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Preface

Committed to Educational Success

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

taxation. We are focused exclusively on providing the 
most useful, comprehensive, and up-to-date tax texts, 
online study aids, tax preparation tools, and research 
tools to help instructors and students succeed in their 
tax courses and beyond.

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

Comprehensive Volume 2016 Edition provides a 
dynamic learning experience inside and outside of the 
classroom. Built with resources and tools that have been 
identified as the most important, our complete learning 
system provides options for students to achieve success.

Comprehensive Volume 2016 Edition provides acces-
sible, comprehensive, and authoritative coverage of the 
relevant tax code and regulations as they pertain to the 
individual and business taxpayer, as well as coverage of 
all major developments in Federal Taxation.

In revising the 2016 Edition, we focused on:

•	 Accessibility. Clarity. Substance. The text 
authors and editors made this their mantra as 
they revised the 2016 edition. Coverage has been 
streamlined to make it more accessible to stu-
dents, and difficult concepts have been clarified, 
all without losing the substance that makes up 
the South-Western Federal Taxation series.

•	 CengageNOW as a complete learning system. 
Cengage Learning understands that digital learning 
solutions are central to the classroom. Through 
sustained research, we continually refine our 
learning solutions in CengageNOW to meet evolv-
ing student and instructor needs. CengageNOW 
fulfills learning and course management needs by 
offering a personalized study plan, video lectures, 
auto-graded homework, auto-graded tests, and 
a full eBook with features and advantages that 
address common challenges.
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n	 Selected content has been 
streamlined to guide students in 
focusing on the most important 
concepts for the CPA exam while 
still providing in-depth coverage 
of topics.

 New!  Full-Color Design: We understand that students struggle with learning 
difficult tax code concepts and applying them to real-world scenarios. The 2016 edition has been developed with an 
invigorating use of color that brings the text to life, captures student attention, and presents the tax code in a simple,  
yet logical format. 

Learning Tools and Features to Help Students Make the Connection

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

n	Additional concept summaries have 
been added to provide clarification 
and simplify difficult tax concepts.

iv



n	 Located in selected end-of-chapter 
sections

n	Tagged by concept in  
CengageNOW

n	 Similar questions to what  
students would actually  
find on the CPA exam 

 New!  Computational Exercises: Students need lots of practice  
in computing tax return problems, adjusting rates, etc. We’ve developed these new exercises to give students practice  
in calculating the solutions they need to make business decisions. 

 New!  Roger CPA Exam Review Questions: While the  
SWFT series has always provided the most in-depth coverage of tax concepts, Roger CPA Exam Review questions have 
been added to further prepare students for success on the CPA Exam.

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

n	CengageNOW provides additional algorithmic versions of these problems

v



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.

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

Framework 1040: 
Fitting it all Together.  
This chapter-opening feature 
demonstrates how individual 
income tax topics fit together, 
using the Income Tax Formula 
for Individuals as the framework. 
The framework helps students 
organize their understanding of 
the chapters and topics to see 
how they relate to the basic 
tax formula and then identify 
where these items are reported 
on Form 1040. Framework 1040 
helps students navigate topics by 
explaining how tax concepts are 
organized.

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

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

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

vi



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

Tax in the News: Drawn from 
today’s business and popular press, 
Tax in the News features enliven class 
discussions by presenting current issues 
that illustrate the chapter material and 
applying them to real life.

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

Tax Planning: Most chapters 
include a separate section, with its own 
Learning Objective, calling attention 
to how the tax law can be applied to 
reach the taxpayer’s goals. Tax planning 
applications and suggestions also appear 
throughout each chapter.
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CengageNOW is a powerful course management tool and online homework resource 
that elevates student thinking by providing superior content designed with the entire 
student workflow in mind. 

n	Motivation: engage students and better prepare them for class

n	Application: help students learn problem-solving behavior and skills  

in order to complete taxation problems on their own

n	Mastery: help students make the leap from memorizing concepts to  

actual critical thinking

Take your students from Motivation to Mastery with CengageNOW 

Application —
Students need to learn problem-solving 
behavior and skills in order to complete 
taxation problems on their own. However, 
as students try to work through homework 
problems, sometimes they become stuck 
and need guidance. To help reinforce 
concepts and keep students on the right 
track, CengageNOW for SWFT offers the 
following:

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

Motivation —
Many instructors find that students come to class unmotivated 
and unprepared. To help with engagement and preparedness, 
CengageNOW for SWFT offers the following features:

n	“Tell Me More” videos provide a summary of the chapter 
at a glance. These videos help students become familiar with 
key terms and concepts presented in each chapter, prior to 
class lectures. 

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

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

n	Post-Submission Feedback. After submitting an assignment, students receive even more extensive feedback 
explaining why their answers were incorrect. Instructors can decide how much feedback their students receive 
and when, including the full solution.

n	Built-in Test Bank for online assessment.

Mastery —
n	“What-If” versions of problems allow 

students to develop a deeper understanding 
of the material as they are challenged to use 
their prior knowledge of the tax situations 
and critically think through new attributes 
to determine how the outcome will change.

n	Personalized Study Plan. Complete with 
pre-tests, post-tests, an eBook, and practice 
quizzes. Designed to help give students 
additional support and prepare them for 
the exam.

CengageNOW Instant Access Code ISBN: �978-1-305-39523-7 (one-semester access) or  
978-1-305-39524-4 (two-semester access)

Contact your Cengage Learning Consultant about different bundle options.
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x	 PReface

Each year the South-Western Federal Taxation 
series is updated with thousands of changes to each 
text. Some of these changes result from the feedback 
we receive from instructors and students in the form 
of reviews, focus groups, web surveys, and personal 
e-mail correspondence to our authors and team mem-
bers. Other changes come from our careful analysis 
of the evolving tax environment. We make sure that 
every tax law change relevant to the introductory 
taxation course was considered, summarized, and 
fully integrated into the revision of text and sup-
plementary materials.

The South-Western Federal Taxation authors 
have made every effort to keep all of the chapters up 
to date and accurate. All chapters of the Comprehensive 
Volume contain the following general changes for the 
2016 Edition.

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

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

•	 Revised Problem Materials. Added Computational 
Exercises and CPA Exam problems for additional 
skill-building by the reader.

•	 Updated Tax in the News items with coverage of 
recent events.

•	 Added guideposts to make Examples easier to use.

•	 Updated Chapter Outlines to provide an over-
view of the material and to make it easier to 
locate specific topics.

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

Chapter 1
•	 Updated materials to reflect inflation indexa-

tion including the unified transfer tax credit and 
exemption amount, annual gift tax exclusion 
amount, and FICA base amount.

•	 Updated information related to interest on 
assessments and refunds.

•	 Added a Concept Summary on the major types 
of taxes imposed in the United States and the 
political jurisdictions that impose these taxes.

Chapter 2
•	 Updated references and citations throughout the 

chapter.

•	 Revised and clarified text and examples 
throughout the chapter.

Chapter 3
•	 Updated materials to reflect inflation indexation.

•	 Expanded discussion of the additional taxes to 
support the Medicare system.

•	 Added discussion on Form 8958, Allocation of 
Tax Amounts Between Certain Individuals in 
Community Property States.

Chapter 4
•	 Discussed inversion issue as well as individuals 

renouncing their U.S. citizenship in a Global Tax 
Issues item.

•	 Added additional case reference for the alimony 
and child-related contingency issue.

Chapter 5
•	 Updated materials to reflect inflation indexation.

•	 Covered new § 529A ABLE plans, added by legis-
lation late in 2014.

•	 Added a new Global Tax Issues item on a GAO 
report about lack of evidence that foreign earned 
income exclusion aids U.S. exports.

•	 Improved terminology to clarify dividend and 
other corporate distributions.

Chapter 6
•	 For ease in reference, placed the more common 

deductions for AGI in Exhibit format.

•	 Reviewed the facts of a recent case whereby a 
U.S. taxpayer incurred a large fine for making 
a foreign bribe in contravention of the Foreign 
Corrupt Practices Act (FCPA).

•	 Discussed new rules promulgated by the IRS 
regarding when repairs and maintenance must 
be capitalized or can be expensed.

Chapter 7
•	 Revised and clarified text and examples through-

out the chapter, such as for rules on treatment of 
R&D expenditures.

•	 Added a new Tax in the News item about lost 
bitcoin.

•	 Modified material to reflect annual indexation for 
inflation. 

Chapter 8
•	 Revised and updated text and examples through-

out the chapter.

Extensively Revised. Definitively Up to Date.
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•	 Streamlined material on MACRS special rules and 
amortization.

•	 Updated materials to reflect tax extender legisla-
tion involving additional first-year depreciation 
and § 179 expense election.

Chapter 9
•	 Updated the standard mileage allowance for 2015.

•	 Added two Concept Summaries related to 
moving expenses.

•	 Added a Concept Summary on the deductibility 
of regular education expenses.

•	 Simplified the summary dealing with the many 
tax provisions involving education.

•	 Updated various retirement contribution amounts 
for inflation.

Chapter 10
•	 Revised and clarified examples throughout the chapter.

•	 Updated chapter materials for 2015 inflation 
adjustments and legislative changes.

•	 Eliminated discussion of rarely used charitable 
contribution exceptions (i.e., a limitation on 
the deduction of capital gain property and the 
reduced deduction election).

•	 Added two new Tax in the News items and 
updated one regarding the impact of the overall 
limitation on itemized deductions on President 
and Mrs. Obama’s 2013 tax return.

•	 Enhanced Concept Summary 10.3 by linking the 
points in the Concept Summary to particular text 
examples.

•	 Streamlined discussion of the interest deduction 
material.

Chapter 11
•	 Added a new Tax in the News item describing 

a unique aspect of the tax law definition of 
passive activities.

•	 Noted the authority that grants material participa-
tion status to an owner of an LLC or LLP based on 
the taxpayer’s general involvement in the business.

•	 Developed a new Concept Summary that illus-
trates the relationship of the at-risk and passive 
activity loss limitations.

•	 Clarified the meaning of the term “deduction 
equivalent.”

•	 Provided a new Concept Summary identifying 
common investment loss limitation provisions 
contained in the Federal income tax law.

•	 Converted two tables to Concept Summaries.

Chapter 12
•	 Updated chapter materials for inflation  

adjustments.

•	 Updated various computational formulas and 
amounts.

•	 Revised discussion of general business credit.

•	 Added material concerning Affordable Care Act.

Chapter 13
•	 Added a discussion of the tax implications of 

virtual currency (bitcoin) and related IRS Notice 
2014–21.

•	 Simplified discussion of basis allocation related 
to nontaxable stock rights.

•	 Clarified discussion of the holding period for 
gifted property and property acquired from a 
decedent.

•	 Updated the Tax in the News item related to cost 
basis reporting.

•	 Revised and clarified text and examples throughout 
the chapter.

•	 Simplified discussion and examples related to 
like-kind exchanges.

•	 Updated Form 8824 illustration.

•	 Simplified the tax planning material on the sale 
of a principal residence.

Chapter 14
•	 Revised and clarified text and examples throughout 

the chapter.

•	 Revised Concept Summary 14.7.

Chapter 15
•	 Added the Tax in the News item “Does the AMT 

Accomplish Its Goals?”

•	 Created new Concept Summaries 12.1 and 12.2.

•	 Modified and updated the Tax in the News item 
“AMT Liabilities by State.”

•	 Revised discussion of the ACE adjustment.

•	 Revised tax planning discussion, “Avoiding 
Preferences and Adjustments.”

Chapter 16
•	 Clarified eligibility for making a § 444 election.

•	 Broadened discussion of treatment of advance 
payments received by accrual method 
taxpayers.

•	 Explained the concept of positive and negative  
§ 481(a) adjustments.
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•	 Updated to reflect new method change pro-
cedures of Revenue Procedures 2015–13 and 
2015–14.

Chapter 17
•	 Placed further emphasis on differences 

between the income taxation of individuals 
and C corporations.

•	 Updated text and problem materials to reflect 
current indexation.

•	 Revised and clarified text and numerous examples 
in the chapter.

Chapter 18
•	 Developed a new Concept Summary that illus-

trates the major shareholder consequences of a 
taxable property transaction as compared to one 
that is tax deferred under § 351.

•	 Added a Concept Summary that shows the tax 
rules that apply when liabilities are transferred in 
property transactions, including the special rules 
that apply in a § 351 transaction.

•	 Provided a new Tax in the News item that 
describes ways in which local and state 
jurisdictions compete to attract new businesses 
and employers in exchange for tax breaks.

Chapter 19
•	 Included a Concept Summary that reflects the 

tax effect of noncash property distributions made 
by a corporation.

•	 Updated several Tax in the News items and 
added one new Tax in the News item.

•	 Added a new Concept Summary that illustrates 
the fundamental differences between a stock 
redemption treated as a dividend and a stock 
redemption treated as a sale or exchange.

•	 Streamlined the discussion of § 303 stock 
redemptions.

Chapter 20
•	 Reduced the discussion of the use of the install-

ment method in a complete liquidation.

•	 Added the Financial Disclosure Insights item 
“When an Acquisition Fails.”

Chapter 21
•	 Modified and relocated the discussion of guaran-

teed payments to clarify their effect on partner-
ship operations.

•	 Incorporated a Form 1065 as part of the Big 
Picture example.

•	 Placed added emphasis on the proper use of 
Form 1065 as a means of reporting partnership 
operations.

Chapter 22
•	 Updated statistics as to S corporation and LLC 

Federal income tax filings.

•	 Clarified the treatment of a QSSS.

•	 Revised explanations concerning straight debt.

•	 Reduced discussion of the Form 1120S Schedule 
M-3.

•	 Revised discussion of effects of losses on stock 
and debt basis.

Chapter 23
•	 Revised chapter materials on prohibited trans-

actions, private foundations, unrelated busi-
ness income definition, debt-financed property, 
indebtedness and income, and annual filing 
requirements.

•	 Updated statistics on the non-profit sector in the 
U.S. and the data and comments in the Tax in 
the News item “Who Are the Donors?”

•	 Revised and clarified text and examples through-
out the chapter.

Chapter 24
•	 Updated statistics in the Tax in the News item 

“Paying the States’ Bills.”

•	 Revised the Tax in the News item “Tax Incentives 
for Hollywood Glitter.”

•	 Modified the Tax in the News item “So Where 
Did You Work Today?”

•	 Updated comments about the states’ apportion-
ment factors and treatment of Federal S corpora-
tions.

•	 Revised the Tax in the News item “How Do You 
Tax a Cloud?”

•	 Reduced coverage of “Other State and Local 
Taxes.”

•	 Reduced tax planning materials for “Selecting the 
Optimal State in Which to Operate.”

Chapter 25
•	 Revised and clarified text and examples through-

out the chapter.

•	 Revised introductory statistics about the global 
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Tax Law Outlook
From your SWFT Series Editors:
Concerns about income inequity and job creation will keep income tax issues at the forefront of Congressional 
discussions throughout 2015 and 2016. Revenue raisers of all sorts will be considered as Federal budgets are 
crafted, including those to support the retirement and health care systems. Federal tax treatments of income 
from overseas sources also may be reviewed. While a comprehensive “tax reform” bill is not likely, there will 
be serious consideration of various proposals throughout the year involving broad-based tax changes. Expect 
provisions to be considered involving child tax credits and tax incentives for education, as well as other items 
to help middle-class taxpayers. Most likely the tax provisions that expired in 2014 will be extended to 2015 
on a retroactive basis. 

Congress may consider Federal corporate tax law changes during 2015–2016, including a decrease in the 
top tax rate and a move toward a territorial system in taxing income from overseas sources. Tax deferrals 
for unrepatriated global profits also may receive Congressional attention. State and local governments also 
have budget problems, and they are looking for new revenue sources, including an adoption of the unitary 
concept and a broadening of the income and sales/use tax bases.

economy, modified Exhibit 25.1 to include 
additional countries and added local taxes to 
the tax rates, updated the withholding rates 
in Exhibit 25.4, and updated various indexed 
amounts and limitations.

•	 Modified the discussion of the sourcing rules for 
personal services income, revised the discussion 
of foreign corporations controlled by U.S. 
entities, and reduced coverage of overall foreign 
losses and nonresident aliens engaged in a U.S. 
trade or business.

Chapter 26
•	 Updated statistics as to the size and operations 

of the IRS.

•	 Revised the Tax in the News item “How Big is 
the Tax Gap?”

•	 Updated statistics in the Ethics & Equity item 
“Our Taxing System of Self-Assessment.”

•	 Updated interest rates that apply to underpayments 
and overpayments.

•	 Revised the Tax in the News item “First-Time Tax 
Violators Can Get Off with Just a Warning.”

•	 Updated material concerning the licensing of tax 
preparers.

•	 Updated material about Circular 230 treatment of 
contingent fees.

•	 Revised tax planning materials concerning 
penalties.

Chapter 27
•	 Updated various amounts for indexation.

•	 Revised material as to the historical background 
of U.S. transfer taxation.

•	 Reduced material involving gift loans.

•	 Reduced discussion of gross estate inclusion of 
annuities.

Chapter 28
•	 Modified the contents of Exhibit 28.1.

•	 Modified the discussion “What Is an Estate?”

•	 Modified the discussion of the fiduciary entity’s 
tax year.

•	 Updated materials regarding indexed tax rate 
schedules for 2015.

•	 Expanded discussion of tax planning for 
additional taxes on the fiduciary’s invest-
ment income, and moved it to Tax Planning 
Considerations.
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Supplements Support Students and Instructors
Built around the areas students and instructors have identified as the most important, our integrated supplements 
package offers more flexibility than ever before to suit the way instructors teach and students learn.

Online and Digital Resources  
for Students

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

CengageNOW Instant Access Code ISBN:
978-1-305-39523-7 (one-semester access) or  
978-1-305-39524-4 (two-semester access)

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

Checkpoint® Student 
Edition from Thomson 
Reuters is the leading 

online tax research database used by professionals. 
There are three simple ways Checkpoint helps intro-
duce 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 ana-
lytical insight you simply can’t find anywhere else.

•	 Checkpoint has built-in productivity tools such 
as calculators to make research more efficient—a 
resource more tax pros use than any other.

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

More than software: Put the experience 
of H&R Block tax professionals on your 
side.

• � A step-by-step interview guides you through a 
customized process.

•	 Accurate calculations and 100% satisfaction— 
guaranteed.

•	 Worry-free Audit Support™ and tax advice from 
an H&R Block tax professional.

A H&R Block® Premium & Business software CD is 
offered with each NEW copy of the textbook—at no 
additional cost to students*

Students can use 
CengageBrain.com 

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

Online Student Resources
Students can go to www.cengagebrain.com for free 
resources to help them study as well as the opportunity 
to purchase additional study aids. These valuable free 
study resources will help students earn a better grade:

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

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

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

•	 Tax tables used in the textbook are download-
able for reference.

Printed Resources for Students 
Looseleaf Edition (978-1-305-39513-8)
This version provides all the pages of the text in an 
unbound, three-hole punched format for portability 
and ease of use. A H&R Block® Premium & Business 
software CD is included with every NEW textbook as 
well as Checkpoint® Student Edition from Thomson 
Reuters.*

Student Edition

* Checkpoint® Student Edition is not available with the Professional Editions of South-Western Federal Taxation texts. For all other  
editions, all NEW printed copies of the textbook are automatically packaged with Checkpoint Student Edition and H&R Block® tax 
software. If students purchase the eBook, they will not automatically receive access to Checkpoint Student Edition and H&R Block soft-
ware. They must purchase the tax media pack offering both of these products. The ISBN is 978-1-305-39647-0 and can be purchased at  
www.cengagebrain.com.
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Comprehensive Supplements Support 
Instructors’ Needs

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

•	 Learning Outcomes Reporting and the ability 
to analyze student work from the gradebook. 
Each exercise and problem is tagged by topic, 
learning objective, level of difficulty, estimated 
completion time, and business program stan-
dards to allow greater guidance in developing 
assessments and evaluating student progress.

•	 Built-in Test Bank for online assessment. 
The test bank files have been imported into 
CengageNOW so that they may be used as addi-
tional homework or tests.

Solutions Manual (978-1-305-39520-6)
Written by the South-Western Federal Taxation editors 
and authors, the Solutions Manual features solutions 
arranged in accordance with the sequence of chapter 
material.

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

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

Test Bank
Written by the South-Western Federal Taxation 
editors and authors, the Test Bank contains approximately 

2,200 items and solutions arranged in accordance with 
the sequence of chapter material.

Each test item is tagged with its Estimated Time to 
Complete, Level of Difficulty, and Learning Objective(s), 
as well as the AACSB’s and AICPA’s core competencies—
for easier instructor planning and test item selection. 
The 2016 Test Bank is available in Cengage’s new test 
generator software, Cognero.

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

•	 author, edit, and manage test bank content from 
multiple Cengage Learning solutions

•	 create multiple test versions in an instant

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

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

Test Bank files in Word format, along with versions 
to import into your LMS, available on Instructor 
Companion Website. Cognero Test Banks available 
via Single Sign-on account at www.cengage.com/
login.

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

•	 Solutions Manual

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

•	 Additional Test Bank items and solutions

•	 PowerPoint Lectures

Custom Solutions
Cengage Learning Custom Solutions develops person-
alized solutions to meet your taxation education needs. 
Consider the following for your adoption of South-
Western Federal Taxation 2016 Edition:

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

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

•	 Add relevance by including sections from Smith’s 
Internal Revenue Code and Regulations, Raabe/
Whittenburg/Sanders/Sawyers’ Federal Tax 
Research, or your state’s tax laws and regulations.

* Checkpoint® Student Edition is not available with the Professional Editions of South-Western Federal Taxation.
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To find out more about these books, go to www.cengagebrain.com.

Individual Income Taxes, 2016 Edition
(HOFFMAN, YOUNG, RAABE, MALONEY, NELLEN, Editors) 
provides accessible, comprehensive, and authoritative coverage 
of the relevant tax code and regulations as they pertain to 
the individual taxpayer, as well as coverage of all major 
developments in Federal taxation.

(ISBN 978-1-305-39330-1)

Corporations, Partnerships, Estates  
& Trusts, 2016 Edition 
(HOFFMAN, RAABE, MALONEY, YOUNG, Editors) covers tax 
concepts as they affect corporations, partnerships, estates, and trusts. 
The authors provide accessible, comprehensive, and authoritative 
coverage of relevant tax code and regulations, as well as all major 
developments in Federal income taxation. This market-leading text 
is intended for students who have had a previous course in tax. The 
text includes Chapter 14, “Taxes on the Financial Statements.”

(ISBN 978-1-305-39988-4)
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Comprehensive Volume, 2016 Edition 
(HOFFMAN, MALONEY, RAABE, YOUNG, Editors) 
Combining the number one individual tax text with the number 
one corporations text, Comprehensive Volume, 2016 Edition 
is a true winner. An edited version of the first two South-
Western Federal Taxation textbooks, this book is ideal for 
undergraduate or graduate levels. This text works for either a 
one-semester course in which an instructor wants to integrate 
coverage of individual and corporate taxation or for a two-
semester sequence in which the use of only one book is desired.

(ISBN 978-1-305-39511-4)

Essentials of Taxation: Individuals & 
Business Entities, 2016 Edition 
(RAABE, MALONEY, YOUNG, SMITH, NELLEN, Editors) 
emphasizes tax planning and the multidisciplinary aspects of 
taxation. Formerly titled Taxation of Business Entities, this text 
is designed with the AICPA Model Tax Curriculum in mind, 
presenting the introductory Federal taxation course from a 
business entity perspective. Its Tax Planning Framework 
helps users fit tax planning strategies into an innovative 
pedagogical framework. The text is an ideal fit for programs 
that offer only one course in taxation where users need to be 
exposed to individual taxation, as well as corporate and other 
business entity taxation. This text assumes no prior course in 
taxation has been taken.

(ISBN 978-1-305-39530-5)
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Federal Tax Research, 10E 
(RAABE, WHITTENBURG, SANDERS, AND SAWYERS). 
Federal Tax Research, Tenth Edition, offers hands-on tax 
research analysis and fully covers computer-oriented tax 
research tools. The tenth edition offers a new chapter on 
Financial Accounting Research that, when combined with their 
study of tax research, will equip students with the valuable 
research skills they need to be marketable to future employers. 
Also included in this edition is coverage on international tax 
research, an expanded review of tax ethics, and many new real-
life cases to help foster a true understanding of federal tax law.

(ISBN 978-1-285-43939-6)

Internal Revenue Code of 1986 and Treasury 
Regulations Annotated and Selected, 2016 Edition 

(JAMES E. SMITH, MARK ALTIERI) An ideal alternative to 
the traditional, bulky, and expensive multivolume set of code 
and regulations, this single-volume reference provides a useful 
selection of code and regulations sections and clear annotations 
in the form of editorial summaries that explain, analyze, and 
cross-reference topics to help students fully understand the 
intricacies of the tax code. The text is a perfect supplement 
for any South-Western Federal Taxation text as well as an 
excellent primary text for a Federal taxation course that stresses a 
code and regulations approach.

2016 Edition coming in July 2015 (ISBN 978-1-305-66065-6)
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PART

1
INTRODUCTION AND

BASIC TAX MODEL

CHAPTER 1
An Introduction to Taxation and Understanding the Federal Tax Law

CHAPTER 2
Working with the Tax Law

CHAPTER 3
Computing the Tax

Part 1 provides an introduction to taxation in the United States. Although the primary orientation of this

text is income taxation, other types of taxes are also discussed briefly. The purposes of the Federal tax

law are examined, and the legislative, administrative, and judicial sources of Federal tax law, including

their application to the tax research process, are analyzed. Part 1 concludes by introducing the basic tax

model for the individual taxpayer and providing an overview of property transactions.
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An Introduction to Taxation
and Understanding the
Federal Tax Law

L E A R N I N G O B J E C T I V E S : After completing Chapter 1, you should be able to:

LO.1
Demonstrate why taxation is important.

LO.2
Describe some of the history and trends of the
Federal income tax.

LO.3
Assess some of the criteria for selecting a tax
structure; recognize the components of a tax
structure.

LO.4
Identify the different taxes imposed in the United
States at the Federal, state, and local levels.

LO.5
Explain the administration of the tax law, including
the audit process utilized by the IRS.

LO.6
Evaluate some of the ethical guidelines involved in
tax practice.

LO.7
Recognize the economic, social, equity, and political
considerations that justify various aspects of the
tax law.

LO.8
Describe the role played by the IRS and the courts in
the evolution of the Federal tax system.
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