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TEACHING THE CODE IN CONTEXT
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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 pro-
vide a unique, innovative, and engaging
learning experience for students studying tax-
ation. The breadth of the topical coverage,
the storyline approach to presenting the mate-
rial, the emphasis on the tax and nontax con-
sequences 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 )

structure and content of the text, and a great
product was achieved. One of the most unique
and helpful features is the common storyline
throughout each chapter.”

— Raymond J. Shaffer,
Youngstown State University /)

\.

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

— Ann Esarco,
McHenry County College

Since the first manuscript was written in
2005, 400 professors have contributed 441
book reviews, in addition to 23 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.

“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

“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 informa-
tive. The arrangement makes more sense in the understanding of related topics.”

—Robert Bertucelli, Long Island University—Post

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

o
12

©

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.

Conversational Writing Style: The authors took special care to write McGraw-Hill’s Taxa-
tion 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 takes a fresh “I'believe it breaks down complex topics in a
approach to taxation by providing two way that's easy to understand. Definitely ea_sier
. . than other tax textbooks that I've had experi-
alternative topic sequences. In the ence with.”
McGraw-Hill’s Taxation of Individuals
and Business Entities, topics are grouped —Jacob Gatlin, Athens State University
in theme chapters, including separate
chapters on home ownership, compensation, investments, and retirement savings and
deferred compensation. However, in the Essentials of Federal Taxation, topics follow a
more traditional sequence with topics presented in 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.

Integrated Examples: The examples used
throughout the chapter relate directly to
the storyline presented at the beginning
of each chapter, so students become famil-
iar with one set of facts and learn how to ' o _
apply those facts to different scenarios. — Sandra Owen, Indiana University—Bloomington
In addition to providing in-context

examples, we provide “What if” scenarios within many examples to illustrate how varia-
tions in the facts might or might not change the answers.

“Excellent text; love the story line approach
and integrated examples. It's easy to read and
understand explanations. The language of the
textis very clear and straightforward.”
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M C G l'aW-H | | | C onne ct® Course outcomes improve with Connect.
Learn Without Limits —
Connect is a teaching and learning platform

that is proven to deliver better results for
students and instructors.

80.4%
74.7%

83.7%
Pass Rates °
72.9%

92.5%

Attendance Rates
74.5%
Connect empowers students by continually
adapting to deliver precisely what they need,  getention Rates
when they need it, and how they need it,
so your class time is more engaging and

eﬁect iVe . Nlth Connect B Without Connect

87.5%

71.1%
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Using Connect improves passing rates

. by 10.8% and retention by 16.4%.
88% of instructors who use Connect y ° andretention by °

require it; instructor satisfaction increases
by 38% when Connect is required.

Connect helps students achieve better grades

Analytics - -

Connect

Connect Insight” e

Connect Insight is Connect’s new one-of-a-kind 0 20
visual analytics dashboard that provides at-a- e e e
glance information regarding student performance,

which is immediately actionable. By presenting assignment,

assessment, and topical performance results together with

a time metric that is easily visible for aggregate or individual

results, Connect Insight gives the user the ability to take a

just-in-time approach to teaching and learning, which was

never before available. Connect Insight presents data that helps
instructors improve class performance in a way that is efficient

and effective.
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Adaptive
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More students earn A's and
B’s when they use McGraw-Hill
Education Adaptive products.

SmartBook®

Proven to help students improve grades and
study more efficiently, SmartBook contains the
same content within the print book, but actively
tailors that content to the needs of the individual.
SmartBook’s adaptive technology provides
precise, personalized instruction on what the
student should do next, guiding the student to
master and remember key concepts, targeting
gaps in knowledge and offering customized
feedback, and driving the student toward
comprehension and retention of the subject
matter. Available on smartphones and tablets,
SmartBook puts learning at the student’s
fingertips—anywhere, anytime.

Over 4 billion questions have been
answered, making McGraw-Hill
Education products more intelligent,
reliable, and precise.

www.learnsmartadvantage.com

THE FIRST AND ONLY
ADAPTIVE READING
EXPERIENCE DESIGNED
TO TRANSFORM THE
WAY STUDENTS READ

" STUDENTS WANT

~ ISMARTBOOK®
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*Findings based on a 2015 focus group survey at Pellissippi State

of students reported SmartBook to
be a more effective way of reading
material

95

of students want to use the Practice
Quiz feature available within
SmartBook to help them study

100*

of students reported having
reliable access to off-campus wifi

90% of students say they would purchase
SmartBook over print alone

reported that SmartBook would
impact their study skills in a
positive way

Community College administered by McGraw-Hill Education

Education




ONLINE ASSIGNMENTS

Connect helps students learn more effi-
ciently by providing feedback and prac-
tice material when they need it, where
they need it. Connect grades homework
automatically and gives immediate feed-
back 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 questions have been rede-
signed to test students’ knowledge more

Through Movember, Tex has receved gross income of $120.000. For December. Tex is considering whether
to accept one more work engagement for the year. Engagement 1 will generate 7,000 of revenue at a cost
of 54,000, which is deductible for AGL. In contrast, engagement 2 will generate 57,000 of revenue at a cost of
$3.000, which is deductible as an itemized deduction. Tex files as a single taxpayer. (use the tax rate
schedules.)

a. Calculate Tex's taxable income assuming he chooses engagement 1 and assuming he chooses
engagement 2. Assume he has no itemized deductions other than those generated by engagement 2.

(1) Gross income before new work engagement 5 120,000 § i 120.000
(2} Income from engagement 7.000 7.000
(3) Additional for AGI deduction (4,000)

(4} Adjusted gross income ] 123,000 § 127,000
(5), Greater

Ll Groater of itemized deductions

fully. They now include tables for students to work through rather than requiring that all calcu-

lations be done offline.

End-of-chapter questions in Connect include:

* Discussion Questions
* Problems

* Comprehensive Problems (Available in the Tax Form Simulation!)

NEW! Tax Form Simulation

New auto-graded Tax Form Simulation provides 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.

1040-PG1 1040 PG2
|
Depariment of the Treasury—Internal Revenue Service (99) U.5, OWB No. IRS Use Only - Do not write in this
Fofm 1 040 Individual Income Tax Retrun 201 5 1545-0074 space.
For the year Jan. 1-Dec. I
31, 2015, or-other tax year . 2015, ending 20 See separate instructions
beginning
Your first name and initial | Your social security number
ar | 111-22-3333
Spousge's social security number
222-33-4444
Apt no. A Make sure the SSN(s) above and |

18010 MW 135th Strest

on line Gc are correct.

City, town or post office, state, and ZIP code: If you have a foreign address, also complete spaces beiow.

Miami, FL 33054

Presidential Election Campaign

Check hers if you, or your spouse If |

Foreign country name

Foreion postal filing jointly, want $3to go to this
code fund, Checking 8 box below wil not |
change your tax or refund.

Foreign province

You Spouse

Filing Status 1 [ single

Check only one box. 2 |z| Warried fiing jointly

[7] tarried fiing separately. Enter spouse’s
SSH above and full name here. &

xii

I:i Head of household (wih qualifying person), If the qualifying person isa |
child

but not your dependent, enter this

child’s name here. &

5 [C] Qualfying widow(er) with dependent chid




NEW! 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.

March 15 Eagle Corporation declares a quarterly cash dividend of $0.05 per
share payable on April 13 to all stockholders of record on March 30.

100 million shares are outstanding.

Cash Dividend = 100,000,000 shares X $0.05 per share = $5,000,000

- M

March 15 Debit Credit
Dividends 5,000,000
Dividends Payable 5,000,000

(Declare cash dividends)

March 30
No Entry

April 13

Dividends Payable 5,000,000
Cash 5,000,000
{Pay cash dividends)

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 Prod-
uct 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®
TaxZAct McGraw-Hill’s Taxation can be packaged with tax software from TaxACT, one
Professional - of the leading preparation software companies in the market today. The 2016 edi-

tion includes 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).

xiii



A STORYLINE APPROACHTHAT WILL
RESONATEWITH STUDENTS

toryline Summary

8| Taxpayers: Courtney Wilson, age 40,

Family

Courtney’s mother Dorothy “Gram”
Weiss, age 70

Courtney is divorced with a son, Deron,

description: age 10, and a daughter, Ellen, age 20.

Gram s currently residing with Courtney.

Location: Kansas City, Missouri

© Image Source Employment  Courtney works as an architect for EWD.

status:

Gram is retired.

Current Courtney and Gram have computed their

ourtney has already determined ik i ::I(;\;Teney is head of household. Gram is
her taxable income. Now she’s

working on computing her tax EETIEIH taxable income. Now they are trying to

liability. She knows she owes a significant
amount of regular income tax on her
employment and business activities.
However, she’s not sure how to compute the tax
on the qualified dividends she received 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

determine their tax liability, tax refund

or additional taxes due, and whether
they owe any payment-related penalties.

paid enough in taxes 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 in-
come tax on her taxable income. Her income is so
low she knows she need not worry about the alter-
native 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 underpayment penalty.
She also expects to file her tax return and pay her
ing due datg

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
examples that relate to the story-
line of the chapter. Students
learn to refer to the facts pre-
sented in the storyline and apply
them to other scenarios—in this
way, they build a greater base of
knowledge through application.
Many examples also include
“What if?” scenarios that add
more complexity to the example
or explore related tax concepts.

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

— Irwin Uhr, Hunter College

xiv

Each chapter begins with a storyline
that introduces a set of characters fac-
ing specific tax-related situations. This
revolutionary approach to teaching tax
emphasizes real people facing real tax
dilemmas. Students learn to apply prac-
tical tax information to specific busi-
ness and personal situations. The
characters are brought further to life.

“The text provides very useful tools that
students can read and understand, mak-
ing it easier to break the myth that ‘tax is
hard.”

— Daniel Hoops, Walsh College

"l absolutely love this texthook. This
textbook makes my job of teaching so
much easier.”

s Chuck Pier, Angelo State Unlver3|ty)

Bill and Mercedes file their 2012 federal tax return on September 6, 2013, after receiving an auto-
matic extension to file their return by October 16, 2013 (October 15 was a Sunday). In 2016, the IRS
selects their 2012 tax return for audit. When does the statute of limitations end for Bill and
Mercedes's 2012 tax return?

Answer: Assuming the six-year and “unlimited” statute of limitation rules do not apply, the statute
of limitations ends on September 6, 2016 (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 2012 tax return
if the couple filed the return on March 22, 2013 (before the original due date of April 15, 2013)?

Answer: In this scenario the statute of limitations would end on April 15, 2016, because the later
of the actual filing date and the original due date is April 15, 2013.




THE PEDAGOGY YOUR STUDENTS NEED
TO PUTTHE CODE IN CONTEXT

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, 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.

(.

of the tax forms in the text are outstanding.”

\e

“The Spilker text makes tax easy for students to un-
derstand. 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

— Kristen Bighee, Texas Tech University)

\

We often boil down the tax policy of our major
political parties into its simplest form: Demo-
crats raise taxes to fund social programs, and
Republicans lower taxes to benefit big busi-
nesses and the wealthy. Both ideas simplify the
policy of each party, yet both ideas are essen-
tially true.

Whether you agree with more government
spending or tax breaks for corporations, each
party’s agenda will affect your taxes.

Political Ideology: Republican

“We believe government should tax only to raise
money for its essential functions.” The Republi-
cans state their case plainly on the Republican
National Convention website. That is, Republi-
cans believe government should spend money
only to enforce contracts, maintain basic infra-
structure and national security, and protect citi-
zens against criminals

The literature of the House Republican Con-
ference goes on to illuminate the role of the
government and how tax policies affect individ-
uals: “The money the government spends does
not belong to the government; it belongs to the
taxpayers who earned it. Republicans believe
Americans deserve to keep more of their own
money to save and invest for the future, and
low tax policies help drive a strong and healthy
economy.”

Tax relief is the Republican route to growing
the economy. A Republican government would
reduce taxes for businesses to allow busi-
nesses to grow and thus hire more employees.

Taxes INTHE REALWORLD Republicans vs. Democrats

Republicans also seek to limit income taxes for
individuals so that people can hold on to more
disposable income, which they can then spend,
save, or invest.

Political Ideology: Democrat

The tax policy for the Democratic Party calls for
raising certain taxes to provide money for gov-
ernment spending, which in turn generates
business. The party platform asserts that gov-
ernment spending provides “good jobs and will
help the economy today.”

Many Democrats are adherents to Keynes-
ian economics, or aggregate demand, which
holds that when the government funds pro-
grams, those programs pump new money into
the economy. Keynesians believe that prices
tend to stay relatively stable and therefore any
kind of spending, whether by consumers or the
government, will grow the economy.

Like the Republicans, Democrats believe
the government should subsidize vital services
that keep cities, states, and the country run-
ning: infrastructure such as road and bridge
maintenance and repairs for schools. Demo-
crats also call for tax cuts for the middle class.
But who benefits most under each platform?
The conventional wisdom is that corporations
and the wealthy will benefit more with a Repub-
lican tax policy, while small businesses and
middle-class households will benefit from a
Democratic tax policy.

Source: hitp://www.investopedia.com/articles/
09/us publican-dem

.asp

L P e e

The Key Facts

Marginal Key Facts
provide quick synop-
ses of the critical
pieces of information
presented through-

$60,000 of tax deductions

$60,000 of tax deductions

(3) Taxable income before additional

(4) Tax on $160,000 taxable income

Marginal tax rate on additional

$160,000.00

$ 31,785.50

25.41%

($100,000 - $75,300).
Example 1-3.

Example 1-3.

ATax

ATaxable income — [(2)=(4)1/1(1) =

Bill and Mercedes's marginal tax rate on $60,000 of additional deductions (25.41 percent) differs

THE KEY FACTS
Different Ways to
Measure Tax Rates
* Marginal tax rate
e The tax that applies to
next increment of in-
come or deduction.
_ ATax
~ ATaxable income

(3)]

out 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 ex-
amples throughout the chapters to
give a student an understanding of
the tax theory and how it applies to
the taxpayers.”

—Jennifer Wright,
Drexel Universityj

N\

Pay Taxes Due

T

1a. Agree with proposed
adjustment

—

EXHIBIT 2-2  IRS Appeals/Litigation Process

IRS Exam

1b. Disagree with
proposed adjustment

30-Day Letter

3a. Agree with proposed 2a. Request appeals. l

File Suitin U.S. District
Court or U.S. Court of
Federal Claims

eeeee
im

adjustment
ppeals Conference
3b. Disagree with proposed adjustment

90-Day Letter

Refund with the IRS
4b. Pay tax

gt

Tax Court
s ——
=

4a. Do not pay tax;
Petition Tax Court

2b.No
taxpayer
response

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

— Karen Wisniewski, County College of Morris
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PRACTICE MAKES PERFECTWITHA ...

. |

‘\ @ 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 yearend. For C corpora-
tions with a June 30 yearend, partnerships and S corporations, tax returns must be filed
by the fifteenth day of the third month following the entity’s fiscal yearend. 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 /ater of (1) the date
the tax return was actually filed or (2) the tax return’s original due date.

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

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

e

Learning Objectives

Upon completing this chapter, you should be able to:

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

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

Evaluate the relative weights of the various tax law sources.
Describe the legislative process as it pertains to taxation.

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

@D Describe tax ional ibilities in ing tax advice.

Identify taxpayer and tax professional penalties.

Summary

A unique feature of McGraw-Hill's
Taxation is the end-of-chapter
summary organized around learn-
ing 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 material is tied to learning objectives:

N

[“You can tell the authors of this
texthook 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 ex-
cellent study tool.”

\ Debra Petrizzo, Franklin Unlver3|ty)

DISCUSSION QUESTIONS

All applicable Discussion Questions are available with Connect®.

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?

@ connect

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

Discussion

Questions

Discussion questions,
now available in Con-
nect, are provided for
each of the major
concepts in each
chapter, providing
students with an op-
portunity to review

key parts of the

“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,

chapter and answer
evocative questions
about what they have
learned.

\ Texas A&M University—Corpus Christi
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...WIDEVARIETY OF ASSIGNMENT MATERIAL

Problems Problems are designed to T 3 conrect
test the comprehension of more All applicable probloms are svadable with Gonnect?.
Complex topics' Each problem at 43. Ahmed does not have enough cash on hand to pay his taxes. He was ?xcited 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?
the end Of the Chapter 18 tled to 44. Molto Stancha Corporation had zero earnings this fiscal year; in fact, they lost
one Of that Chapter’s learnlng Ob_ money. Must they file a tax return?
jectives, with multiple problems
for critical topics.
Tax Forms Problems Tax forms prob- o forms " Stianine Desgn (SD). Shauna wanied to eiermine ber anabl ncore for
. . this year. She correctly calculated her AGI. However, she wasn’t sure how to
lel’nS arc a Set Of I'eqU.lI'eantS n- compute the rest of her taxable income. She provided the following information
. N with hopes that you could use it to determine her taxable income.
CIUded m the Cnd-Of-ChapteI' materlal 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
Of the 20 1 7 edltlon . These problems 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

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 forms problem includes an icon to differentiate it from regular problems.

R esearc h P ro b I ems ResearCh 72. Matt and Lori recently were divorced. Although grief stricken, Matt was at
. C least partially comforted by his monthly receipt of $10,000 alimony. He was
pI‘OblemS are Speclal prob - research 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
lems throughout the end Of 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
the Chapter ass1 gnment mate- c tickets on the street from ticket scalpers. This year, he decided to join the uni-
research versity’s ticket program, which requires a $2,000 contribution to the university

rial. 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.

“The textbook is comprehensive, uses an integrated approach to taxation, contains clear illustra-
tions and examples in each chapter, and has a wealth of end-of-chapter assignment material.”

—James P. Trebby, Marquette University

P I annin g PI'O b I ems Pl al’lnll’lg pI'Oblel’nS 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 -
are another unlque Set Of problems 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 LO 22
also located at the end Of the Chapter additional tax. Shea d an appeals but was unable to settle the -
. . . case at the conference. She is contemplating which trial court to choose to hear
assi gnm ent m at cr1 al . Th cSC re qu 11 her case. Provide her a recommendation based on the following alternative facts:
a) Shea resides in the 2nd Circuit, and the 2nd Circuit has recently ruled against

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 mul-
tiple concepts in a single problem. Comprehensive problems are ideal for cumulative topics; for

this reason, they are located at the end
COMPREHENSIVE PROBLEMS
of all chapters. In the end-of-book
. . Select problems are available in Connect®. B connect
Appenle C, w¢E lIlClllde taX I'Ctllrl’l [ ] . 53. Marc and Michelle are married and earned salaries this year of $64,000 and
. tax forms $12,000, respectively. In addition to their salaries, they received inter f $350
problems that cover multlple Chapters_ from mun?cil;)cacllbgn_yc!s‘ar?d sle% from corporate bonds K{chrcAandllfAiccsllxcollcbalso
.. paid $23500 of qualifying moving expenses, aqd Marc paid alimony to a prior
Additional tax return problems are also o e o e S ]
availab]e in the Connect Library, M!chcllg‘ are allowed lo‘dmm 81,000 child l‘af‘urcdl‘t fo?\fl;t(;l;gna Marc and

Xvii



oo

McGraw-Hill's

TAXATION ¢/ INDIVIDUALS

SPILKER » AYERS * BARRICK * OUTSLAY * ROBINSON * WEAVER « WORSHAM

McGraw-Hill’s Taxation of Individuals is organized to em-
phasize 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 research and tax planning. Part II discusses the
fundamental elements of individual income tax, starting with
the tax formula in Chapter 4 and then proceeding to more
depth on individual topics in Chapters 5-7. Part III then dis-
cusses tax issues associated with business and investment ac-
tivities. On the business side, it addresses business income and
deductions, accounting methods, and tax consequences asso-
ciated with purchasing assets and property dispositions
(sales, trades, or other dispositions). For investments it covers
portfolio-type investments such as stocks and bonds and
business investments including loss limitations associated
with these investments. Part IV is unique among tax text-
books; this section combines related tax issues for compensa-
tion, 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
5. Gross Income and Exclusions
6. Individual Deductions
7. Individual Income Tax Computation and Tax Credits

Part III: Business- and Investment-Related Transactions
8. Business Income, Deductions, and Accounting Methods
9. Property Acquisition and Cost Recovery

10. Property Dispositions

11. Investments

Part IV: Specialized Topics

12. Compensation

13. Retirement Savings and Deferred Compensation

14. Tax Consequences of Home Ownership

xviii

Four Volumes to Fit...

2017 EDITION

McGraw-Hill's

TAXATION

BuUsINEss ENTITIES

‘SPILKER - AYERS - BARRICK - OUTSLAY - ROBINSON - WEAVER - WORSHAM

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 pur-
chasing assets and property dispositions (sales, trades, or
other dispositions). Part II provides a comprehensive over-
view of entities, and the formation, reorganization, and liqui-
dation of corporations. Unique to this series is a complete
chapter on accounting for income taxes, which provides a
primer on the basics of calculating the income tax provision.
Included in the narrative is a discussion of temporary and
permanent differences and their impact on a company’s book
“effective tax rate.” Part III provides a detailed 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- and Investment-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 I'V: 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 Course Approaches

McGraw-Hill's
AXATION

McGraw-Hill’s Taxation of Individuals and Busi-

AND BUSINESS ENTITIES

SPILKER * AYERS * BARRICK * OUTSLAY * ROBINSON * WEAVER * WORSHAM

2017 EDITION

[NDIVIDUALS

ness Entities covers all chapters included in the
two split volumes in one convenient volume.
See Table of Contents.

- N

McGraw-Hill's
ESSENTIALS FEDERAL TAXATION

McGraw-Hill’s Essentials of Federal Taxation is designed for
a one-semester course, covering the basics of taxation of in-
dividuals and business entities. To facilitate a one-semester
course, McGraw-Hill's Essentials of Federal Taxation folds
the key topics from the investments, compensation, retire-
ment savings, and home ownership chapters in Taxation of
Individuals into three individual taxation chapters that dis-
cuss 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 distributions 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
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 I'V: 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
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SUPPLEMENTS FOR INSTRUCTORS

Assurance of Learning Ready

Many educational institutions today are fo-
cused on the notion of assurance of learning,
an important element of many accreditation
standards. McGraw-Hill's Taxation is de-
signed specifically to support your assurance
of learning initiatives with a simple, yet pow-
erful, 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. You can use our test bank
software, EZ Test Online, or Connect to eas-
ily search for learning objectives that directly
relate to the learning objectives for your
course. You can then use the reporting fea-
tures of EZ Test to aggregate student results
in similar fashion, making the collection and
presentation of Assurance of Learning data
simple and easy.

AACSB Statement
McGraw-Hill Education is a proud corporate
member of AACSB International. Under-
standing the importance and value of
AACSB accreditation, McGraw-Hill's Taxa-
tion recognizes the curricula guidelines de-
tailed in the AACSB standards for business
accreditation by connecting selected ques-
tions in the text and the test bank to the gen-
eral knowledge and skill guidelines 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

XX

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.

McGraw-Hill Education’s Connect
Comect® Connect offers a num-

ber of powerful tools
and features to make managing your class-
room easier. Connect with McGraw-Hill’s
Taxation offers enhanced features and tech-
nology to help both you and your students
make the most of your time inside and out-
side the classroom.

EZ Test Online

This test bank in Word™ format contains
multiple-choice questions, essay questions,
and short problems. Each test item is coded
for level of difficulty, learning objective,
AACSB and AICPA skill area, and Bloom’s
Taxonomy level.

McGraw-Hill’s EZ Test Online is a
flexible and easy-to-use electronic testing
program that allows instructors to create
tests from book-specific items. EZ Test On-
line accommodates a wide range of question
types and allows instructors to add their own
questions. Multiple versions of the test can
be created and any test can be exported for
use with course management systems such as
BlackBoard/WebCT. EZ Test Online gives in-
structors a place to easily administer exams
and quizzes online. The program is available
for Windows and Macintosh environments.
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Changes in Taxation of Business Entities,

2017 Edition

For the 2017 edition of McGraw Hill’s Taxation of 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 avail-
able tax form as of January 2016. In addition, chap-
ter content throughout the text has been updated to
reflect tax law changes through January 2016.

Other notable changes in the 2017 edition include:
Chapter 1

* Added new standard business mileage.
* Updated for new tax forms.

Chapter 2

» Updated tax rates for 2016.

« Updated tax forms from 2014 to 2015.

* Added new discussion for repair regulations.
* Added example on repair regulations.

* Added new end-of-chapter problems for repair
regulations.

Chapter 3

* Updated tax rates for 2016.
» Updated tax forms from 2014 to 2015.

* Added discussion about holding period for dual ba-
sis rules.

* Added discussion about holding period for related
party losses.

* Updated end-of-chapter problems.

Chapter 4

* Added a footnote highlighting the idea that unin-
corporated entities taxed as partnerships have more
favorable ownership requirements and more favor-

able tax treatment on nonliquidating and liquidat-
ing distributions of noncash property than C or S
corporations.

» Edited a footnote to point out that when a share-
holder receives interest from a loan to the corpora-
tion, the interest income is investment income that
could be subject to the 3.8% Net Investment In-
come Tax.

+ Edited footnote to point out that shareholders who
hold stock until death may avoid while sharehold-
ers may escape the shareholder level of the double
tax. However, these shareholders may pay estate tax
on the value of the stock held at death.

* Added a row to the entity comparison chart in Ex-
hibit 15-3 that compares across entities the tax con-
sequences of nonliquidating distributions of
noncash property.

Chapter 7
* Added new Taxes in the Real World.

Chapter 8

Revised and clarified explanations of merger forms.

Chapter 11

» Updated chapter for tax law changes.
» Updated for new tax forms.

Chapter 14

» Revised explanation and computations based on
updated exemption equivalent (unified credit).

* Updated tax forms.

As We Go to Press

The 2017 Edition is current through March 4, 2016. You can visit the Connect

Library for updates that occur after this date.
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chapter

Business Income,
1 Deductions, and
Accounting Methods

Learning Objectives

Upon completing this chapter, you should be able to:

Describe the general requirements for deducting business expenses and identify
common business deductions.

Apply the limitations on business deductions to distinguish between deductible and
nondeductible business expenses.

Identify and explain special business deductions specifically permitted under the
tax laws.

Explain the concept of an accounting period and describe accounting periods
available to businesses.

Identify and describe accounting methods available to businesses and apply cash and
accrual methods to determine business income and expense deductions.





