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2017 Tax Rate Schedules

Single—Schedule X

Head of household—5chedule Z

If taxable of the If taxable of the
income is: But not ameunt income is: But not amount
Over— over— The taxis: over— Over— over— The tax is: over—

S 0 $ 9325 SORSERER )0 L 0 5 0 5 13350 Lulia10% $ 0

9,325 37,950 - 93250 + 15% 9,325 13,350 50,800 § 1,335.00 + 15% 13,350
37,950 91,200 5,226.25 + 25% 37,950 50,800 131,200 6,952.50 + 25% 50,800
91,500 191,650 18,713.75 + 28% 91,900 131,200 212,500 27,052.50 + 28% 131,200

191,650 416,700 46,643.75 + 33% 191,650 212,500 416,700 49,816.50 + 33% 212,500

416,700 418,400 120,910.25 + 35% 416,700 416,700 444 550 117,202.50 + 35% 416,700

418400 ... 121,505.25 + 39.6% 418,400 444550 @ ... 126,950.00 + 39.6% 444,550

Married filing jointly or Qualifying widow(er)— Married filing separately—Schedule Y-2

Schedule Y-1

If taxable of the If taxable of the

income is: But not amount income is: But not amount

Over— over— The tax is: over— Over— over— The tax is: over—

5 o $ 18650 0 eeeeenn 10% $ 0 5 0 5 9325 eeeenen.10% 5 0
18,650 75,900 § 1,865.00 + 15% 18,650 9,325 37,950 $ 93250+ 15% 9,325
75,900 153,100 10,452.50 + 25% 75,900 37,950 76,550 5,226.25 + 25% 37,950

153,100 233,350 29,752.50 + 28% 153,100 76,550 116,675 14,876.25 + 28% 76,550

233,350 416,700 52,222.50 + 33% 233,350 116,675 208,350 26,111.25 + 33% 116,675

416,700 470,700 112,728.00 + 35% 416,700 208,350 235350 56,364.00 + 35% 208,350

470,700 L. 131,628.00 + 39.6% 470,700 235350 e 65,814.00 + 39.6% 235,350

2018 Tax Rate Schedules

Single—Schedule X Head of household—Schedule Z

If taxable ofthe If taxable ofthe

income is: Butnot amount income is: But not amount

Over— over— The tax is: over— Over— over— The taxis: over—

S V] S 9525 — 9 0 S 0 5 13,600 P 5 ]

9,525 38,700 S 952.50 + 12% 9,525 13,600 51,800 $ 1,360.00 + 12% 13,600
38,700 82,500 4,453.50 + 22% 38,700 51,800 82,500 5,944.00 + 22% 51,800
82,500 157,500 14,089.50 + 24% 82,500 82,500 157,500 12,698.00 + 24% 82,500

157,500 200,000 32,089.50 + 32% 157,500 157,500 200,000 30,698.00 + 32% 157,500
200,000 500,000 45,689.50 + 35% 200,000 200,000 500,000 44,298.00 + 35% 200,000
500000 e 150,689.50 + 37% 500,000 500000 e 149,298.00 + 37% 500,000

Married filing jointly or Qualifying widow(er)— Married filing separately—Schedule Y-2

Schedule Y-1

If taxable ofthe If taxable ofthe

income is: But not amount income is: But not amount

Over— over— The tax is: over— Over— over— The tax is: over—

5 0 5 19,050 E——— $ 0 5 0 5 9525 — s ]

19,050 77,400 S 1,905.00 + 12% 19,050 9,525 38,700 S 95250+ 12% 9,525
77,400 165,000 8,907.00 + 22% 77,400 38,700 82,500 4,453.50 + 22% 38,700
165,000 315,000 28,179.00 + 24% 165,000 82,500 157,500 14,089.50 + 24% 82,500
315,000 400,000 64,179.00 + 32% 315,000 157,500 200,000 32,089.50 + 32% 157,500
400,000 600,000 91,379.00 + 35% 400,000 200,000 300,000 45,689.50 + 35% 200,000
600,000 L 161,379.00 + 37% 600,000 300000 e 80,689.50 + 37% 300,000




Tax Formula for Individuals

Income [broadly defned]). . s o iasis rsii s S b R R SX, 00K
Less: Exclusions. (%, 50x)
Gross income. ......... SXX,XHX
Less: Deductions for adjusted gross income. {x,00x)
ST YIS IVCOITIEL s s e b ST A M B R AR AR S04, 300
Less: The greater of—

Total itemized deductions

or standard deduCtion ... . . ... ociinin i i as s s [x,3000)
Less: Personal and dependency exemptions®............... [, 206)

Deduction for qualified business income** (%, 30x)
A N e P B S R R T R B 5308, 300K
BT Ty R == o L= T Tl T o = R S XXM
Less: Tax credits (including Federal income tax

withhald arelprepaber oo do it S il CuitEE T NS {30x)
Ta e TOT PO, ... o o oo e s i i i i e S M

*Exemption deductions are not allowed from 2018 through 2025.
**Only applies from 2018 through 2025.
Basic Standard Deduction Amounts

Filing Status 2017 2018
Single $ 6,350 512,000
Married, filing jointly 12,700 24,000
Surviving spouse 12,700 24,000
Head of household 9,350 18,000
Married, filing separately 6,350 12,000

Amount of Each Additional Standard Deduction

Filing Status 2017 2018
Single 51,550 51,600
Married, filing jointly 1,250 1,300
Surviving spouse 1,250 1,300
Head of household 1,550 1,600
Married, filing separately 1,250 1,300

Personal and Dependency Exemption

2017 2018

54,050 54,150

*Mote: Exemption deductions have been
suspended from 2018 through 2025,



/N

BECKER

PROFESSIONAL EDUCATION®

Powerful preparation.
Maximum confidence.
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MOVE BEYOND MEMORIZATION TO APPLICATION CPA SkillMaster Videos
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expert instructors take you
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AMT Formula for Individuals

Taxable income (increased by any standard deduction taken)
Plus or minus: Adjustments

Plus: Preferences

Equals: Alternative minimum taxable income (AMTI)
Minus: Exemption

Equals: Alternative minimum tax (AMT) base
Multiplied by: 26% or 28% rate

Equals: Tentative minimum tax before foreign tax credit
Minus: AMT foreign tax credit

Equals: Tentative minimum tax (TMT)

Minus: Regular tax liability (less any foreign tax credit)
Equals: AMT (if TMT > regular tax liability)




Income Tax Rates—Estates and Trusts

Tax Year 2018
Taxable Income The Tax Is:
Of the
But not Amount
Over— Over— Over—
5 0 § 2,550 10% 5 0
2,550 9,150 S 255.00 + 24% 2,550
9,150 12,500 1839.00 + 35% 9,150
FESD 000 e 3,011.50 + 37% 12,500

Income Tax Rates—C Corporations,

2018 and after

For all income levels, the tax rate is 21%.
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Work like a pro.

Get the #1 cloud-based professional
tax software for free."?

Go beyond the basics and connect with the modern tools you need to work efficiently.

» Work with confidence.
Get returns done right the first time with access to all the forms you need, backed by
industry-leading calculations and diagnostics.

* Work smarter.
Save time with logical data-entry worksheets instead of traditional forms-based methods.
Plus, get quick training resources so it's easy to stay up to speed.

* Work from anywhere.
It's all online, so there's nothing to install or maintain. And whether you're on your mobile
phone or laptop, PC or Mac - you're always good to go.

Visit TaxEducation.Intuit.com to get started.
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the software, reach out to us at taxeducation_support@intuit.com anytime for help.
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Preface

COMMITTED TO EDUCATIONAL SUCCESS

( "outh-Western Federal Taxation (SWFT) is the
. 'most trusted and best-selling series in college
taxation. We are focused exclusively on providing the
most useful, comprehensive, and up-to-date tax texts,
online study aids, tax preparation tools, and research
tools to help instructors and students succeed in their
tax courses and beyond.

SWFT is a comprehensive package of teaching and
learning materials, significantly enhanced with each edi-
tion to meet instructor and student needs and to add
overall value to learning taxation.

The SWFT Comprebensive Volume, 2019 Edition pro-
vides a dynamic learning experience inside and outside
of the classroom. Built with resources and tools that have
been identified as the most important, our complete
learning system provides options for students to achieve
SUCCess.

In addition, the SWFT Comprebensive Volume, 2019
Edition provides accessible, comprehensive, and authori-
tative coverage of the relevant tax code and regulations
as they pertain to the individual and business taxpayer,
as well as coverage of all major developments in Federal
Taxation. The 2019 Edition has been fully updated and
revised to reflect changes included in the Tax Cuts and
Jobs Act of 2017.

In revising the 2019 Edition, we focused on:

» Accessibility. Clarity. Substance. The text

authors and editors made this their mantra as

they revised the 2019 Edition. Coverage has been
streamlined to make it more accessible to stu-
dents, and difficult concepts have been clarified,
all without losing the substance that makes up the
South-Western Federal Taxation series.

Developing professional skills. SWFT excels
in bringing students to a professional level in
their tax knowledge and skills, to prepare them
for immediate success in their careers. In this
regard, we include development of speaking
and writing communications skills, the use of tax
preparation and tax research software, orientation
toward success on the CPA exam, consideration
of the time value of money in the tax planning
process, and facility with advanced applications
of spreadsheet construction.

CengageNOWv2 as a complete learning
system. Cengage Learning understands that
digital learning solutions are central to the class-
room. Through sustained research, we continually
refine our learning solutions in CengageNOWv2
to meet evolving student and instructor needs.
CengageNOWv2 fulfills learning and course man-
agement needs by offering a personalized study
plan, video lectures, auto-graded homework, auto-
graded tests, and a full eBook with features and
advantages that address common challenges.




Learning Tools and Features to Help Students Make the Connection

UL LW WLV U We understand that students struggle with learning difficult tax code concepts
and applying them to real-world scenarios. The 2019 Edition uses color to bring the text to life, capture student
attention, and present the tax code in a simple, vet logical format.

1 Selected content is streamlined
to guide students in focusing on
the most important concepts for
the CPA Exam while still providing
in-depth coverage of topics.

DETERMINATION OF GAIN OR LSS

s s i —_—

d Examples are clearly labeled and
directly follow concepts to assist
with student application. An
average of over 40 examples
in each chapter use realistic
situations  to  illustrate  the 7
complexities of the tax law and . ' : —
allow students to integrate chapter
concepts with illustrations and
examples.




. . Students need lots of practice in areas such as computing tax return
problems and adjusting rates. "X.:: have developed these exercises to give students practice in calculating the solutions
they need to make business decisions.

Id Found in end-of-chapter section of the textbook

d CengageNOWv2 provides algorithmic versions of these problems

27

LO.1 Melba purchases land from Adrian. Melba gives Adrian $225,000 in cash and
agrees to pay Adrian an additional $400,000 one year later plus interest at 5%,
4. What is Melba’s adjusted basis for the land at the acquisition date?
b, What is Melba’s adjusted basis for the land one year later?

28. 0.1 On July 1, 2018, Katrina purchased tax-exempt bonds (face value of $75,000)
for 882,000. The bonds mature in five years, and the annual interest rate is
6%. The market rate of interest is 2%.
4. How much interest income and/or interest expense must Katrina report in 2018,
assuming that straight-line amortization is appropriate?

b.  What is Katrina's adjusted basis for the bonds on January 1, 20197

29. 'L0.3 Luciana, a nonshareholder, purchases a condominium from her employer

for 885,000. The fair market value of the condominium is $120,000. What is

Luciana’s basis in the condominium and the amount of any income as a result of
this purchase?

30. 'LO3 Sebastian purchases two pieces of equipment for $100,000. Appraisals of the

equipment indicate that the fair market value of the first piece of equipment is

$72,000 and that of the second piece of equipment is $108,000. What is Sebastian’s
basis in these two assets?

: 1 = . End-of-Chapter CPA review
questions from Becker PREPARE STUDENTS FOR SUCCESS. Students review key umcep[a using proven questions from Becker
Professional Education®—one of the industry’s most effective

tools to prepare for the CPA Exam.

1 Located in select T =
: CHET EVIEW uestions
end-of chapter sections
:] Tagoed h reanceplin 1. fasmin purchased 100 shares of Pinkstey Corporation (publicly traded company) la]_'-CK FR
85¢€ b _L{ Ceptt on January 1 of year 1 for §5,000. The FMV of the shares at the end of year 1 was ﬁ v sl edinta
Cengugei\i()\‘(l\-'.? £6,000. On January 1 of r 4, Pinkstey Corporation declared a 2-for-1 stock split

when the fair market value of the stock was §65 per share. On January 1 of year 5,
Jasmin sold all of her Pinkstey Corporation stock when the fair market value was
$40 per share. Which of the following st

I3 Similar questions to what
students would actually

ements is me?

a.  fasmin reports 30,500 in gross income for the 2-for-1 stock split in year 4.

find on the CPA Exam b, Jasmin's basis in the Pinkstey Corporation stock at the end of year 4 is §65 per
shiare.
c. Jasmin has no taxable income for the Pinkstey Corporation stock in year 4.

. Jasmin owns 100 shares in Pinkstey Corporation stock at the end of year 4.

4\ BECKER

L PROFESEIONAL EBUCATIONS




See how the SWFT series helps students understand the big picture
and the relevancy behind what they are learning.

THE BIG PICTURE: Tax Solutions for the
Real World. Taxation comes alive at the start of each
chapter as The Big Picture Examples give a glimpse
into the lives, families, careers, and tax situations of
typical filers. Students will follow this one family,
individual, or other taxpayer throughout the chapter
showing students how the concepts they are learning
play out in the real world.

Finally, to solidify student comprehension, each
chapter concludes with a Refocus on the Big
Picture summary and tax planning scenario. These
scenarios apply the concepts and ropics from the
chapter in a reasonable and professional way.

FRAMEWORK 1040:
Fitting It All Together. R | DPAEWORY ST, PR Muewmte o i ety
This chapter-opening feature ;
demonstrates how individual
income tax topics fit together,
using the Income Tax Formula
for Individuals as the framework.
The framework helps students
organize their understanding of
the chapters and topics to see
how they relate to the basic

tax formula and then identify
where these items are reported
on Form 1040. Framework 1040
helps students navigate topics by
explaining how tax concepts are
organized.

o shagrer cem

Use this chapter-opening
! Framework 1040, which

shows the topics as they

appear in the individual

17 Fuarestreal st st parrantica S epeman s st Atach Sehamu € tax formula, to
understand where on

Form 1040 these chapter
topics would appear.

Len: udirtoo S el e o ) '//

vi




FINANCIAL DISCLOSURE
INSIGHTS: Tax professionals need to

understand how taxes affect GAAP financial

statements. Financial Disclosure Insights,
appearing throughout the text, use current
clata about existing taxpayers to highlight
book-tax reporting differences, effective tax
rates, and trends in reporting conventions.

A comman book-tax difference relates 1o the
depreciation amounts that are repasted for GAAP and Fad
eral Income tax pupases, Typically, tas depreciation deduc
tlons are accelerated; that I, they are clamed in carfior
repeating peniods than i the case for firancial accounting
purposes.

Almost every tax b change since 1980 has included
depmciation provisions that accelerate the related deductions
rekatwe 1o the expences allowed under GAAR Accelerated cost

me Clock at Ye:

Tax and Book Depreciation

Fmc vy dedUctians represEnt 3 means by which the tasing
Jutsdiction infuses th business with cash flow created by tha
seduction in the year's ta kabilites.

For instance, recently, sbout one-quarter of General Bec:
wic's dofarved tas Rabibries reled to depiraciation differences.
For Toyota's and Fond's depreciation differences, that amoum
s about oner-chird And for the trucking fim Ryder Systens,
denreciation difieronces accounted Sor all bt 1 percent of the
heferred tax Kabilities.

L s the end of the tx year approaches, Julie, 3
succrashil fulltime el estato devebaper and IWESIOr, RO
nizes that her income tax st uation for the year couldbe blask.
Unieis she and her spouse, Ralh, are able to generats more
Faoturs of participanion in ane of her enal estate rental actities
they will not reach the material participation threshold. Conse
sty thi tas dsses from the vantuse willnot be deductible
To ensure deductibility, Julie suggests the following plan:

» She will documant the tim she spends “trinking” about
her rental activities

= During the week, Ralph wil visit the spaetment building
1 overses (in 3 management roke) the opertions of the
renials.

TAX PLANNING: Chapters include

a separate section calling attention

to how taxpayers can use the law o
reach financial and other goals. Tax
planning applications and suggestions
also appear throughout each chapter.

On weekends, she and Ralph wil visit the sama nits to
furthar evaluate the speratons.

» Also on the woekends, while They are dalng thoir row
ting haisahold thopping, they will be on the ookt for
aither rental progieriies to buy. Julle plans 1o count beth
her and Ralph's woekend hours toward the @iy of total
pasticipacian

i conapnds that the law diearly allows the efams of
ane's spouse ta count for purpeses of the materal partc
patlan tests. Likewise, nathing in the tax kaw requires tx
payers ta be eficiont in their hours of panid pation. How do
s reace?

ETHICS & EQUITY: some tax issues
do not have just one correct answer.
Ethics & Equity features will spark
critical thinking and invite classroom
discussion, enticing students to evaluate
their own value system. Suggested
answers to Ethics & Equity scenarios
appear in the Solutions Manual.

14-14 TAX PLANNING

forms.

capi

Individuals who receive income in the form of Jong-term capital gains or qualified d

dend income have an advantage over taxpayers who cannot receive income in these

If a net capital loss results, the max
gains and losses must be segregated fro

14-14a Importance of Capital Asset Status

Why is capital assct status important? Because of the alternative tax on net capital gain.

m deduction is

100 per year. Consequently,
m other types of

ins and losses and

mst be reported separately on Schedule I of Form 1040,

Tracking Down Tax Dollars

Nan-US. persans whe ear income within the
United States may need to file a Federal ncome tax retum,

GLOBAL TAX ISSUES: The

The position of the IRS is that the curent [T procedure
Brings in revenuie that otherwise wauild nat be forthcaming.

but they may not have a Social Security number for fling pu-
pases. If nat, they can wse 2 nine-digit individual Tax ldenti-
fication Number TIN] instead. The IRS issues MINs upon the
submission of an application and proof of identification (e.g.
a driver's keensel. As the IRS does not require an apglicant to
show that he o she s in the United States isgaily. the MiNs are
freely avaiable to undooimented persans iz, dlegal immi-
granits). The use of an [TIN slso can enabie the hokdes to carry
out other fnancis| tranzactions {e.g., establish 2 bank account,

secure-a oredit card, and obeain a loan). retums using an TN

Some undocumented warkers want to comply with the ke
and pay the income taxes they owe. This practice should not
e discauraged, as the ta law applies with squal force ta legal
and Beagal meidents of the United States.

However, MINs have been oritscized for their use by ille-
gal immigrants and undacimented workers. A fecent nepart
ffound that individusls who are not authodized to warkan the
United: States were paid 34.2 billion in refundabie tax oredits,
such as the child tax credit, because they wene able to file tax

Global Tax Issues feature gives
insight into the ways in which
taxation is affected by international
concerns and illustrates the effects
of various events on tax liabilities
across the globe.
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Take your students from Motivation to Mastery with CengageNOWv2

CengageNOWv2 is a powerful course management tool and online homework
resource that elevates student thinking by providing superior content designed
with the entire student workflow in mind.

A 1 MOTIVATION: engage students and better prepare them for class
WHRLER ¥ O APPLICATION: help students lez blem-solving behavior and
APPLICATION S Ar ATION: 1elp students learn Pm)uﬂ—scnmg He '1.¢1\mr an

1I0OTIVATION skills to guide them to complete taxation problems on their own

\ i
4

1 MASTERY: help students make the leap from memorizing concepts
to actual critical thinking

Many instructors find that students come
to class unmotivated and unprepared. To
help with engagement and preparedness,
CengageNOWv2 for SWFT offers:

J “Tax Drills” test students on key
concepts and applications. With
three to five questions per learning
objective, these “quick-hit" questions
help students prepare for class
lectures or review prior (0 an exam.

Students need to learn problem-solving
behavior and skills, to guide them to
complete taxation problems on their own.
However, as students try to work through
homework problems, sometimes they
become stuck and need extra help. To
reinforce concepts and keep students on the
right track, CengageNOWvV2 for SWFT offers
the following.

1 End-of-chapter homework from the
text is expanded and enhanced to follow
the workflow a professional would use
to solve various client scenarios. These
enhancements better engage students
and encourage them to think like a tax

professional.

viii




1 Algorithmic versions of end-of-chapter homework are available for computational exercises and at least
15 problems per chapter.

“Check My Work” Feedback. Homework questions include immediate feedback so students can learn as they
go. Levels of feedback include an option for “check my work™ prior to submission of an assignment.

Post-Submission Feedback. After submitting an assignment, students receive even more extensive feedback
explaining why their answers were incorrect. Instructors can decide how much feedback their students receive

and when, including the full solution.

Built-in Test Bank for online assessment.

Tax Form Problems give students
the option to complete the Cumulative
Intuit ProConnect Problems and other
homework items found in the end-
of-chapter manually or in a digital
environment,

“What-If" Questions allow studenis
to develop a deeper understanding of
the material as they are challenged to
use their prior knowledge of the tax
situations and critically think through
new atiributes to determine how the
outcome will change.

An Adaptive Study Plan comes
complete with an eBook, practice
quizzes, crossword puzzle, glossary,
and flashcards. It is designed to help
give students additional support and
prepare them for the exam.

CengageNOWv2 Instant Access Code
ISBN: 978-1-337-70434-2 (two-semester access)

Contact your Cengage Learning Consultant
about different bundle options.

ix




X PREFACE

EXTENSIVELY REVISED. DEFINITIVELY UP TO DATE.

Each vear the South-Western Federal Taxation scries
is updated with thousands of changes to each text. Some
of these changes result from the feedback we receive
from instructors and students in the form of reviews,
focus groups, web surveys, and personal e-mail corre-
spondence with our authors and team members. Other
changes come from our careful analysis of the evolving
tax environment. We make sure that every tax law
change relevant to the introductory taxation course
was considered, summarized, and fully integrated
into the revision of text and supplementary mate-
rials. This edition is fully updated and revised to
reflect changes included in the Tax Cuts and Jobs
Act (TCJA) of 2017 (Public Law 115-97; 12/22/17).

The South-Western Federal Taxation authors
have made every effort to keep all materials up to date
and accurate. All chapters contain the following general
changes for the 2019 Edition.

* Updated materials to reflect changes made by
Congress through legislative action.

* Streamlined chapter content (where applicable)
to clarify material and make it easier for students
to understand.

* Revised numerous materials as the result of
changes caused by indexing of statutory amounts.

* Revised Problem Materials, Computational
Exercises, and CPA Exam problems.

* Updated Chapter Outlines to provide an overview
of the material and to make it easier to locate
specific topics.

= Revised Financial Disclosure Insights and Global
Tax Issues as to current developments.

In addition, the following materials are available online.

* An appendix that helps instructors broaden and
customize coverage of important tax provisions
of the Affordable Care Act. (Instructor Companion
Website at www.cengage.com/login)

= The Depreciation and the Accelerated Cost
Recovery System (ACRS) appendix. (Instructor
Companion Website at www.cengage.com/login)

* An appendix that has comprehensive tax return
problems for the 2017 tax filing year as well
as 2018 problems updated to the Tax Cuts and
Jobs Act of 2017 (once 2018 forms are available)
(Appendix E). (Instructor Companion Website at
www.cengage.com/login}

* The Taxation in the Real World weekly blog posts
for instructors. (https://community.cengage
.com/t5/Taxation-in-the-Real-World-Blog/
bg-p/taxationintherealworldblog)

Chapter 1

* Updated Exhibit 1.1 (Federal Tax Revenues) and
Exhibit 1.4 (IRS Audit Types and Rates) with cur-
rent data.

* Revised text to reflect the TCJA of 2017 and
revised various inflation-adjusted information in
the chapter.

* Identified critical thinking questions and problems.
* Added a new Research Problem to analyze a soda
tax or sweetened beverage tax proposal against

the AICPA’s Principles of Good Tax Policy.

Chapter 2
* Created new Big Picture example and updated
related examples throughout the chapter.

* Revised text to reflect TCJA of 2017 changes as
needed.

*+ Updated references and citations throughout the
chapter.

* Updated discussion of taxation on the CPA exam.

Chapter 3

* Updated to reflect changes made by the TCJA of
2017, including tax rates, the child and dependent
tax credits, and the new calculation of the kiddie
tax (several examples added on this).

* Updated chapter materials to reflect inflation
adjustments.

* Updated end-of-chapter materials to reflect TCJA
of 2017 changes and inflation adjustments.

Chapter 4
* Expanded LO 5 to include present value consider-
ations of tax planning,
* Updated for changes made by the TCJA of 2017,
such as to alimony and tax rates.



Added basics of FBAR reporting requirements.
Clarified the requirements for alimony.

Noted that former employees are eligible for the
group term life insurance exclusion.

Added an FBAR exercise.

Chapter 5

* Replaced the Ethics & Equity on employer meals
with one on whether Congress made the right
decision with the TCJA of 2017 to disallow certain
benefit deductions to employers rather than main-
taining the deduction and making the benefits
taxable to employees.

Updated for changes made by the TCJA of 2017.

Updated chapter materials to reflect inflation
adjustments.

Chapter 6

* Added new materials related to the TCJA of

2017, including accounting method changes for
both accrual (deferral of prepayments) and cash
method corporations (increasing the gross receipts
limit), executive compensation issues (including
performance-based compensation now covered
by the $1 million limit, changing the definitions of
“covered employees” and “publicly held corpo-
ration”), expanding the disallowance for fines

and penalties, disallowing deductions for local
lobbying expenses, disallowing deductions for
settlements of sexual harassment/abuse suits (if a
nondisclosure agreement exists), and an overview
of the deduction for qualified business income.
Modified existing material to reflect changes
dictated by the TCJA of 2017 (e.g., effect of the
suspension of miscellaneous itemized deductions
on hobby losses).

= Updated end-of-chapter materials for the TCJA of 2017.

Chapter 7

* Replaced material on the domestic production
activities deduction (§ 199) with the excess busi-
ness loss limitation rule [§ 461(1)] added by the
TCJA of 2017.

Updated casualty loss materials to reflect that per-
sonal casualty losses are only allowed if due to a

Federally declared disaster. Updated materials on

personal casualty gain and loss netting.
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Updated research and experimental expenditures
for changes made by the TCJA of 2017.

Updated net operating loss materials for changes
by the TCJA of 2017.

Revised and clarified chapter materials as needed,
including updating materials for annual inflation
adjustments.

Updated end-of-chapter materials to reflect
changes made by the TCJA of 2017.

Chapter 8

Updated text materials to reflect TCJA of 2017
changes, including expanded immediate expens-
ing, unlimited bonus depreciation, and changes to
listed property rules.

Added materials and examples related to using
immediate expensing and bonus depreciation
effectively.

Updated end-of-chapter materials to reflect TCJA
of 2017 changes.

Chapter 9

Revised materials on moving, entertainment, and
meals expenses to reflect TCJA of 2017 changes and
consolidated these topics, along with some others,
into 4 learning objective on business expenses.
Updated balance of chapter materials (and end-of-
chapter materials) for the TCJA of 2017.

Updated end-of-chapter materials to reflect revised
standard mileage amounts.

Updated materials for 2018 inflation adjustments.

Chapter 10

Added and/or updated materials for the TCJA of
2017, including the revised AGI floor for medi-
cal expenses in 2017 and 2018, revised limits on
qualified residence interest, the cap on state and
local taxes, revisions to charitable contributions
(including the new 60%-of-AGI rule on cash con-
tributions), and the suspension of the deduction
for miscellaneous itemized deductions.

Updated chapter materials for 2018 inflation
adjustments.

+ Added new planning ideas related to changes

made by the TCJA of 2017.
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Chapter 11 * Added communications requirements to several
" e ! S—— end-of-chapter problems.
- ] [ ~ t o [ 5 : [ ‘[ [ A "
25;(;.1 i * Modified the material on the calculation of the

alternative tax on net capital gains and qualified

* Updated an Ethics and Equity item in the chapter. dividend income to reflect changes made by the

* Added a spreadsheet requirement to two
end-of-chapter problems.

* Added an additional tax form completion section
to an end-of-chapter problem.

* Added a new Research Problem requiring the use
of IRS data (via the IRS Tax Stats website).

TCJA of 2017.

Added two new Research Problems (one related
to bonus depreciation and § 1250 and one related
to information available from IRS Tax Stats).

Chapter 15

= NEW chapter covering both an introduction to
entities and the new deduction for qualified

Chapter 12

* Updated discussion of additional first-year depre-
ciation.

* Revised material affected by TCJA, including
exemption amounts and repeal of corporate AMT.

= Expanded solution and explanations for Excel
problems.

= Updated Affordable Care Act materials.

* Revised materials affected by TCJA, including the
child credits, earned income credit, and withhold-
ing/tax estimates.

= Updated amounts for 2018 FICA earnings and
taxes.

* Added discussion of the alternative minimum tax,
as it applies to noncorporate taxpayers.

* Added a new Research Problem asking students
to use IRS data to analyze individual income tax

credits by AGI class (a Microsoft Excel assignment).

Chapter 13

* Updated and revised for TCJA of 2017 changes,
including restrictions to like-kind exchanges (real
property only).

* Added communications component to several
end-of-chapter problems.

* Identified end-of-chapter problems that include a
critical thinking component.

* Updated tax form problems (the completion of a
Form 8824 for a like-kind exchange).

Chapter 14

* Modified the materials related to the definition
of capital assets based on TCJA of 2017 changes
(related to patents).

* Updated end-of-chapter materials for the TCJA of
2017 and identified critical thinking items.

business income (§ 199A).

Added extensive coverage of the QBI deduc-
tion, including a Concept Summary and multiple
examples to assist students in navigating this
challenging provision.

Developed significant end-of-chapter materials
illustrating the § 199A rules (including Discussion
Questions, Computational Exercises, Problems,
and Research Problems).

Chapter 16

= Updated for the accounting method changes of

the TCJA of 2017, including the addition of favor-
able methods for small taxpayers (average annual
gross receipts in the prior three-year period of $25
million or less) and the additional rules for accrual
method taxpayers at § 451(h) and (c).

Updated for current list of automatic changes
(Rev.Proc. 2018-31).

Updated for change in applicable Federal interest
rates.

Updated end-of-chapter problems to reflect TCJA
of 2017 changes.

Chapter 17

* Updated entire chapter for TCJA of 2017, such as

for the treatment of NOLs.

Added new content on the business interest deduc-
tion limitation, excessive executive compensation,
and restrictions on corporate accumulations.
Deleted materials on domestic production activi-
ties deduction and the tax liabilities of related
corporations.

Revised end-of-chapter materials extensively to
reflect TCJA of 2017 changes; added communica-
tions components to several problems; and added
a Microsoft Excel component to problems.



Chapter 18

Added another “forms problem” to the end-of-
chapter material.

Added a spreadsheet requirement for two end-of-
chapter assignments.

Added a new Research Problem requiring the use
of IRS Tax Statistics and Microsoft Excel.

Chapter 19

Updated for changes made by the TCJA of 2017
such as tax rates and repeal of the § 199 deduction.

Revised and updated chapter materials as needed;
streamlined and clarified chapter materials when
necessary.

Revised text examples to address TCJA of 2017
(e.g., effect of increase in estate tax exemption

on § 303 problems and changes in individual and
corporate income tax rates). Also revised end-of-
chapter materials for these changes.

Updated other end-of-chapter materials as needed.

Identified critical thinking problems and added
communications requirements to several problems.

Chapter 20

Streamlined and clarified materials throughout the
chapter.

Revised text examples and Exhibit 20.1 to address
TCJA of 2017 (e.g., effect of changes in individual
and corporate income tax rates). Also revised end-
of-chapter materials for these changes.

Revised Financial Disclosure Insight item When an
Acquiisition Fails.

Added numerous Microsoft Excel spreadsheet
end-of-chapter problems.

Added communications component to several
end-of-chapter problems.

Added new Research Problem 6 (with communi-
cations component).

Identified critical thinking problems.

Chapter 21

Reduced discussion in “Character of Gain or Loss
on Disposition of Receivables, Inventory, and
Built-In Loss Properties.”

Reduced coverage of nonrecourse debt allocations
among the pariners.

Adjusted discussion of liability allocations to
reflect both the Regulations and the allocations
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shown on Schedule K-1 (including qualified non-
recourse financing).

Revised materials affected by TCJA of 2017,
including the application of the § 199A deduction,
the DPAD, and the AMT.

Simplified and clarified Concept Summary 21-4.

+ Added several more items that can be solved by

using Microsoft Excel.

Chapter 22

Clarified AAA treatment of unrecognized losses for
distributed property.

Revised materials affected by TCJA of 2017,
including rtax rates, the application of the § 199A
deduction, distribution policies, and the use of
NOLs.

Clarified the availability of limited liability by
business entities at the state level.

Revised discussion of the accumulated earnings
tax concerning distribution policies.

Chapter 23

Included materials on new excise taxes added
by the TCJA of 2017 (private college/university
endowments and exempt organization highly paid
employees).

Revised statistics about the tax-exempt sector of
the economy.

Updated material involving political activities of
churches, added information about the number
and size of private foundations, and updated
statistics about taxes on private foundations and
unrelated business income.

Revised end-of-chapter materials and added two
new Research Problems.

Chapter 24

-

Updated statistics about state tax collections.
Updated state/local tax expenses for Financial
Disclosure Insights item.

Added comments about economic development
motivations for state/local tax waivers.

Added material about an effort by some states
to apply economic nexus for sales tax and that
the U.S. Supreme Court will decide the South
Dakota v. Wayfair, Inc., et al case in 2018.
Revised some Research Problems to reflect the
current economy.
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Chapter 25

« Completely revised to reflect TCJA of 2017
changes, including the movement towards a ter-
ritorial system, the one-time transition tax, the
additional tax on intangible income, the anti-
base erosion tax, and changes to the foreign tax
credit.

* Added and revised Financial Disclosure Insights
items.

* Revised end-of-chapter materials to reflect TCJA of
2017 changes.

= Updated statistics about the global economy and
tax results, global corporate tax rates, tax treaty
withholding rates, and various indexed amounts.

= Updated statistics about advanced pricing agree-
ments, and added information about the number
and location of CFCs.

Chapter 26

= Updated statistics about the size of the IRS and its
audit rates.

* Updated fees for letter ruling requests, installment
agreements, and compromises.

* Updated information about the informant and
whistleblower programs.

« Updated various penalty amounts, including
adding a footnote reference to the TCJA of 2017
change to § 6662(d) that reduces the 10% penalty
threshold for determining if a substantial under-
statement exists to 5% if the taxpayer claims a
§ 199A deduction.

* Updated explanation of the § 6695(g) due dili-
gence penalty to include application if the client
claims head-of-household status (added by the
TCJA of 2017).

* Updated operating rules concerning PTINs.

* Added another item to an existing exercise to
require the use of Microsoft Excel.

Chapter 27
* Updated for changes made by the TCJA of 2017,
including the increase in the unified credit and
related exemption amount.

* Updated for changes to the annual gift exclusion
amount.

* Added another item to an existing exercise to
require the use of Microsoft Excel.

Chapter 28
* Updated for rate and AMT changes made by the
TCJA of 2017.
* Updated statistics concerning the income and tax
liabilities of fiduciary entities.
* Modified discussion of rules concerning the
additional tax on NIL

* Clarified the grantor trust status of a reversionary
trust.

TAX LAW OUTLOOK

From your SWFT Series Editors

Efforts to adjust economic activity to the significant changes made by the Tax Cuts and Jobs Act of 2017 will
dominate the tax world in 2018 and 2019. Individual taxpayers will need to consider many changes to the
law, not the least of which are in the area of itemized deductions, and then evaluate how all of these changes
affect their financial planning strategies. Small businesses and their owners will deliberate about the tax and
legal form in which they should organize, taking into account the QBI deduction and other tax law changes,
such as new restrictions on excess business losses and net operating losses. IRS guidance, Regulations, and
tax forms and instructions will be used to apply and clarify language from the 2017 law changes, especially
concerning international provisions and the QBI deduction. State and local issues will focus on the forms of
interstate transactions and new definitions of nexus. Family tax planning will adjust to the higher exemption
equivalent and the repeal of some state-level taxes applied at death. The SWFT editors will be monitoring
these activities and provide updates to adopters as needed.
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SUPPLEMENTS SUPPORT STUDENTS AND INSTRUCTORS

Built around the areas students and instructors have identified as the most important, our integrated supplements
package offers more flexibility than ever before to suit the way instructors teach and students learn.

Online and Digital Resources
for Students

=
# CENGAGENOWv2

CengageNOWv2 is a powerful course management and
online homework tool that provides robust instructor
control and customization to optimize the student learn-
ing experience and meet desired outcomes.

CengageNOWv2 Instant Access Code ISBN:
978-1-337-70434-2 (rwo-semesler access)

Contact your Cengage Learning Consultant about differ-
ent bundle options.

THOMSON REUTERS Thomson Reuters Chedkpoint™
CHECKPOINT is the leading online tax

research database used by pro-
fessionals. There are three simple ways Checkpoint™
helps introduce students to tax research:
* Intuitive web-based design makes it fast and
simple to find what you need.
* Checkpoint™ provides a comprehensive collection
of primary tax law, cases, and rulings along
with analytical insight you simply can't find
anywhere else.
= Checkpoint™ has built-in productivity tools such
as calculators to make research more efficient—a
resource more ax pros use than any other.

Six months’ access to Checkpoint™ (after activation) is

packaged automatically with every NEW copy of the
textbook.*

nfurt More than software: Put the
@ procon nect. experience of ProConnect™

Tax Online on your side.

= Get returns done right the first time with access
to all the forms you need, backed by industry-
leading calculations and diagnostics.

* Save time with logical data-entry worksheets
instead of traditional forms-based methods.

= It’s all online, so there’s nothing to install or maintain.

Online access to ProConnect™ Tax Online software is
offered with each NEW copy of the textbook—at no
additional cost to students *

C E N G AG E com Students can use Cengage.com
: to select this textbook and

access Cengage Learning content, empowering them to
choose the most suitable formar and giving them a better
chance of success in the course. Buy printed materials,
eBooks, and digital resources directly through Cengage
Learning and save at Cengage.com.

Online Student Resources

Students can go to www.cengage.com for free resources
to help them study as well as the opportunity to pur-
chase additional study aids. These valuable free study
resources will help students earn a better grade:

* Flashcards use chapter terms and definitions to aid
students in learning tax terminology for each chapter.

+ Online glossary for each chapter provides terms
and definitions from the text in alphabetical order
for easy reference.

* Learning objectives can be downloaded for each
chapter to help keep students on track.

* Tax tables used in the textbook are downloadable
for reference.

< » CENGAGE The first-of-its-kind digital
UN L ’ M!TED subscription designed spe-
cially to lower costs.
Students get total access to everything Cengage
has to offer on demand—in one place. That's 20,000
eBooks, 2,300 digital learning products, and dozens of
study tools across 70 disciplines and over 675 courses.
www.cengage.com/unlimited

Printed Resources for Students
Looseleaf Edition (978-1-337-70303-1)

This version provides all the pages of the text in an un-
bound, three-hole punched format for portability and
ease of use. Online access to ProConnect™ Tax Online
software is included with every NEW textbook as well as
Checkpoint™ from Thomson Reuters.*

*NEW printed copies of the textbook are automatically packaged with access to Checkpoint™ and ProConnect™ Tax Online tax soft-
ware. If students purchase the eBook, they will not automatically receive access to Checkpoint™ and ProConnect™ Tax Online soft-
ware. They must purchase the ax media pack offering both of these products. The ISBN is 978-1-337-70176-1 and can be purchased at

WWW.CENgage. com.
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Comprehensive Supplements Support
Instructors’ Needs

=
# CENGAGENOWv:

CengageNOWv2 is a powerful course management and
online homework tool that provides robust instructor
control and customization to optimize the student learning
experience and meet desired outcomes. In addition to
the features and benefits mentioned earlier for students,
CengageNOWv2 includes these features for instructors:

* Learning Outcomes Reporting and the abil-
ity to analyze student work from the gradebook.
Each exercise and problem is tagged by topic,
learning objective, level of difficulty, estimated
completion time, and business program standards
to allow greater guidance in developing assess-
ments and evaluating student progress.

* Built-in Test Bank for online assessment. The
Test Bank files are included in CengageNOWv2 so
that they may he used as additional homework or
tests.

Solutions Manual

Written by the South-Western Federal Taxation
editors and authors, the Solutions Manual features solu-
tions arranged in accordance with the sequence of chap-
ter material.

Solutions to all homework items are tagged with
their Estimated Time to Complete, Level of Difficulty, and
Learning Objective(s), as well as the AACSB’s and AICPA’s
core competencies—giving instructors more control than
ever in selecting homework to match the topics covered.
The Solutions Manual also contains the Solutions to
Appendix E: Comprehensive Tax Return Problems and
lettered answers (only) to the end-ofchapter Becker
CPA Review Questions. Available on the Instructor
Companion Website at www.cengage.com/login.

PowerPoint® Lectures with Notes

The Instructor PowerPoint® Lectures contain more than
30 slides per chapter, including outlines and instructor
guides, concept definitions, and key points. Available on
the Instructor Companion Website at www.cengage
.com/login.

Test Bank

Written by the Sowuth-Western Federal Taxation
editors and authors, the Test Bank contains approxi-
mately 2,200 items and solutions arranged in accordance
with the sequence of chapter material.

Each test item is tagged with its Estimated Time to
Complete, Level of Difficulty, and Learning Objective(s),

as well as the AACSB's and AICPA's core competencies—
for easier instructor planning and test item selection. The
2019 Test Bank is available in Cengage’s test generator
software, Cognero.

Cengage Learning Testing Powered by Cognero is a
flexible, online system that allows you to:

* author, edit, and manage Test Bank content from
multiple Cengage Learning solutions

* create multiple test versions in an instant

= deliver tests from your LMS, your classroom, or
wherever you want

* create tests from school, home, the coffee shop—
anywhere with internet access (No special installs
or downloads needed.)

Test Bank files in Word format as well as versions to im-
port into your LMS are available on the Instructor Com-
panion Website. Cognero Test Banks available via
single sign-on (§80) account at www.cengage.com/
login.

Other Instructor Resources

All of the following instructor course materials are
available online at www.cengage.com/login. Once
logged into the site, instructors should select this textbook
to access the online Instructor Resources.

* Instructor Guide

= Edition-to-edition correlation grids by chapter

* Detailed answer feedback for the end-of-chapter
Becker CPA Review Questions in Word format
(Lettered answers only are available in the
Solutions Manual.)

* An appendix that helps instructors broaden and
customize coverage of important tax provisions of
the Affordable Care Act

= The Depreciation and the Accelerated Cost Recov-
ery System (ACRS) appendix

* Comprehensive Tax Return Problems appendix

Custom Solutions

Cengage Learning Custom Solutions develops personal-
ized solutions to meet your taxation education needs.
Consider the following for your adoption of South-
Western Federal Taxation 2019 Edition.

* Remove chapters you do not cover or rearrange
their order to create a streamlined and efficient text.

* Add your own material to cover new topics or
information.

= Add relevance by including sections from
Sawyers/Gill's Federal Tax Research or your
state’s tax laws and regulations.



ACKNOWLEDGMENTS

PREFACE xvii

We want to thank all the adopters and others who participated in numerous online surveys as well as the follow-
ing individuals who provided content reviews and feedback in the development of the South-Western Federal

Taxation 2019 titles.

David M. Maloney / William A. Raabe / William H. Hoffman, Jr. / James C. Young

Lindsay G. Acker, University of Wisconsin-
Macddison

Deborah 5. Adkins, Nperspective, LLC

Mark P. Altieri, Kenl Stale University

Amy An, University of Iowa

Susan E. Anderson, Elon University

Henry M. Anding, Woodbury University

Jennifer A. Bagwell, Obio University

George Barbi, Lanier Technical College

Terry W. Bechtel, Texas AGM University —
Texarkata

Chris Becker, LeMoyne College

John G. Bell

Tamara Berges, [/CLA

Ellen Best, University of North Georgia

Tim Biggart, Berry College

Rachel Birkey, Minois State University

Patrick M. Borja, Citrus College /
California State Ustiversity, Los Angeles

Dianne H. Boseman, Nash Community
Collepe

Cathalene Bowler, University of Northern
Towa

Madeline Brogan, Lone Star College —
Montgomery

Darryl L. Brown, Mfinois Wesleyan
Udversity

Timothy G. Bryan, University of Southern
Indiana

Robert S. Burdette, Salt Lake Communily
College

Ryan L. Burger, Concordia University
Nebraska

Lisa Busto, William Rainey Harper College

Julia M. Camp, Providence College

Al Case, Southern Oregon University

Machiavelli W. Chao, Merage School of
Bustness University of California,
Irviie

Eric Chen, University of Sainit Josepb

Christine Cheng, Lowisiana State University

James Milton Christianson, Sowthwestern
Uheiversity and Austin Conmmuirnity
College

Wayne Clark, Soutbwest Baptist University

Ann Bursiein Cohen, Universily ai Buffalo,
The State University of New York

Ciril Cohen, Fairleigh Dickinson University

Dixon H. Cooper, University of Arkansas

Rick L. Crosser, Metropolitan State
University of Denver

John B. Crowley, Castleton University

Richard G. Cummings, Unfversity of
Wisconsin-Whitewaier

Susan E. M. Davis, South University

Dwight E. Denman, Newmait University

James M. DeSimpelare, Ross School of
Business af the University of Michipan

John Dexter, Northwood University

James Doering, Unfversity of Wisconsin —
Green Bay

Michael P. Donohoe, University of Mlinois
at Urbana Champaign

Deborah A, Doonan, Johnson & Wales
University

Monique O. Durant, Central Connecticut
State University

Wayne L. Edmunds, Virginia Commaon-
wealth University

Rafi Efrat, California State University,
Northridge

Charles R. Enis, The Pennsylvania State
Unitersity

Frank J. Faber, St. Joseph’s College

A, Anthony Falgiani, University of South
Carolina, Beaufor!

Jason Fiske, Thomas jefferson School of Law

John Forsythe, Eagle Gate College

Alexander L. Frazin, University of Redlards

Carl |, Gabrini, Coflege of Coastal Georgia

Kenneth W. Gaines, East-West Universiry,
Chicago, Minois

Carolyn Galantine, Pepperdine University

Shen Geddes, Hope College

Alexander Gelardi, University of Si. Thomas

Daniel J. Gibbons, Wanbonsee
Community College

Martie Gillen, University of Florida

Charles Gnizak, Fort Hays State University

J. David Golub, Nortbeastern University

George G. Goodrich, fobr Carroll
University

Marina Grau, Houston Commientity
Ciollege — Houston, TX

Vicki Greshik, University of Jamestown
College

Jeffrey S. Haig, Santa Monica College

Marcye 5. Hampton, University of Central
Floridea

June Hanson, Upper fowea University

Donald Henschel, Beredicline University

Susanne Holloway, Salisbury University

Susan A. Honig, Herbert H. Lebman College

Jeffrey L. Hoopes, The Obio State University

Christopher R. Hoyt, Dtiversity of Missouri
(Kansas City) School of Law

Marsha M. Huber, Youngstown State
Uniiversity

Carol Hughes, Asbevifle-Buncombe
Technical Community College

Helen Hurwitz, Saint Lowids Ustiversity

Richard R. Hutaff, Wingate University

Zite Hutton, Western Washington
Dhniversity

Brad Van Kalsbeek, University of Sioux
Falls

John E. Karayan, Woodbury University

Carl Keller, Missourf Siate Universify

Cynthia Khanlarian, Concord University

Bob Kilpatick, Northern Arizona

University
Gordon Klein, Lecturer, UCLA Anderson
School

Taylor Klett, Sam Houston State University

Aaron P. Knape, Peru State College

Cedric Knott, Colorado State University —
Global Campus

Ausher M. B. Kofsky, Western New
England University

Emil Koren, Safnt Leo University

Jack Lachman, Brooklyn College — CUNY

Richard S. Leaman, University of Denver

Adena LeJeune, Louisiana College

Gene Levitt, Mayville State University

Teresa Lightner, University of North Texas

Sara Linton, Roosevelt University

Roger Lirely, The University of Texas at
Tvler

Jane Livingstone, Western Carolina
University

Heather Lynch, Northeast Iowa
Community College

Michael J. MacDonald, University of
Wisconsin-Whitewaier

Mabel Machin, Florida Institute of
Technology

Maria Alaina Mackin, ECPT University

Anne M. Magro, George Mason University

Richard B. Malamud, California Siate
Undversity, Domingues Hills

Harold J. Manasa, Winthrop University

Barry R. Marks, University of Houston —
Clear Lake

Dewey Martin, Husson University

Anthony Masino, Fast Tennessee State
Chiversity

Norman Massel, Louisiana State University

Bruce W. McClain, Cleveland Siare
University

Allison M. McLeod, University of North Texas

Meredith A. Menden, Southern New
Hampshire Unfversity

Robert H. Meyers, Unfversity of Wisconsin-
Wiitewaier

John G. Miller, Skyline College



xviii PREFACE

Tracie L. Miller-Nobles, Austin Community
College

Jonathan G. Mitchell, Stark State College

Richard Mole, Hiram College

David Morack, Lakeland University

Lisa Nash, CP4, MA, Vincennes Universily

Mary E. Netzler, Eastern Florida State
College

Joseph Malino Nicassio, Westmoreland
Cownty Conmmunily College

Mark R. Nixon, Bentley University

Garth Novack, Pantheon Heavy Industries
& Foundry

Claude R. Oakley, DeViry Universily, Georgia

Al Oddo, Niggara University

Sandra Owen, Indiana University —
Biloomirngton

Vivian J. Paige, Old Dominion University

Carolyn Payne, Universily of La Verne

Ronald Pearson, Bay Colfege

Thomas Pearson, Universily of Hawaii at
Manoc

Nichole L. Pendleton, Friends University

Chuck Pier, Angelo State University

Lincoln M. Pinto, DeViy University

Sonja Pippin, University of Nevada — Reno

Steve Platau, The University of Tampa

Walfyette Powell, Strayer University

Dennis Price, Samford University

Dadene Pulliam, West Texas ASM University

John 5. Repsis, University of Texas at
Arlingron

John D. Rice, Trinity University

SPECIAL THANKS

Jennifer Hardwick Robinson, Trident
Technical College

Shani N. Robinson, Sam Houston Sicate
Uifversity

Donald Roth, Dordt College

Richard L. Russell, Jackson State University

Robert L, Salyer, Northern Kentucky
Unifversity

Rhoda Sautner, University of Mary

Bunney L. Schmidt, Keiser University

Allen Schuldenfrei, Unidversity of Baltimore

Eric D. Schwartz, LaRoche College

Tony L. Scott, Norwalk Community College

Randy Serrett, Universily of Houstorn —
Downlown

Wayne Shaw, Sowthern Methodist University

Paul A. Shoemaker, University of
Nebraska — Lincoln

Kimberly Sipes, Keniucky State Universily

Georgi Smatrakalev, Florida Atlantic
indversity

Randy Smit, Dordt Colfege

Leslie 8. Sobol, California State University

Northridge
Mare Spiegel, University of Califirnia,
Irvine

Teresa Stephenson, Dniversity of Wyoming

Beth Stetson, Oklabonta City University

Debra Stone, Eastern New Mexico Universily

Frances A. Stott, Bowling Green State
Untiversity

Todd S. Stowe, Southwest Florida College

Julie Straus, Culver-Stockion Collese

Martin Stub, DeViy University

James Sundberg, Eastern Michigan University

Kent Swift, University of Monlana

Robert L. Taylor, Lees-McRae College

Francis C. Thomas, Richard Stockton
College of New Jersey

Randall R. Thomas, Upper Towa University

Ronald R. Tidd, Central Wasbington
University

MaryBeth Tobin, Bridgewaler State
Untiversity

James P. Trebby, Marguette University

James M. Turner, Georgia Institute of
Technology

Anthony W. Varnon, Southeast Missouri
Staie Universify

Adria Palacios Vasquez, Texas AGM
Untiversity — Kingsville

Terrd Walsh, Seminole State College of
Flovida

Marie Wang

Natasha R. Ware, Southeastern University

Mark Washburn, Sam Houston State
Untiversity

Bill Weisplenning, University of
Jamestown (ND)

Andrew L. Whitehair

Kent Williams, fudiana Wesleyan University

Candace Witherspoon, Valdosta State
University

Sheila Woods, DeViy University, Houston, TX

Xinmei Xie, Woodbury University

Thomas Young, Lone Star Collepe — Tomball

We are grateful to the faculty members who have diligently worked through the problems and test questions to ensure
the accuracy of the South-Western Federal Taxation homework. solutions manuals, test banks, and comprehensive
tax form problems. Their comments and corrections helped us focus on clarity as well as accuracy and tax law cur-
rency. We also thank Thomson Reuters for its permission to use Checkpoint™ with the text.

Sandra A. Augustine, Hilbert College

Bradrick M. Cripe, Northern lllinois
Untiversity

Stephanie Lewis, The Obio State University

Kate Mantzke, Northern Hlinois University

Ray Rodrigues, Murray State University

George R. Starbuck, McMurry
Undversity

Donald R. Trippeer, State University of
New York College al Oneonla

Raymond Wacker, Southern Minois
University, Carbondale

Michael Weissenfluh, Tillamook Bay
Contmurtity College



INDIVIDUAL
IncomE TAxEes

WECKER

2019

CORPORATIONS, PARTNERSHIPS, ESTATES &

TRUSTS, 2019 EDITION

(RAABE, HOFFMAN, YOUNG, NELLEN, MALONEY, Editors) 1; ~ P '
covers tax concepts as they affect corporations, partnerships, estates,

and trusts. The authors provide accessible, comprehensive, and ( LORPORATIONS
authoritative coverage of relevant tax code and regulations, as well PARTNERSHIPS.

as all major developments in Federal income taxation. This edition is Fstat |'t| & TrusTs
fully updated and revised to reflect changes included in the Tax Cuts
and Jobs Act of 2017. This market-leading text is intended for students
who have had a previous course in tax.

(ISBN 978-1-337-70291-1)

INDIVIDUAL INCOME TAXES, 2019 EDITION

(YOUNG, HOFFMAN, RAABE, MALONEY, NELLEN, Editors)
provides accessible, comprehensive, and authoritative coverage
of the relevant tax code and regulations as they pertain to

the individual taxpayer, as well as coverage of all major
developments in Federal taxation. This edition is fully

updated and revised to reflect changes included in the

Tax Cuts and Jobs Act of 2017,

(ISBN 978-1-337-70254-0)

il Il coverscpe of ihe Tas O

Xix



XX PREFACE

COMPREHENSIVE VOLUME, 2019 EDITION

(MALONEY, RAABE, HOFFMAN, YOUNG, Editors)
Combining the number one individual tax text with the
number one corporations text, Comprebensive Volume, 2019
Edition is a true winner. An edited version of the first two
South-Western Federal Taxation textbooks, this book is ideal
for undergraduate or graduate levels. This text works for either
'!'{:' o B "4.5‘1' ¥ a one-semester course in which an instructor wants to integrate
A q ;}?" g coverage of individual and corporate taxation or for a two-
semester sequence in which the use of only one book is desired.

(COMPREHENSIVE

VoLuMmE

(ISBN 978-1-337-70301-7)

ESSENTIALS OF TAXATION: INDIVIDUALS AND
BUSINESS ENTITIES, 2019 EDITION

(RAABE, YOUNG, NELLEN, MALONEY, Editors)
emphasizes tax planning and the multdisciplinary aspects of
taxation. Formerly titled Taxation of Business Entities, this text
is designed with the AICPA Model Tax Curriculum in mind,
presenting the introductory Federal taxation course from a {SSENTIALS
business entity perspective. Its Tax Planning Framework OF TAXATION
helps users fit tax planning strategies into an innovative
pedagogical framework. The text is an ideal fit for programs
that offer only one course in taxation where users need to be
exposed to individual taxation, as well as corporate and other
business entity taxation. This text assumes no prior course in
taxation has been taken.

[T

(ISBN 978-1-337-70296-6)

FEDERAL TAX RESEARCH, 11E

(SAWYERS AND GILL). Federal Tax Research, Eleventh

Edition, offers hands-on tax research analysis and fully covers
computer-oriented tax research tools. Also included in this edition
is coverage on international tax research, a review of tax ethics,
and many new real-life cases to help foster a true understanding
of Federal tax law.

HITHEDTER

FEDERAL

Tax Research (ISBN 978-1-337-28298-7)




ABOUT THE EDITORS

PREFACE xxi

David M. Maloney, Ph.D._,
CPA, isthe Carman G. Blough
Professor of Accounting
Emeritus at the University of
Virginia’s Mclntire School of
Commerce. He completed
his undergraduate work at
the University ol Richmond
and his graduate work at
the University of Illinois at
Urbana-Champaign. Upon
joining the Virginia faculty
in January 1984, Dr. Maloney taught Federal taxation
in the graduate and undergraduate programs and was
a recipient of major research grants from the Emst &
Young and KPMG Foundations. Dr. Maloney has pub-
lished work in numerous professional journals, including
Jowrnal of Taxation, The Tax Adviser, Tax Notes, Corpo-
rate Taxation, Accounting Horizons, Jowrnal of Taxation
of Investments, and fournal of Accountancy.

William H. Hoffman, Jr
earned both his undergradu-
ate (BA) and law (J.D.)
degrees from the University
of Michigan before serving
in the Korean War as an offi-
cer in the U.S. Army’s Judge
Advocate  General Corps.
Following his return from
military  service, he com-
pleted both an M.B.A. and
a Ph.D. at The University of
Texas at Austin. Bill began his academic career at Loui-
siana State University, where he served as a professor of
accounting and taxation, before moving to the University
of Houston in 1967. Bill remained at Houston for the rest
of his academic career, retiring in 1999. During his time at
Houston, Bill served as a professor, mentor, and doctoral
adviser to countless students and colleagues. Between
1977 and 1980, Bill established what is now the Soufb-
Western Federal Taxation Series. In addition, he published
extensively in academic and professional journals. His
articles appeared in fournal of Taxation, The Tax Aduviser,
Taxes—The Tax Magazine, Journal of Accountancy, The
Accounting Review, and Taxation for Accountants.

William A. Raabe, Ph.D
CPA, was the Wisconsin
Distinguished Professor
of Taxation. He taught at
Ohio State, Arizona State,
the Capital University
{OH) Law School, and the
Universities of Wisconsin —
Milwaukee and Whitewater.
A graduate of Carroll
University (Wisconsin) and
the University of Illinois,
Dr. Raabe’s teaching and research interests include inter-
national and multistate taxation, technology in tax edu-
cation, personal financial planning, and the economic
impact of sports teams and fine arts groups. Dr. Raabe
also writes the PricewaterhouseCoopers Tax Case Studies,
an extensive, well-respected set of advanced tax learn-
ing resources. Dr. Raabe has been a visiting tax faculty
member for a number of public accounting firms, bar
associations, and CPA societies. He has received numer-
ous teaching awards, including the Accounting Educa-
tor of the Year award from the Wisconsin Institute of
CPAs. He has been the faculty adviser for student teams
in the Deloitte Tax Case Competition (national finalists at
three different schools) and the PricewaterhouseCoopers
Extreme Tax policy competition (national finalist).

James C. Young is the
Crowe Professor of Accoun-
tancy at Northern lllinois
University. A graduate of
Ferris State University (B.S.)
and Michigan State Univer-
sity (M.B.A. and Ph.D.), Jim's
research focuses on taxpayer
responses to the income
tax using archival data. His
dissertation  received the
PricewaterhouseCoopers/
American Taxation Association Dissertation Award, and
his subsequent research has received funding from a
number of organizations, including the Ermnst & Young
Foundation Tax Research Grant Program. His work has
been published in a variety of academic and professional
journals, including the National Tax Journal, The Journal
of the American Taxation Association, and Tax Noles. Jim
is a Northern Illinois University Distinguished Professor,
received the Illinois CPA Society Outstanding Account-
ing Educator Award in 2012, and has received university
teaching awards from Northern lllinois University, George
Mason University, and Michigan State University.



Brief Contents

PART 1: INTRODUCTION AND BaAsIC TAx MODEL

CHAPTER1 AN INTRODUCTION TO TAXATION AND

UNDERSTANDING THE FEDERAL TAX LAW 1=
CHAPTER2  WORKING WITH THE TAX LAW 2-1
CHAPTER3  COMPUTING THETAX 3-1

PART 2: GROSS INCOME

CHAPTER4  GROSS INCOME: CONCEPTS AND INCLUSIONS 4-1
CHAPTERS5  GROSS INCOME: EXCLUSIONS 5-1

PART 3: DEDUCTIONS AND CREDITS

CHAPTER6  DEDUCTIONS AND LOSSES: IN GENERAL 6-1
CHAPTER7  DEDUCTIONS AND LOSSES: CERTAIN BUSINESS

EXPENSES AND LOSSES 7-1
CHAPTER8  DEPRECIATION, COST RECOVERY, AMORTIZATION,

AND DEPLETION 81
CHAPTER9  DEDUCTIONS: EMPLOYEE AND SELF-EMPLOYED-

RELATED EXPENSES 9-1
CHAPTER 10 DEDUCTIONS AND LOSSES: CERTAIN ITEMIZED

DEDUCTIONS 10-1
CHAPTER 11 INVESTOR LOSSES 11-1
CHAPTER 12 TAX CREDITS AND PAYMENTS 12-1

PART 4: PROPERTY TRANSACTIONS

CHAPTER 13 PROPERTY TRANSACTIONS: DETERMINATION OF
GAIN OR LOSS, BASIS CONSIDERATIONS, AND

NONTAXABLE EXCHANGES 13-1
CHAPTER 14 PROPERTY TRANSACTIONS: CAPITAL GAINS AND
LOSSES, § 1231, AND RECAPTURE PROVISIONS 14-1





