Recovery Year is 1) ZFR\TEF
B9 5, $5000%X20.00%=$1,000&7%55,

A B C D
1 Partner Asset type Depreciation basis 20x1 Depreciation expense
2 Miller Office furniture $10,000 $1,429
3 Smith Pickup tr‘uck used 100% for $15,000 $3,000
business purposes
4 Tucker Computers and printers $5,000 $1,000
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‘@J RSIFZDT—R%
Math Error& 43 48
L. B4 BIEENE %
aA—RMELTEEL T
2.
f5) Individual Filer Math
Error Explanations
Code001 - We found an
error in the calculation
of your capital losses on
Schedule D. Losses are
limited to $1,500 for mar-
ried filing separately. Our
changes made to your tax
return during processing
resulted in a balance due.

Code 065 - When filing a
tax return; you must use
the correct amounts for
the standard deduction,
exemption amount, tax,
etc. that are applicable to
that particular year. We
have adjusted your return
accordingly.

6. NER AT (Internal Revenue Service) > 53X ft & 1 518 %] (notice) [Cx T HBHE ZFCik T

37—

a) MER AT (Internal Revenue Service) /5 1xfF = 41538 %1 (notice)
KETOMB L AT AFEERET. MFEEHIEZRI(code) B L UVHR Al (regulation) (Z
EOHONIHEICR > TIELIMFHBREEZHEERL. HRETICHERMHHRZTTD
EENH D, BLE (taxpayer) 3. B L 2fFiAEE (tax return) (CDWT. AERAT
Mok~ B (notice) & ZEDIGEN H 5.,

1) # R ZDIEIE (changes to tax return) D&%
NERATOY—ER -4 —(AVEa1—F THRBEEDT — 4 2SI T 1)
Tld, RESNIMBREEDELFTEERINTWSDF v %2170, BESE
LICRREBEESNTWSIEEDEGFR. £EEEFCERUNHY. SBENBDIEIE (change) 3w
ERISEICITBHMSEG NS,

BHACIHMEERNBTOEEGHANH Y, MREBEEICSASLEPTHEINTNS,
EEDKRITILDO NEHENTE (balance due) T2BEE. RN (RUFIF. XF
T A)DXZIERTEE DN H D, £/o. BEDERIZI/ZHEENEL T E /= (over-
paymentI5E(LE (T (refund) (CD WV TDEBAN H S,

2) FREREE DR LHEE (late filing) (CD WV TOEN
KED. BEAMFEEDForm1040DIREHAR(EZ 4 A15H. BEFHEELZFE > TL\5%
XS DForm1120DiRHEEARRIL 3 B15SHTH 5. 1REERPBE/Z(CHHNHOS TR
EEMRESNTOVENEE, RSITREZRTEME X T S,
Fro. BRZE@EE TRRESNAIZE(IT. RSIIRFIVT 1 DFZIANEKD S @51 & T
ERCE



Written Communication TAB

E:r] BeOBBMDH D
M, B LE
BELEbnd@EMICNT
BREICDNTDOHER
Do

o) BEICHT B3tk (response to the notice) [CDWTD IS4 7 > MADBIE
CPAIL. RSIDPSDIBRICI T DXIGICDNT, 54T 2 MIT BNAREFTDSEDND
60

1) #FREBEEDIEIE (Changes to tax return) &K 2 BENDX G

i) Changes to tax return - Balance due
< Basic Information>

< Additional Information>

1 - Make your check or money order payable to Internal Revenue Service.

22 - Tax records, such as receipts, cancelled checks, photocopies of tax returns are appro-
priate documents to send to the IRS.

3 - Interest is charged on any unpaid tax from the due date of the
return until the date of payment.



D BEAEEOEE—ODPRRLTNS LW S BEADIIS
<EAFH>

<EBMEHR>

X1 - (RREICHT BFLAVD)VIMIFER IR R —F —4 —D3BRIE. AERAFEL
TTFEN,

X2 - FEUNGE. HNEANIF, BEZEOIAE - EFEDIFEEL L TRSANEMT
BICAEHULNVEHETYT,

X3 - ARLTNWSHEECKH L., REEDRLERD SHEBNZIADN S E TICHIREIC
DWTHIFDREONET,

ﬁj<§$ﬁﬁ>wa
BRICBNTHTE
S REIEE,

<EMIER>(FEMEICR
B HNLB NS5,
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d) T—RRXET 1 (case study)

Case ¢)- 1)-i)——Change to Tax Return, Balance due(

Communication \

You are working in Johnson & Smith, CPAs.

Mr. Fredrick Douglas has been your client for three years.

During 20x3, Mr. Douglas spent a total of $5,000 for state lottery tickets. His lottery winnings in
20x3 totaled $2,000.

On June 16, 20x4, Mr. Douglas received the following notice from Internal Revenue Service after
he timely filed a return and pay the balance. He contacted you and asked you how he should deal
with the notice.

Write a letter to Mr. Douglas regarding the notice he received on June 16, 20x4.




Notice from the IRS to your client

199321 CP: XXX

Department of the Treasury
Internal Revenue Service
PHILADELPHIA, PA 19255

Fredrick Douglas
309 Shale Stone

Date of this notice: June 16, 20x4
Taxpayer Identifying Number:
-

Form: 1040

Tax Period: DEC. 31, 20x3

For assistance you may call us at:
1-800-829-8815

Charlottesville, VA 10023

HEEDEEHENBTZELE

LEEBANSREINTINS WE CHANGED YOUR TAX RETURN

Schedule A, Itemized Deductions. We adjusted your return accordingly.

20x3 Tax Return Form 1040

the heading of this notice by August 15, 20x4.

tomer Service Representative.

Enclosures: Notice 746, Information About Your Notice, Penalty and Interest
Publication 1, Your Rights as a Taxpayer

We disallowed your gambling losses on page 1 of your tax return. Your gambling losses can't exceed the
amount of winnings reported as income and your losses must be claimed as an itemized deduction on

Your Figure IRS Figure
Adjusted Gross Income $xx, xxx $xx,xxx
Taxable Income $xx,xxx $xx, xxx
Total Tax $xx,xxx $xx, xxx
Total Payments $xx, xxx
Amount of Underpaid tax $xx, xxx
Penalties $xxx
Interest $xxx
Total amount owed $x,xxx

Please mail your payment by check or money order payable to Internal Revenue Service address shown on

If you believe the change we made is incorrect, please contact us within 60days to discuss it with a Cus-

EIEICKYVBMICEZIA DS
BEATREINTNS, X
BETREMPRRINTL
5i5EbH 5.

COBMEFICEAFHINTNSEED
FEEINTL\S, I TlINotice 746
(B, RFIT 4, FFICDONT
DIER). KU Publication1 ($RFiE D
EFICDWODRFENTNS,
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Form of Business Letter

Johnson & Smith, LL.C

Certified Public Accountants & Consultants
5 Main Blvd. Oklahoma City, OK 11111

May 14, 2003

Mr. Mike Caraway

2700 North Key Blvd.
Oklahoma City, OK 11111

Dear Mr. Caraway,

__ Body
(&30)

Sincerely yours,

Sidney Smith
Johnson & Smith, LI.C




Letter to your client regarding the notice your client received from the IRS

Dear Mr. Douglas,

This letter is response to your request regarding the notice received from the IRS on June 16, 20x4.

Please do not hesitate to contact us if you have any additional questions.

Sincerely yours,
Your Accountant

1. Fv T IIBERICDVTDREBABEETHS NS, MBS NRISEF. BZAaICDNTRRLRT S,
2. TR AR ZEDEE — WD RE L TNS &N DBIMADR L (p.80) IDERIFER DD E it T 5.
3. BRICRBN HDIBEILBINER 13X 2 X 32M2 5.
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8. WCHERICDINVT
Written Communicationld, X alb—3>D—8ELTHES NSO, SEEECHIRRE
72 5Situation BB, 1o THREH. ZDSituationTBIL TEMRIFNILASAE A, WCH
REBELZZONDHBEDNHD, UTICWCHKREEELRR/EE, MBORWGEAFEE
BUICRXBEERE TS, FONTOAHRKRICIH U4V OTHON THRERTE
5LDI1C. BEBLTE<SEFRLEDNS,

Written Communication EE i

WCERET : Gross incomelZ & £ 75 \IEE — Certain employee benefits—
WCERR2 : Gross incomelZ& £ 5IEHE —Alimony payments—
WCERS3 1 IR F 2 (cash method) DFI =R

WCERSR4 : 4 F 2 (accrual method) DF =

WCERAS : BIRRE % (installment method) D F!] 52

WCERAG6 : BAZEFEDEZERZE (business expense) DERIRK L
WCERRERT : #H—E AL A (uniform capitalization rule)
WCERSS : IEFIEE (meals and entertainment) D3RR
WCERR9 : B8 (bad debts) DR

WCERSR10 : FH{bD 1877 (average convention)

WCERART1 1 1795 & F{E2E4R (Section 179 expense election)
WCERR12 : BRI £ (RA) DI 1ZRR

WCERS13 - IHE AIIERR (itemized deductions) (D3R

WCER 14 : EEEE (medical expenses) DEZER LN

WCERS15 : BA{EEF & (qualified residence interest) DEXIK L
WCER 16 : #EFI A (investment interest) DERIR L

WCERS17 : BEZF T4 (charitable contribution) D2k
WCERS18 : FFDREL (substantiation)

WCERR19 : BEFRICH L TERBZRE T D BOREDER
WCERS20 : SKEEHE K (casualty loss) DETE

WCERSE21 : [EEB TH DB DEERE (business expense) DELFR (L
WCER 22 - HEZRR (dependency exemptions) D) A
WCERE23 : BIgE X - HiF (qualifying widow(er)) DFI&
WCERE24 : T E (head of household) DFI =

WCER 25 - MNEFrBH¢ (foreign income tax) IZERR DR

WCER 26 : FEHRFH (estimated tax payments) D373
WCERM27 - BREEEF (filing requirements)

WCERS28 : B = =< Af (alternative minimum tax) DETE
WCERS29 : EIF (assessments) DR EEHAR

WCERA30 : BAIE K (capital loss) DELK L

WCERR31 : /S— b F—2 v TRREHRETEDLEA

WCERR32 : /X\— b F—~DIREEZILEE (Guaranteed payment) DERIR L
WCES33: 7w b - YRS+ Jb—)b(at-risk rule)

WCER s34 : BlIZEE (organizational cost) DELHK L

—104 —
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(BE) 2B A-2

+ Wages, salaries, tips, etc.
+ Taxable interest

+ Taxable dividend

+ Business income

+ Capital gain

- ZOfh

Gross income (GI)

- Self-employment tax?50% &84
+ Moving expenses

+ Alimony payments

- T

—) | Above the line deductions

—ERREERT B E
5 Z(E. married filing jointlyld
$10,300 (2006) ZHEFRATAE

Adjusted gross income (AGH) U Bt DEREER (filing status) IC&Y

Standard deduction

+ Medical and dental expenses

+ Taxes
-) or * Interest expense
ltemized deductions + Charitable contribution
+ Personal casualty and theft losses
+ Miscellaneous deductions
-) | Exemptions | ‘ — A 2721$3,300 (2006) Z =R AT RE

| Taxable income (TI) |

o
Tax (F%8)

BUEDHEICK Y. —EDFTEILgross incomelTEA SR

a) KEEFEEBFH (Minor child support)
b) BHEDEBROMENS (Property settlement)
o F2DOBENDXIDIETARS (Annuities and pensions)
d) ECICLBPEMRBRZIE (Life insurance proceeds)
e) EAEDREAICHTHEIIEE (Certain employee benefits)
f)  FJ RRUICKDREEHNEE (Accident and health insurance benefits)
BIRDRKE
9 BREDOEBECLZIEEZRES (Compensations for damages)
h) BEE., &R TENEDEME. 184 (Gifts, bequests, devises or inheritances)
D M (Stock dividends)
P —EDEHEFEAZERFA (Certain interest income)
k) EZD/HDFETEZBN (Interest income on saving
EUEFFERSFOZIFIE bonds for higher education)
N RBFEE (Scholarships and fellowships)
m) BUREAE (Political contributions)
n) HEMEEDEEH (Rental value of parsonage)
o) fEM%R (Discharge of indebtedness)
p) EEMHOHE (Leasehold improvements)
Gross incomelZ& & N
@gz’ﬂgﬁffﬁ & Wc.;m"'ﬁ“ Gross income[Z& £ N7 \IE H —Certain employee benefits—

Employee benefits are compensation or other benefits received by an employee that are not in
the form of cash. Certain employee benefits, such as group term life insurance and accident or
health plan, may be excluded from the employee’s gross income and therefore are not subject

to the federal income tax.

—106 —



FRAIE LT, 2 TOFREBIIgross incomelCEASIND N, —ERERIAREIRVNET DD
DHbH B

a)
b)
@)

d)
e)
f)
g)
h)
)]

P

k)

m)
n)
0)
p)
o))
r

s)

2

BEREOIME S L T8 T S3REM (Compensation for service)

E 2715 (Gross income derived from business or profession)

IN— b =2y TRMNRIRER/ D S EIH TENZFE

(Distributive share of partnership or S corporation income)

FEEFTS(Gain from the sale or exchange of real estate, securities, or other property)
E#L B4t YT 1 —(Rents and royalties)

At Z 75 (Dividends)

FIFATS (nterest)

B EEHRENTF 2 (Alimony and separate maintenance payment)

HEREDFE{T (Sodial security benefits)

#ABHEA (ZB810 B 1S (Income in respect of a decedent and income from interest in an estate or trust)
KREMFMECRANTAFDBOFE

(Employer supplemental unemployment benefits or strike benefits from union funds)
BEEDOESHITACESEEADZET M. 25 OICEEED S \IEEEDZET HHM
(Fees received by an executor, administrator (estates), director, or for jury duty)
{EF5 52 (Income from discharge of indebtedness unless specifically excluded)
Ay - AT 32 (Stock options)

E 4 (Prizes and awards)

FYOR - RRT 4k - )b—)VICKBFE (Tax benefit rule)

H8E7T 5 ONTIER 72 FT 1S (Embezzled or other illegal income)

BEE DU A (Gambling winnings)

KZIRFRZE (Unemployment compensation)

WCERS

# Gross incomelZ& £ 5I8H —Alimony payments—

Alimony and separate maintenance payments are includible in the gross income of the recipient

and are deductible by the payer.

Payments for child support do not constitute alimony and are not includible in gross income by

the recipient or deductible by the payer.

=107 —

Gross incomelZ& &
U eyt henets
EEZATHLZ L,
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RIETETH

BRAEE

AV

TT7BTHAIStep 2 — Searchlld. FEIZLITFD

3 DIZHEEEND,

a: WREHEEEDRREIND,

b: BEEEDT—IX—XDBRNT A IFTEIC
RTINS,

C: BERER. SNIEEEDDL T UUNRK
=N,

BDHEE. ERDbDIEEERN EHLALIZHDT
H5, A&ADResearchfEIZBICHITHIERE(L.
DERAETBICH/=HEEE (BRI TIFAU Section
50450875 E) DHRICEEN TS (EREEIC
DWVTDFHBIEME R D2. AICPA Professional
Standards, PCAOB Standards JZH8).

BEmE_EERICH D, “VIEW DIRECTIONS Z& U v &
95 & T, ResearchflEDBRE A EICEET 5
RIERBEBE TS ENARETH D, BITH
% “VIEW QUESTION"Z=2Z w3, JTDM]
EEHEICRS,



Research TAB




@z CICHER
DRRME
na,

OfFE 28R
THE

S

F-U—RRRELECKICRREINSEE.
RELCERIEEEDOSVIRICRTEN
%, EREEZONDNBESUY A MLz
oVv 9%,

FROTY7(TUTB)ICIFEEEZEDI T
YINRRSIND, Fee HEOIVT(TUTO)
[ZIE. TUTBICTRRESNTNSEEZRIC
BWT, FREHELDIEEZRSKRU/NS
IS 7BFN—ETRRINS,
ANUIEF—T—RIEIEFEFD> 1 — R TERR
ENBH. D —REWMYLBHPSZANE
ERY,

ITVU7CO—EBLY, EBELD “AR §
10060° ICh—VIEEDLE Uy o
%, §5&. TUTCEBBIC.  “Your selected
response is AR § 100.60" EFRIRSH., HEMNIC
BIREINZZEDHEREIND, CNTHRER
TERB,

(B TIVERBETH B0, NS 7BSN
HTOWEXICHE>TEYET, HEL ARE
DEAE(L“AR§100.83"ICHY ET )





