
Western Governors University
(WGU) ACCT3630 C237 Taxation I
Practice Exam (Sample)

Study Guide

Everything you need from our exam experts!

Sample study guide. Visit https://wgu-acct3630-c237.examzify.com



Copyright © 2025 by Examzify - A Kaluba Technologies Inc. product.

ALL RIGHTS RESERVED.

No part of this book may be reproduced or transferred in any form or by any means, graphic,
electronic, or mechanical, including photocopying, recording, web distribution, taping, or by any
information storage retrieval system, without the written permission of the author.

Notice: Examzify makes every reasonable effort to obtain from reliable sources accurate,
complete, and timely information about this product.

1Sample study guide. Visit https://wgu-acct3630-c237.examzify.com for the full version

SAMPLE



Questions

2Sample study guide. Visit https://wgu-acct3630-c237.examzify.com for the full version

SAMPLE



1. What is the role of Action on Decision in IRS communications?
A. To summarize all IRS decisions made within the year.
B. To provide factual information on the IRS budget and expenditures.
C. To clarify reasoning behind an IRS ruling.
D. To determine future IRS policies based on past court cases.

2. Which court is specifically designed to handle large volumes of cases
regarding federal taxes?
A. US District Court
B. US Tax Court
C. US Supreme Court
D. US Court of Federal Claims

3. What is a deferred like-kind exchange?
A. A swap of similar properties
B. A cash-out exchange of assets
C. An exchange where property is transferred before receiving the replacement

property
D. An outright sale of property

4. What is the purpose of the Dividends Received Deduction (DRD)?
A. To reduce personal income tax
B. To allow corporations to deduct amounts received from other corporations
C. To increase taxable income
D. To provide credits for foreign taxes paid

5. What term describes the tax rate that applies to a taxpayer's average level
of taxation on each dollar of taxable income?
A. Effective Tax Rate
B. Marginal Tax Rate
C. Average Tax Rate
D. Adjusted Tax Rate
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6. What kind of taxes are assessed based on income from investments rather
than wages?
A. Excise Taxes
B. Capital Gains Taxes
C. Payroll Taxes
D. Consumption Taxes

7. What are estimated tax payments primarily used for?
A. To adjust for overpaid taxes from the previous year
B. To cover tax liabilities when withholding is insufficient
C. To account for investment income taxes only
D. To facilitate cash flow for the IRS

8. What does it mean for a taxpayer to maintain a household for a dependent
child?
A. Living in an expensive house
B. Providing more than half of the child's support and housing
C. Co-signing the child's lease or mortgage
D. Providing transportation for the child's daily needs

9. What is primarily focused on in the Economic Performance Test?
A. The time of income recognition
B. The eligibility for tax benefits
C. The improvement of overall economic conditions
D. The substantial purpose of business transactions

10. What are payment liabilities in the context of business expenses?
A. Liabilities incurred from purchasing assets
B. Liabilities that become deductible when paid
C. Liabilities that are recorded as underpaid taxes
D. Liabilities associated with capital improvements
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1. C
2. B
3. C
4. B
5. C
6. B
7. B
8. B
9. B
10. B
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1. What is the role of Action on Decision in IRS communications?
A. To summarize all IRS decisions made within the year.
B. To provide factual information on the IRS budget and expenditures.
C. To clarify reasoning behind an IRS ruling.
D. To determine future IRS policies based on past court cases.

The role of Action on Decision (AOD) in IRS communications is to clarify the reasoning behind an IRS ruling.
When the IRS issues an AOD, it serves to explain the rationale and the legal analysis that led to a certain
conclusion on a tax issue. This helps taxpayers and tax professionals understand not just the result of a ruling, but
also the underlying principles and considerations that influenced that decision. Thus, AODs are crucial for
providing transparency and insight into the IRS's interpretative actions and how similar situations may be
approached in the future.  The other options do not accurately describe the focus of Action on Decision.
Summarizing all IRS decisions within a year overlooks the specific aim of clarifying the reasoning behind individual
rulings. Providing factual information about the IRS budget and expenditures is unrelated to AODs, as they do not
deal with financial details. Similarly, determining future IRS policies based on past court cases does not reflect the
AOD's primary purpose, which is rooted more in explanatory precedent than in policy-making.

2. Which court is specifically designed to handle large volumes of cases
regarding federal taxes?
A. US District Court
B. US Tax Court
C. US Supreme Court
D. US Court of Federal Claims

The US Tax Court is specifically designed to handle disputes between taxpayers and the Internal Revenue
Service (IRS) related to federal tax matters. It has the authority to adjudicate cases involving federal income,
estate, and gift taxes before the taxpayer has to pay the disputed tax, which is a unique feature compared to other
courts. This establishes the Tax Court as a specialized forum that focuses solely on tax-related issues, allowing it
to manage the large volume of cases that arise in the realm of federal taxation efficiently.   In contrast, other courts
like the US District Court and the US Court of Federal Claims deal with a broader array of civil and federal claims,
not just tax issues. While the US Supreme Court tends to address higher-level appellate matters, its role is not
grounded in the specific handling of tax disputes. Thus, the design and focus of the US Tax Court make it the
appropriate venue for resolving federal tax cases.
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3. What is a deferred like-kind exchange?
A. A swap of similar properties
B. A cash-out exchange of assets
C. An exchange where property is transferred before receiving the replacement

property
D. An outright sale of property

A deferred like-kind exchange refers specifically to a transaction under Section 1031 of the Internal Revenue Code
that allows a taxpayer to defer paying capital gains taxes on the exchange of similar properties, provided certain
conditions are met. In this context, the correct answer indicates that property is transferred before receiving the
replacement property, which is a defining characteristic of this kind of exchange.  In a deferred like-kind exchange,
the taxpayer sells their property and subsequently acquires a replacement property within a stipulated timeframe.
The two key aspects are the deferment of tax obligations and the timing of the transactions, which allows for the
deferral of gains. This structure helps investors in real estate and other assets continue to reinvest without
immediate tax consequences.  The other choices represent different types of transactions that do not involve the
specific tax-deferral mechanism or the timing requirements of a deferred like-kind exchange. A swap of similar
properties, a cash-out exchange of assets, or an outright sale would not qualify for the same tax benefits as a
deferred like-kind exchange, primarily because those activities do not follow the regulations set forth in the
relevant tax codes for deferring capital gains taxes. The crux of a deferred like-kind exchange lies in the timing
and the conditions that allow taxpayers to strategically manage their tax

4. What is the purpose of the Dividends Received Deduction (DRD)?
A. To reduce personal income tax
B. To allow corporations to deduct amounts received from other corporations
C. To increase taxable income
D. To provide credits for foreign taxes paid

The Dividends Received Deduction (DRD) serves the specific purpose of allowing corporations to deduct amounts
received from their investments in other corporations. This provision encourages corporate investment in the stock
of other corporations by mitigating the impact of double taxation. When a corporation earns dividends from
another corporation in which it has invested, those dividends can be subject to taxation at the corporate level
when they are recorded as income. The DRD helps prevent this double taxation by allowing the receiving
corporation to deduct a portion of the dividends, thus reducing its taxable income and making it more attractive for
corporations to engage in equity investments.  This deduction specifically applies to dividends received from
domestic corporations, and the percentage of the deduction varies based on the ownership stake the receiving
corporation has in the distributing corporation. The general intention behind the DRD is to promote domestic
investment and encourage capital formation, ultimately contributing to business growth and economic activity. 
The other options do not accurately capture the purpose of the DRD, as they focus on personal income tax
reduction, increasing taxable income, and providing foreign tax credits, which are unrelated to the mechanism of
the DRD that specifically addresses corporate dividend income.
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5. What term describes the tax rate that applies to a taxpayer's average level
of taxation on each dollar of taxable income?
A. Effective Tax Rate
B. Marginal Tax Rate
C. Average Tax Rate
D. Adjusted Tax Rate

The average tax rate is the term that accurately describes the tax rate applied to a taxpayer's average level of
taxation on each dollar of taxable income. It is calculated by taking the total tax paid and dividing it by the total
taxable income, providing a percentage that reflects the average rate at which a taxpayer is taxed across their
entire income. This rate gives a clearer picture of the overall tax burden compared to the marginal tax rate, which
only applies to the last dollar earned and does not reflect the total tax liability relative to income. The adjusted tax
rate is not a standard term used in tax accounting, and while the effective tax rate can sometimes be
interchangeably used, it typically reflects the same concept as the average rate in certain contexts. Understanding
the average tax rate is crucial for taxpayers to assess their overall tax responsibility.

6. What kind of taxes are assessed based on income from investments rather
than wages?
A. Excise Taxes
B. Capital Gains Taxes
C. Payroll Taxes
D. Consumption Taxes

Capital gains taxes are specifically assessed on the profit earned from the sale of assets or investments, such as
stocks, bonds, and real estate, rather than on wages or salaries. This type of tax is applicable when an individual
sells an asset for more than its purchase price; the difference between these two amounts constitutes a capital
gain. The tax rate on capital gains can differ based on various factors, including how long the asset was held
before being sold, as short-term gains (from assets held for one year or less) are typically taxed at ordinary
income tax rates, while long-term gains (from assets held for more than one year) often benefit from lower tax
rates.  In contrast, the other taxes listed primarily focus on different forms of revenue generation. Excise taxes are
levied on specific goods or services, like gasoline or alcohol. Payroll taxes are taken directly from employees’
wages to fund programs like Social Security and Medicare. Consumption taxes apply to the purchase of goods
and services, typically reflected in sales taxes. Therefore, capital gains taxes are clearly distinct because they
relate explicitly to investment income rather than employment income.
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7. What are estimated tax payments primarily used for?
A. To adjust for overpaid taxes from the previous year
B. To cover tax liabilities when withholding is insufficient
C. To account for investment income taxes only
D. To facilitate cash flow for the IRS

Estimated tax payments are primarily used to cover tax liabilities when withholding is insufficient. This is especially
relevant for individuals who have income that is not subject to regular withholding, such as self-employment
income, rental income, or dividends. Since these types of income do not have taxes automatically deducted at the
source, individuals must make estimated tax payments to ensure they are meeting their tax obligations throughout
the year.  By making these payments, taxpayers help avoid underpayment penalties and ensure that they do not
owe a large sum at the end of the year. This proactive approach allows individuals to align their tax contributions
closer to their actual tax liability, thus preventing any discrepancies between the amount owed and the amount
withheld from wages or other income sources.   The other options do not accurately describe the primary purpose
of estimated tax payments. While overpaid taxes from the previous year can influence the current year's tax
calculations, they do not serve as the main reason for making estimated payments. Similarly, investment income
taxes may contribute to a taxpayer's overall liability, but estimated payments are not exclusively for that type of
income. Finally, the IRS's cash flow needs, while important for the agency, do not directly relate to the taxpayer's
obligation to make estimated payments; the focus is primarily on the taxpayer's

8. What does it mean for a taxpayer to maintain a household for a dependent
child?
A. Living in an expensive house
B. Providing more than half of the child's support and housing
C. Co-signing the child's lease or mortgage
D. Providing transportation for the child's daily needs

Maintaining a household for a dependent child primarily involves providing more than half of the child's support
and housing. This reflects the IRS requirement that, to claim a child as a dependent, the taxpayer must contribute
significantly to the child's basic needs, which include food, shelter, clothing, education, and medical care.   By
providing more than half of the child's total support, the taxpayer demonstrates a financial commitment that
qualifies them to claim certain tax benefits, such as the Child Tax Credit or credits for child care expenses. This
establishes the taxpayer's role as the primary caregiver and financial supporter, which is crucial in the context of
claiming a dependent under tax laws.  In contrast, other options like living in an expensive house or co-signing a
lease do not necessarily indicate that the taxpayer is providing or has provided half of the child's support.
Similarly, simply providing transportation does not equate to maintaining a household, as it does not address the
overall financial support needed for the child’s upbringing. Therefore, the correct understanding of "maintaining a
household" centers on the substantial financial contribution made to the child's welfare.
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9. What is primarily focused on in the Economic Performance Test?
A. The time of income recognition
B. The eligibility for tax benefits
C. The improvement of overall economic conditions
D. The substantial purpose of business transactions

The Economic Performance Test is primarily concerned with determining when expenses can be recognized in
terms of their economic impact and tax treatment. This test ensures that businesses only recognize a deduction
for an expense when the underlying economic activity has occurred. This ties directly to the eligibility for tax
benefits because it stipulates that expenses cannot be deducted until they are incurred in a way that reflects
genuine economic performance.  This focus distinguishes the Economic Performance Test from aspects like the
timing of income recognition or the general improvement of economic conditions, which are broader financial
concepts. Similarly, while business transactions and their purposes are important for understanding the overall
context of taxation, they do not directly relate to how tax benefits are specifically validated through the lens of
economic performance.

10. What are payment liabilities in the context of business expenses?
A. Liabilities incurred from purchasing assets
B. Liabilities that become deductible when paid
C. Liabilities that are recorded as underpaid taxes
D. Liabilities associated with capital improvements

In the context of business expenses, payment liabilities are best described as liabilities that become deductible
when they are paid. This means that when a business pays off a liability, that payment can often be deducted from
the business's taxable income for that period. This aligns with the cash basis of accounting, where expenses are
recognized when they are actually paid rather than when they are incurred.   This concept is particularly important
for businesses to understand as it affects their tax planning and cash flow management. By effectively managing
payment liabilities, businesses can optimize their tax liabilities in the year they make payments, which can lead to
tax savings.  The other options refer to different financial concepts. For instance, purchasing assets typically
involves capital expenditures rather than liabilities in the scope of payment liabilities. Similarly, while underpaid
taxes pertain to tax liabilities, they don’t directly tie to the deductibility of expenses upon payment. Finally, liabilities
associated with capital improvements refer to long-term investments, which don’t fall under the same category as
immediate payment liabilities that impact deductible expenses.
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