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TEACHING THE CODE IN CONTEXT

The basic approach to teaching taxation hasn’t changed in decades. Today’s 
student deserves a new approach. McGraw-Hill’s Taxation of Individuals 
and Business Entities is a bold and innovative series that has been adopted 
by over 300 schools across the country.

McGraw-Hill’s Taxation is designed to provide 
a unique, innovative, and engaging learning ex-
perience for students studying taxation. The 
breadth of the topical coverage, the storyline 
approach to presenting the material, the em-
phasis on the tax and nontax consequences of 
multiple parties involved in transactions, and 
the integration of financial and tax accounting 
topics make this book ideal for the modern tax 
curriculum.

“A lot of thought and planning went into the struc-
ture and content of the text, and a great product 
was achieved. One of the most unique and help-
ful features is the common storyline throughout 
each chapter.”

– Raymond J. Shaffer, 
Youngstown State University

Since the first manuscript was written in 
2005, 437 professors have contributed 478 
book reviews, in addition to 26 focus groups 
and symposia. Throughout this preface, their 
comments on the book’s organization, peda-
gogy, and unique features are a testament to 
the market-driven nature of Taxation’s 
development.

“This is the best tax book on the market. It’s very 
readable, student-friendly, and provides great 
supplements.”

– Ann Esarco, 
McHenry County College

“The Spilker text, in many ways, is a more logical approach than any other tax textbook. The text makes 
great use of the latest learning technologies through Connect and LearnSmart.”

– Ray Rodriguez, Southern Illinois University–Carbondale
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A MODERN APPROACH  
FOR TODAY’S STUDENT

Spilker’s taxation series was built around the following five core precepts:

  Storyline Approach: Each chapter begins with a storyline that introduces a set of characters or 
a business entity facing specific tax-related situations. Each chapter’s examples are related to 
the storyline, providing students with opportunities to learn the code in context.

  Integrated Examples: In addition to provid-
ing examples in-context, we provide 
“What if ” scenarios within many examples 
to illustrate how variations in the facts 
might or might not change the answers.

  Conversational Writing Style: The authors took special care to write McGraw-Hill’s Taxation in 
a way that fosters a friendly dialogue between the content and each individual student. The 
tone of the presentation is intentionally conversational—creating the impression of speaking 
with the student, as opposed to lecturing to the student.

  Superior Organization of Related Topics: 
McGraw-Hill’s Taxation provides two al-
ternative topic sequences. In the McGraw-
Hill’s Taxation of Individuals and Business 
Entities volume, the individual topics gen-
erally follow the tax form sequence, with 
an individual overview chapter and then chapters on income, deductions, investment-related 
issues, and the tax liability computation. The topics then transition into business-related topics 
that apply to individuals.  This volume then provides a group of specialty chapters dealing with 
topics of particular interest to individuals (including students), including separate chapters on 
home ownership, compensation, and retirement savings and deferred compensation. This volume 
concludes with a chapter covering the taxation of business entities. Alternatively, in the 
 Essentials of Federal Taxation volume, the topics follow a more traditional sequence, with 
 topics streamlined (no specialty chapters) and presented in more of a life-cycle approach. 

  Real-World Focus: Students learn best when they see how concepts are applied in the real world. 
For that reason, real-world examples and articles are included in “Taxes in the Real World” 
boxes throughout the book. These vignettes demonstrate current issues in taxation and show 
the relevance of tax issues in all areas of business.

1

2

3

4

5

“This text provides a new approach to the teaching of the technical material. The style of the text material 
is easier to read and understand. The examples and storyline are interesting and informative. The arrangement 
makes more sense in the understanding of related topics.”

– Robert Bertucelli, Long Island University–Post

“I believe it breaks down complex topics in a way 
that’s easy to understand. Definitely easier than 
other tax textbooks that I’ve had experience with.”

– Jacob Gatlin, Athens State University

“Excellent text; love the story line approach and 
integrated examples. It’s easy to read and under-
stand explanations. The language of the text is very 
clear and straightforward.”

– Sandra Owen, Indiana University–Bloomington
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ONLINE ASSIGNMENTS
Connect helps students learn more effi-
ciently by providing feedback and practice 
material when they need it, where they 
need it. Connect grades homework auto-
matically and gives immediate feedback 
on any questions students may have 
missed. The extensive assignable, gradable 
end-of-chapter content includes a general 
journal application that looks and feels 
more like what you would find in a general 
ledger software package. Also, select ques-
tions have been redesigned to test students’ 
knowledge more fully. They now include 
tables for students to work through rather than requiring that all calculations be done offline.

End-of-chapter questions in Connect include:
 ∙ Discussion Questions
 ∙ Problems
 ∙ Comprehensive Problems (Available in the Auto-graded Tax Forms!)

Auto-Graded Tax Forms
The auto-graded Tax Forms  in Connect provide a much-improved student experience when 
 solving the tax-form based problems. The tax form simulation allows students to apply tax con-
cepts by completing the actual tax forms online with automatic feedback and grading for both 
students and instructors.
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Guided Examples
The Guided Examples in Connect provide a narrated, animated, step-by-step walk-through of select 
problems similar to those assigned. These short presentations can be turned on or off by instructors 
and provide reinforcement when students need it most.

McGraw-Hill Customer Experience Group Contact Information
At McGraw-Hill, we understand that getting the most from new technology can be challenging. That’s 
why our services don’t stop after you purchase our products. You can contact our Product Specialists 24 
hours a day to get product training online. Or you can search the knowledge bank of Frequently Asked 
Questions on our support website. For Customer Support, call 800-331-5094, or visit www.mhhe.com/
support. One of our Technical Support Analysts will be able to assist you in a timely fashion.

TaxACT®
McGraw-Hill’s Taxation can be packaged with tax software from TaxACT, one of the 
leading preparation software companies in the market today. The 2017 edition in-

cludes availability of both Individuals and Business Entities software, including the 1040 Forms and 
TaxACT Preparer’s Business 3-Pack (with Forms 1065, 1120, and 1120S).

Roger’s CPA
McGraw-Hill Education has partnered with Roger CPA Review, a global leader 
in CPA Exam preparation, to provide students a smooth transition from the ac-

counting classroom to successful completion of the CPA Exam.  While many aspiring accountants wait until they 
have completed their academic studies to begin preparing for the CPA Exam, research shows that those who be-
come familiar with exam content earlier in the process have a stronger chance of successfully passing the CPA 
Exam.  Accordingly, students using these McGraw-Hill materials will have access to sample CPA Exam Multiple-
Choice questions and Task-based Simulations from Roger CPA Review, with expert-written explanations and solu-
tions.  All questions are either directly from the AICPA or are modeled on AICPA questions that appear in the 
exam. Task-based Simulations are delivered via the Roger CPA Review platform, which mirrors the look, feel and 
functionality of the actual exam.  McGraw-Hill Education and Roger CPA Review are dedicated to supporting ev-
ery accounting student along their journey, ultimately helping them achieve career success in the accounting profes-
sion.  For more information about the full Roger CPA Review program, exam requirements and exam content, visit 
www.rogercpareview.com.
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A STORYLINE APPROACH THAT WILL 
RESONATE WITH STUDENTS

8-1

during the year to avoid underpayment penalties. 
She’s planning on filing her tax return and paying 
her taxes on time.

Gram’s tax situation is much more straight-
forward. She needs to determine the regular income tax 
on her taxable income. Her income is so low she knows 
she need not worry about the alternative minimum tax, 
and she believes she doesn’t owe any self-employment 
tax. Gram didn’t prepay any taxes this year, so she is 
concerned that she might be required to pay an under-
payment penalty. She also expects to file her tax return 
and pay her taxes by the looming due date.

Courtney has already determined her 
taxable income. Now she’s working 
on computing her tax liability. She 

knows she owes a significant amount of regu-
lar income tax on her employment and busi-
ness activities. However, she’s not sure how to 
compute the tax on the qualified dividends she re-
ceived from General Electric. Courtney is worried 
that she may be subject to the alternative minimum 
tax this year because she’s heard that an increasing 
number of taxpayers in her income range must pay 
the tax. Finally, Courtney knows she owes some self-
employment taxes on her business income. Courtney 
would like to determine whether she is eligible to 
claim any tax credits such as the child tax credit for 
her two children and education credits because she 
paid for a portion of her daughter Ellen’s tuition at 
the University of Missouri–Kansas City this year. 
Courtney is hoping that she has paid enough in taxes 

© Image Source

Storyline Summary

Taxpayers: Courtney Wilson, age 40,  
Courtney’s mother Dorothy “Gram” Weiss, 
age 70

Family Courtney is divorced with a son, Deron,
description: age 10, and a daughter, Ellen, age 20. 

Gram is currently residing with Courtney.

Location: Kansas City, Missouri

Employment Courtney works as an architect for EWD. 
status: Gram is retired.

Filing status: Courtney is head of household. Gram is 
single.

Current Courtney and Gram have computed their 
situation: taxable income. Now they are trying to 

determine their tax liability, tax refund  
or additional taxes due, and whether they 
owe any payment-related penalties.

to be continued . . .
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Each chapter begins with a storyline that 
introduces a set of characters facing 
 specific tax-related situations. This revo-
lutionary approach to teaching tax em-
phasizes real people facing real tax 
dilemmas. Students learn to apply practi-
cal tax information to specific business 
and personal situations. As their situations 
evolve, the characters are brought further 
to life.

Examples
Examples are the cornerstone of 
any textbook covering taxation. 
For this reason, McGraw-Hill’s 
Taxation authors took special care 
to create clear and helpful exam-
ples that relate to the storyline 
of  the chapter. Students learn to 
refer to the facts presented in the 
storyline and apply them to other 
 scenarios—in this way, they build 
a greater base of knowledge 
through application. Many exam-
ples also include “What if?” sce-
narios that add more complexity 
to the example or explore related 
tax concepts.

2-4 CHAPTER 2 Tax Compliance, the IRS, and Tax Authorities

The statute of limitations for IRS assessment can be extended in certain circumstances. 
For example, a six-year statute of limitations applies to IRS assessments if the taxpayer 
omits items of gross income that exceed 25 percent of the gross income reported on the tax 
return. For fraudulent returns, or if the taxpayer fails to file a tax return, the news is under-
standably worse. The statute of limitations remains open indefinitely in these cases.

Bill and Mercedes file their 2013 federal tax return on September 6, 2014, after receiving an auto-
matic extension to file their return by October 15, 2014. In 2017, the IRS selects their 2013 tax return 
for audit. When does the statute of limitations end for Bill and Mercedes’s 2013 tax return?

Answer: Assuming the six-year and “unlimited” statute of limitation rules do not apply, the statute  
of limitations ends on September 6, 2017 (three years after the later of the actual filing date and the 
original due date).

What if: When would the statute of limitations end for Bill and Mercedes for their 2013 tax return if the 
couple filed the return on March 22, 2014 (before the original due date of April 15, 2014)?

Answer: In this scenario the statute of limitations would end on April 15, 2017, because the later of 
the actual filing date and the original due date is April 15, 2014.

Example 2-1

Taxpayers should prepare for the possibility of an audit by retaining all supporting doc-
uments (receipts, cancelled checks, etc.) for a tax return until the statute of limitations ex-
pires. After the statute of limitations expires, taxpayers can discard the majority of supporting 
documents but should still keep a copy of the tax return itself, as well as any documents that 
may have ongoing significance, such as those establishing the taxpayer’s basis or original 
investment in existing assets like personal residences and long-term investments.

IRS AUDIT SELECTION
Why me? This is a recurring question in life and definitely a common taxpayer question after 
receiving an IRS audit notice. The answer, in general, is that a taxpayer’s return is selected 
for audit because the IRS has data suggesting the taxpayer’s tax return has a high probability 
of a significant understated tax liability. Budget constraints limit the IRS’s ability to audit a 
majority or even a large minority of tax returns. Currently, fewer than 1 percent of all tax 
returns are audited. Thus, the IRS must be strategic in selecting returns for audit in an effort 
to promote the highest level of voluntary taxpayer compliance and increase tax revenues.

Specifically, how does the IRS select tax returns for audit? The IRS uses a number of 
computer programs and outside data sources (newspapers, financial statement disclo-
sures, informants, and other public and private sources) to identify tax returns that may 
have an understated tax liability. Common computer initiatives include the DIF (Discri-
minant Function) system,  the document perfection program, and the information 
matching program. The most important of these initiatives is the DIF system. The DIF 
system assigns a score to each tax return that represents the probability the tax liability on 
the return has been underreported (a higher score = a higher likelihood of underreport-
ing). The IRS derives the weights assigned to specific tax return attributes from historical 
IRS audit adjustment data from the National Research Program.7 The DIF system then 
uses these (undisclosed) weights to score each tax return based on the tax return’s charac-
teristics. Returns with higher DIF scores are then reviewed to determine whether an audit 
is the best course of action.

LO 2-2

7Similar to its predecessor, the Taxpayer Compliance Measurement Program, the National Research Program 
(NRP) analyzes a large sample of tax returns that are randomly selected for audit. From these randomly selected 
returns, the IRS identifies tax return characteristics (e.g., deductions for a home office, unusually high tax de-
ductions relative to a taxpayer’s income) associated with underreported liabilities, weights these characteristics, 
and then incorporates them into the DIF system. The NRP analyzes randomly selected returns to ensure that the 
DIF scorings are representative of the population of tax returns.  
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“The text provides very useful tools that 
students can read and understand, making 
it easier to break the myth that ‘tax is 
hard.’”

– Daniel Hoops, Walsh College

“I absolutely love this textbook. This text-
book makes my job of teaching so much 
easier.”

– Chuck Pier, Angelo State University

“The case study approach is ex-
cellent as you follow the taxpayers 
through the chapters.”

– Irwin Uhr, Hunter College
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THE PEDAGOGY YOUR STUDENTS NEED 
TO PUT THE CODE IN CONTEXT CHAPTER 1 An Introduction to Tax 1-3

In summary, taxes affect many aspects of personal, business, and political decisions. 
Developing a solid understanding of taxation should allow you to make informed 
 decisions in these areas. Thus, Margaret can take comfort that her semester will likely 
prove useful to her personally. Who knows? Depending on her interest in business, 
 investment, retirement planning, and the like, she may ultimately decide to pursue a 
 career in taxation.

TAXES IN THE REAL WORLD Republicans vs. Democrats

Tax Policy: Republicans versus Democrats
Oliver Wendell Holmes said  “taxes are the price 
we pay to live in a civilized society.” Both Demo-
crats and Republicans desire the same things: a 
civilized society and a healthy economy. How-
ever, neither party can agree on what defines a 
civilized society or which path best leads to a 
healthy economy. The U.S. national debt is 
$20 trillion dollars and growing, yet the only thing 
we might agree on is that something has gone 
wrong. Regardless of which party or candidate 
you support, each party’s agenda will affect your 
income and taxes in various ways.

To explore the divide, let’s examine excerpts 
from each party’s National Platform from our most 
recent presidential election (2016).

Republicans
“We are the party of a growing economy that 
gives everyone a chance in life, an opportunity to 
learn, work, and realize the prosperity freedom 
makes possible.”

“Government cannot create prosperity, 
though government can limit or destroy it. Pros-
perity is the product of self-discipline, enterprise, 
saving and investment by individuals, but it is not 
an end in itself. Prosperity provides the means by 
which citizens and their families can maintain 
their independence from government, raise their 
children by their own values, practice their faith, 
and build communities of cooperation and mu-
tual respect.” 

“Republicans consider the establishment of 
a pro-growth tax code a moral imperative. 
More than any other public policy, the way gov-
ernment raises revenue—how much, at what 
rates, under what circumstances, from whom, 
and for whom—has the greatest impact on our 
economy’s performance. It powerfully influ-
ences the level of economic growth and job 
creation, which translates into the level of op-
portunity for those who would otherwise be left 
behind.”

“A strong economy is one key to debt reduc-
tion, but spending restraint is a necessary com-
ponent that must be vigorously pursued.” https://
www.gop.com/platform/restoring-the-american-
dream/

Democrats
“At a time of massive income and wealth inequal-
ity, we believe the wealthiest Americans and larg-
est corporations must pay their fair share of 
taxes. Democrats will claw back tax breaks for 
companies that ship jobs overseas, eliminate tax 
breaks for big oil and gas companies, and crack 
down on inversions and other methods compa-
nies use to dodge their tax responsibilities … We 
will then use the revenue raised from fixing the 
corporate tax code to reinvest in rebuilding 
America and ensuring economic growth that will 
lead to millions of good-paying jobs.”

“We will ensure those at the top contribute to 
our country’s future by establishing a multimillion-
aire surtax to ensure millionaires and billionaires 
pay their fair share. In addition, we will shut down 
the “private tax system” for those at the top, im-
mediately close egregious loopholes like those 
enjoyed by hedge fund managers, restore fair 
taxation on multimillion dollar estates, and ensure 
millionaires can no longer pay a lower rate than 
their secretaries. At a time of near-record corpo-
rate profits, slow wage growth, and rising costs, 
we need to offer tax relief to middle-class 
 families—not those at the top.”

“We will offer tax relief to hard working,  middle-
class families for the cost squeeze they have 
faced for years from rising health care, childcare, 
education, and other expenses.” https://www 
.democrats.org/party-platform#preamble

Conclusion
Each party fundamentally believes the govern-
ment should create/maintain cities and states that 
form a civilized society, and that government 
should foster a healthy economy. However, they 
choose very different paths to reach this objec-
tive. Democrats want to raise taxes on the 
wealthy and create government programs which 
cost more money, while Republicans wish to 
lower taxes and decrease government size and 
spending. Both motives are pure; however, cur-
rent and cumulative deficits indicate that current 
revenue is insufficient to meet government 
spending. Solving these problems will require 
civil discourse, education and research/informa-
tion in order to find realistic, effective solutions.

THE KEY FACTS

What Qualifies  
as a Tax?

•	 The general purpose of 
taxes is to fund govern-
ment agencies.

•	 Unlike fines or penalties, 
taxes are not meant to 
punish or prevent illegal 
behavior; however, “sin 
taxes” are meant to dis-
courage some behaviors.

•	 To qualify as a tax, three 
criteria must be met. The 
payment must be:
•	 required;
•	 imposed by a 

government;
•	 and not tied directly to 

the benefit received by 
the taxpayer.
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Taxes in the Real World
Taxes in the Real World are short boxes used 
throughout the book to demonstrate the real-world 
use of tax concepts. Current articles on tax issues, 
the real-world application of chapter-specific tax 
rules, and short vignettes on popular news about tax 
are some of the issues covered in Taxes in the Real 
World boxes.

CHAPTER 1 An Introduction to Tax 1-5

Margaret travels to Birmingham, Alabama, where she rents a hotel room and dines at several restau-
rants. The price she pays for her hotel room and meals includes an additional 2 percent city surcharge 
to fund roadway construction in Birmingham. Is this a tax?

Answer: Yes. The payment is required by a local government and does not directly relate to a specific 
benefit that Margaret receives.

Example 1-1

Margaret’s parents, Bill and Mercedes, recently built a house and were assessed $1,000 by their 
county government to connect to the county sewer system. Is this a tax?

Answer: No. The assessment was mandatory and it was paid to a local government. However, the 
third criterion was not met since the payment directly relates to a specific benefit (sewer service) 
 received by the payees. For the same reason, tolls, parking meter fees, and annual licensing fees are 
also not considered taxes.

Example 1-2

HOW TO CALCULATE A TAX
In its simplest form, the amount of tax equals the tax base multiplied by the tax rate:

  Eq. 1-1 Tax = Tax Base × Tax Rate

The tax base defines what is actually taxed and is usually expressed in monetary 
terms, whereas the tax rate determines the level of taxes imposed on the tax base and is 
usually expressed as a percentage. For example, a sales tax rate of 6 percent on a purchase 
of $30 yields a tax of $1.80 ($1.80 = $30 × .06).

Federal, state, and local jurisdictions use a large variety of tax bases to collect tax. 
Some common tax bases (and related taxes) include taxable income (federal and state 
income taxes), purchases (sales tax), real estate values (real estate tax), and personal 
property values (personal property tax).

Different portions of a tax base may be taxed at different rates. A single tax applied 
to an entire base constitutes a flat tax. In the case of graduated taxes, the base is divided 
into a series of monetary amounts, or brackets, and each successive bracket is taxed at a 
different (gradually higher or gradually lower) percentage rate.

Calculating some taxes—income taxes for individuals or corporations, for  example—
can be quite complex. Advocates of flat taxes argue that the process should be simpler. But 
as we’ll see throughout the text, most of the difficulty in calculating a tax rests in determin-
ing the tax base, not the tax rate. Indeed, there are only three basic tax rate  structures (pro-
portional, progressive, and regressive), and each can be mastered without much difficulty.

DIFFERENT WAYS TO MEASURE TAX RATES
Before we discuss the alternative tax rate structures, let’s first define three different tax 
rates that will be useful in contrasting the different tax rate structures: the marginal, 
 average, and effective tax rates.

The marginal tax rate is the tax rate that applies to the next additional increment of 
a taxpayer’s taxable income (or deductions). Specifically,

LO 1-3

THE KEY FACTS

How to Calculate a Tax
•	 Tax = Tax base × Tax rate
•	 The tax base defines what 

is actually taxed and is 
 usually expressed in 
 monetary terms.

•	 The tax rate determines 
the level of taxes imposed 
on the tax base and is  
usually expressed as a 
percentage.

•	 Different portions of a  
tax base may be taxed  
at  different rates.

 Marginal Tax Rate =

  Eq. 1-2 
ΔTax*

ΔTaxable Income
=

(New Total Tax − Old Total Tax)
(New Taxable Income − Old Taxable Income)

 *Δ means change in.
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Claims to interpret and rule differently on the same basic tax issue. Given a choice of 
courts, the taxpayer should prefer the court most likely to rule favorably on his or her 
particular issues. The courts also differ in other ways. For example, the U.S. District 
Court is the only court that provides for a jury trial; the U.S. Tax Court is the only court 
that allows tax cases to be heard before the taxpayer pays the disputed liability and the 
only court with a small claims division (hearing claims involving disputed liabilities of 
$50,000 or less); the U.S. Tax Court judges are tax experts, whereas the U.S. District 
Court and U.S. Court of Federal Claims judges are generalists. The taxpayer should con-
sider each of these factors in choosing a trial court. For example, if the taxpayer feels very 
confident in her tax return position but does not have sufficient funds to pay the disputed 
liability, she will prefer the U.S. Tax Court. If, instead, the taxpayer is litigating a tax re-
turn position that is low on technical merit but high on emotional appeal, a jury trial in 
the local U.S. District Court may be the best option.

What happens after the taxpayer’s case is decided in a trial court? The process may 
not be quite finished. After the trial court’s verdict, the losing party has the right to re-
quest one of the 13 U.S. Circuit Courts of Appeals to hear the case. Exhibit 2-3 depicts 
the specific appellant courts for each lower-level court. Both the U.S. Tax Court and local 
U.S. District Court cases are appealed to the specific U.S. Circuit Court of Appeals based 
on the taxpayer’s residence.9 Cases litigated in Alabama, Florida, and Georgia, for example, 

EXHIBIT 2-2 IRS Appeals/Litigation Process

1a. Agree with proposed
 adjustment

1b. Disagree with
 proposed adjustment

3a. Agree with proposed
 adjustment

2a. Request appeals

5. IRS denies
 refund claim

3b. Disagree with proposed adjustment

4b. Pay tax

4a. Do not pay tax;
 Petition Tax Court

2b. No
 taxpayer
 response

Tax Court

90-Day Letter

30-Day Letter

Appeals Conference

IRS Exam

Pay Taxes Due

File Claim for
Refund with the IRS

File Suit in U.S. District
Court or U.S. Court of

Federal Claims

IRS Exam: © Royalty-Free/Corbis, Supreme Court: © McGraw-Hill Education/Jill Braaten, photographer, File Claim: © Michael A. Keller/Corbis

9Decisions rendered by the U.S. Tax Court Small Claims Division cannot be appealed by the taxpayer or the IRS.  
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“The Spilker text makes tax easy for students to under-
stand. It integrates great real-world examples so 
 students can see how topics will be applied in practice. 
The integration of the tax form and exhibits of the tax 
forms in the text are outstanding.”

– Kristen Bigbee, Texas Tech University

The Key Facts
The Key Facts pro-
vide quick synopses 
of the critical pieces 
of information pre-
sented throughout 
each chapter.

Exhibits
Today’s students are visual learners, 
and McGraw-Hill’s Taxation delivers 
by making appropriate use of charts, 
diagrams, and tabular demonstrations 
of key material.

“A good textbook that uses great 
 examples throughout the chapters to 
give a student an understanding of the 
tax theory and how it applies to the 
taxpayers.”

– Jennifer Wright, 
Drexel University

“Spilker’s use of examples immediately following the 
concept is a great way to reinforce the concepts.”

– Karen Wisniewski, County College of Morris
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30-day letter (2-6)
90-day letter (2-6)
acquiescence (2-17)
action on decision (2-17)
annotated tax service (2-18)
Circular 230 (2-24)
citator (2-21)
civil penalties (2-26)
correspondence examination (2-5)
criminal penalties (2-26)
determination letters (2-16)
DIF (Discriminant Function)  

system (2-4)
document perfection program (2-4)
field examination (2-6)
final regulations (2-15)
Golsen rule (2-15)

information matching program (2-4)
Internal Revenue Code of 1986 (2-11)
interpretative regulations (2-16)
legislative regulations (2-16)
nonacquiescence (2-17)
office examination (2-6)
primary authorities (2-9)
private letter rulings (2-16)
procedural regulations (2-16)
proposed regulations (2-15)
question of fact (2-19)
question of law (2-19)
regulations (2-15)
revenue procedures (2-16)
revenue rulings (2-16)
secondary authorities (2-9)
stare decisis (2-15)

Statements on Standards for Tax 
Services (SSTS) (2-23)

statute of limitations (2-3)
substantial authority (2-24)
tax treaties (2-14)
technical advice memorandum (2-16)
temporary regulations (2-15)
topical tax service (2-19)
U.S. Circuit Courts of Appeals (2-7)
U.S. Constitution (2-11)
U.S. Court of Federal Claims (2-6)
U.S. District Court (2-6)
U.S. Supreme Court (2-8)
U.S. Tax Court (2-6)
writ of certiorari (2-8)

KEY TERMS

DISCUSSION QUESTIONS

Discussion Questions are available in Connect®.

 1.  Name three factors that determine whether a taxpayer is required to file a tax 
return.

 2.  Benita is concerned that she will not be able to complete her tax return by April 15. 
Can she request an extension to file her return? By what date must she do so? 
 Assuming she requests an extension, what is the latest date that she could file 
her return this year without penalty?

 3.  Agua Linda Inc. is a calendar-year corporation. What is the original due date for 
the corporate tax return? What happens if the original due date falls on a 
Saturday?

 4.  Approximately what percentage of tax returns does the IRS audit? What are the 
 implications of this number for the IRS’s strategy in selecting returns for audit?

 5.  Explain the difference between the DIF system and the National Research Program. 
How do they relate to each other?

 6.  Describe the differences between the three types of audits in terms of their scope 
and taxpayer type.

 7.  Simon just received a 30-day letter from the IRS indicating a proposed assessment. 
Does he have to pay the additional tax? What are his options?

 8.  Compare and contrast the three trial-level courts.
 9.  Compare and contrast the three types of tax law sources and give examples of 

each.
10.  The U.S. Constitution is the highest tax authority but provides very little in the 

way of tax laws. What are the next highest tax authorities beneath the U.S. 
Constitution?

11.  Jackie has just opened her copy of the Code for the first time. She looks at the 
 table of contents and wonders why it is organized the way it is. She questions 
whether it makes sense to try and understand the Code’s organization. What are 
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As we explained in Example 2-6, Bill and Mercedes’s CPA met her professional 
standards (as defined currently in SSTS No. 1) by recommending a tax return position 
that meets the “Substantial Authority” standard. Likewise, because substantial tax au-
thority supports the tax return position, Bill and Mercedes’s CPA should also not have 
penalty exposure under IRC Sec. 6694.

CONCLUSION
Now that we have a full understanding of the issue under audit for Bill and Mercedes, 
what is their likely outcome? Another good question. The IRS has stated that it will con-
tinue to disallow a current deduction for points incurred for refinanced mortgages. None-
theless, the courts appear to follow J.R. Huntsman v. Comm., and therefore, the IRS 
stands a strong possibility of losing this case if litigated. In an IRS appeals conference, 
the appeals officer may consider the hazards of litigation. Accordingly, Bill and  Mercedes 
have a good likelihood of a favorable resolution at the appeals conference.

In this chapter we discussed several of the fundamentals of tax practice and proce-
dure: taxpayer filing requirements, the statute of limitations, the IRS audit process, the 
primary tax authorities, tax research, tax professional standards, and taxpayer and tax 
practitioner penalties. For the tax accountant, these fundamentals form the basis for much 
of her work. Likewise, tax research forms the basis of much of a tax professional’s com-
pliance and planning services. Even for the accountant who doesn’t specialize in tax ac-
counting, gaining a basic understanding of tax practice and procedure is important. 
Assisting clients with the IRS audit process is a valued service that accountants provide, 
and clients expect all accountants to understand basic tax procedure issues and how to 
research basic tax issues.

Summary

Identify the filing requirements for income tax returns and the statute of limitations for 
assessment.

•	 All corporations must file a tax return annually regardless of their taxable income. Estates 
and trusts are required to file annual income tax returns if their gross income exceeds 
$600. The filing requirements for individual taxpayers depend on the taxpayer’s filing 
 status, age, and gross income.

•	 Individual and C corporation tax returns (except for C corporations with a June 30 year-end) 
are due on the fifteenth day of the fourth month following year-end. For C corporations  
with a June 30 year-end, partnerships and S corporations, tax returns must be filed by the 
fifteenth day of the third month following the entity’s fiscal year-end. Any taxpayer unable  
to file a tax return by the original due date can request an extension to file.

•	 For both amended tax returns filed by a taxpayer and proposed tax assessments by the 
IRS, the statute of limitations generally ends three years from the later of (1) the date the  
tax return was actually filed or (2) the tax return’s original due date.

Outline the IRS audit process, how returns are selected, the different types of audits, and what 
happens after the audit.

•	 The IRS uses a number of computer programs and outside data sources to identify tax 
 returns that may have an understated tax liability. Common computer initiatives include the 
DIF (Discriminant Function) system, the document perfection program, and the information 
matching program.

•	 The three types of IRS audits consist of correspondence, office, and field examinations.
•	 After the audit, the IRS will send the taxpayer a 30-day letter, which provides the taxpayer 

the opportunity to pay the proposed assessment or request an appeals conference.  
If an agreement is not reached at appeals or the taxpayer does not pay the proposed 

LO 2-1

LO 2-2
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Learning Objectives

Tax Compliance,  
the IRS, and Tax 
Authorities

chapter

2

Upon completing this chapter, you should be able to:

 LO 2-1 Identify the filing requirements for income tax returns and the statute of limitations for 
assessment.

 LO 2-2 Outline the IRS audit process, how returns are selected, the different types of audits, and 
what happens after the audit.

 LO 2-3 Evaluate the relative weights of the various tax law sources.

 LO 2-4 Describe the legislative process as it pertains to taxation.

 LO 2-5 Perform the basic steps in tax research and evaluate various tax law sources when faced 
with ambiguous statutes.

 LO 2-6 Describe tax professional responsibilities in providing tax advice.

 LO 2-7 Identify taxpayer and tax professional penalties.
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Summary
A unique feature of McGraw-Hill’s 
Taxation is the end-of-chapter sum-
mary organized around learning 
 objectives. Each objective has a 
brief, bullet-point summary that 
covers the major topics and con-
cepts for that chapter, including 
 references to critical exhibits and 
examples. All end-of-chapter mate-
rial is tied to learning objectives.

“You can tell the authors of this text-
book are still in the classroom and 
 responsible for the day-to-day 
 education of accounting students. 
 Examples are representative of the 
end-of-chapter problems, and the  
end-of-chapter summary is an excellent 
study tool.”

– Debra Petrizzo, Franklin University

Discussion 
Questions
Discussion questions, 
now available in Con-
nect, are provided for 
each of the major con-
cepts in each chapter, 
providing students 
with an opportunity 
to review key parts of 
the chapter and answer 
evocative questions 
about what they have 
learned.

“This is a very readable text. Students will understand it on their own, 
generally, freeing more class time for application, practice, and student 
questions.”

– Valrie Chambers, 
Texas A&M University–Corpus Christi



Planning Problems Planning problems 
are another unique set of problems 
included in the end-of-chapter 
assignment material. These require 
students to test their tax planning skills 
after covering the chapter topics. Each planning problem includes an icon to differentiate it from 
regular problems.

Comprehensive and Tax Return Problems Comprehensive and tax return problems address 
multiple concepts in a single problem. Comprehensive problems are ideal for cumulative topics; for 
this reason, they are located at the end of all chapters. In the end-of-book Appendix C, we include tax 
return problems that cover multiple chapters. Additional tax return problems are also available in 
the Connect Library. These problems 
range from simple to complex and 
cover individual taxation, corporate 
taxation, partnership taxation, and  
S corporation taxation.

Problems Problems are designed  
to test the comprehension of more 
complex topics. Each problem at the 
end of the chapter is tied to one of that 
chapter’s learning objectives, with 
multiple problems for critical topics.

Tax Forms Problems Tax forms 
problems are a set of requirements 
included in the end-of-chapter material 
of the 2018 edition. These problems 
require students to complete a tax form 
(or part of a tax form), providing students with valuable experience and practice with filling out these 
forms. These requirements—and their relevant forms—are also included in Connect. Each tax form 
problem includes an icon to differentiate it from regular problems.

Research Problems Research 
problems are special problems 
throughout the end-of-chapter 
assignment material. These 
require students to do both basic 
and more complex research on topics outside of the scope of the book. Each research problem includes 
an icon to differentiate it from regular problems.

xv
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66.  Georgette has identified a 1983 court case that appears to answer her 
 research question. What must she do to determine if the case still represents 
“current” law?

67.  Sandy has determined that her research question depends upon the interpretation 
of the phrase “not compensated by insurance.” What type of research question 
is this?

68.  J. C. has been a professional gambler for many years. He loves this line of work and 
believes the income is tax-free.
a) Use an available tax research service to determine whether J. C.’s thinking is 

 correct. Is the answer to this question found in the Internal Revenue Code? If  
not, what type of authority answers this question? 

b) Write a memo communicating the results of your research.
69.  Katie recently won a ceramic dalmatian valued at $800 on a television game 

show. She questions whether this prize is taxable since it was a “gift” she won 
on the show.
a) Use an available tax research service to answer Katie’s question.
b) Write a letter to Katie communicating the results of your research.

70.  Pierre recently received a tax penalty for failing to file a tax return. He was upset 
to receive the penalty, but he was comforted by the thought that he will get a tax 
 deduction for paying the penalty.
a) Use an available tax research service to determine if Pierre is correct.
b) Write a memo communicating the results of your research.

71.  Paris was happy to provide a contribution to her friend Nicole’s campaign for 
mayor, especially after she learned that charitable contributions are tax 
deductible.
a) Use an available tax service to determine whether Paris can deduct this 

contribution.
b) Write a memo communicating the results of your research.

72.  Matt and Lori recently were divorced. Although grief stricken, Matt was at least 
partially comforted by his monthly receipt of $10,000 alimony. He was particularly 
excited to learn from his friend, Denzel, that the alimony was not taxable. Use an 
available tax service to determine if Denzel is correct. Would your answer change  
if Matt and Lori continued to live together?

73.  Shaun is a huge college football fan. In the past, he has always bought football 
tickets on the street from ticket scalpers. This year, he decided to join the univer-
sity’s ticket program, which requires a $2,000 contribution to the university 
for the “right” to purchase tickets. Shaun will then pay $400 per season ticket. 
Shaun understands that the price paid for the season tickets is not tax deductible 
as a charitable contribution. However, contributions to a university are typically 
tax deductible.
a) Use an available tax service to determine how much, if any, of Shaun’s $2,000 

contribution for the right to purchase tickets is tax deductible.
b) Write a letter to Shaun communicating the results of your research.

74.  Latrell recently used his Delta Skymiles to purchase a free round-trip ticket to 
 Milan, Italy (value $1,200). The frequent flyer miles used to purchase the ticket 
were generated from Latrell’s business travel as a CPA. Latrell’s employer paid for 
his business trips, and he was not taxed on the travel reimbursement.
a) Use an available tax research service to determine how much income, if any, 

 Latrell will have to recognize as a result of purchasing an airline ticket with 
 Skymiles earned from business travel.

b) Write a memo communicating the results of your research.
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 That should be all the information you need right now. Please calculate my 
taxable income and complete pages 1 and 2 of Form 1040 (through taxable 
income, line 43) and Schedule A. You’re still doing this for free, right?

69.  Jeremy and Alyssa Johnson have been married for five years and do not have any 
children. Jeremy was married previously and has one child from the prior marriage. 
He is self-employed and operates his own computer repair store. For the first two 
months of the year, Alyssa worked for Office Depot as an employee. In March, 
Alyssa accepted a new job with Super Toys Inc. (ST), where she worked for the 
 remainder of the year. This year, the Johnsons received $255,000 of gross income. 
Determine the Johnsons’ AGI given the following information (assume the 2016 
rules apply for purposes of the qualified education expense deduction):
a) Expenses associated with Jeremy’s store include $40,000 in salary (and employ-

ment taxes) to employees, $45,000 of supplies, and $18,000 in rent and other 
 administrative expenses.

b) As a salesperson, Alyssa incurred $2,000 in travel expenses related to her 
 employment that were not reimbursed by her employer.

c) The Johnsons own a piece of raw land held as an investment. They paid $500 of 
real property taxes on the property and they incurred $200 of expenses in travel 
costs to see the property and to evaluate other similar potential investment 
properties.

d) The Johnsons own a rental home. They incurred $8,500 of expenses associated 
with the property.

e) The Johnsons’ home was only five miles from the Office Depot store where 
Alyssa worked in January and February. The ST store was 60 miles from their 
home, so the Johnsons decided to move to make the commute easier for Alyssa. 
The Johnsons’ new home was only 10 miles from the ST store. However, their 
new home was 50 miles from their former residence. The Johnsons paid a mov-
ing company $2,002 to move their possessions to the new location. They also 
drove the 50 miles to their new residence. They stopped along the way for 
lunch and spent $60 eating at Denny’s. None of the moving expenses were 
 reimbursed by ST.

f) Jeremy paid $4,500 for health insurance coverage for himself (not through an 
 exchange). Alyssa was covered by health plans provided by her employer, but 
Jeremy is not eligible for the plan until next year.

g) Jeremy paid $2,500 in self-employment taxes ($1,250 represents the employer 
portion of the self-employment taxes).

h) Jeremy paid $5,000 in alimony and $3,000 in child support from his prior 
marriage.

i) Alyssa paid $3,100 of tuition and fees to attend night classes at a local university. 
The Johnsons would like to deduct as much of this expenditure as possible rather 
than claim a credit.

j) The Johnsons donated $2,000 to their favorite charity.

70.  Shauna Coleman is single. She is employed as an architectural designer for Stream-
line Design (SD). Shauna wanted to determine her taxable income for this year. She 
correctly calculated her AGI. However, she wasn’t sure how to compute the rest of 
her taxable income. She provided the following information with hopes that you 
could use it to determine her taxable income.
a) Shauna paid $4,680 for medical expenses for care from a broken ankle. Also, 

Shauna’s boyfriend, Blake, drove Shauna (in her car) a total of 115 miles to the 
doctor’s office so she could receive care for her broken ankle.

b) Shauna paid a total of $3,400 in health insurance premiums during the year (not 
through an exchange). SD did not reimburse any of this expense. Besides the 

tax forms
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37.  Levi is recommending a tax return position to his client. What standard must he 
meet to satisfy his professional standards? What is the source of this professional 
standard?

38.  What is Circular 230?
39.  What are the basic differences between civil and criminal tax penalties?
40.  What are some of the most common civil penalties imposed on taxpayers?
41.  What are the taxpayer’s standards to avoid the substantial understatement of tax 

penalty?
42.  What are the tax practitioner’s standards to avoid a penalty for recommending a tax 

return position?

PROBLEMS
Select problems are available in Connect®.

43.  Ahmed does not have enough cash on hand to pay his taxes. He was excited to hear 
that he can request an extension to file his tax return. Does this solve his problem? 
What are the ramifications if he doesn’t pay his tax liability by April 15?

44.  Molto Stancha Corporation had zero earnings this fiscal year; in fact, it lost money. 
Must the corporation file a tax return?

45.  The estate of Monique Chablis earned $450 of income this year. Is the estate 
 required to file an income tax return?

46.  Jamarcus, a full-time student, earned $2,500 this year from a summer job. He had 
no other income this year and will have zero federal income tax liability this year. 
His employer withheld $300 of federal income tax from his summer pay. Is 
 Jamarcus required to file a tax return? Should Jamarcus file a tax return?

47.  Shane has never filed a tax return despite earning excessive sums of money as a 
gambler. When does the statute of limitations expire for the years in which Shane 
has not filed a tax return?

48.  Latoya filed her tax return on February 10 this year. When will the statute of limita-
tions expire for this tax return?

49.  Using the facts from the previous problem, how would your answer change if 
Latoya understated her income by 40 percent? How would your answer change if 
Latoya intentionally failed to report as taxable income any cash payments she 
 received from her clients?

50.  Paula could not reach an agreement with the IRS at her appeals conference and has 
just received a 90-day letter. If she wants to litigate the issue but does not have 
 sufficient cash to pay the proposed deficiency, what is her best court choice?

51.  In choosing a trial-level court, how should a court’s previous rulings influence the 
choice? How should circuit court rulings influence the taxpayer’s choice of a trial-
level court?

52.  Sophia recently won a tax case litigated in the 7th Circuit. She recently heard 
that the Supreme Court denied the writ of certiorari. Should she be happy or not, 
and why?

53.  Campbell’s tax return was audited because she failed to report interest she earned 
on her tax return. What IRS audit selection method identified her tax return?

54.  Yong’s tax return was audited because he calculated his tax liability incorrectly. 
What IRS audit procedure identified his tax return for audit?

55.  Randy deducted a high level of itemized deductions two years ago relative to his 
income level. He recently received an IRS notice requesting documentation for 
his itemized deductions. What audit procedure likely identified his tax return 
for audit?

LO 2-6

LO 2-6

LO 2-7

LO 2-7

LO 2-7

LO 2-7

LO 2-1

LO 2-1

LO 2-1

LO 2-1

LO 2-1

LO 2-1

LO 2-1

LO 2-2

LO 2-2

LO 2-2

LO 2-2

LO 2-2

LO 2-2

spi11838_ch02_000-035.indd   32 01/11/17   2:51 PM
“The textbook is comprehensive, uses an integrated approach to taxation, contains clear illustrations 
and examples in each chapter, and has a wealth of end-of-chapter assignment material.”

– James P. Trebby, Marquette University
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56.  Jackie has a corporate client that has recently received a 30-day notice from the IRS 
with a $100,000 tax assessment. Her client is considering requesting an appeals 
conference to contest the assessment. What factors should Jackie advise her client  
to consider before requesting an appeals conference?

57.  The IRS recently completed an audit of Shea’s tax return and assessed $15,000 ad-
ditional tax. Shea requested an appeals conference but was unable to settle the case 
at the conference. She is contemplating which trial court to choose to hear her case. 
Provide a recommendation based on the following alternative facts:
a) Shea resides in the 2nd Circuit, and the 2nd Circuit has recently ruled against the 

position Shea is litigating.
b) The Federal Circuit Court of Appeals has recently ruled in favor of Shea’s 

position.
c) The issue being litigated involves a question of fact. Shea has a very appealing 

story to tell but little favorable case law to support her position.
d) The issue being litigated is highly technical, and Shea believes strongly in her 

 interpretation of the law.
e) Shea is a local elected official and would prefer to minimize any local publicity 

regarding the case.
58.  Juanita, a Texas resident (5th Circuit), is researching a tax question and finds a 

5th Circuit case ruling that is favorable and a 9th Circuit case that is unfavorable. 
Which circuit case has more “authoritative weight” and why? How would your 
 answer change if Juanita were a Kentucky resident (6th Circuit)?

59.  Faith, a resident of Florida (11th Circuit) recently found a circuit court case that is 
favorable to her research question. Which two circuits would she prefer to have 
 issued the opinion?

60.  Robert has found a “favorable” authority directly on point for his tax question. If the 
authority is a court case, which court would he prefer to have issued the opinion? 
Which court would he least prefer to have issued the opinion?

61.  Jamareo has found a “favorable” authority directly on point for his tax question. If 
the authority is an administrative authority, which specific type of authority would 
he prefer to answer his question? Which administrative authority would he least 
 prefer to answer his question?

62.  For each of the following citations, identify the type of authority (statutory, admin-
istrative, or judicial) and explain the citation.
a) Reg. Sec. 1.111-1(b)
b) IRC Sec. 469(c)(7)(B)(i)
c) Rev. Rul. 82-204, 1982-2 C.B. 192
d) Amdahl Corp., 108 TC 507 (1997)
e) PLR 9727004
f) Hills v. Comm., 50 AFTR2d 82-6070 (11th Cir., 1982)

63.  For each of the following citations, identify the type of authority (statutory, admin-
istrative, or judicial) and explain the citation.
a) IRC Sec. 280A(c)(5)
b) Rev. Proc. 2004-34, 2004-1 C.B. 911
c) Lakewood Associates, RIA TC Memo 95-3566
d) TAM 200427004
e) U.S. v. Muncy, 2008-2 USTC par. 50,449 (E.D., AR, 2008)

64.  Justine would like to clarify her understanding of a code section recently enacted by 
Congress. What tax law sources are available to assist Justine?

65.  Aldina has identified conflicting authorities that address her research question. How 
should she evaluate these authorities to make a conclusion?
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a separate tax return. In year 4, the couple divorced. Both Jasper and Crewella filed sin-
gle tax returns in year 4. In year 5, the IRS audited the couple’s joint year 2 tax return 
and each spouse’s separate year 3 tax returns. The IRS determined that the year 2 joint 
return and Crewella’s separate year 3 tax return understated Crewella’s self-employ-
ment income, causing the joint return year 2 tax liability to be understated by $4,000 
and Crewella’s year 3 separate return tax liability to be understated by $6,000. The IRS 
also assessed penalties and interest on both of these tax returns. Try as it might, the IRS 
has not been able to locate Crewella, but they have been able to find Jasper.
a) What amount of tax can the IRS require Jasper to pay for the Dahvill’s year 2 

joint return? Explain.
b) What amount of tax can the IRS require Jasper to pay for Crewella’s year 3 

 separate tax return? Explain.
51.  Janice Traylor is single. She has an 18-year-old son named Marty. Marty is Janice’s 

only child. Marty has lived with Janice his entire life. However, Marty recently 
joined the Marines and was sent on a special assignment to Australia. During the 
current year, Marty spent nine months in Australia. Marty was extremely homesick 
while in Australia, since he had never lived away from home. However, Marty knew 
this assignment was only temporary, and he couldn’t wait to come home and find his 
room just the way he left it. Janice has always filed as head of household, and Marty 
has always been considered a qualifying child (and he continues to meet all the tests 
with the possible exception of the residence test due to his stay in  Australia). How-
ever, this year Janice is unsure whether she qualifies as head of household due to 
Marty’s nine-month absence during the year. Janice has come to you for advice on 
whether she qualifies for head of household filing status. What do you tell her?

52.  Doug Jones submitted his 2017 tax return on time and elected to file a joint tax 
return with his wife, Darlene. Doug and Darlene did not request an  extension for 
their 2017 tax return. Doug and Darlene owed and paid the IRS $124,000 for 
their 2017 tax year. Two years later, Doug amended his return and claimed mar-
ried filing separate status. By changing his filing status, Doug sought a refund 
for an overpayment for the tax year 2017 (he paid more tax in the original joint 
return than he owed on a separate return). Is Doug allowed to change his filing 
status for the 2017 tax year and receive a tax refund with his amended return?

COMPREHENSIVE PROBLEMS

Select problems are available in Connect®.

53.  Marc and Michelle are married and earned salaries this year of $64,000 and 
$12,000, respectively. In addition to their salaries, they received interest of $350 
from municipal bonds and $500 from corporate bonds. Marc and Michelle also paid 
$2,500 of qualifying moving expenses, and Marc paid alimony to a prior spouse in 
the amount of $1,500. Marc and Michelle have a 10-year-old son,  Matthew, who 
lived with them throughout the entire year. Thus, Marc and  Michelle are allowed to 
claim a $1,000 child tax credit for Matthew. Marc and Michelle paid $6,000 of ex-
penditures that qualify as itemized deductions and they had a total of $5,500 in fed-
eral income taxes withheld from their paychecks during the course of the year.
a) What is Marc and Michelle’s gross income?
b) What is Marc and Michelle’s adjusted gross income?
c) What is the total amount of Marc and Michelle’s deductions from AGI?
d) What is Marc and Michelle’s taxable income?
e) What is Marc and Michelle’s taxes payable or refund due for the year? (Use the 

tax rate schedules.)
f) Complete the first two pages of Marc and Michelle’s Form 1040 (use 2016 forms 

if 2017 forms are unavailable).
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McGraw-Hill’s Taxation of Individuals is organized to empha-
size topics that are most important to undergraduates taking their 
first tax course. The first three chapters provide an introduction 
to taxation and then carefully guide students through tax re-
search and tax planning. Part II discusses the fundamental ele-
ments of individual income tax, starting with the tax formula 
in Chapter 4 and then proceeding to more discussion on income, 
deductions, investments, and computing tax liabilities in 
 Chapters 5–8. Part III then discusses tax issues associated with 
business-related activities. Specifically, this part addresses busi-
ness income and deductions, accounting methods, and tax conse-
quences associated with purchasing assets and property disposi-
tions (sales, trades, or other dispositions). Part IV is unique 
among tax textbooks; this section combines related tax issues for 
compensation, retirement savings, and home ownership.
Part I: Introduction to Taxation
 1. An Introduction to Tax
 2. Tax Compliance, the IRS, and Tax Authorities
 3. Tax Planning Strategies and Related Limitations
Part II: Basic Individual Taxation
 4.  Individual Income Tax Overview, Exemptions and Filing 

Status
 5. Gross Income and Exclusions
 6. Individual Deductions
 7. Investments
 8. Individual Income Tax Computation and Tax Credits
Part III: Business-Related Transactions
 9. Business Income, Deductions, and Accounting Methods
10. Property Acquisition and Cost Recovery
11. Property Dispositions
Part IV: Specialized Topics
12. Compensation
13. Retirement Savings and Deferred Compensation
14. Tax Consequences of Home Ownership

McGraw-Hill’s Taxation of Business Entities begins with the 
process for determining gross income and deductions for 
 businesses, and the tax consequences associated with purchasing 
assets and property dispositions (sales, trades, or other disposi-
tions). Part II provides a comprehensive overview of entities and 
the formation, reorganization, and liquidation of corporations. 
Unique to this series is a complete chapter on accounting for in-
come taxes, which provides a primer on the basics of calculating 
the income tax provision. Included in the narrative is a discus-
sion of temporary and permanent differences and their impact on 
a company’s book “effective tax rate.” Part III provides a de-
tailed discussion of partnerships and S corporations. The last 
part of the book covers state and local taxation, multinational 
taxation, and transfer taxes and wealth planning.
Part I: Business-Related Transactions
 1. Business Income, Deductions, and Accounting Methods
 2. Property Acquisition and Cost Recovery
 3. Property Dispositions
Part II: Entity Overview and Taxation of C Corporations
 4. Entities Overview
 5. Corporate Operations
 6. Accounting for Income Taxes
 7. Corporate Taxation: Nonliquidating Distributions
 8. Corporate Formation, Reorganization, and Liquidation
Part III: Taxation of Flow-Through Entities
 9. Forming and Operating Partnerships
10.  Dispositions of Partnership Interests and Partnership 

Distributions 
11. S Corporations
Part IV: Multijurisdictional Taxation and Transfer Taxes
12. State and Local Taxes 
13. The U.S. Taxation of Multinational Transactions
14. Transfer Taxes and Wealth Planning

Four Volumes to Fit
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McGraw-Hill’s Essentials of Federal Taxation is designed for a 
one-semester course, covering the basics of taxation of individu-
als and business entities. To facilitate a one-semester course, 
McGraw-Hill’s Essentials of Federal Taxation folds the key top-
ics from the investments, compensation, retirement savings, and 
home ownership chapters in Taxation of Individuals into three 
individual taxation chapters that discuss gross income and 
 exclusions, for AGI deductions, and from AGI deductions, 
 respectively. The essentials volume also includes a two-chapter 
C corporation sequence that uses a life-cycle approach covering 
corporate formations and then corporate operations in the first 
chapter and nonliquidating and liquidating corporate distribu-
tions in the second chapter. This volume is perfect for those 
teaching a one-semester course and for those who struggle to get 
through the 25-chapter comprehensive volume.
Part I: Introduction to Taxation
 1. An Introduction to Tax
 2. Tax Compliance, the IRS, and Tax Authorities
 3. Tax Planning Strategies and Related Limitations
Part II: Individual Taxation
 4.  Individual Income Tax Overview, Exemptions, and Filing 

Status
 5. Gross Income and Exclusions 
 6. Individual For AGI Deductions
 7. Individual From AGI Deductions
 8. Individual Income Tax Computation and Tax Credits
Part III: Business-Related Transactions
 9. Business Income, Deductions, and Accounting Methods
10. Property Acquisition and Cost Recovery
11. Property Dispositions
Part IV: Entity Overview and Taxation of C Corporations
12. Entities Overview
13. Corporate Formations and Operations
14. Corporate Nonliquidating and Liquidating Distributions
Part V: Taxation of Flow-Through Entities
15. Forming and Operating Partnerships
16.  Dispositions of Partnership Interests and Partnership 

Distributions 
17. S Corporations

McGraw-Hill’s Taxation of Individuals and Busi-
ness Entities covers all chapters included in the 

two split volumes in one convenient volume.  
See Table of Contents.

Four Course Approaches
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SUPPLEMENTS FOR INSTRUCTORS
Assurance of Learning Ready
Many educational institutions today are focused 
on the notion of assurance of learning, an im-
portant element of many accreditation stan-
dards. McGraw-Hill’s Taxation is designed 
specifically to support your assurance of learn-
ing initiatives with a simple, yet powerful, 
solution.
 Each chapter in the book begins with a list 
of numbered learning objectives, which appear 
throughout the chapter as well as in the end-of-
chapter assignments. Every test bank question 
for McGraw-Hill’s Taxation maps to a specific 
chapter learning objective in the textbook. Each 
test bank question also identifies topic area, 
level of difficulty, Bloom’s Taxonomy level, 
and AICPA and AACSB skill area. 

AACSB Statement
McGraw-Hill Education is a proud corporate 
member of AACSB International. Understand-
ing the importance and value of AACSB ac-
creditation, McGraw-Hill’s Taxation recognizes 
the curricula guidelines detailed in the AACSB 
standards for business accreditation by connect-
ing selected questions in the text and the test 
bank to the general knowledge and skill guide-
lines in the revised AACSB standards.

 The statements contained in McGraw-
Hill’s Taxation are provided only as a guide 
for the users of this textbook. The AACSB 
leaves content coverage and assessment 
within the purview of individual schools, the 
mission of the school, and the faculty. While 
McGraw-Hill’s Taxation and the teaching 
package make no claim of any specific 
AACSB qualification or evaluation, we have, 
within the text and test bank, labeled selected 
questions according to the eight general 
knowledge and skill areas.

TestGen 
TestGen is a complete, state-of-the-art test gen-
erator and editing application software that al-
lows instructors to quickly and easily select test 
items from McGraw Hill’s TestGen testbank 
content and to organize, edit, and customize the 
questions and answers to rapidly generate pa-
per tests. Questions can include stylized text, 
symbols, graphics, and equations that are in-
serted directly into questions using built-in 
mathematical templates. With both quick-and-
simple test creation and flexible and robust ed-
iting tools, TestGen is a test generator system 
for today’s educators.
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Changes in Taxation of Individuals  
and Business Entities, 2018 Edition
For the 2018 edition of McGraw-Hill’s Taxation of Individuals and Business Entities, many changes 
were made in response to feedback from reviewers and focus group participants:

 ∙ All tax forms have been updated for the latest 
 available tax form as of January 2017. In addition, 
chapter content throughout the text has been 
 updated to reflect tax law changes through 
 January 2017.

Other notable changes in the 2018 edition include:

Chapter 1
 ∙ Updated tax rates for 2017.
 ∙ Updated Social Security Wage base for 2017.
 ∙ Updated Unified Tax Credit for 2017.
 ∙ Updated Taxes in the Real World: Republicans vs. 

Democrats.
 ∙ Updated Taxes in the Real World: Affordable Care 

Act amount for 2017.
 ∙ Updated Taxes in the Real World: National Debt for 

current debt limit.
 ∙ Updated Exhibit 1-4 for 2015 Federal revenues by 

source from Treasury.
 ∙ Updated Exhibit 1-5 for 2015 State revenues by 

source from U.S. Census.

Chapter 2
 ∙ Updated gross income thresholds by filing status  

for 2017.
 ∙ Revised discussion of primary authorities and IRS 

Publications and tax forms.
 ∙ Updated penalty amounts for failure to file a tax re-

turn and willful understatement of tax.

Chapter 3
 ∙ Updated tax rates for 2017.
 ∙ Updated Exhibit 3-3 for new tax rates.

Chapter 4
 ∙ Updated personal exemption amounts for 2017.
 ∙ Updated standard deduction amounts for 2017.
 ∙ Updated tax rates for 2017.
 ∙ Updated tax forms from 2015 to 2016 forms.
 ∙ Clarified discussion of who is a qualifying person 

for head of household filing status for divorced 
 parents by editing footnote to Exhibit 4-9 and 
 Appendix B.

Chapter 5
 ∙ Updated for 2017 amounts for Flexible Spending 

 Account contributions.
 ∙ Added discussion of new exclusion for awards and prize 

money for Team USA Olympic and Paralympic athletes.
 ∙ Revised discussion of foreign-earned income exclusion 

and updated for 2017 exclusion amounts.
 ∙ Updated for annual gift tax exclusion and unified tax 

credit for 2017.
 ∙ Updated U.S. Series EE Bond interest income exclusion 

for 2017.
 ∙ Updated tax forms from 2015 to 2016 forms.

Chapter 6
 ∙ Updated mileage rate for 2017 moving expense 

deduction. 
 ∙ Updated phase-out for interest on qualified education 

loan for 2017.
 ∙ Updated pending expiration date for qualified educa-

tion expense deduction. 
 ∙ Updated mileage rate for medical expense itemized 

deduction for 2017.
 ∙ Updated standard business mileage rate for 2017.
 ∙ Updated thresholds for the itemized deduction and 

personal exemption phase-outs for 2017.
 ∙ Updated standard deduction and personal exemption 

amounts for 2017.
 ∙ Updated tax forms from 2015 to 2016 forms.

Chapter 7
 ∙ Updated tax rates for 2017.
 ∙ Updated tax forms from 2015 to 2016 forms.

Chapter 8
 ∙ Updated tax rate schedules for 2017.
 ∙ Updated AMT discussion for medical expense 

adjustment. 
 ∙ Updated AMT exemption and AMT tax rate schedule 

for 2017.
 ∙ Revised Self-Employment Tax discussion.
 ∙ Updated Social Security Tax wage base and Self- 

Employment Tax base for 2017.
 ∙ Updated Lifetime Learning Credit phase-out for 2017.
 ∙ Updated Earned Income Credit amounts for 2017.
 ∙ Updated tax forms from 2015 to 2016 forms.
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Chapter 9
 ∙ Updated standard business mileage rate for 2017.
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Chapter 12
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method of determining deductible interest expense 
has been changed to the “simple” and “exact” meth-
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 ∙ Updated Example 14-14 dealing with the IRS method 
versus Tax Court method of allocating rent expense 
to reflect non-leap year in 2017.

 ∙ Clarified discussion of losses from nonresidential 
rental property.

 ∙ Updated tax forms from 2015 to 2016.
 ∙ Clarified that taxpayer’s personal use of an office 

 disqualifies the taxpayer from claiming a home 
 office deduction in Example 14-17.
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Chapter 15
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 Comparing Entities Selected.
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Chapter 16
 ∙ Updated the discussion on stock option compensation.
 ∙ Revised Taxes in the Real World for Facebook stock 
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Chapter 17
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Weatherford.
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rules on disclosures of deferred tax assets and 
liabilities.

 ∙ Updated the Microsoft uncertain tax benefit footnote 
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 ∙ Updated the FASB’s projects involving accounting 
for income taxes.

Chapter 18
 ∙ Edited key facts summary of earnings and profits 

(E&P) calculation.
 ∙ Edited discussion of effect of distributions on E&P.
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these distributions on taxable income and E&P.

 ∙ Clarified examples of effect of distributions on 
E&P.

Chapter 19
 ∙ Clarified facts in Example 19-25.
 ∙ Clarified facts in Comprehensive Problems 19-58  

and 19-59.

Chapter 20
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Chapter 21
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distributions to be more consistent with the §751(b) 
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Chapter 22
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 ∙ Updated Social Security Tax wage base for 2017.
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Chapter 23
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Connect Library for updates that occur after this date.
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