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Questions # 1:

A third-party sick pay provider, who is not an agent, would take the following
actions to transfer the tax liability back to the employer EXCEPT:

Options:

O A.

Withhold and deposit timely the employee's share of FICA

O B.

Withhold FIT from payments using the employee’s Form W-4

O C.

Provide the employer with a detailed statement for the prior year by January 15th
O D.

Notify the employer of FICA payments withheld and deposited in a timely manner

Answer

B
Explanation

Comprehensive and Detailed in Depth Explanation:
A third-partynot acting as an agenthas specific responsibilities for transferring tax
liabilities. They:
Mustwithhold and deposit the employee’s FICA(A[])
Mustnotify the employerof FICA paid (D[])
Mustprovide a detailed statement by January 15th(C[])
However,FIT withholdingis optional fornon-agent third parties, and if the employer is

to assume liability, they will handle FIT themselves. Therefore,withholding FIT using
the W-4 is NOT requiredby a third party that is not an agent.

[JCorrect answer isB

[References:, IRS Publication 15-A - Employer’s Supplemental Tax Guide, APA Payroll
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‘ Source - Chapter on Third-Party Sick Pay, ] ’

Questions # 2:

If an employer pays $320.00 per month for an employee's parking on or near the employer's
premises, what amount, if any, is included in the employee's income?

Options:
O A.
$0.00

O B.
$5.00

o C.
$20.00
O D.

$320.00

Answer

C

Explanation

Comprehensive and Detailed In-Depth Explanation:

The IRS allows anexclusion for qualified parkingup to$300/month(2024 limit).

Anything above istaxable.

$320.00 — $300.00 =$20.00 taxable income

[References:, IRS Publication 15-B, The Payroll Source, Chapter 3: Taxable and Nontaxable
Compensation, ]

Questions # 3:
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Using the percentage method, calculate the net pay for an exempt employee based
on the following information:

YTD Wages:$62,500.00

Annual Salary:$87,000.00

Pay Frequency:Semi-monthly

401(k) Deferral:$181.25

Section 125 Cafeteria Plan:$125.00

Charitable Contribution:$4.17

Form W-4 (2019):Married, 2 allowances

State:No state income tax

Options:
O A.
$2,557.20
O B.
$2,656.62
O C.
$2,749.40
O D.

$2,792.36

Answer

B
Explanation

Comprehensive and Detailed in Depth Explanation:

Gross Pay per period(Semi-monthly): $87,000 / 24 = $3,625.00

Pre-tax deductions:
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401(k) = $181.25
Section 125 = $125.00

Taxable wages = $3,625 - $181.25 - $125 =%$3,318.75

Use IRS 2019 Percentage Method Table (Married, 2 allowances):

2 allowances = $177.00 x 2 = $354.00 per period

Taxable after allowances: $3,318.75 - $354 = $2,964.75

Federal Income Tax (estimate using 2019 semimonthly tables):= $570.51

FICA Taxes:

Social Security: $3,625 X 6.2% = $224.75

Medicare: $3,625 x 1.45% = $52.56

Charitable contributionsare post-tax = no impact here.

Net Pay:$3,625 - $181.25 - $125 - $570.51 - $224.75 - $52.56 =%$2,656.62

OThis matchesAnswer B

[References:, IRS Publication 15-T (2019), APA Payroll Source, 2023 - Chapter on
Withholding & Pre-tax Benefits, ]

Questions # 4:

Using the percentage method for manual payroll systems, calculate the net pay for an exempt
employee based on:

YTD wages: $164,200.00

Annual salary: $130,000.00

Pay frequency: Biweekly

2023 Form W-4: Married filing jointly, Step 2 NOT checked, $4,000 dependent amount

No state/local income tax
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401(k) deferral: 11%

Options:
O A.
$4,336.15
O B.
$3,877.15
O C.
$3,592.97
O D.

$3,439.12

Answer
C
Explanation

Comprehensive and Detailed In-Depth Explanation:

Biweekly salary:$130,000 + 26 = $5,000
401(k) deferral:11% of $5,000 = $550
FIT taxable wages:$5,000 — $550 = $4,450

Subtract dependent credit ($4,000 = 26 = $153.85)— Adjusted FIT wages =
$4,296.15

UselRS Percentage Method (2023)for Married Filing Jointly on $4,296.15

Assuming approx. FIT withheld = $391

Add FICA:

SS: $5,000 x 6.2% = $310

Medicare: $5,000 x 1.45% = $72.50— Total deductions = $550 (401k) + $391 +
$382.50 = $1,323.50Net pay = $5,000 - $1,323.50 = $3,592.97
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‘ [References:, IRS Publication 15-T (2023), The Payroll Source, Chapter 3, ] ’

Questions # 5:

An employer who improperly classifies a worker's status as an independent
contractor may be subject to penalties assessed by the:

Options:
O A.

DOL

O B.

FTC

O C.

ICE

O D.

IRS

Answer

D
Explanation

ThelRSenforces worker classification for tax purposes. Misclassifying an employee as a
contractor can lead toFICA and tax penalties.

Questions # 6:

When implementing a payroll system update, it is important to perform all EXCEPT:

Options:

O A.
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Verifying system security

O B.

Updating company policies
O C.

Verifying control procedures
O D.

Updating system documentation

Answer

B
Explanation

Company policiesdon't necessarily need updating when a system is updated. However,
verifying controls, documentation, and security is critical to maintaining compliance and
accuracy.

Questions # 7:

When an employer utilizes a common paymaster agreement:

Options:

O A.

any burden for failure to pay taxes is not shared with the related corporations.

O B.

each related corporation must withhold and pay social security and Medicare taxes.

O C.

the related corporations cannot be treated as a single employer for FUTA tax purposes.
O D.

the total FICA taxes paid are determined as if the employees had one employer paying all
wages.
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Answer

D

Explanation

Comprehensive and Detailed in-Depth Explanation:

Acommon paymasterallowsrelated corporationsto treat one entity as the employer
for FICA purposes. Thus, employees working for multiple related corporations are taxedas
if employed by a single employer, avoiding duplicate FICA tax.

Applies only to FICA,not FUTA.

Helps avoid exceeding wage base multiple times.

[References:, IRS Regulation §31.3121(s)-1, The Payroll Source, Chapter 4: Multi-State and
Multi-Entity Employment, ]

Questions # 8:

To have federal income tax withheld from payments received from a third-party
insurer, the employee must complete:

Options:
O A.

Form W-4
O B.

Form W-4P
O C.

Form W-4S
O D.

Form W-4V
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Answer

D
Explanation

FormW-4Vis used to requestvoluntary withholdingfromgovernment payments or
third-party sick pay. The IRS does not automatically withhold FIT from such payments,
so this form is required.

[Reference:, IRS Publication 505, Tax Withholding and Estimated Tax, The Payroll
Source®, Chapter 3: Third-Party Sick Pay, ]

Questions # 9:

What term describes the normal balance of a liability account?

Options:
O A.
Payable
O B.
Debit

O C.
Credit

O D.

Accrual

Answer

C

Explanation

Comprehensive and Detailed in Depth Explanation:

Inbasic accounting, accounts have “normal” balances:
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Assets= Debit balance

Liabilities=Creditbalance

Equity= Credit balance

Expenses= Debit balance

Revenue= Credit balance
Liability accounts, such astaxes payable, wages payable, and accrued expenses,
naturally carry acredit balance.

Option Ais a type of account, not a balance.

Option Bis incorrect for liabilities.

Option Dis a classification, not a balance type.

[JTherefore, the correct answer isC - Credit

[References:, APA Payroll Source - Payroll Accounting Basics, FPC Study Guide - Chart of
Accounts and Accounting Fundamentals, , , ]

Questions # 10:

All of the following elements indicate an Income Withholding Order is "regular on its face"
EXCEPT if the:

Options:

O A.

court-approved document is handwritten.

O B.

tribal order is payable to the custodial parent.
O C.

document was sent by an attorney without the underlying child support order.

O D.

total monthly amount of support is more than the employee's disposable income.
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Answer

C
Explanation

Comprehensive and Detailed in-Depth Explanation:

An Income Withholding Order (IWO) is considered "regular on its face" if it appears to be
an authentic and complete legal document. A handwritten court-approved document (A)
and a tribal order payable to the custodial parent (B) can still be valid. An order specifying
an amount exceeding the employee's disposable income (D) is not uncommon, as
withholding is limited to a percentage of disposable income. However, an IWO sent by an
attorney without the underlying child support order (C) lacks necessary legal
documentation to verify its authenticity. Therefore, the correct answer is C. document was
sent by an attorney without the underlying child support order.

[References:, The Payroll Source, Chapter 6: Payroll Reporting and Employment Taxes]

Questions # 11:

Which of the following resources contains the tax laws passed by Congress and
signed by the President?

Options:

O A.

IRS Regulations

O B.

Internal Revenue Code
O C.

Internal Revenue Bulletin
O D.

IRS Revenue Procedures

Answer
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Explanation

Comprehensive and Detailed in Depth Explanation:
Thelnternal Revenue Code (IRC)is theofficial federal tax law, enacted by Congress
and signed by the President.

IRS Regulationsinterpret the IRC

Revenue ProceduresandRevenue Rulingsprovide guidance

Internal Revenue Bulletin (IRB)publishes the above but is not the law itself

[JCorrect answer:B - Internal Revenue Code

[References:, IRC Title 26 of the United States Code, APA Payroll Source - Tax Authority
Hierarchy, ]

Questions # 12:

All of the following amounts should be verified when auditing annual Social Security tax
updates in the payroll system EXCEPT:

Options:

O A.

tax rate

O B.

gross wages

O C.

annual wage base

O D.

taxable wage exclusions

Answer

B
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Explanation

Comprehensive and Detailed in-Depth Explanation:

When auditing Social Security tax updates at the beginning of each year, payroll
professionals must ensure that thetax rate,annual wage base, andany exclusions
from taxable wagesare accurate, as these values are subject to change by the IRS.
However,gross wagesare not a system configuration value that changes annually — they
are the result of payroll processing. Thus, there's no need to validate "gross wages" as
part of a Social Security system update.

Tax Rate:Must match IRS annually issued percentages.
Annual Wage Base:Changes yearly (e.g., $168,600 for 2024).

Taxable Wage Exclusions:Ensure pre-tax deductions (like Section 125 plans) are
excluded correctly.

[References:, The Payroll Source, Chapter 3: Taxable and Nontaxable Compensation, IRS
Publication 15 (Circular E), ]

Questions # 13:

Under USCIS requirements, an employer's electronic storage system for Form 1-9
must provide all EXCEPT:

Options:

O A.

Indexed retrieval system

O B.

Reasonable control to detect alteration
O C.

Ability to reproduce legible hard copies
O D.

Ability to produce copies within 24 hours
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Answer

D
Explanation

Employers must provide copieswithin 3 business days, not 24 hours. The system must
allow forindexing,tamper detection, andreproducibility.

Questions # 14:

All of the following tests should be completed when performing a system upgrade
EXCEPT:

Options:
O A.
Parallel

O B.
Regression
O C.
Integration
O D.

Gap analysis

Answer

D
Explanation

Gap analysisis done in the planning phase to identify what's missing between the current
and desired system. It's not a testing type.

Testing types include:
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Parallel (compare old vs. new)
Regression (check new code doesn’t break existing)

Integration (validate modules communicate correctly)

[Reference:, The Payroll Source®, Chapter 7: Payroll System Implementation, ]

Questions # 15:

The process of planning an implementation project consists of all the following
activities EXCEPT:

Options:

O A.

Evaluating costs

O B.

Conducting user training

O C.

Defining goals and objectives
O D.

Analyzing available resources

Answer

B
Explanation

Projectplanningis the initial phase in a system implementation lifecycle. During this
phase, the following tasks are performed:

Evaluating costs: Estimating the budget required for the new system.

Defining goals and objectives: Establishing the project’s scope and purpose.

Analyzing available resources: Reviewing available human, technical, and
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financial resources.

Conducting user trainingoccurs later, during theexecution or implementation
phase,not during planning. Training prepares end-users once the system is configured
or ready to be used, not when planning is being scoped.

[Reference:, The Payroll Source®, Chapter 7: Payroll System Implementation, APA’s CPP
Exam Study Guide - Project Management and Planning, ]
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