
CHAPTER 3: TAXABLE AND NONTAXABLE COMPENSATION QUESTIONS 
 
1. An employee’s birth date is June 3, 1966.  He is paid semimonthly and earns $30,000 per 

year.  GTL is twice his salary.  Compute the annual amount of taxable income for 2016 
for GTL for this employee. 

 
 
 
 
 
 
 
 

2. At Christmas, all employees receive a gift card from Dierbergs for $25 to be used to buy 
a turkey.  This is nontaxable income as a De Minimis Fringe Benefit.   

 
True   or     False 

 
 

3. Because the company is busy from January through April and the employees all work 
overtime, the company pays for all of their employees to have their taxes prepared by 
H&R Block.  The cost to the company is $95 per person.  This is not taxable because it is 
for the benefit of the employer and it is less than $100. 

True or False 
 

4. The work group is going to the ballgame to celebrate the end of the fiscal year.  The 
tickets are purchased by the company.  They are $27 each.  These tickets are taxable 
income to the employee?   

True or False 
 

5. The company was short one ticket for the ballgame.  The manager gives the employee 
$27 from petty cash to purchase a ticket so the employee can be with the group at the 
ballgame.  The $27 is taxable income to the employee. 

True or False 
 

 
6. The employee has $50,000 in group term life insurance paid by the company.  The cost of 

the group term life insurance is taxable to the employee. 
True or False 
 

 
7. An employee receives $6,000 for a qualified adoption expenses in 2015 and $8,000 for 

additional qualified adoption expenses in 2016.  How much of the adoption expense is 
taxable for federal income tax in 2015?  In 2016? 

 
 
 
 
 
 
 



 
8. You want to pay your employee $8,000 net.  How much will the gross have to be if he 

lives in a state with a 6% tax rate and he has earned $20,000 so far this year? 
 
 

9. You want to pay your employee $8,000 net.  How much will the gross have to be if he 
lives in a state with a 6% tax rate and he has $150 left in social security tax to reach the 
maximum? 

 
 
10. An employee died on June 8, 2005.  Payroll was paid on June 10, 2005.  The wages are 

subject to: 
a. FITW only 
b. FICA and FUTA only 
c. FITW and FICA 
d. No FICA, FUTA or FITW 

 
11. Group-term life insurance for active employees is subject to: 

a. FITW only 
b. FICA and FUTA only 
c. FUTA only 
d. FICA and FIT only 

 
12. Employer XYZ provides each employee with $3,000 in dependent group-term life 

insurance.  For each employee, how much is subject to FITW and FICA? 
a. $2,000 
b. $3,000 
c. 0 
d. $1,000 

 
 

13. An employee died on December 30.  His final paycheck is paid on January 5 of the next 
year.  What taxes are withheld from the payment? 

a. FIT only 
b. FIT and FICA 
c. FICA only 
d. None 
 

14. An employee died on June 5.  His final gross pay to be paid is $3,000.  A check is made 
payable to the legal representative on June 15th.  How much is withheld for FIT and 
FICA? 

 
a. None 
b. $979.50 
c. $229.50 
d. $43.50 
 

15. If a check is made payable to the legal representative of $2,770.50 for the gross minus 
FICA taxes on a $3,000 gross pay, how much is entered in box 3, Form 1099 MISC? 

a. $3,000 
b. $2,770.50 



 
16. When a deceased employee’s final gross wage is $3,000 and FICA tax amounts to 

$229.50, how much of the final pay is included in box 1 of the W-2? 
a. $3,000 
b. $2,770.50 
 

17. An employee is relocated to another state.  The distance from his old residence to the new 
work location is 55 miles.  The distance from his old residence to his old work place is 10 
miles.   The employee meets the Distance Test for the moving expenses to be deductible. 

True or False 
 

18. An employee loses his/her job due to downsizing.  The employer offers Outplacement 
Services for all employees, if they want the service.  If not, they can elect to receive $400 
in cash to hire their own outplacement services.  An employee decides to accept the 
Outplacement Services of the employer rather than find his/her own outplacement 
services.  The Outplacement Services are nontaxable as a working condition fringe 
benefit. 

True or False 
 

 


