




2017 Tax Rate Schedules 
Single- Schedule X 
If taxable 
income is: 
Over-

s 0 

9,325 

37,950 

91,900 

191,650 

416,700 

But not 
over-

s 9,325 

37,950 

91,900 

191,650 

416,700 

418,400 

s 

The tax is: 

......... 10% 

932.50 + 15% 

5,226.25 + 25% 

18,713.75 + 28% 

46,643.75 + 33% 

120,910.25 + 35% 

of the 
amount 
over-

s 0 

9,325 

37,950 

91,900 

191,650 

416,700 

418,400 121,505.25 + 39.6% 418,400 

Married filing jointly or Qualifying widow(er)
Schedule Y- 1 
If taxable 
income is: 
Over-

s 0 

18,650 

75,900 

153,100 

233,350 

416,700 

470,700 

But not 
over-

$ 18,650 

75,900 

153,100 

233,350 

416,700 

470,700 

The tax is: 

......... 10% 

s 1,865.00 + 15% 

1 0,452.50 + 25% 

29,752.50 + 28% 

52,222.50 + 33% 

1 12,728.00 + 35% 

131,628.00 + 39.6% 

of the 
amount 
over-

s 0 

18,650 

75,900 

153,100 

233,350 

416,700 

470,700 

Head of household-Schedule Z 
If taxable 
income is: 
Over-

s 0 

13,350 

50,800 

131,200 

2112,500 

416,700 

But not 
over-

s 13,350 

50,800 

131,200 

212,500 

416,700 

444,550 

The tax is: 

. . .. . .... 10% 

s 1,335.00 + 15% 

6,952.50 + 25% 

27,052.50 + 28% 

49,816.50 + 33% 

117,202.50 + 35% 

444,550 126,950.00 + 39.6% 

Married filing separately-Schedule Y-2 

If taxable 
income is: 
Over-

$ 0 

9,325 

37,950 

76,550 

1116,675 

208,350 

235,350 

But not 
over-

s 9,325 

37,950 

76,550 

116,675 

208,350 

235,350 

The tax is: 

. . .. . .... 10% 

s 932.50 + 15% 

5,226.25 + 25% 

14,876.25 + 28% 

26,111.25 + 33% 

56,364.00 + 35% 

65,814.00 + 39.6% 

of the 
amount 
over-

s 0 

13,350 

50,800 

131,200 

212,500 

416,700 

444,550 

of the 
amount 
over-

s 0 

9,325 

37,950 

76,550 

116,675 

208,350 

235,350 

2018 Tax Rate Schedules 
Single-Schedule X 

If taxable 
income is: 
Over-

s 0 

9,525 

38,700 

82,500 

157,500 

200,000 

But not 
over- The tax is: 

$ 9,525 .... . .. . . 10% 

38,700 s 952.50 + 12% 

82,500 4,453.50 + 22% 

157,500 

200,000 

500,000 

14,089.50 + 24% 

32,089.50 + 32% 

45,689.50 + 35% 

of the 
amount 
over-

s 0 

9,525 

38,700 

82,500 

157,500 

200,000 

500,000 150,689.50 + 37% 500,000 

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

If taxable 
income is: 
Over-

s 0 

19,050 

77,400 

165,000 

315,000 

400,000 

600,000 

But not 
over-

$ 19,050 

The tax is: 

.... . .. . . 10% 

77,400 s 1,905.00 + 12% 

165,000 8,907.00 + 22% 

315,000 28,179.00 + 24% 

400,000 64,179.00 + 32% 

600,000 91,379.00 + 35% 

161 ,379.00 + 37% 

of the 
amount 
over-

s 0 

19,050 

77,400 

165,000 

315,000 

400,000 

600,000 

Head of household-Schedule Z 

If taxable 
income is: But not 
Over- over- The taxis: 

of the 
amount 
over-

s 0 s 13,600 

51 ,800 

82,500 

157,500 

200,000 

500,000 

. . .. . .... 10% s 0 

13,600 113,600 

51 ,800 

82,500 

157,500 

200,000 

s 1,360.00 + 12% 

5,944.00 + 22% 

1 2,698.00 + 24% 

30,698.00 + 32% 

44,298.00 + 35% 

500,000 149,298.00 + 37% 

Married filing separately-Schedule Y-2 

If taxable 
income is: 
Over-

But not 
over- The tax is: 

51,800 

82,500 

157,500 

200,000 

500,000 

of the 
amount 
over-

$ 0 s 9,525 

38,700 

82,500 

157,500 

200,000 

300,000 

. . .. . .... 10% s 0 

9,525 9,525 

38,700 

82,500 

157,500 

200,000 

300,000 

s 952.50 + 12% 

4,453.50 + 22% 

14,089.50 + 24% 

32,089.50 + 32% 

45,689.50 + 35% 

80,689.50 + 37% 

38,700 

82,500 

157,500 

200,000 

300,000 



Tax Formula for Individuals 
Income (broadly defined) .... ......... ......... ......... ......... ........ .. 

Less: Exclusions ...... ....... ..... .......... ......... ...... ..... .... ...... .... .. 
Gross income .. .. ......... ..... .......... ..... . . .... ......... ....... . . . ......... .. 

Less: Deductions for adjusted g ross income ..... ....•..... •••••••••••••••••••••••• 

Adjusted gross income ........ ................. ....•................ ••••••••••• .. 

Less: The g reater of-
Total itemized deductions 

or standard deduct ion ... ..... .......... .......... ...... ..... ... . ..... .... .. 

Less: Personal and dependency exemptions• . .......... ......... ........ ......... . 

Deduct ion for qual ified business income ............... .................... .. 

Taxable income ...... . . . . ...... ..... ........... ..... .............. .............. .. 

Tax on taxable income .......... .. . .... . .................. .................. .... .. 

Less: Tax credits (including Federal income tax 
withheld and prepaid) ........... .......... .......... ........ ......... ...... . 

Tax due (or refund) ................................. . . 

•Exemption deductions are oot allowed from 2018 through 2025 . 
.. Only applies from 2018 through 2025. 

Basic Standard Deduction Amounts 

Filing Status 2017 

Single s 6,350 

Married, fil ing jointly 12,700 

Surv iv ing spouse 12,700 

Head of household 9,350 

Married, fil ing separately 6,350 

Sxx,xxx 

(x,xxx) 

Sxx,xxx 

(x,xxx) 

Sxx,xxx 

(x,xxx) 

(x,xxx) 

(x,xxx) 

Sxx,xxx 

s x,xxx 

2018 

$12,000 

24,000 

24,000 

18,000 

12,000 

Amount of Each Additional Standard Deduction 

Filing Status 2017 

Single $1,550 

Married, fil ing j ointly 1,250 

Surviving spouse 1,250 

Head of household 1,550 

Married, fil ing separately 1,250 

Personal and Dependency Exemption 
2017 2018" 

$4,050 $4,150 

•Note: Exemption deductions have been 
suspended from 2018 through 2025. 

2018 

$1,600 

1,300 

1,300 

1,600 

1,300 
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BECKER 
P ROFESS I ONA L E D U CA TI ON • 

Powerful preparation. 
Maximum confidence. 

The right tools to he I p prepare you for the Exam 

With Becker Professional Education, you get a fully integrated 
CPA Exam Review course that helps you: 

MOVE BEYOND MEMORIZATION TO APPLICATION 

Interactive simulations and videos move you beyond memorization, 
helping you apply concepts- a critical component of the CPA Exam. 

STUDY SMART 

Adapt2U pre-assessment provides you a recommended study path. 

TRACK PROGRESS AND BUILD CONFIDENCE 

CPA Skill Master V ideos 

Tackle Task-Based Simulations 
with confidence. Our 
expert instructors take you 
through the most complex 
questions step-by-step. 

It's like having your 
own CPA coach! 

Mock exams. progress tests and a study planner help you focus on where you need the most help. 

LEARN WHATS NEEDED 

Study with a course that replicates the CPA Exam. 

CHOOSE FROM 3 FLEXIBLE COURSE FORMATS 

Choose from Self-Study, LiveOnline or Live Classroom formats. 

0 0 ®8® the CPA review 
C> 2018 Becker Professional Educatkln Corporation.. All rights resei'Yed. 
Bee: kef Professional Education, 3005 Highland Parkway, Downers Crove.IL60515·5799 Lear n m o re a t becker.com 





AMT Formula for Individuals 
Taxable income (increased by any sta ndard deduct ion taken) 

Plus or minus: Adjustments 

Plus: Preferences 
Equals: Alternat ive minimum taxable income (AMTI) 

Minus: Exemption 

Equals: Alternat ive minimum tax (AMT) base 

Multiplied by: 26% or 28% rate 

Equals: Tentative minimum tax before foreign tax credit 

Minus: AMT foreign tax credit 

Equals: Tentative minimum tax (TMT) 

Minus: Regular tax l iability (less any foreign tax credit) 

Equals: AMT (if TMT > regular tax l ia!bil ity) 



2017 AMT Exemption and Phaseout for Individuals 
Phaseout 

Filing Status Ex·emption Beginsat End sat 

Married, filing jointly $84,500 $160,900 $498,900 

Single or Head of household 54,300 120,700 337,900 

Married, fil ing separately 42,250 80,450 249,450 

2018 AMT Exemption and Phaseout for Individuals 
Phaseout 

Filing Status Exemption Begin sat End sat 

Married, fil ing j ointly 5109,400 $1,000,000 $1,437,600 

Single or Head of household 70,300 500,000 781,200 

Married, fil ing separately 54,700 500,000 718,800 
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ProConnect™ Tax Online 

Work like a pro. 
Get the #1 cloud-based professiona l 
tax softwa re for free. u 

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 fo rms you need, backed by 
industry-leading calculations and diagnostics. 

• Work smarter. 
Save time with logical d ata-entry worksheets instead of trad itional forms-based methods. 
Plus, get q uick training resources so it's easy to stay up to speed. 

• Work from anywhere. 
It's al l online, so there's nothing to install o r maintain. And whether you're on your mob ile 
phone or laptop, PC o r Mac - you're always good to go. 

Visit TaxEducation.lntuit.com to get started. 
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. 

Based n :-!uit 1nterna1 data of the number of pa1ou U5ers of ProCt.. nect Tax ..)n •ne fo-r Tax Year 2016 ~..orr..Ja.red to pt.~bl•dy va• able statements lrt.m orr.j.Jetitors fur the same f e penod. 

f you n-upfor the free verS.I f ProC nect Tax On ne for students an educators you w not ha11e ac.'"e"i:S to cena n features .n~ udmr 'lft ")n<l ty sw h a:s Electron•c F I 19 
SeTV!ces nd ntu t L nk. 

Cl 20171ntut nc All rights reserved lntu t,lhe ntu1t ~o. ProC:>nne nd 0 J:BooKsamOf'l others are trademarks ~r serv ce marks )f ntut In the Un1ed Statesandotherc~nt. •es. 
Terms and c?ndf s, teat --es support, pn nq, nd se"\\lce ption subec:t todlan.ge w tho ... tnof:e ISBN: 9781337385862 
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COMMITTED TO EDUCATIONAL SUCCESS 
outh-Western Federal Taxation (SWFT) is the 
m ost trusted and b est-selling series in college 

taxation. We are focused exclusivdy on providing d1e 
most useful, comprehensive, and up-to-date tax texrs, 
online study aids, tax preparat ion tools, and research 
tools to help instructors and student:> 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 instrucror and student need:> and to add 
overall value to learning taxation. 

Individual Income Taxes, 2019 Edition provides a 
dynamic learning experience in.~ide and outside of me 
classroom. Built wim resources and toob d1at ha\"e been 
identified as me most important, our complete learning 
sy:>tem provides options for students to achieve success. 

Individual Incomes Taxes, 2019 Edition provides 
accessible, comprehensive, and authoritative coverage of 
the relevant tax code and regulmions a:> they pertain to 
the individual taxpayer, as well as coverage of all major 
developments in Federal Taxation. This edition has been 
ful ly updated and revised to renect changes included in 
the Tax Cuts and jobs Act of 2017. 

In revising the 2019 Edition, we focused on: 

• Accessibility. Clarity. Substance. The text 

authors and editors made this their mantra as 
they revised the 2019 edition. Coverage has been 
streamlined to make it more accessible to :,tu
dents, and difficu lt concepts have been clarified, 
all without losing the substance that makes up the 
South- \Vestem Federal Ta.:ration series. 

Developing professional sktlls. SWFT exceb 
in bringing :>tudents to a professional level in 
their tax knowledge and skills, to prepare them 
for immediate success in their careers. In thb 
regard. we include development of speaking 
and writing communications skills, the use of tax 
preparation and tax research sofrware, orientation 
toward success on the CPA exam, consideration 
of the time value of money in the tax planning 
proce~>s, and fac ility with advanced appl ications 
of spreacbheet construction. 

CengageNOWv2 as a complete learning 
system. Cengage Learning understands that 
digital learning solutions are central ro the class
room. Through sustained research, we continually 
refine our learning solutions in Cengagel'\0Wv2 
to meet e\·olving student and in.struetor need/>. 
Cengage1'10\Vv2 fulfills learning and course man
agement need/> by offering a personalized study 
plan. video lectures, auto-graded homework. auto
graded te~t:>. and a full eBook with features and 
advantages that address common challenges. 

iii 
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FULL-cOLOR DESIGN: We understand that students struggle w ith teaming difficult tax code concepts 
and applying them to real-world scenarios. The 2019 edition uses color to bring the text to life, capture student 
attention, and present the tax code in a simple, yet logica l format. 

. ,. 

iv 

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

- :::-.:::=..:=--.. --.. -:=-------===:--=--=---... 

··- --......... ____ .. _ ... 

-- --- .. ... ,.,. ....... ,~ ............. ~~~.:::::.:-:.: .. :-:::::::::·---
--~-----~----- 1P ·---------·-·--________ .... _ ... _ .. _____ .. ,, ..... ____ _ -·------... ----

__ ,,, ____ ... ____ _ 
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·-----··------.. -----·----------·--------_ .. ___ .. __ . __ _ 

.. .__,., ___ .. __ 

·- -·-.. --_ _____ .. _ 
-----.......... -
~§:~;=-= 

0 Examples are clearly labeled and 
directly follow concepts to assist 
w ith 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 w ith illustrations and 
examples. 
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COMPUTATIONAL EXERCISES: Students need lots o f practice in areas such as computing tax return prob
lems and adjusting rates. We have developed these exercises to give students practice in calcu lating the solutions they need 
to make business decisions. 

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

0 CengageNOWv2 provides algorithmic versions of these problems 

Computational Exercises 

16. LO.l Sally owns real property for which the annual p roperty taxes are $9,000. She 
sells the property to Kate on March 9, 2018, for 5550,000. Kate pays the real 

property taxes for the enti re year on October I , 2018. 

a. How much of the property taxes c•ln he deducted by Sally and how much by 
Kate' 

b. What effect does the p roperty tax apportionment have on Kate's adjusted l1<1sis 
in the property? 

c. What effect docs the apportionment have on Sally's amount realized from the 
sale' 

d. How would the answers in pans (h) and (c) d if fer if the taxes were paid by 
Sally? 

17. LO.l Melba purchases land from Adrian. Melba g ives Adrian 8225,000 in cash and 
agrees to pay Adrian an additional $400,000 one year later plus interest at 5%. 

a. What is Mell1<1's adjusted h·asis for the land at the acquisition date? 
h. What is Mdl1<l's adjusted l1<1sis for the land one year later> 

18. LO.l On July I , 2018, Katrina purchased tax-exempt bond~ (face value o f 875,000) 
for 582,000. The bonds mature in five years, and the annual interest rate is 6%. 

The market rate o f interest is 2%. 

a. How much interest income and/or interest expense must Katrina report in 2018, 
assuming that straight-line amortization is appropriate? 

b. What is Katrina·s adjusted basis for the bond~ on january 1, 2019' 

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 effecti ve tools to prepare for the CPA Exam. 

0 Located in select 
end-of-chapter sections 

0 Tagged by concept in 
CengageNOWv2 

0 Similar questions to w hat 
students would actually 
find on the CPA Exam 

Becker CPA Revie'\\o· Que~--tions 

I. Ja~nlil) p;urdu ... -.ed 100 ~h:'lte..'> of Pu\ kstey Q)rpOr:lliOI' (f)Uhlidy l1':kied OOIUJ):l.I' Y) 
on j:11m::try I of ~'e:lt I for SS,OOO. ·~ t'MV oft~ share> :n Lhe etld of }"'e':'lt I was 
$6,000. On j:'lllU::try I o f }'ear 4, J)iflkste)' CorporatiOil dec:br~ :l 2~f(lf~l stodc split 

..., hell the fair martce. V":''h~ of th~ stock v.':ls S6S ,~r share. On j:'lllU::uy 1 of yearS. 
Ja~nlil\ sold :111 of her P11\kstcy Col))()rJ.li(J(l. stock \\ hen lhc f:l ir ffl:'lrket V':'I IUC W':l~ 
S40 per ~l"l:'lrc. W1lich Q( chc folkm. in~ot st:uements iS Lnte? 

:1. Jasmin re-po11s $6,50() in gross illca»e f~w the 2-for-I ~ock sphl in ~re-.1r -1. 
h. Jasmin's l)llsh ill the Pinkstey CotJXlr.'l!iOil ~ock :11 Lhe e ld of ye;.r 4 iS S6S/ 

~h:1re. 

c. Jasmin h:'ls 1lO ux:ahle int.Xlfl\e for lhe Pu\k~te)' CotJ)(Jr:'ltiO•l stock i(l. ye;.r -4. 
d. Jasmin O\\ 1lS 100 shares ill Pu\k~ley Corpor.1ti0n stodc 11 the e ld of year 4. 

2. AIK..-e ~fted stock 10 h.er !>()ll, Bob, in fe;'lr S. AIK..-e IXlliKhl the ~lock i(l. year I lor 
SR,.;SOO. 11le valued the ~lock on the dale of ~ft \\'':'IS S6,400. Bob sold the ~ock 
ill year 7 for S I S.f!(JO. Wh:11 is Bob's r~'O)t•l~ ~ill or loss 01l the ~ale ill year 7? 
:1. SO c. S9,400 ltlill 

h. S7.SOO A;~u\ d SIS,~ W~ill 

v 



See how the SWFT series helps students understand the big picture I 

and the relevancy behind what they are learning. 
~ . 

vi 
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FRAMEWORK 1 040: 
Fitting It All Together. 
This chapter-opening feature 
demonstrates how topics w ithin 
Individual Income Taxes fi t 
together, using the Income Tax 
Fonnula for Individuals as the 
framework. The framework --· c-,.-,,, ....... --=:r::.._ 

THE BIG PICTURE: Tax Solutions for the 
Real World. Taxation comes alive at the start of 
each chapter as TI1e Big Picture Examples give a 
glimpse into the lives, families, careers, and tax 
simations of typical filers. Smdents will follow this 
one family, individual, or other taxpayer throughout 
the chapter showing student5 how the concept5 
they are learning play out in the real world. 

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

• T:u. Foe111"'ll loe lndhid..,,.l~ 

-~ ........ ·-·-·-·-·-·-·-·-·-·-··-·-'
c.-~.·-··-·-·-·-·-·-·-·-·-·-·-··-·- ...2S 
0..---·-··-·-··-·-·-·-·-·-·-·-·-·-·- '-""' 

helps students organize their 
understanding of the chapters and 
topics to see how they relate to the 
basic tax fonnula and then identi fy 
where these items are reported 

-- ... ~,., ......... .._,_·-·-·-·-·-·-··-·...-..---·-··-·-·-·-·-·-·-·-·-·-·-

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 would appear. 

on Form 1040. Framework 1040 
helps students navigate topics by 
explaining how tax concepts are 
organized. 

c.-11111.-.. 111----··--·-·-·-·~ ~ 
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FINANCIAL DISCLOSURE INSIGHTS: 
Tax professionals need to understand how taxes 
affect GAAP financial statements. Financial 
Disclosure I nsights, appearing throughout the 
text, use current data about existing taxpayers 
to h ighlight book-tax reporting di fferences, 
effective tax rates, and trends in reporting 
conventions. 
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ETHICS & EQUITY: some tax issues 
do not have just one correct answer. 
Ethics & Equity features will spark critical 
thinking and invite classroom discussion, 
enticing students to evaluate their own 
va lue system. Suggested answers to 
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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 
financia l and other goals. Tax planning 
applications and suggestions also appear 
throughout each chapter. 

16-7 TAX PLANNlNG 

16-7a Importance of Capital Asset Status 
Wh)' iS CIJ)Ital a.~ starus 1n1ponant? Bccmse of the altematlve tax on net ca~ial f.tlln. 
lndlvidu:ds who tettn'C 1ncomc In the focm of loog~crm cap1tal )t;lii\S ot quahfkd dlvl· 
dcnd ulcome have a1l adva1lt:l~otC over la.Xpa)·crs who cannot 1\..">0..->ive ulrome 10 these 
fonns. 

If a I'K'1 cap1t:ll loss cesuiL.;, the maxunum de<htctaon iS $3,000 pet )~r. Conscquef'llly, 
Clp1l31 f,tlins a nd los..;es must he SCJl.!C)t;lled fmm 01het types of )t;lii\S and los..;es and 
mus1 he reponed sepat:uely on ScheduleD o f Form 10..0. 

Joton Garth k .1 US. Cltllell and reside!~~(, bul toe 

$pe-nd$ mueh of tois time .-.lorodorl,. whom tois C!""'O)"t' W:nch 
him on hquent .1uigrlments. Joton i$ n-..ned to Victon.1, .1 

Cllln'f'l ... d ~I'll cithe Umed kingdom. 
Can John and VictCWJ* fa .1 JO'III return l'or U.S. fedlffill 

.-.come tiiK ~s? Ntt.ougto S 6013(.1)(1) 'llC'(Jfialtly ~ 

dudes the fil1ng of 11 joint return If one $f!OUW is • I'IOf'lft11den1 

an. .,other Code prOYI$iorl permits.,... C!IOCe'ption. Under 

S 60U(g), the p.1rttu un dMt to trut the nonqu.1hiy1ng 

$~uo~"''eside!nt'ofdleUmedStat.et..Ttuse:IM11onwoulcl 

.aow Joton .-d 'ktorlil to file pintly. 

VKto,.. tou comidr:r.tlle ... come of toer O'Nn tfrotn flon·U.S. 

K!~.nes). the de-<:uon ~ be • .1dv1Sed. As .1 t10t1re~ent 
oi!Jef'l. YK-to,..., noi'I-IJ.S. $0UfC_C! income tiR:/IJkl t'JOf be wbjtct 
to tht U.S . .-.c«r~t t.ut. If $hot~ tte'iMed u .1 U.S. resident. 

twr.o.oewr, he-r non.U.S. source tntome wiN fN, JU'bjt'(t to 
V.S. rex. Under the- U.S. glob.1J o~ppro«ff to t.1ut1Gn, al 
income (teg<~r<itss ci wltere utntd) of ..,yo~M: who b * 
"skkltt 01 cltJUJ'I of tht Un1ted St.1tes is subj«t to tollt. 

GLOBAL TAX ISSUES: The 
Global Tax Issues feature gives 
insight into the ways in w hich 
taxation is affected by international 
concerns and illustrates the effects 
of various events on tax liabilities 
across the globe. 
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MASTERY 

APPLICATION 
0 TION 

CengageNOWv2 is a powerful course management tCX>I and online homework 
resource that elevates student thinking by providing superior content designed 
with the enti re student work flow in mind. 

0 MOTIVATION: engage student~ and better prepare them for class 

0 APPLICATION: help students learn problem-solving behavior and 
skil ls to guide them to complete taxation problems o n their own 

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

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

0 "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 -

viii 
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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, CengageNOWv2 for SWFr offers 
the following. 

0 End-of-chapter homework from the 
text is expanded and enhanced to follow 
the worknow a professional would use 
to solve various d iem scenarios. These 
enhancements better engage students 
and encourage them to th ink like a tax 
professional. 



'-1 Algorithmic versions of end-of-chapter homework are a\•ailable for compurational exerci!>e~ and at least 
I 5 problems per chapter. 

0 " Ch eck M y Work " Feedback. Homework questions include immediate feedback so srudenrs can learn a~ they 
go. Levels of feedback include an option for "check my work" prior to submission of an assignmen!. 

0 Post-Submission Feedback. After submining an assignment, MudenL~ receive even more extensive feedback 
explain ing why their answe~ were incorrect. Instructors can decide how much feedback their students receive 
and when, including the ful l solution. 

0 B uilt -in Test Bank for online assessment. 

Mastery-
0 Tax Fonn Problems giw Mudents the 

option to complete the Cumulati\'e lnruit 
ProConnect Problems and other homework 
items found in the end-of-chapter manual ly 
or in a digiral environrmmt. 

0 "What-If" Questions allow students to 
develop a deeper undeManding of the 
material as they are challenged to use their 
prior knowledge of the tax situations and 
critically think duough ne'' attributes to 
determine how the outcome will change. 

An Adaptive Study Plan comes complete 
with an eBook. practice quizzes, cross
word puzzle, glossary, and nashcards. It is 
designed to help give :.tudenL~ additional 
support and prepare them for the exam. 

CengageNOWv2 I nstant Access Code ISBN: 
978-1-337-70424-3 

Contact your Cengage Learning Consultant 
about different bundle options. 
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EXTENSIVELY REVISED. DEFINITIVELY UPTO 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 cor
respondence to our authors and team members. Other 
changes come from our careful analysis of the evolving 
tax environment. We make sure that every tax law 
change relevant to the introductory taxation course 
was considered, summarized, an d fully integrated 
into the revision of text and supplementar y mate
rials. This edition is fully updated an d revised to 
reflect changes included in the Tax Cuts and Jobs 
Act (TCJA) of 2017 (Public Law 115- 97; 12/ 22/ 17). 

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

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

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

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

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

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

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

In addition, the following materials are available online. 

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

• An appendix that has comprehensive tax retum 
problems for the 2017 tax fi ling year as well 
as 2018 problems updated to the Tax Cuts and 
jobs Act of 2017 (once 2018 forrns are available) 
(Appendix E). (Instmcror Companion Website at 
www.cengage.com/ login) 

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

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

Chapter 1 
• Updated Exhibit 1.1 (Federal Tax Revenues) and 

Exhibit 1.4 (IRS Audit Types and Rates) with 
current data. 

• Revised text to reflect the TC]A of 2017 and 
revised various inflation-adjusted information in 
the chapter. 

• Identified critical thinking questions and 
problems. 

• Added a new Research Problem to analyze a soda 
tax or sweetened beverage tax proposal against 
the AI CPA's Principles of Good Tax Policy . 

Chapter 2 
• Created new Big Picture example and updated 

related examples th roughout the chapter. 

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

• Updated references and citations throughout the 
chapter. 

• Updated discussion of taxation on the CPA exam. 

Chapter 3 
• Updated to reflect changes made by the TC]A of 

2017, including tax rates, the child and dependent 
tax credits, and the new calculation of the kiddie 
tax (several examples added on this). 

• Updated chapter materials to reflect inflation 
adjustments. 

• Revised and clarified materials as needed 
throughout the chapter. 

• Updated end-of-chapter materials to reflect TC]A 
of 2017 changes and inflation adjustments. 

Chapter4 
• Expanded LO 5 to include present va lue 

considerations of tax planning. 

• Updated for changes made by the TCJA of 2017, 
such as to alimony and tax rates. 

• Added basics of FBAR reporting requirements. 



• Clari fied the requirements for alimony. 

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

• Added an FBAR exercise. 

Chapter 5 
• Replaced the Ethics & Equity on employer meals 

with one on whether Congress made the right 
decision w ith the TC]A of 2017 to disallow certain 
benefit deductions to employers rather than main
taining the deduction and making the benefits 
taxable to employees. 

• Updated for changes made by the TC]A of 2017. 

Updated chapter materials to reflect inflation 
adjustments. 

Chapter 6 
• Added new materials related to the TC]A of 

2017, including accounting method changes for 
both accrual (deferral of prepayments) and cash 
method corporations (increasing the gross receipts 
limit), executive compensation issues (including 
performance-based compensation now covered 
by the $1 million limit, changing the definitions of 
'·covered employees" and "publicly held corpo
ration") , expanding the disallowance for fines 
and penalties; disallowing deductions for local 
lobbying expenses, disallowing deductions for 
settlements of sexual harassment/abuse suits (if a 
nondisclosure agreement exists), and an overview 
of the deduction for qualified business income. 

Modified existing material to reflect changes 
dictated by the TC]A of 2017 (e.g., effect of the 
suspension of miscellaneous itemized deductions 
on hobby losses). 

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

Chapter 7 
• Replaced material on the domestic production 

activities deduction (§ 199) w ith the excess busi
ness loss limitation rule [§ 461(1)] added by the 
TCJA of2017 

Updated casualty loss materials to reflect that per
sonal casualty losses are only allowed i f due to a 
Federally declared disaster. Updated materials on 
personal casualty gain and loss netting. 

• Updated research and experimental expenditures 
for changes made by the TCJA of 2017. 

PREFACE xi 

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

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

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

Chapter 8 
• Updated text materials to reflect TC]A of 

2017 changes, including expanded immediate 
expensing, unlimited bonus depreciation, and 
changes to listed property ru les. 

• Added materials and examples related to using 
immediate expensing and bonus depreciation 
effective) y. 

• Updated end-of-chapter materials to reflect TC]A 
of 2017 changes. 

Chapter 9 
• Added new materials on the deduction for 

qualified business income (§ 199A) added by 
the TCJA of 2017. Added Concept Summary 9.4 
that provides a flowchart related to the qualified 
business income deduction. Provided multiple 
examples to assist students in navigating this 
challenging provision. 

• Revised materials on moving, entertainment, and 
meals expenses to reflect TCJA of 2017 changes 
and consolidated these topics, along with some 
others, into a learning objective on business 
expenses. 

• Updated balance of chapter materials (and end-of
chapter materials) for the TC]A of 2017. 

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

Chapter 10 
• Added and/ or updated materials for the TC]A 

of 2017, including the revised AGI floor for 
medical expenses in 2017 and 2018, revised 
limits on quali fied residence interest, the cap 
on state and local taxes, revisions to charitable 
con tributions (including the new 60%-of-AGI 
rule on cash contributions), and the suspension 
of the deduction for miscellaneous itemized 
deductions. 



xii PREFACE 

• Updated chapter materials for 2018 inflation 
adjustments. 

• Added new planning ideas related to changes 
made by the TCJA of 2017. 

Chapter 11 
• Updated chapter materials to reflect the TC]A of 

2017. 

Updated an Ethics and Equity feature in the 
chapter. 

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

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

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

Chapter 12 
• Updated discussion of additional fi rst-year depre

ciation. 

Revi5ed material affected by TCJA of 2017, including 
exemption amounts and repeal of corporate AMT. 

• Expanded solution and explanations for Microsoft 
Excel problems. 

Chapter 13 
• Revised materials affected by TC]A of 2017, 

including the child credits, earned income credit, 
and withholding/tax estimates. 

Updated amounts for 2018 FICA earnings and taxes. 

• Added a new Research Problem asking students 
to use IRS data to analyze individual income tax 
credits by AGI class (a Microsoft Excel assignment). 

Updated Affordable Care Act materials. 

Chapter 14 
Updated and revised for TCJA of 2017 changes. 

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

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

Chapter 15 
• Revised chapter materials to reflect TC]A of 

2017 changes, including restrictions to like-kind 
exchanges (real property only). 

• Added communications components to several 
end-of-chapter problems. 

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

Chapter 16 
• Modified the materials related to the definition 

of capital assets based on TCJA of 2017 changes 
(related to patents). 

• Updated the chapter tax remrn example [including 
the Form 8949, Schedule D (Form 1040), and the 
capital gains worksheet]. 

• Updated end-of-chapter materials for the TCJA of 
2017 and identi fied critical thinking items. 

• Added communications requirements to several 
end-of-chapter problems. 

Chapter 17 
• Modified the material on the ca lculation of the 

alternative tax on net capital gains and qualified 
dividend income to reflect changes made by the 
TC]A of2017. 

• Updated the chapter tax remrn example, linking 
the example computations to placement on the 
various tax forms [Form 4797 and Schedule D 
(Form 1040)]. 

• Updated end-of-chapter materials for the TCJA 
of 2017, including identi fying critical thinking 
items. 

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

Chapter 18 
• Updated for the method changes of the TCJA of 

2017, including the addition of favorable methods 
for small taxpayers (average annual gross receipts 
in the prior three-year period of S25 million or 
less) and the additional rules for accrual method 
taxpayers at§§ 451(b) and (c). 

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

• Updated for change in applicable Federal interest 
rates. 

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



Chapter 19 
• Revised chapter materials and end-of-chapter 

materials to reflect TC]A of 2017 changes. 

• Updated materials for 2018 inflation 
adjustments. 

Chapter 20 
• Updated for changes made by the TCJA 

of2017. 

TAX LAW OUTLOOK 

From your SWFT Series Editors: 

PREFACE xiii 

• Reflected most current IRS position on six-month 
corporate tax extensions. 

• Added Microsoft Excel-based exercise requ iring 
use of =IF statements. 

• Added problems with new corporate 
tax rate, including for a fiscal year ending 
in 2018. 

• Added new tax form problem involving trial bal
ance and Form 1120. 

Given the significant changes made by the Tax Cuts and Jobs Act of 2017, we are anticipating guidance from 
the Treasury Department and I RS in many areas, including the qualified business income deduction, excess 
business losses, net operating losses, and various changes to itemized deductions (including the cap on state 
and local taxes). Taxpayers and their advisors will be evaluating how all of these changes affect their finan
cia l planning strategies and will adjust their plans appropriately. The SWFT editors will be monitoring these 
activiti es and provide updates to adopters as needed. 
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SUPPLEMENTSSUPPORTSTUDENTSANDINSTRUCTORS 
Built around the areas students and instmctors have identi fie-d 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 

-~ f CENGAGENOWv2 

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

CengageNOWv2 I nstant Access Code I SBN: 
978-1-337-70424-3 

Contact your Cengage Learning Consultant about differ
ent bundle options. 

THOMSON REUTEIIS 1bornson Reuters Oleckpoint:TM 

CHECKPOINT" is the leading online tax 
research database used by pro

fessionals. There are three simple ways Checkpoint™ 
helps introduce students to tax research: 

Intuitive web-based design makes it fast and 
simple to find what you need. 

• Checkpoint™ provides a comprehensive collection 
of primary tax law, cases, and rulings along 
with analytical insight you simply can't find 
anywhere else. 

Checkpoint™ has built-in productivity tools such 
as ca lculators to make research more efficient-a 
resource more tax pros use than any other. 

Six months' access to CheckpointT" (after activation) is 
packaged automatically with every NEW copy of the 
textbook• 

ft mTUIT More than software: Put the 
W prOCOnneCt. experience of ProConnect™ 

Tax Online on your side. 

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

• Save time w ith logica l data-entry worksheets 
instead of traditional forms-based methods. 

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

Online access to ProConnect™ Tax Online software is 
offered w ith each NEW copy of the textbook-at no 
additional cost to students. 

C E N GAG E .com Students can ~se Cengage.com 
to select th1s texdX>Ok and 

ac-cess 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 di rectly through Cengage 
Learning and save at Cengage.com. 

Online Student Resources 

Stu dents 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 va luable free study 
resources will help students earn a better grade: 

• Flashcards use d1apter tem1S and definitions to aid 
smdents in learning tax tenninology for each chapter. 

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

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

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

•: - CENGAGE 

UNLIMITED 
The first-of-its-kind digital 
subscription designed spe
cially to lower costs. 

Students get to tal access to everything Cengage 
has to offer on demand-in one place. That's 20,000 
eBooks, 2,300 digital learning products, and dozens of 
study tools across 70 disciplines and over 675 courses. 
www.cengage.com/unlimited 

Printed Resources for Students 
Looseleaf Edition (978-1-337-70256-0) 

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 ProConnec!"'' Tax Online 
software is included w ith every NEW textbook as well as 
CheckpointTh• from Thomson Reuters• 

•KEW printed copies of the textbook are automatically packaged wid1 access to CheckpointT" and ProConnectTM Tax Online tax soft
ware. If students purchase the eBook, they will not auwmatically receive access to CheckpointT" and ProConnectTM Tax Online soft

ware. They must purchase the tax media pack on·ering both of these product~. l11c ISBN is 978-1-337-70176-1 and c•m be purchased m 
www.cen gage.com . 



Comprehensive Supplements Support 
lnstructors' ~eeds 

-~ ~ CENGAGENOWV2 
Cengagel'\0Wv2 i;, a powerful course management and 
online homework tool that pro,•ides robust instructor 
control and cu.~tomization to optimize dle student learning 
experience and meet d~ired outcomes. In addition to 
the features and benefi~ mentioned earlier for students. 
Cengaget\O\Vv2 includ~ the~ features for instructors. 

• Learning Outcomes Reporting and dle abil-
ity to analyze ~tudent ''ork from dle gradebook. 
Each exercise and problem is tagged by topic, 
learning objective, level of difficulty, estimated 
completion time, and bu~iness program standards 
to allow greater guidance in developing assess
ments and evaluating student progress. 

• Built -in Test Bank for online assessment. The 
Test Bank file~ are included in CengageNOWv2 so 
that they may be used as additional homework or 
test~. 

Solutions Manual 

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

Solutions to all homework items are tagged with 
their Estimated Time to Complete, Le\·el of Difficulty, and 
Learning Objecti\e(~). a~ well as the AACSB's and AJCPA's 
core competencie:r-gi,ing inl>tructors more control than 
ever in selecting homework to match dle topics CO\'ered. 
The Solution;, il lanual abo contains the Solutions to 
Appendix E: Comprehenl.ive Tax Rerum Prol>lems and let
tered answe~ (only) to the end-of-chapter Becker CPA 
Review Qu~tions. Available on Instructor Companion 
Website at www.cengage.com/login. 

PowerPoint• Lectures wit h Notes 

Tile Instructor PowerPoint~ Lecture~ conta in more than 
30 slides per chapter, including outl ines and instructor 
guides, concept definitions, and key points. Availab le 
on Instru ctor Compani on Website at www.cengage. 
com/login. 

Test Bank 

Writren by the South-Western Federal Taxation 
editors and autho~. the TeM Bank contains approxi
mately 2,200 items and solution~ arranged in accordance 
with the sequence of chapter material. 

Each reM item is tagged widl its Estimated Time to 
Complete, Level of Difficulty, and Learning Objective(s), 
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as well as dle AACSB's and AICPA'~ core competencies
for easier instructor planning and te~t item ~election. Tile 
2019 Test Bank is available in Cengage·~ te~t generator 
software, Cognero. 

Cengage Learning Te~ting Powered by Cognero is a 
flexible, online system dlat allow~ you to: 

• author, edit, and manage Te~t Bank content from 
multiple Cengage Learning wlutionl> 

• create multiple reM 'ersionl> in an instant 

• deliver rests from your LMS. your classroom, or 
where,•er you wam 

• create resrs from school, home. the coffee shop
anywhere with internet acces~ (r\o :.pecial installs 
or downloads needed.) 

Test Bank files in Word format a1. well as versions to im
port into your LMS are available on the lnstn1ctor Com
panion Website. Cognero Test Banks available via 
single sign-on (SSO) account at www.oengage.com/ 
login. 

Other Instructo r Resources 

All of th e following instructor course materials are 
available onlin e at www.cengage.com/login. Once 
logged into dle site, instruCtors should select this textbook 
to access the online ln~tructor Resources. 

Instructor Guide 

Edition-to-edition correlation grids by chapter 

Detailed answer feedback for dle end-of-chapter 
Becker CPA Re' iew QueMion!> in Word fonnat 
(Lenered answers onl>• are available in the 
Solutions Manual.) 

• An appendix that help!> inMructors broaden and 
customize co,·erage of important tax provisions of 
the Affordable Care Act 

• Tile Depreciation and the Accelemted Cost Recov
ery System (ACR..'l) appendix 

• Comprehensive Tax Return Problems appendix 

Custom Solutions 

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

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

• Add your own mmerial to cover new topics or 
information. 

Add relevance by including section~ from 
Sawyers/Gill's Federal Ta.:r: Rt>searcb or your state's 
tax laws and regulations. 
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INDIVIDUAL INCOME TAXES, 2019 EDITION 
(YOUNG, HOFFMAN, RAABE, MALONEY, NELLEN, Editors) 
provides accessible, comprehensive, and authoritative coverage 
of the rei evant tax code and regulations as they pertain to 
the individual taxpayer, as well as coverage of all major 
developments in Federal taxation. This edition is fully 
updated and rrevised to reflect changes included in 
the Tax Cuts and Jobs Act of 2017. 

(ISBN 978-1-337-70254-6) 

CORPORATIONS, PARTNERSHIPS, ESTATES & 
TRUSTS, 2019 EDITION 
(RAABE, HOFFMAN, YOUNG, NELLEN, MALONEY, 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 edition is 
fully updated and revised to reflect changes included in the Tax Cuts 
and Jobs Act of 2017. This market-leading text is intended for students 
who have had a previous course in tax. 

(ISBN 978-1-337-70291-1) 
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COMPREHENSIVE VOLUME, 2019 EDITION 
(MALONEY, RAABE, HOFFMAN, YOUNG, Editors) 
Combining the number one individual tax text w ith the number 
one corporations text, Comprehensive Volume, 2019 Edition 
is a true w inner. An edited version of the first two South
Western Federa l 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 9 78-1-337-70301-7) 

ESSENTIALS OF TAXATION: INDIVIDUALS & 
BUSINESS ENTITIES, 2019 EDITION 
(RAABE, YOUNG, NELLEN, MALONEY, Editors) 
emphasizes tax planning and the multidisciplinary aspects of 
taxation. Formerly titled Taxation of Business En lilies, th is 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 p lanning 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 978-1-337-70296-6) 

FEDERAL TAX RESEARCH, 11 E 
(SAWYERS AND GILL) Federal Tax Research, Eleventh 
Edition, offers hands-on tax research analysis and fully covers 
computer-oriented tax research tools. Also included in this edition 
is coverage on international tax research, a review of tax ethics, 
and many new real-life cases to help foster a true understanding 
of Federal tax law. 

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