
 SE/Young, Nellen, Maloney, Persellin, Cuccia, Lassar, Cripe, SWFT Comprehensive Volume 2023  ISBN-13: 9780357719688 ©2023 Designer: Chris Doughman
Printer:   Binding: Casebound  Trim: 8.5” x 10.875”  CMYK

Comprehensive 
Volume

Young • Nellen 
Maloney • Persellin 

Cuccia • Lassar • Cripe 2023
Included:

2023

Young • Nellen 
Maloney • Persellin 

Cuccia • Lassar • Cripe

C
om

prehensive 
Volum

e



2021 Tax Rate Schedules
Single—Schedule X Head of household—Schedule Z
If taxable  
income is: 
Over—

But not 
over— The tax is:

of the  
amount  
over—

If taxable  
income is:  
Over—

But not 
over— The tax is:

of the 
amount 
over—

$            0 $     9,950 ………10% $              0 $             0 $   14,200 ………10% $              0

9,950 40,525 $        995.00 1 12% 9,950 14,200 54,200 $    1,420.00 1 12% 14,200

40,525 86,375 4,664.00 1 22% 40,525 54,200 86,350 6,220.00 1 22% 54,200

86,375 164,925 14,751.00 1 24% 86,375 86,350 164,900 13,293.00 1 24% 86,350

164,925 209,425 33,603.00 1 32% 164,925 164,900 209,400 32,145.00 1 32% 164,900

209,425 523,600 47,843.00 1 35% 209,425 209,400 523,600 46,385.00 1 35% 209,400

523,600 ……… 157,804.25 1 37% 523,600 523,600 ……… 156,355.00 1 37% 523,600

Married filing jointly or Qualifying widow(er)— 
Schedule Y–1

Married filing separately—Schedule Y–2

If taxable  
income is: 
Over—

But not 
over— The tax is:

of the  
amount  
over—

If taxable  
income is:  
Over—

But not 
over— The tax is:

of the 
amount 
over—

$            0 $  19,900 ………10% $              0 $            0 $     9,950 ………10% $              0

19,900 81,050 $     1,990.00 1 12% 19,900 9,950 40,525 $      995.00 1 12% 9,950

81,050 172,750 9,328.00 1 22% 81,050 40,525 86,375 4,664.00 1 22% 40,525

172,750 329,850 29,502.00 1 24% 172,750 86,375 164,925 14,751.00 1 24% 86,375

329,850 418,850 67,206.00 1 32% 329,850 164,925 209,425 33,603.00 1 32% 164,925

418,850 628,300 95,686.00 1 35% 418,850 209,425 314,150 47,843.00 1 35% 209,425

628,300 ……… 168,993.50 1 37% 628,300 314,150 ……… 84,496.75 1 37% 314,150

2022 Tax Rate Schedules
Single—Schedule X Head of household—Schedule Z
If taxable 
income is:  
Over— 

But not 
over— The tax is:

of the  
amount  
over—

If taxable  
income is:  
Over— 

But not  
over— The tax is:

of the 
amount 
over—

$             0 $  10,275 ………10% $              0 $             0 $  14,650 ………10% $             0

10,275 41,775 $     1,027.50 1 12% 10,275 14,650 55,900 $     1,465.00 1 12% 14,650

41,775 89,075 4,807.50 1 22% 41,775 55,900 89,050 6,415.00 1 22% 55,900

89,075 170,050 15,213.50 1 24% 89,075 89,050 170,050 13,708.00 1 24% 89,050

170,050 215,950 34,647.50 1 32% 170,050 170,050 215,950 33,148.00 1 32% 170,050

215,950 539,900 49,335.50 1 35% 215,950 215,950 539,900 47,836.00 1 35% 215,950

539,900 ……… 162,718.00 1 37% 539,900 539,900 ……… 161,218.50 1 37% 539,900

Married filing jointly or Qualifying widow(er)— 
Schedule Y–1

Married filing separately—Schedule Y–2

If taxable 
income is:  
Over— 

But not 
over— The tax is:

of the  
amount  
over—

If taxable  
income is:  
Over— 

But not  
over— The tax is:

of the 
amount 
over—

$             0 $ 20,550 ………10% $              0 $             0 $  10,275 ………10% $             0

20,550 83,550 $     2,055.00 1 12% 20,550 10,275 41,775 $   1,027.50 1 12% 10,275

83,550 178,150 9,615.00 1 22% 83,550 41,775 89,075 4,807.50 1 22% 41,775

178,150 340,100 30,427.00 1 24% 178,150 89,075 170,050 15,213.50 1 24% 89,075

340,100 431,900 69,295.00 1 32% 340,100 170,050 215,950 34,647.50 1 32% 170,050

431,900 647,850 98,671.00 1 35% 431,900 215,950 323,925 49,335.50 1 35% 215,950

647,850 ……… 174,253.50 1 37% 647,850 323,925 ……… 87,126.75 1 37% 323,925
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Tax Formula for Individuals
Income (broadly defined). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $xx,xxx
Less: Exclusions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    (x,xxx)
Gross income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $xx,xxx
Less: Deductions for adjusted gross income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    (x,xxx)
Adjusted gross income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . $xx,xxx
Less:  The greater of— 

Total itemized deductions  
or standard deduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (x,xxx)

Less: Personal and dependency exemptions*. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (x,xxx)
Deduction for qualified business income** . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    (x,xxx)

Taxable income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $xx,xxx
Tax on taxable income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  x,xxx
Less:  Tax credits (including Federal income tax  

withheld and prepaid). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .       (xxx)
Tax due (or refund). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $     xxx

  *Exemption deductions are not allowed from 2018 through 2025.
**Only applies from 2018 through 2025.

Note: For 2021, individuals using the standard deduction may also subtract from adjusted gross income, cash charitable  
contributions of up to $300 ($600 if married, filing jointly).

Basic Standard Deduction Amounts
Filing Status 2021 2022

Single $12,550 $12,950
Married, filing jointly 25,100 25,900
Surviving spouse 25,100 25,900
Head of household 18,800 19,400
Married, filing separately 12,550 12,950

Amount of Each Additional Standard Deduction
Filing Status 2021 2022

Single $1,700 $1,750
Married, filing jointly 1,350 1,400
Surviving spouse 1,350 1,400
Head of household 1,700 1,750
Married, filing separately 1,350 1,400

Personal and Dependency Exemption
2021 2022

$4,300  $4,400

 Note: Exemption deductions have been  
suspended from 2018 through 2025.  
However, the personal and dependency  
exemption amount is used for other purposes  
(including determining whether a “qualifying  
relative” is a taxpayer’s dependent).
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Work like a pro.

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.

How to Register for/Access Intuit ProConnect Tax Online
1.  Visit https://www.intuit.com/partners/education-program/products/proconnect-tax-online/

student-signup/ and complete the Student Registration form. 

 a.  Instructors should use this form: https://www.intuit.com/partners/education-program/
products/proconnect-tax-online/educator-signup/

2.  Once Intuit verifies student/educator status (via SheerID), registrants will receive instructions 
on their screen. An e-mail confirmation of verification will also be sent.

3.  Students/educators can use their credentials to log in to the educational version of 
ProConnect at www.taxeducation.intuit.com. 

Get the #1 cloud-based professional  
tax software for free.1, 2

1  Based on Intuit internal data of the number of paid users of ProConnect Tax for Tax Year 2019 compared to publicly available statements from competitors for the same time period.
2  If you sign-up for the free version of ProConnect Tax for students and educators, you will not have access to certain features, including functionality such as Electronic Filing Services and 
Intuit Link. 

© 2022 Intuit Inc. All rights reserved. Intuit, the Intuit logo, ProConnect and QuickBooks among others, are trademarks or service marks of Intuit Inc. in the United States and other countries. 
Terms and conditions, features, support, pricing, and service options subject to change without notice.

Only one sign-up per student. No special code required. If you have trouble accessing or using the software, 
reach out to us at taxeducation_support@intuit.com anytime for help. 

19688_fm_hr_i-xIii.indd   3 31/03/22   9:15 PM



  

19688_fm_hr_i-xIii.indd   4 31/03/22   9:15 PM



Committed to Educational Success

South-Western Federal Taxation (SWFT) is the 
most trusted and best-selling taxation series 

used by colleges and universities. We are focused 
exclusively on providing the most useful, comprehensive, 
and up-to-date tax texts, online study aids, tax prepara-
tion tools, and research tools to help instructors and stu-
dents 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.

Comprehensive Volume, 2023 Edition provides 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, Comprehensive Volume, 2023 Edition pro-
vides accessible, comprehensive, and authoritative cov-
erage 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 income 
taxation.

In revising the 2023 Edition, we focused on:

• Accessibility. Clarity. Substance. The authors 
and editors made this their focus as they revised 
the 2023 edition. Coverage has been streamlined 
to make it more accessible to students, and dif-
ficult 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. 
We include development of written and verbal 
communication skills, the use of tax preparation 
and tax research software, orientation toward 
success on the CPA Exam (including the 
upcoming CPA Evolution version of the exam), 
exposure to tax policy and tax law development, 
consideration of the time value of money in 
the tax planning process, and experience with 
advanced spreadsheet applications and data 
analytics.

• CNOWv2 as a complete learning  system.  
Cengage Learning understands that digital learn-
ing solutions are central to the classroom. Through 
sustained research, we continually refine our learn-
ing solutions in CNOWv2 to meet evolving student 
and instructor needs.  CNOWv2 fulfills learning 
and course management needs by offering a per-
sonalized study plan, video lectures, auto-graded 
homework, auto-graded tests, and a full eBook 
with features and advantages that address common 
challenges.

v

Preface
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Full-Color Design: We understand that students struggle with learning difficult tax law concepts and 
applying them to real-world scenarios. The 2023 edition uses color to bring the text to life, capture student attention, 
and present the tax law in an understandable and logical format.

Learning Tools and Features to Help Students Make the Connection

vi

 ❏ 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.

 ❏ 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 complexities of 
the tax law and allow students to 
integrate chapter concepts with 
illustrations and examples.

13-2 Part 4  Property Transactions Chapter 13 Property Transactions: Determination of Gain or Loss, Basis Considerations, and Nontaxable Exchanges 13-3

T his chapter and Chapter 14 explain the income tax consequences of property 
transactions (the sale or other disposition of property).

13-1a Realized Gain or Loss

Realization Events
Realization events include the sale or other disposition of property (i.e., transactions in 
which taxpayers change, in a meaningful way, their ownership interest in an asset). A 
sale is the most common realization event involving property. The term other disposition 
is defined broadly in the tax law and includes a wide variety of realization events includ-
ing exchanges, barter transactions, trade-ins, condemnations, and bond retirements. 
This term also applies when the taxpayer identifies a change in property (or property 
rights) even if they do not receive anything on the “disposition” (e.g., a casualty, theft, 
the expiration of an option, or certain assets becoming worthless).

Identifying a specific economic event (e.g., a sale) is a key factor in determining whether 
a disposition has occurred.1 A change in the value of the property is not sufficient.2

1Reg. § 1.1001–1(c)(1).
2Lynch v. Turrish, 1 USTC ¶18, 3 AFTR 2986, 38 S.Ct. 537 (1918).

Framework 1040 Tax Formula for Individuals

This chapter covers 
the boldfaced portions 
of the Tax Formula for 
Individuals that was 
introduced in Concept 
Summary 3.1. Below 
those portions are the 
sections of Form 1040 
where the results are 
reported.

Income (broadly defined) ........................................................................................................ $ xx,xxx
Less: Exclusions .....................................................................................................................     (x,xxx)
Gross income ....................................................................................................................... $xx,xxx

FORM 1040 (Schedule 1)

3 Business income or (loss). Attach Schedule C . . .. .. . . . . . . .

4 Other gains or (losses). Attach Form 4797 . . . . . . . . . . . . . .

FORM 1040 (p. 1)

7 Capital gain or (loss). Attach Schedule D if required. If not required, check here  ▶

Less: Deductions for adjusted gross income .....................................................................    (x,xxx)

Adjusted gross income ........................................................................................................... $ xx,xxx

Less: The greater of total itemized deductions or the standard deduction ...............................    (x,xxx)

   Charitable contributions if you take the standard deduction* .........................................    (xxx)

   Personal and dependency exemptions** ........................................................................    (x,xxx)

   Deduction for qualified business income*** ...................................................................     (x,xxx)

Taxable income ...................................................................................................................... $ xx,xxx

Tax on taxable income (see Tax Tables or Tax Rate Schedules) ............................................... $    x,xxx

Less: Tax credits (including income taxes withheld and prepaid) .............................................     (xxx)

Tax due (or refund) ................................................................................................................. $   xxx

E x a m p l e

1

Lori owns Tan Corporation stock that she bought for $3,000. The stock has appreciated in value and 
is now worth $5,000. Lori has no realized gain because a change in value is not an identifiable event 
for tax purposes. Here, Lori has an unrealized gain of $2,000 ($5,000 2 $3,000).

The same is true if the stock had declined in value to $1,000. Because there was no identifiable 
event, there is no realized loss. Here, Lori would have an unrealized loss of $2,000 ($1,000 2 $3,000).

E x a m p l e

2

Carl sells Swan Corporation stock with an adjusted basis of $3,000 for $5,400. Carl’s realized gain  
is $2,400 ($5,400 2 $3,000). If Carl had sold the stock for $1,750, he would have had a realized loss 
of $1,250 ($1,750 2 $3,000).

Computation of Realized Gain or Loss
Realized gain or loss is the difference between the amount realized from the sale or 
other disposition of property and the property’s adjusted basis on the disposition date. 
If the amount realized exceeds the property’s adjusted basis, the result is a  realized gain .  
On the other hand, if the property’s adjusted basis exceeds the amount realized, the 
result is a  realized loss .3

3§ 1001(a) and Reg. § 1.1001–1(a).

Concept Summary 13.1 summarizes this calculation. The various terms used in Con-
cept Summary 13.1 are discussed on the following pages.

Concept Summary 13.1
Realized Gain or Loss

If a
mount is

 +

If amount is –

=

=

–

Realized Gain

Realized Loss

Amount Realized
 Money received
+ Fair market value of any other property received
+ Debt relief (debt given up less any debt assumed)
– Selling expenses 
= Amount realized

Adjusted Basis
 Cost (or other basis) on date of acquisition
+ Capital improvements and additions
– Cost recovery/depreciation and other
  capital recoveries

=    Adjusted basis        

     * For 2021, married taxpayers may claim up to $600 of cash charitable donations ($300 if unmarried).
  ** Exemption deductions are not allowed from 2018 through 2025.
*** Only applies from 2018 through 2025.

• Is there a realized gain or loss?

• If so, is the gain or loss recognized?

• If the gain or loss is recognized, is it ordinary or capital?

• What is the basis of any replacement property that is acquired?

This chapter discusses the determination of realized and recognized gain or loss and 
the basis of property. Chapter 14 covers the classification of the recognized gain or loss 
as ordinary or capital.

13-1 Determination of Gain or Loss
As discussed in Chapter 4, taxpayers do not recognize gross income until there has 
been a realization. “Realization events” include the sale or other disposition of property.  

Property includes both tangible assets (property having a physical existence, like land, a build-
ing, or equipment) and intangible assets (like investments and goodwill). Tangible assets include 
both real property (e.g., land or a building) and personal property (e.g., equipment, furniture, 
or a car). These property types do not change from taxpayer to taxpayer. However, how that 
property is used (e.g., for business, investment, or personal purposes) can vary by taxpayer. How 
property dispositions are taxed depends on the type of property involved and how it is used.

Realization events related to property involve a significant change in ownership rights, and 
once a realization event has occurred, a realized gain or loss must be determined. Many, but 
not all, realized gains and losses also are recognized (i.e., included in the determination of 
taxable income) at the time of the realization event. So realization is an accounting concept, 
and recognition is a tax concept. These matters are discussed in more depth in this section.

LO.1

Perform the computation 
of realized gain or loss on 
property dispositions.

19688_ch13_hr_002-069.indd   2-3 3/12/2022   3:52:32 AM

13-4 Part 4  Property Transactions Chapter 13 Property Transactions: Determination of Gain or Loss, Basis Considerations, and Nontaxable Exchanges 13-5

Adjusted Basis
The  adjusted basis  of property disposed of is the property’s original basis adjusted to 
the date of disposition.9 Original basis is the cost or other basis of the property on the 
date acquired by the taxpayer. Capital additions increase and capital recoveries decrease 
the original basis.10 As a result, adjusted basis is determined as follows:

Cost (or other adjusted basis) on date of acquisition
1 Capital additions
2 Capital recoveries
5 Adjusted basis on date of disposition

A taxpayer’s original basis also includes any liability incurred to acquire the property.

 9§ 1011(a) and Reg. § 1.1011–1.
10§ 1016(a) and Reg. § 1.1016–1.

Amount Realized
The  amount realized  from a sale or other disposition of property is a measure of the eco-
nomic value received for property given up. In general, it is the sum of any money received 
(which includes any debt relief) plus the fair market value of other property received.4 

Debt relief includes any liability (e.g., a mortgage) assumed by the buyer when the 
property is sold. Debt relief also occurs if property is sold subject to the mortgage (i.e., 
the seller remains liable for the debt even though the buyer will be making the pay-
ments). In addition, debt relief is not limited by the fair market value of the property.5

4 § 1001(b) and Reg. § 1.1001–1(b). The amount realized also includes any 
real property taxes treated as imposed on the seller that are actually paid 
by the buyer. The reason for including these taxes in the amount realized 
is that by paying the taxes, the purchaser is, in effect, paying an additional 
amount to the seller of the property. Refer to text Section 10-2b for a dis-
cussion of this subject.

E x a m p l e

3

Juan sells a machine used in his landscaping business to Peter for $20,000 cash plus four acres of 
property that Peter owns in a nearby town with a fair market value of $36,000. Juan’s amount real-
ized on this sale is $56,000 ($20,000 cash $36,000 land)1 .

Amount Realized

E x a m p l e

4

Barry owns property on which there is a mortgage of $20,000. He sells the property to Cole for 
$50,000 cash and Cole’s agreement to assume the mortgage. Barry’s amount realized from the sale 
is $70,000 ($50,000 cash $20,000 debt relief )1 .

E x a m p l e

5

Return to the facts of Example 3. There are several ways one can determine the fair market value 
of the land Juan is receiving. 

• An appraiser can be paid to provide an appraisal of the land. 

• City or county property tax assessment information may also be helpful; the city or county 
assessor determines the fair market value of property so that property taxes are levied 
appropriately. 

• If the exchange is between a willing buyer and seller, determining the fair market value of 
Juan’s landscaping machine could answer the question (i.e., given the facts of the case, it 
should be worth $56,000).

E x a m p l e

6

Ridge sells an office building and the associated land on October 1, 2022. Under the terms of the 
sales contract, Ridge is to receive $600,000 in cash. The purchaser is to assume Ridge’s  mortgage 
of $300,000 on the property. To assist the purchaser, Ridge agrees to pay $15,000 of the pur-
chaser’s closing costs (a “closing cost credit”). The broker’s commission on the sale is $45,000. 
The amount realized by Ridge is calculated as follows:

Selling price:
 Cash $600,000
 Mortgage assumed by purchaser   300,000 $900,000
Less:
 Broker’s commission $ 45,000
 Closing cost credit provided by Ridge   15,000     (60,000)
Amount realized $840,000

In a property transaction, the  fair market value  of property received is the price determined 
by a willing seller and a willing buyer when neither is compelled to sell or buy and both 
have reasonable knowledge of relevant facts.6 All of the relevant factors must be considered,7 
and if the fair market value of the property received cannot be determined, the value of the 
property given up by the taxpayer is assumed to be equivalent and may be used.8

6 Comm. v. Marshman, 60–2 USTC ¶9484, 5 AFTR 2d 1528, 279 F.2d 27 
(CA–6) and Reg. §§ 1.737–1(b), 20.2031–1(b), and 25.2512–3(a).

7 O’Malley v. Ames, 52–1 USTC ¶9361, 42 AFTR 19, 197 F.2d 256 (CA–8) 
and Alan Baer Revocable Trust v. U.S., 2010–1 USTC ¶60,590, 105 AFTR 
2d 2010–1544.

8U.S. v. Davis, 62–2 USTC ¶9509, 9 AFTR 2d 1625, 82 S.Ct. 1190.

In calculating the amount realized, selling expenses (e.g., advertising, commissions, 
and legal fees) relating to the sale are deducted. As a result, the amount realized is the 
net amount the taxpayer received directly or indirectly, in the form of cash or anything 
else of value, from the disposition of the property.

The calculation of the amount realized may appear to be one of the least complex areas 
associated with property transactions. However, because numerous positive and negative 
adjustments may be required, this calculation can be complex and confusing. In addition, 
determining the fair market value of the items received by the taxpayer can be difficult. The 
following example provides insight into various items that can affect the amount realized.

5 Crane v. Comm., 47–1 USTC ¶9217, 35 AFTR 776, 67 S.Ct. 1047 and Comm. v. 
Tufts, 83–1 USTC ¶9328, 51 AFTR 2d 83–1132, 103 S.Ct. 1826. Although a legal 
distinction exists between the direct assumption of a mortgage and the taking 

of property subject to a mortgage, the Federal income tax consequences in 
calculating the amount realized are the same.

E x a m p l e

7

Veronica purchased a residence for $250,000. Whether Veronica uses $250,000 from her personal 
assets to pay for the residence or uses $50,000 from her personal assets and borrows the remaining 
$200,000, her basis in the residence is $250,000. It does not matter whether Veronica borrows from 
the seller (via a land contract) or from a local bank or any other lender (via a mortgage).

Many assets are acquired without purchasing them (e.g., via gift or inheritance). We’ll 
discuss how to determine basis for these assets later in the chapter.

Capital Additions
Capital additions include the cost of improvements made to the property that lengthen its 
useful life or increase its production capacity or efficiency. These costs are different from 
repair and maintenance expenses, which are neither capitalized nor added to the original 
basis (refer to text Section 6-3i). As a result, repair and maintenance expenses are deductible 
in the current taxable year if they are related to business or income- producing property.

Any liability on property that is assumed by the buyer also is included in the buyer’s 
original basis of the property. The same rule applies if property is acquired subject to a 
liability. Amortization of the discount on bonds increases the adjusted basis of the bonds.11

Capital Recoveries
Capital recoveries decrease the adjusted basis of property.

Depreciation and Cost Recovery The original basis of depreciable property is 
reduced by any cost recovery or depreciation allowed while the property is held by the 
taxpayer. The amount subtracted annually from the original basis is the greater of the 
allowed or allowable cost recovery or depreciation.12

11 See text Section 14-3b for a discussion of bond discount and the related 
amortization.

12 § 1016(a)(2) and Reg. § 1.1016–3(a)(1)(i). In most cases, these amounts are 
the same (refer to text Section 8-1c).
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L e a r n i n g  O b j e c t i v e s :  After completing Chapter 13, you should be able to:

C h a p t e r  O u t l i n e

13-1  Determination of Gain or Loss, 13-2
13-1a Realized Gain or Loss, 13-3
13-1b Recognized Gain or Loss, 13-8
13-1c Nonrecognition of Gain or Loss, 13-8

13-2  Basis Considerations, 13-9
13-2a Determination of Cost Basis, 13-9
13-2b Gift Basis, 13-12
13-2c Inherited Property, 13-14
13-2d Disallowed Losses, 13-16
13-2e  Property Converted from Personal Use to Business or  

Income-Producing Use, 13-19
13-2f Summary of Basis Adjustments, 13-20

13-3  Nontaxable Exchanges, 13-22

13-4  Like-Kind Exchanges—§ 1031, 13-22
13-4a Like-Kind Property, 13-23
13-4b Exchange Requirement, 13-24
13-4c Boot, 13-25
13-4d  Basis and Holding Period of Property  

Received, 13-26
13-4e Reporting Considerations, 13-29

13-5  Involuntary Conversions—§ 1033, 13-29
13-5a Involuntary Conversion Defined, 13-31
13-5b Computing the Amount Realized, 13-31
13-5c Replacement Property, 13-32
13-5d Time Limitation on Replacement, 13-33
13-5e Nonrecognition of Gain, 13-34
13-5f Reporting Considerations, 13-35

13-6  Sale of a Residence—§121, 13-35
13-6a Principal Residence, 13-36
13-6b Requirements for Exclusion Treatment, 13-36
13-6c Calculating the Exclusion, 13-38
13-6d Exceptions to the Two-Year Rules, 13-39

13-7  Tax Planning, 13-41
13-7a  Cost Identification and Documentation Considerations, 

13-41
13-7b Selection of Property for Making Gifts, 13-41
13-7c Selection of Property to Pass at Death, 13-42
13-7d Disallowed Losses, 13-42
13-7e Like-Kind Exchanges, 13-43
13-7f Involuntary Conversions, 13-43
13-7g Sale of a Principal Residence, 13-44

LO.1 
Perform the computation of realized gain or loss on 
property dispositions.

LO.2 
Distinguish between realized and recognized gain  
or loss.

LO.3 
Illustrate how basis is determined for various methods 
of asset acquisition.

LO.4 
Describe various loss disallowance provisions.

LO.5 
Explain the rationale for nonrecognition (postpone-
ment) of gain or loss in certain property transactions.

LO.6 
Apply the nonrecognition provisions and basis  
determination rules for like-kind exchanges.

LO.7 
Explain the nonrecognition provisions available on 
the involuntary conversion of property.

LO.8 
Describe the provision for the permanent exclusion  
of gain on the sale of a personal residence.

LO.9 
Apply various tax planning opportunities related to 
selected property transactions.

C h a p t e r

13 Property Transactions: 
Determination of Gain or Loss,  
Basis Considerations, and 
Nontaxable Exchanges
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The Big Picture

13-1

Sale or Gift of Inherited House and Other Property Transactions

Alice owns a house that she inherited from her grandmother, Paula, seven months ago. Paula lived in the house 

for over 50 years. Alice has many fond memories associated with the house, because she spent many summer 

vacations there. This has caused her to delay making a decision regarding what she is going to do with the house.

Based on the estate tax return, the fair market value of the house at the date of Paula’s death was 

$475,000. According to Paula’s attorney, she paid $275,000 for the house. The real estate market for resi-

dential housing currently is robust in the city in which the house is located. So based on a recent appraisal, 

the house is worth $800,000. Alice is considering two options. The first is to give the house to her son, 

Michael. Michael, his wife Sandra, and their daughter Peggy would live in the house. The second option is 

to sell the house. Projected selling expenses would be about 7 percent of the selling price.

Alice would also like to know the tax consequences of selling her boat, which she purchased for $22,000 

four months ago. She has been using it exclusively for personal use but is disappointed with its layout and 

capacity. Because it is a new model, there is significant demand for the boat, and based on listings in her 

area, she anticipates that she can sell it for $20,000 to $23,000.

While you are talking, Alice mentions that earlier this year, she sold some Green Corporation stock at a 

loss. A few days later, after hearing Green Corporation’s quarterly earnings report, she decided to buy back 

the shares. You ask her to provide additional information to determine the tax effects of these transactions.

Alice also has owned a building (adjusted basis $50,000) that was used in her business. The building 

was recently destroyed by a fire, but fortunately, it was fully insured. The insurance company paid Alice 

$100,000 to compensate her for the loss. Now she is looking to acquire suitable replacement property for 

her business. If possible, she would like to claim a casualty loss, but certainly does not want to recognize 

any taxable gain from this event as she needs the funds for replacement property.

Alice has come to you for advice regarding the tax consequences of these various transactions. Alice’s objec-

tives are to minimize the recognition of any realized gain and to maximize the recognition of any realized loss.

Read the chapter and formulate your response.

ISTOCKPHOTO.COM/MICHAEL COURTNEY
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Computational Exercises: Students need to learn to apply the rules and concepts covered in each chapter 
to truly understand them. These exercises, many of which mirror text examples, allow students to practice and apply what 
they are learning.

 ❏ Found in the end-of-chapter sections of the textbook

 ❏ CNOWv2 provides algorithmic versions of these problems

Becker Professional Education Review Questions: End-of-chapter CPA Review Questions 
from Becker PREPARE STUDENTS FOR SUCCESS. Students review key concepts using proven questions from Becker Professional 
Education®—one of the industry’s most effective tools to prepare for the CPA Exam.

 ❏ Located in select  
end- of-chapter sections

 ❏ Tagged by concept in  
 CNOWv2

 ❏ Questions similar to what  
students would actually  
find on the CPA Exam

vii

Research and Data Analytics Problems:

 ❏ Research Problems provide students with vital practice in an increasingly demanded skill area. 
These end-of-chapter items ask students to find and analyze tax documents, helping them to 
understand the application of this information in various scenarios. These essential features 
 prepare students for professional tax environments.

14-26 Part 5  Property Transactions

Computational Exercises

17.  LO.1, 2 Sally owns real property for which the annual property taxes are $9,000. 
She sells the property to Kate on March 9, 2022, for $550,000. Kate pays 

the real property taxes for the entire year on October 1, 2022.

a. How much of the property taxes can be deducted by Sally and how much by Kate?

b. What effect does the property tax apportionment have on Kate’s adjusted basis 
in the property?

c. What effect does the apportionment have on Sally’s amount realized from the 
sale?

d. How would the answers in parts (b) and (c) differ if Sally paid the taxes?

18.  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%.

a. 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?

14-38 Part 5  Property Transactions

1. Jasmin purchased 100 shares of Pinkstey Corporation (publicly traded company) 
on January 1 of year 1 for $5,000. The FMV of the shares at the end of year 1 was 
$6,000. On January 1 of year 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 statements is true?

a. Jasmin reports $6,500 in gross income for the 2-for-1 stock split in year 4.

b. Jasmin’s basis in the Pinkstey Corporation stock at the end of year 4 is  
$65 per share.

c. Jasmin has no taxable income for the Pinkstey Corporation stock in year 4.

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

2. Alice gifted stock to her son, Bob, in year 5. Alice bought the stock in year 1 for 
$8,300. The value of the stock on the date of gift was $6,400. Bob sold the stock 
in year 7 for $15,800. What is Bob’s recognized gain or loss on the sale in year 7?

a. $0

b. $7,500 gain

c. $9,400 gain

d. $15,800 gain

3. Jerry inherits an asset from his uncle, who purchased the asset five days before he 
died. Which of the following statements is correct?

a. If Jerry sells the asset a few days after receiving it, any gain or loss on the sale 
will be short term.

b. Jerry’s basis in the asset is the carryover basis from his uncle.

c. Jerry’s basis is the FMV on the alternate valuation date or date it is distributed 
to him.

d. Jerry’s basis is the FMV on his uncle’s date of death.

4. Which of the following statements is not correct?

a. The basis of an asset that is purchased must be adjusted for depreciation 
allowable.

b. The general rule for the basis of property acquired by gift is a carryover of basis 
from the donor.

c. If an asset is acquired by gift and the FMV on the date of gift is lower than the 
donor’s carryover basis, the recipient’s basis cannot be determined until the 
asset is disposed of.

d. The basis of property acquired from a decedent is always the FMV on the date 
of death.

5. Rick purchased 100 shares of XYZ stock on April 4, year 4, for $8,600. He sold 50 
shares on February 8, year 5, for $3,000. He then bought another 50 shares of XYZ 
on March 1, year 5, for $3,200. How much loss will Rick realize in year 5?

a. $0

b. $1,300

c. $3,000

d. $5,600

6. Agnes sold 50 shares of ABC stock to her son, Steve, in year 4 for $42,000. She bought 
the stock eight years ago for $50,000. Steve sold the stock to an unrelated party in 
year 6 for $60,000. How much gain will Steve recognize from the sale in year 6?

a. $0

b. $10,000

c. $18,000

d. $60,000

Becker CPA Review Questions
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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 provide a glimpse 
into the lives, families, careers, and tax situations 
of typical taxpayers. Students will follow a family, 
individual, or other taxpayer throughout the chapter, to 
discover how the concepts they are learning apply 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 re-emphasize the concepts and topics 
from the chapter and allow students to confirm their 
understanding of the material.

Framework 1040:  
Fitting It All Together. 
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 the 
Form 1040. Framework 1040 
helps students navigate topics by 
explaining how tax concepts are 
organized.

viii

Use this chapter-opening
Framework 1040, which
shows the topics as they
appear in the individual
tax formula, to
understand where on
Form 1040 these chapter
topics appear.

Framework 1040 Tax Formula for Individuals

This chapter covers  
the boldfaced portions 
of the Tax Formula  
for Individuals that  
was introduced in  
Concept Summary 3.1 
on p. 3-3. Below those 
portions are the  
sections of Form 1040 
where the results are 
reported.

Income (broadly defined)....................................................................................................... $  xx,xxx
Less: Exclusions ...................................................................................................................       (x,xxx)
Gross income ...................................................................................................................... $ xx,xxx

FORM 1040 (p. 1)

Capital gain or (loss). Attach Schedule D if required, If not required, check here7

FORM 1040 (Schedule 1)

3 Business income or (loss). Attach Schedule C 

Other gains or (losses). Attach Form 4797
Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E

. .... . . . . . . . .

. . . . . . . . . . . . . .4
5

Less: Deductions for adjusted gross income ....................................................................     (x,xxx)
Adjusted gross income.......................................................................................................... $  xx,xxx
Less: The greater of total itemized deductions or the standard deduction  ....................     (x,xxx)

FORM 1040 (p. 1)

12a . .. . . . . . .Standard deduction or itemized deductions (from Schedule A) 

         Charitable contributions if you take the standard deduction*  .......................................
         Personal and dependency exemptions**  ......................................................................

   (xxx)
    (x,xxx)

         Deduction for qualified business income***  .................................................................     (x,xxx)
Taxable income  .................................................................................................................... $   xx,xxx
Tax on taxable income (see Tax Tables or Tax Rate Schedules)  ............................................. $    x,xxx
Less: Tax credits (including income taxes withheld and prepaid)  ..........................................        (xxx)
Tax due (or refund)  ............................................................................................................... $      xxx

*For 2021, married taxpayers may claim up to $600 of cash charitable donations ($300 if unmarried).

**Exemption deductions are not allowed from 2018 through 2025.

***Only applies from 2018 through 2025.

The Big Picture DRAGANA GORDIC/SHUTTERSTOCK.COM

Effect of a For-Pro�t Business on a Tax-Exempt Entity

Hopeful, Inc., is a tax-exempt organization under § 501(c)(3) that provides temporary lodging and psy-

chological services for abused women and children. Its annual operating budget is $12 million. More than 

two decades ago, Jennifer Abbott was a recipient of the services provided by Hopeful. Now Hopeful’s 

administrator has been notified by the attorney for Jennifer’s estate that her will transfers to Hopeful her 

shares in the outstanding stock of Taste Good Ice Cream, a chain of 40 gourmet ice cream shops located 

in Virginia, North Carolina, and South Carolina. The business has existed for eight years and has produced 

substantially higher profits each year.

Hopeful’s board is considering the following options regarding the bequest from Jennifer and has hired 

you to provide an analysis of the tax consequences of each option.

• Sell the stock of Taste Good Ice Cream, and add the net proceeds to Hopeful’s endowment.

• Continue to conduct the Taste Good Ice Cream business as a division of Hopeful.

• Continue to conduct the business as a wholly owned subsidiary of Hopeful.

With the second and the third options, the existing Taste Good management team will remain in place. 

After-tax profits not needed to expand the ice cream shop chain will be transferred to Hopeful, to be used 

in carrying out its exempt purpose.

Read the chapter and formulate your response.
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Global Tax Issues: The 
 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.

ix

Financial Disclosure Insights: 
Tax professionals need to understand 
how taxes affect the financial statements. 
Financial Disclosure Insights, appearing 
throughout the text, use current information 
about existing taxpayers to highlight book-
tax reporting differences, effective tax rates, 
and trends in reporting conventions.

Ethics & Equity: Ethics & Equity 
features will spark critical thinking and 
invite classroom discussion, enticing 
students to evaluate their own value 
system. Suggested reactions to Ethics & 
Equity scenarios appear in the Solutions 
Manual.

Tax Planning: Chapters include 
a separate section calling attention 
to how taxpayers can use the law to 
reach financial and other goals. Tax 
planning applications and suggestions 
also appear throughout each chapter 
as pertinent topics are discussed.

8-6 Part 3  Deductions and Credits

A common book-tax difference relates to 
the depreciation amounts that are reported for GAAP and 
Federal income tax purposes. Typically, tax depreciation 
deductions are accelerated; that is, they are claimed in earlier 
reporting periods than is the case for financial accounting 
purposes.

Almost every tax law change since 1980 has included 
depreciation provisions that accelerate the related deductions 
relative to the expenses allowed under GAAP. Accelerated cost 

recovery deductions represent a means by which the taxing 
jurisdiction infuses the business with cash flow created by the 
reduction in the year’s tax liabilities.

For instance, recently, about one-quarter of General Elec-
tric’s deferred tax liabilities related to depreciation differences. 
Ford’s depreciation differences amounted to  about one-third 
of its deferred tax liabilities. And for the trucking firm Ryder 
Systems, depreciation differences accounted for virtually all 
of the deferred tax liabilities.

Financial Disclosure Insights Tax and Book Depreciation

Taxpayers may elect the straight-line method to compute cost recovery allowances 
for each of these classes of property. Certain property is not eligible for accelerated cost 

gross receipts for the year are derived from real property trades or businesses in which 
it materially participates.

As the end of the tax year approaches, Julie, a 
successful full-time real estate developer and investor, recog-
nizes that her income tax situation for the year could be bleak. 
Unless she and her spouse, Ralph, are able to generate more 
hours of participation in one of her real estate rental activities, 
they will not reach the material participation threshold. Conse-
quently, the tax losses from the venture will not be deductible. 
To ensure deductibility, Julie suggests the following plan:

• She will document the time she spends “thinking” about 
her rental activities.

• During the week, Ralph will visit the apartment building 
to oversee (in a management role) the operations of the 
rentals.

• On weekends, she and Ralph will visit the same units to 
further evaluate the operations.

• Also on the weekends, they will be on the lookout for 
other rental properties to buy and visit open houses of 
homes they find on the market. Julie plans to count both 
her and Ralph’s weekend hours toward the tally of total 
participation.

Julie contends that the law clearly allows the efforts 
of one’s spouse to count for purposes of the material 
participation tests. Likewise, nothing in the tax law requires 
taxpayers to be efficient in their hours of participation. How 
do you react?

Ethics & Equity Punching the Time Clock at Year-End

Real Estate Rental Activities with Active Participation
The second exception to the passive activity loss limits is more significant in that it is 

LO.10

Recognize strategies to 
minimize Federal gift and 
estate taxes.

individuals Kong (age 60) and Lian (age 12) are two generations apart.

27-5 Tax Planning

27-5a The Federal Gift Tax
For gifts that generate a tax, consideration must be given to the present value to the 
donor of the gift taxes paid. Because the donor loses the use of these funds, the 
expected interval between a gift (the imposition of the gift tax) and death (the imposi-
tion of the estate tax) may make the gift less attractive from an economic standpoint. 
On the plus side, however, are the estate tax savings that result from any gift tax paid. 
Because these funds are no longer in the gross estate of the donor (except for certain 
gifts within three years of death), the estate tax thereon is avoided.

Gifts possess distinct advantages over transfers made at death. First, and often most 
important, income from the property is generally shifted to the donee. If the donee is in a 

John is a U.S. citizen and resident, but he spends 
much of his time in London, where his employer sends him on 
frequent assignments. John is married to Victoria, a citizen and 
resident of the United Kingdom.

Can John and Victoria file a joint return for U.S. Federal 
income tax purposes? Although § 6013(a)(1) specifically pre-
cludes the filing of a joint return if one spouse is a nonresident 
alien, another Code provision permits an exception. Under 
§ 6013(g), the parties can elect to treat the nonqualifying 
spouse as a “resident” of the United States. This election would 
allow John and Victoria to file jointly.

But should John and Victoria make this election? If 
Victoria has considerable income of her own (from non-U.S. 
sources), the election could be ill-advised. As a nonresident 
alien, Victoria’s non-U.S. source income would not be subject 
to the U.S. income tax. If she is treated as a U.S. resident, 
however, her non-U.S. source income will be subject to  
U.S. tax. Under the U.S. global approach to taxation, all 
income (regardless of where earned) of anyone who is a 
resident or citizen of the United States is subject to tax.

Global Tax Issues Filing a Joint Return
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Take your students from Motivation to Mastery with CNOWv2

CNOWv2 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.

 ❏ Motivation: engage students and better prepare them for class

 ❏  Application: help students learn problem-solving behavior and skills 
to guide them to complete taxation problems on their own

 ❏  Mastery: help students make the leap from memorizing concepts to 
actual critical thinking

Motivation —
To help with student engagement and 
preparedness, CNOWv2 for SWFT offers:

 ❏ “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 to an exam.

Application —
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, CNOWv2 for 
SWFT offers the following:

 ❏ 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.

x
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 ❏ 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.

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

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

CNOWv2 Instant Access Code ISBN:  
978-0-357-90091-8 (two-semester access)

Contact your Cengage Learning Consultant 
about different bundle options.

xi
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xii Preface

Extensively Revised. Definitively Up to Date.

Each year the South-Western Federal Taxation 
series 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 correspondence to our authors and team mem-
bers. 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 sup-
plementary materials. 

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 2023 edition:

 • Updated materials to reflect changes made 
through legislative action, new administrative 
rulings, and court decisions.

 • 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 for current developments.

 • Added a “Planning” icon to end-of-chapter 
questions requiring tax planning considerations.

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)

 • An appendix that covers depreciation and 
the Accelerated Cost Recovery System (ACRS). 
(Instructor Companion Website at  
www.cengage.com/login)

 • An appendix that has comprehensive tax  
return problems for the 2021 tax filing year 
(Appendix F). (Instructor Companion Website  
at www.cengage.com/login)

Chapter 1
 • Expanded discussion on the relevance of taxation 
to accounting and finance professionals to include 
the role of a corporate tax director in global 
growth strategy (added to the planning function), 
ESG reporting (likely covered in other accounting 
and business courses and now part of AACSB 
accreditation standards), and tax advocacy.

 • Added information on space travel tax proposals.

 • Added information (and a related example) on 
Preparer Tax Identification Numbers (PTINs).

 • Updated figures based on revised IRS data and 
inflation adjustments.

 • Added Research Problem 5 on the data security 
question tied to the “Safeguards Rule” that is on 
Form W–12 to obtain or renew a PTIN (ties to the 
CPA Evolution Model Curriculum).

Chapter 2
 • Based on adopter feedback, added 15 basic 
(simple) research problems involving the 
legislative sources, administrative sources, and 
judicial sources of tax law.

 • Updated chapter materials (including various 
references and citations); modified exhibits and 
concept summaries for new sources (including  
IRS FAQs).

 • Updated end-of-chapter materials as needed.

Chapter 3
 • Updated chapter materials to reflect 2021 tax 
legislation and 2022 inflation adjustments.

 • Updated chapter materials to reflect changes in 
Form 1040 and related schedules; updated various 
exhibits, including when Form 1040 Schedules 
1 through 3 are used and when the 0%, 15%, and 
20% break points occur for the alternative tax on 
net capital gains.

 • Revised and clarified materials as needed; updated 
end-of-chapter materials to reflect 2021 tax 
legislation and 2022 inflation adjustments.

Chapter 4
 • Updated Global Tax Issues feature entitled “From 
‘All Sources’ Is a Broad Definition” for the number 
of recent expatriations.
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 • Added an Ethics & Equity feature discussing the 
discrepancy between alimony deducted on tax returns 
and that reported as income prior to the TCJA of 2017.

 • Revised the discussion of the Applicable Financial 
Statement (AFS) income inclusion rule and 
related examples for exceptions included in the 
Regulations issued since last edition.  

 • Added a new exercise on the AFS income 
inclusion rule and available exceptions.

Chapter 5
 • Reduced coverage of voluntary death benefit 
payments by employers (employers are more likely 
to have group term life insurance for employees).

 • Added a brief explanation of the foreign housing 
exclusion or deduction.

 • Added a discussion question involving critical 
thinking and the need to examine the facts to 
understand why an individual received funds. This 
determination is necessary in order to determine 
whether the funds are excludible from gross income.

Chapter 6
 • Revised Concept Summary 6.4 (Classification of 
Expenses) by focusing on activity type (business; 
personal; investment/production of income).

 • Updated and revised chapter materials to reflect 
changes in tax law and inflation adjustments.  

 • Deleted discussion question about legal fees incurred 
in connection with a divorce; created new discussion 
about the § 162(m) compensation limitation.  

 • Updated end-of-chapter materials as needed.

Chapter 7
 • Updated chapter materials as needed (including 
end-of-chapter materials).

 • Added new research problem, asking students 
to gather information on whether to repeal or 
permanently extend the excess business loss 
limitation provision [§ 461(l)].

Chapter 8
 • Updated chapter materials as needed to reflect 
changes to § 179 limits (including SUVs), luxury 
automobile limits, and updated Form 4562 and 
Schedule C (Form 1040).

 • Added a new Excel problem, asking students 
to build a spreadsheet to calculate MACRS cost 
recovery and end-of-year adjusted basis for 
MACRS 3-, 5-, and 7-year assets.

 • Updated balance of end-of-chapter materials as 
needed.

Chapter 9
 • Updated text and end-of-chapter materials for 
revised standard mileage amounts; updated 
materials on retirement plans.

 • Revised and clarified other materials based on 
feedback from adopters.

Chapter 10
 • Added information about Notice 2020-75 and 
SALT workarounds some states have enacted for 
pass-through entities and their owners.

 • Revised and clarified text as needed; updated end-
of-chapter materials as needed.

Chapter 11
 • Updated chapter materials based on feedback 
from adopters and IRS updates; revised end-of-
chapter materials as needed.

 • Added a new discussion question on the average 
period of customer use rental exception.

 • Added an additional reference to Research 
Problem 3 (Reg. § 1.163–15) allowing students 
to include this expanded tracing rule in their 
research.

Chapter 12
 • Updated chapter materials for inflation 
adjustments.

 • Updated for TCJA change to the research tax credit 
for tax years beginning after December 31, 2021.

Chapter 13
 • Revised and updated chapter materials as needed.

Chapter 14
 • Updated chapter materials as needed.

Chapter 15
 • Modified The Big Picture example to include a 
“name, image, and likeness” (NIL) contract and 
ask whether the activity is a trade or business.

 • Added a The Big Picture example related to 
what activities constitute a trade or business for 
purposes of § 199A.

 • Updated example illustrating the completion of 
2021 Form 8995–A and Schedule A (Form 8995–A).

 • Revised and clarified materials based on feedback 
from adopters.

 • Updated end-of-chapter materials as needed 
(including revisions for inflation adjustments to 
threshold limits and 2021 Form 8995).
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Chapter 16
 • Added an example of the 12-month rule of Reg.  
§ 1.263(a)–1(f).

 • Reduced coverage of the installment sale method.

 • Reduced Exhibit 18.1 to focus on the most 
common contract and indirect costs.

 • Added new tax planning items.

Chapter 17
 • Revised and clarified chapter materials as needed 
(including inflation adjustments).

 • Added discussion regarding 2022 change in 
computation of adjusted taxable income for 
purposes of the business interest expense 
limitation; depreciation (and some other items) no 
longer reduce ATI.  Added an example illustrating 
the impact of this change.

 • Added new Research Problem 6 requiring data 
analytics and the use of visual presentation (i.e., 
pie chart).

 • Revised and updated remaining chapter text and 
end-of-chapter materials as needed.

Chapter 18
 • Emphasized the tax planning aspects of two 
problems.

 • Modified a “thin capitalization” problem to 
emphasize critical thinking and practice-related 
aspects of the problem.

 • Further streamlined the writing in the chapter to 
reduce passive voice sentences.

 • Revised and updated chapter materials as needed.

Chapter 19
 • Revised and updated chapter materials based 
on adopter feedback; updated end-of-chapter 
materials as needed.

 • Added new Research Problem 5 requiring the use 
of Thomson Reuters Checkpoint™.

Chapter 20
 • Revised and clarified chapter materials as needed.

 • Added new Financial Disclosure Insights feature 
entitled “Blank Check Companies.”

Chapter 21
 • Added references to § 721(c) and new Schedules 
K–2 and K–3. 

 • Expanded discussion for new tax basis capital 
account reporting.  The chapter provides more 
detailed comparisons between tax basis capital 
accounts, GAAP capital accounts, and § 704(b) 
book capital accounts, as well as ramifications of 
new reporting requirements.

 • Added reference to the new § 1061 regulation project.

Chapter 22
 • Updated Exhibit 22.1 statistics comparing business 
entities.

 • Made minor revisions and clarifications, including 
many date changes.

 • Added two new Research Problems, including 
one requiring the use of Thomson Reuters 
Checkpoint™.

 • Added two new Becker CPA Review Questions.

Chapter 23
 • Revised Learning Objective 4 and the title of 
text Section 23-4 to include the term “public 
charities.”

 • Revised introduction to taxation of exempt 
entities, and how the entity’s net earnings can  
be used.

 • Updated statistics about the exempt economy and 
Federal taxation of it, unrelated business income, 
and concerning private foundations and university 
endowments.

 • Revised the introduction to the tax on lobbying by 
exempt entities.

 • Replaced Research Problem 2.

Chapter 24
 • Updated discussion of P.L. 86–272 for the 
August 2021 update to the MTC’s Statement of 
Information Concerning Practices of Multistate 
Tax Commission and Signatory States Under 
Public Law 86–272.
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Chapter 25
 • Expanded the discussion of text Section 25-5e 
[Global Intangible Low-Taxed Income (GILTI)], 
including Concept Summary 25.5 on computing 
GILTI, and Exhibit 25.8 on computing gross and  
net tested income, and added a number  
of new examples to illustrate the text  
materials.

 • Updated and added statistics about the global 
economy, worldwide tax rates, treaty withholding 
rates, advance pricing agreements, FTC deferrals, 
and CFCs.

 • Added new discussion question, computational 
exercise, and problem related to GILTI.

 • Based on adopter feedback, revised remainder of 
text and end-of-chapter materials.

Chapter 26
 • Updated statistics about the IRS and the tax 
collection/enforcement process.

 • Updated statistics about the tax gap and the 
return on investment in the IRS, IRS user fees, and 
taxpayer attitudes toward tax cheating.

 • Updated materials and statistics about the 
abatement of penalties for first-time offenders.

 • Included the GLBA responsibilities of the 
tax preparer as to data security for taxpayer 
information and operating/storage systems.

 • Added a new Excel requirement to one 
computational exercise and one problem.

Chapter 27
 • Updated chapter materials to reflect inflation 
adjustments to §§ 2010, 2032A, 2503(b), and 
6601(j).

 • Replaced Research Problem 6 with a question 
about the Ultra-Millionaire Tax Act. 

 • Based on adopter feedback, revised other chapter 
text and end-of-chapter materials as needed.

Chapter 28
 • Updated end-of-chapter materials as needed; 
revised other materials as needed.

Tax Law Outlook

From your SWFT Series Editors: 
Legislation related to the COVID-19 pandemic was a vehicle for tax changes in 2021, including a wide vari-
ety of tax changes incorporated into the American Rescue Plan Act of 2021. The Biden administration and 
Congress continue to discuss a wide variety of tax law changes. Although the Build Back Better plan was not 
enacted, pieces of that proposal are likely to be debated (and possibly adopted) before the end of 2022. In 
addition, it is likely that Congress will return to its pattern of extending expired and expiring tax provisions 
sometime in 2022.

Annually, the Joint Committee on Taxation publishes a report of all expired and expiring provisions in the 
tax law. The report released in January 2022 lists 40 provisions that expired in 2021 (jct.gov/publications/ 
2022/jcx-1-22/). This list does not include the change to § 174 for R&D expenditures to be capitalized and 
amortized (rather than currently expensed) for tax years beginning after 2021. The Build Back Better Act 
passed by the House in November 2021 extended that date by four years. If that act does not become law, it 
is likely that Congress will find another way to extend the effective date of this change that originated with 
the Tax Cuts and Jobs Act of 2017.

Taxpayers and their advisers will need to evaluate how these changes affect their financial planning strat-
egies and adjust their plans appropriately. 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

CNOWv2 is a powerful course management and online 
homework tool that provides robust instructor control 
and customization to optimize the student learning expe-
rience and meet desired outcomes.

CNOWv2 Instant Access Code ISBN:  
978-0-357-90091-8 (two-semester access)

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

Thomson Reuters Checkpoint™  
is the leading online tax 
research database used by 

professionals. Checkpoint™ helps introduce students to 
tax research in three simple ways:

 • 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 tax pros use than any other.

Six months’ access to Checkpoint™ (after activation) is 
packaged automatically with every NEW copy of the 
textbook.*

More than software: Put the 
experience of ProConnect™ 
Tax 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 software is offered 
with each NEW copy of the textbook—at no additional 
cost to students.*

Students can use 
www.cengage.com to select this textbook and access 
Cengage Learning content, empowering them to choose 
the most suitable format 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 www.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.

The first-of-its-kind digital sub-
scription designed specially 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 (978-0-357-71970-1)

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 software 
is included with every NEW textbook as well as Check-
point™ from Thomson Reuters.*

*NEW printed copies of the textbook are automatically packaged with access to Checkpoint™ and ProConnect™ Tax software. If students 
purchase the eBook, they will not automatically receive access to Checkpoint™ and ProConnect™ Tax software.

www.cengage.com
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Comprehensive Supplements Support 
Instructors’ Needs

CNOWv2 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, CNOWv2 
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 CNOWv2 so that 
they may be 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 F: Practice Set Assignments—Comprehensive 
Tax Return Problems and answers with explanations to the 
end-of-chapter Becker CPA Review Questions. Available  
on 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 Instructor Companion Website at www.cengage 
.com/login.

Test Bank

Written by the South-Western Federal Taxation  editors 
and authors, the Test Bank contains approximately 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 
2023 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 
 import into your LMS are available on the Instructor Com-
panion Website. Cognero Test Banks are available 
via single sign-on (SSO) 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

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

 • Depreciation and the Accelerated Cost Recovery 
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 2023 Edition.

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

 • Add your own material to cover additional topics 
or information.

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

(ISBN 978-0-357-71982-4)

Corporations, Partnerships, Estates &  
Trusts, 2023 Edition
(Raabe, Young, Nellen, Cripe, Lassar, Persellin, Cuccia, Editors)  
covers tax concepts as they affect corporations, partnerships, estates, 
and trusts. The authors provide accessible, comprehensive, and 
authoritative coverage of relevant tax code and regulations, as well  
as all major developments in Federal income taxation. This market-
leading text is intended for students who have had a previous course 
in tax.

(ISBN 978-0-357-71996-1)
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Comprehensive Volume, 2023 Edition
(Young, Nellen, Maloney, Persellin, Cuccia, Lassar, Cripe, 
Editors) Combining the number one individual tax text with 
the number one corporations text, Comprehensive Volume, 
2023 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 
a one-semester course in which an instructor wants to integrate 
coverage of individual and corporate taxation or for a two-
semester sequence in which the use of only one book is desired.

(ISBN 978-0-357-71968-8)

Essentials of Taxation: Individuals and Business 
Entities, 2023 Edition
(Nellen, Cuccia, Persellin, Young, Editors) emphasizes tax 
planning and the multidisciplinary aspects of taxation. This 
text is designed with the AICPA Model Tax Curriculum in 
mind, presenting the introductory Federal taxation course from 
a business entity perspective. Its Tax Planning Framework 
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.

(ISBN 978-0-357-72010-3)

Federal Tax Research, 12E
(Sawyers and Gill) Federal Tax Research, Twelfth  
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.

(ISBN 978-0-357-36638-7)
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