CENGAGE

—WEST RN

CORPORATIONS
PARTNERSHIPS
ESTATES & TRUSTS

INCLUDED: cHp MINT @ B 4\ BECKER

Raabe - Young
Hoffman « Nellen
Maloney



Income Tax Rates—Estates and Trusts
Tax Year 2019

Taxable Income The Tax|s:
Of the
But not Amount
Over— Over— Over—
$ 0 $ 2,600 10% $ 0
2,600 9,300 $ 260.00 + 24% 2,600
9,300 12,750 1868.00 + 35% 9,300
12,750 3,075.50 + 37% 12,750

Income Tax Rates—C Corporations,
2018 and after

For all income levels, the tax rate is 21%.

Tax Formula for Corporate Taxpayers

Income (from whatever source). ..............c.ccooveeenen... S XXX, XXX
Less: Exclusions from grossincome........................ —  XX,XXX
GrossINCoMe. ... ....oouiiiiiii i $ XXX, XXX
Less: DedUCHIONS. ... .vv ettt — XX,XXX
TaxableIncome...............cooiiiiiiiiii i, $ XXX, XXX
Applicabletaxrates. ..o X Xx%
GrOSSTAX. e vvetenenennsessnssesnsonsnssnsssnssssnsans S XXXXX
Less: Tax credits and prepayments. .............c.covunen... - X,XXX
TaxDue (orrefund). ...........coviiiiiiiiiiiiiiiaiaann, S XX,XXX
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Unified Transfer Tax Rates

For Gifts Made and for Deaths after 2012

If the Amount with Respect to Which
the Tentative Tax to Be Computed Is:

The Tentative Tax Is:

Not over $10,000

Over $10,000 but not over $20,000
Over $20,000 but not over $40,000
Over $40,000 but not over $60,000
Over $60,000 but not over $80,000
Over $80,000 but not over $100,000
Over $100,000 but not over $150,000
Over $150,000 but not over $250,000
Over $250,000 but not over $500,000
Over $500,000 but not over $750,000
Over $750,000 but not over $1,000,000
Over $1,000,000

18 percent of such amount.

$1,800, plus 20 percent of the excess of such amount over $10,000.
$3,800, plus 22 percent of the excess of such amount over $20,000.
$8,200, plus 24 percent of the excess of such amount over $40,000.
$13,000, plus 26 percent of the excess of such amount over $60,000.
$18,200, plus 28 percent of the excess of such amount over $80,000.
$23,800, plus 30 percent of the excess of such amount over $100,000.
$38,800, plus 32 percent of the excess of such amount over $150,000.
$70,800, plus 34 percent of the excess of such amount over $250,000.
$155,800, plus 37 percent of the excess of such amount over $500,000.
$248,300, plus 39 percent of the excess of such amount over $750,000.
$345,800, plus 40 percent of the excess of such amount over $1,000,000.
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MOVE BEYOND MEMORIZATION TO APPLICATION CPA SkillMaster Videos

Interactive simulations and videos move you beyond memorization, Tackle Task-Based Simulations
helping you apply concepts — a critical component of the CPA Exam. with confidence. Our

expert instructors take you

through the most complex
guestions step-by-step.

STUDY SMART It’s like having your
Adapt2U pre-assessment provides you a recommended study path. own CPA coach!

TRACK PROGRESS AND BUILD CONFIDENCE
Mock exams, progress tests and a study planner help you focus on where you need the most help.

LEARN WHAT'S NEEDED
Study with a course that replicates the CPA Exam.
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) ProConnect” Tax Online

X Work like a pro.

| Get the #1 cloud-based professional
| tax software for free."?

| Go beyond the basics and connect with the modern tools you need to work efficiently.

| e Work with confidence.
Get returns done right the first time with access to all the forms you need, backed by
industry-leading calculations and diagnostics.

e Work smarter.
| Save time with logical data-entry worksheets instead of traditional forms-based methods.
Plus, get quick training resources so it's easy to stay up to speed.

e Work from anywhere.
| It's all online, so there's nothing to install or maintain. And whether you're on your mobile
phone or laptop, PC or Mac — you're always good to go.

| Visit TaxEducation.Intuit.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 on Intuit internal data of the number of paid users of ProConnect Tax Online for Tax Year 2016 compared to publicly available statements from competitors for the same time period

| 21f you sign-up for the free version of ProConnect Tax Online for students and educators, you will not have access to certain features, including functionality such as Electronic Filing
Services and Intuit Link
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Preface

COMMITTED TO EDUCATIONAL SUCCESS

outh-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 edi-
tion to meet instructor and student needs and to add
overall value to learning taxation.

Corporations, Partnerships, Estates & Trusts, 2020 Edi-
tion 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 com-
plete learning system provides options for students to
achieve success.

Corporations, Partnerships, Estates & Trusts, 2020
Edition covers tax concepts as they affect corporations,
partnerships, estates, and trusts. The authors provide
accessible, comprehensive, and authoritative cover-
age 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 taxation.

In revising the 2020 Edition, we focused on:

* Accessibility. Clarity. Substance. The text

authors and editors made this their mantra as
they revised the 2020 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.

* Developing professional skills. SWFT excels

in bringing students to a professional level in
their tax knowledge and skills, to prepare them
for immediate success in their careers. In this
regard, we include development of speaking
and writing communications skills, the use of tax
preparation and tax research software, orientation
toward success on the CPA Exam, consideration
of the time value of money in the tax planning
process, and facility with advanced spreadsheet
applications and data analytics.

CengageNOWv2 as a complete learning
system. Cengage Learning understands that
digital learning solutions are central to the class-
room. Through sustained research, we continually
refine our learning solutions in CengageNOWv2
to meet evolving student and instructor needs.
CengageNOWYv?2 fulfills learning and course man-
agement 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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Learning Tools and Features to Help Students Make the Connection

FULL-COLOR DESIGN: we understand that students struggle with learning difficult tax code concepts
and applying them to real-world scenarios. The 2020 edition uses color to bring the text to life, capture student
attention, and present the tax code in an understandable and logical format.

Corporations: Organization
and Capital Structure

ol S

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

Grow TH Is THE CORPORA TE F

Adjstedbass_Far MarketValue
§ soo0

om0

R

ofthe stock. The 1

s ecogas s of ok recved
\ / et

" Lty ot 5 ot o
pete e

530000,

sock, There
ecognized— $30000 gaint Amandaand a $10000 osstoCain

occursina§ 351
and e bsis of stk e ppers e nthe chapier.

Consdaration Tanstered 3
Bauto  FairMarket | Numberof Shres
Tanseror | Value esied

- Concept Summary 4.3

5351 (Based on the Facts of Example 22)

Wing3s Vitnow 351

22
1 Examples are clearly labeled . =2 2 = : .
and directly follow concepts to . B
assist with student application. An o om
average of over 40 examples e bl ek et Bk kS5
in each chapter use realistic d [ P2 R
situations  to illustrate  the [Err——
CompleXitieS of the tax law and b em  em  som o
24

allow students to integrate chapter
concepts with illustrations and
examples.

) [ jozmem)

+ 50 (gainrecog-
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COMPUTATIONAL EXERCISES: students need lots of practice in areas such as computing tax return prob-

lems and adjusting rates. We have developed these exercises to give students practice in calculating the solutions they need
to make business decisions.

[d Found in end-of-chapter section of the textbook

d CengageNOWv2 provides algorithmic versions of these problems

Computational Exercises

19. [LO.1 Marie and Ethan form Roundtree Corporation with the transfer of the fol-

lowing. Marie performs personal services for the corporation with a fair mar-

ket value of $80,000 in exchange for 400 shares of stock. Ethan contributes an

installment note receivable (basis $25,000; fair market value $30,000), land (basis

$50,000; fair market value $170,000), and inventory (basis $100,000; fair market

value $120,000) in exchange for 1,600 shares. Determine Marie and Ethan’s current
income, gain, or loss; calculate the basis that each takes in the Roundtree stock.

20. [LO.1 Grady exchanges qualified property, basis of $12,000 and fair market value
of $18,000, for 60% of the stock of Eadie Corporation. The other 40% of the
stock is owned by Pedro, who acquired it five years ago. Calculate Grady’s current
income, gain, or loss and the basis he takes in his shares of Eadie stock as a result

of this transaction.

DATA ANALYTICS

[d Research Problems provide students with vital practice in an increasingly demanded skill area.
These end-of-chapter items task students with the analysis of important tax data, with a focus on
helping them understand the application of this information in various scenarios. This essential
feature will better prepare students for professional tax environments.

BECKER PROFESSIONAL EDUCATION REVIEW QUESTIONS: end-of-Chapter CPA Review

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

[d Located in select
end-of-chapter sections

Becker CPA Review Question

[d Tagged by concept in
\ 1. Paula has sales that qualify to be reported on the installment basis. In year 2, install-
CengageNOWVZ /] \\ BECKER ment sales were $40,000 with a cost of $30,000. In year 3, installment sales were
. L $50,000 with a cost of $25,000. Collections in year 2 were in the amount of $30,000.
D Questlons 31mllar to What Collections in year 3 were $10,000 on the year 2 sales and $30,000 on the year 3
students would actually sales. How much deferred gross profit exists as of the end of year 2?

a. $2,500 c. $7,500
find on the CPA Exam b, $5.000 4. $10.000

PROFESSIONAL EDUCATION®

4\ BECKER

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

THEBIGPICTURE - E = — THE BIG PICTURE: Tax Solutions for the

STRUCTURING :‘;CQU’ISIT . .
Real World. Taxation comes alive at the start of each
Rock & Water Corporation (R&W) specializes in industrial park landscaping featuring rock walls, holding Chapter as The Blg PiCtUre eXampleS giVe a ghmpse

ponds, water fountains, and indigenous vegetation. One of R&W’s central missions i to cause as little nega-

tive impact on the environment as possible. Until recently, R&W applied this policy only to its own work, : : s : :
but the new CEO, Tony Turner, wants to extend its corporate responsibility to its suppliers nto the hVeS, fﬂmlhes, careers, and tax situations Of
R&W uses several types of chemicals and fertilizers in its business and is aware that three of its suppliers 3 . 0 .
Bl i e e e typical filers. Students will follow this one family,
these problematic practices, R&W is considering acquiring these three suppliers. Using this strategy, R&W . ..
S e S L e s s individual, or other taxpayer throughout the chapter
R&W is unsure about how to structure these potential acquisitions of its suppliers and seeks your advice. . )
R&W gives you the following information about these potential acquisitions. Show1ng Students hOW the Concepts [hey are learnlng
« BrineCo is a profitable corporation that has been owned predominantly by the Adams family since its .
incorporation in 1990, It has virtually no debt because most of its assets date from its incorporation, play out in the real world.

nd has continually been fined since more strin-

by R, AckdCo produces acids o he Finally, to solidify student comprehension, each

‘mining industry. R&W is only interested in acquiring the landscaping chemical business.

ChemCo is a new fertilizer producer with the technology to produce environmentally safe products Chapter Concludes Wlth 21 Refocus on the Big

Its management is inexperienced, however, and the result has been inefficiencies in production and

R Picture summary and tax planning scenario. These

How will you advise R&W to approach each of these acquisitions?

T — scenarios apply the concepts and topics from the
chapter in a reasonable and professional way.

do not use environmentall

izing that simply

* AcidCo,

ed in 1997, has been having legal troubles

gent EPA standards can ence. Besides chem

unintended harm to its surroundings. ChemCo

FINANCIAL DIscLosU RE INsIGHTs: FINANCIAL DISCLOSURE INSIGHTS Where Does GAAP Come From?

Tax professionals need to understand how Tax law has many sources, including Congress Professional research is conducted to find and analyze

and the legislators of other countries, the courts, and the RS, the sources of accounting reporting standards in much the
g Similarly, accounting principles also have many sources. In  same way tax professionals conduct research into open

taxes affect the GAAP financial statements. reconciling the tax and financial accounting reporting of a  tax questions. In fact, many of the publishers that provide
. ial Discl ioh q transaction, the tax professional needs to know the hierarchy tax research materials also can be used to find GAAP and
Financial Disclosure In81g tS, appearing of authority of accounting principles so that the properlevel of  IFRS documents. The Financial Accounting Standards Board

importance can be assigned to a specific GAAP document.The  (FASB) also makes its standards and interpretations available

thI‘OUghOUt the text, use current data about :i::erraarlnos:‘:v;:ziz\glni:;svzxshl‘g;z;ll[::\::;'\/“"is!edi" by subscription.
existing taxpayers to highlight book-tax

reporting differences, effective tax rates,
and trends in reporting conventions.

+ Financial Accounting Standards and Intef ns of the FASB.

S8, suich as the Accounting Principles Board (APB).

+ Pronoun

ments of bodies that preceded the

+ FASB Technical Bulletins
+ Audit and Accounting Gu

s, prepared by the American Institute of CPAs (AICPA) and cleared by the FASB,

- Pra y the AICPA and cleared by the FASB,

Buletins,

- Interpretation Guides of the FASB Staff
- Accounting Interpretations of the AICPA
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ETHICS & EQUITY The Costs of Good Tax Planning

- High Tech Tops (HTT), a C corporation based
in California, manufactures resilient cases and covers for lap-
tops, smartphones, and tablets. Its sales and profits have more
than doubled in each of the last five years (i.e,, the company

world, but its tax liabilities are concentrated in the low-tax
jurisdictions.

You are the president of State University, across town
from HTT's headquarters. The company sends hundreds of

is growth-oriented and recession-proof). Its and
contractors make above-average wages, so they make impor-
tant contributions to the local individual income, sales, and
property tax collections.

But the Federal and state corporate income tax is
another story. Using legal and effective transfer pricing
techniques, HTT shifts most of its operating profits to
low-tax subsidiaries in Ireland and Singapore. Most of the
firm’s executives, engineers, and designers are based in
the United States, but almost all of the sales operations
are run from overseas. HTT’s customers live around the

TAX PLANNING: Chapters include

its to take graduate and professional courses on
your campus, and several of the corporate leaders are frequent
guest speakers and adjunct lecturers in classes.

Still, the state income tax the company avoids through its
transfer pricing plans would fund millions of dollars of campus
growth and improvements for State University.

Should you become involved in the politics of the matter
and lobby at your statehouse for tighter rules on transfer pric-
ing? Such an action might result in tax increases that would
improve your university’s situation, but it also might force HTT
to consider moving its headquarters to another location.

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
value system. Suggested answers to

Ethics & Equity scenarios appear in the
Solutions Manual.

9-8 TAXPLANNING

Return to the timeline of Exhibit 9.6, and consider the decision to operate a multi-
national business entity as a branch and when to convert the structure of the business
to an overseas subsidiary. Exhibit 9.9 identifies the major advantages and disadvantages

a separate section calling attention to

how taxpayers can use the law to reach
financial and other goals. Tax planning
applications and suggestions also appear

throughout each chapter.

for each of these decisions from a Federal income tax standpoint.
Additional tax planning opportunities and considerations are discussed below.

9-8a The Foreign Tax Credit Limitation and Sourcing Provisions
The FTC limitation is partially based on the amount of foreign-source taxable income
in the numerator of the limitation formula. Consequently, the sourcing of income is
extremely important. Generally, in this regard, the U.S. taxpayer benefits when the
sourcing rules work to:

* Generate income items that are foreign-source, to maximize net foreign-source

GLOBAL TAX ISSUES

Organizational Form When Operating Overseas

When the management of a corporation decides to expand
its business by establishing a presence in a foreign market, the
new business venture may take one of several organizational
forms. As each form comes with its respective advantages and
disadvantages, making the best choice can be difficult. And the
choice is even more difficult now since a new set of rules applies
to the taxation of international operations beginning in 2018.

Nonetheless, one common approach is to conduct the for-
eign activity as a branch operation of the U.S. corporation. The
foreign branch is not a separate legal entity, but a division of
the U.S. corporation established overseas. As a result, any gains
and losses produced by the foreign unit are included in the
corporation’s overall financial results.

Another possibility is to organize the foreign operations
as a subsidiary of the U.S. parent corporation. If this route is
chosen, the subsidiary may be either a domestic subsidiary (i.e.,
organized in the United States) or a foreign subsidiary (orga-
nized under the laws of a foreign country).

One fundamental tax difference between these two
approaches is that the gains and losses of a domestic

income (the numerator of the FTC fraction). Alternatively, a branch or flow-through
entity might want overseas income to be U.S.-source, to increase its 20 percent
deduction for qualified business income.”

Realize deduction items as U.S.-source, to minimize any reduction in net foreign-
source income (the numerator of the FTC fraction).

Tax Reform Adds a New Wrinkle to the Choice of

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.

subsidiary may be consolidated with the operations of the
U.S. parent, but the operations of a foreign subsidiary cannot.
Thus, the use of a domestic subsidiary to conduct foreign
operations generally yields the same final result as the
use of a branch. With both approaches, the financial state-
ments of the U.S. parent reflect the results of its worldwide
operations.

As noted, the tax rules associated with international
operations and their impact on organizational forms have
changed with the passage of the Tax Cuts and Jobs Act (TCJA)
of 2017. Now the United States uses a “territorial system”
when taxing foreign earnings, which, generally, requires U.S.
corporations to pay U.S. tax only on their domestic income.
Given the complexity of the organizational form decisions
and the significance of the changes to international taxation
rules in the TCJA of 2017, it will take time for tax profession-
als to determine the most tax-effective ways of structur-
ing foreign operations of U.S. corporations. See Chapter 9
for additional discussion of the taxation of international
operations.
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Take your students from Motivation to Mastery with CengageNOWv2

CengageNOWV2 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.

A d MOTIVATION: engage students and better prepare them for class
API\SSSCT:'IB IT)N [ APPLICATION: help students learn problem-solving behavior and
MOTIVATION skills to guide them to complete taxation problems on their own

1 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:

1 “Tax Drills” test students on key
concepts and applications. With
three to five questions per learning
objective, these “quick-hit” questions
help students prepare for class
lectures or review prior to an exam.

Application —

Students need to learn problem-solving
behavior and skills, to guide them to
complete taxation problems on their own.
However, as students try to work through
homework problems, sometimes they
s become stuck and need extra help. To
o S R reinforce concepts and keep students on the
right track, CengageNOWv2 for SWFT offers
the following.

1 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.
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J Algorithmic versions of end-of-chapter homework are available for computational exercises and at least
15 problems per chapter.

1 “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.

J Post-Submission Feedback. After submitting an assignment, students receive even more extensive feedback
explaining why their answers were incorrect. Instructors can decide how much feedback their students receive

and when, including the full solution.

[ Built-in Test Bank for online assessment.

Mastery —

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

1 “What-If” Questions 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.

d An Adaptive Study Plan comes complete
with an eBook, practice quizzes, cross-
word puzzle, glossary, and flashcards. It is
designed to help give students additional
support and prepare them for the exam.

CengageNOWv2 Instant Access Code ISBN:
978-0-357-10952-6

Contact your Cengage Learning Consultant
about different bundle options.
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EXTENSIVELY REVISED. DEFINITIVELY UP TO DATE.

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

The South-Western Federal Taxation authors
have made every effort to keep all materials up to date
and accurate. All chapters contain the following general
changes for the 2020 Edition.

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

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

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

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

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

e 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 cengage.com/login)

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

* The Taxation in the Real World weekly blog posts
for instructors. (tinyurl.com/swft-blog)

Chapter 1

* Updated references and citations throughout the
chapter.

* Modified discussion of the Small Claims Division
of the U.S. Tax Court.

* Updated discussion on changes to the CPA Exam.

e Updated end-of-chapter materials as needed.

Chapter 2

* Revised and updated chapter materials based

on Final § 199A Regulations released in January
2019. Added materials on (1) the definition of a
qualified trade or business and the new rental real
estate safe harbor, (2) rules on the aggregation of
qualified trades and businesses, (3) implications of
losses (and netting requirements), and (4) a new
exhibit summarizing specified services businesses.

* Updated chapter materials to reflect inflation
adjustments to threshold limits.

* Revised and clarified materials based on feedback
from adopters.

* Added new end-of-chapter materials based on the
Final § 199A Regulations.

Chapter 3

e Updated chapter materials as needed for new
rulings and inflation adjustments.

¢ Restructured the chapter “Tax Planning” section
and added three new topics regarding planning
for the business interest expense limitation,
executive compensation, and avoiding the
accumulated earnings tax.

* Updated end-of-chapter materials as needed.

¢ Included completed forms (in Solutions Manual)
for Tax Return Problems.

Chapter 4
¢ Combined investor loss and gain provisions into
one section.

* Added an example of § 1202 Qualified Small
Business Stock exclusion.

* Streamlined and enhanced chapter materials.

e Added an end-of-chapter problem on § 1202
Qualified Small Business Stock exclusion.

Chapter 5

¢ Revised and updated chapter materials as needed,;
clarified chapter materials.

e Updated end-of-chapter materials as needed.
¢ Revised and expanded a Research Problem to
include Data Analytics.
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Chapter 6

Added new text material in “Tax Planning—
Stock Redemptions” regarding the advantages

to corporation and shareholder of debt-financed
redemptions.

Updated and revised end-of-chapter materials as
needed.

Chapter 7

Added an assignment item about post-merger
E&P

Created one new Research Problem.

Added a graphics component to one Research
Problem.

Chapter 8

Updated statistics regarding consolidated returns.

Revised material about advantages and
disadvantages of the consolidation election.

Streamlined material about controlled groups.
Added one new Microsoft Excel problem.
Added two Data Analytics Research Problems.

Chapter 9

Streamlined text Section 9-4 (Foreign Currency
Gain/Loss).

Updated statistics about worldwide tax rates and
the global economy.

Revised overview language and Exhibit 9.2.
Clarified materials on transfer pricing.

Added a comment about the FASB treatment of the

BEAT tax rate in deriving the deferred tax amounts.

Reduced discussion of foreign currency gain/
loss; added a reference to Bitcoin (and related)
currencies.

Added comments about the application of § 199A

and the GILTT computation for flow-through entities.

Added a Microsoft Excel feature to one problem.

Added a new Research Problem concerning the
international tax implications of the 2017 tax
reform provisions.

Chapter 10

Updated and clarified Global Tax Issues item
“Withholding Requirements for non-U.S. Partners.”

Updated Schedule K-1 to reflect partnership
reporting requirements for the qualified
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business income deduction, per Form 1065,
Schedule K-1.

Updated Concept Summary 10.3 (Tax Reporting
of Partnership Items) to reflect IRS guidance in
Regulations and Form 1065 and Schedule K-1.

Updated and clarified Concept Summary 10.4
(Major Advantages and Disadvantages of the
Partnership Form).

Modified introduction to text Section 10-1b, “Key
Concepts in Taxation of Partnership Income.”

Streamlined discussion of terms such as inside
basis, outside basis, and separately stated items.

Streamlined discussion of gain or loss recognition
on formation of a partnership.

Streamlined discussion of disguised sales.

Streamlined discussion of carried interests and
partnership interests received in exchange for
services.

Streamlined discussion of organization and startup
Costs.

Clarified that the $26 million “average annual
gross receipts” test now applies only to the most
immediately preceding three-tax-year period
rather than all prior three-tax-year periods.

Streamlined the discussion of “Other Items
Reported on Schedule K.”

Updated and substantially modified discussion of
qualified business income to reflect Regulations.

Updated and clarified discussion in text Section
10-5a, “Choosing Partnership Taxation.”

Slightly modified fact pattern in Computational
Exercise 26 to reflect different profit- and loss-sharing
ratios to illustrate differences in recourse and
nonrecourse debt allocations.

Added concept of § 704(b) book capital accounts
in Problem 29 to illustrate accounting for
precontribution gains.

Added requirement in Problem 31 to address built-in
gain on contribution of assets to partnership.

Replaced Research Problems 2 and 6.

Chapter 11

* Reorganized text Section 11-2 (§ 730) into three

new categories.

> 11-2a, General Partners in Service-Providing
Partnerships

> 11-2b, Limited Partners or Capital-Intensive
Partnerships

» 11-2¢, Tax Treatment of § 736 Payments
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Clarified Concept Summary 11.1 and Concept
Summary 11.2.

Streamlined discussions of disguised sales,
marketable securities, and disproportionate
distributions.

Refocused and simplified the discussion of

§ 736 payments.

Streamlined the discussion related to death of a
partner.

Added requirement to Computational Exercise 11
to calculate partner’s basis.

Added a requirement to Problem 42 to illustrate
using a § 754 election to bring inside and outside
basis into balance, as shown in Example 34.

Chapter 12

Updated statistics about S corporations and
partnerships/LLCs.

Clarified materials concerning the QBI regime.
Added two new Microsoft Excel problems.
Added two new Research Problems.

Chapter 13

Converted data about the tax forms of doing
business into a graphic.

Added § 1202 benefit to Concept Summary 13.1
that compares entity types.

Added a problem about bonus depreciation for
various business forms.

Revised Research Problem about entity taxable
receipts.

Added new Research Problem asking students
to look at initial coin offering (ICO) for entity
financing.

Chapter 14

Highlighted the recognition and measurement
steps in disclosing tax uncertainties in the
financial statements.

Elaborated the financial accounting income effects
of the 2017 corporate tax rate cut.

Emphasized the effects on a valuation allowance
from the changes to the treatment of post-2017
NOLs, and of AMT repeal.

Noted the different deadlines under tax and
financial accounting rules and the need for tax
and reporting professionals to work together to
meet these requirements.

Expanded the discussion of planning ideas for
releasing a valuation allowance.

Added a new Critical Thinking Research Problem.
Replaced one Research Problem.

Chapter 15

Clarified the purpose of a tax exemption and
of Federal taxes on exempt entities in the
introductory comments.

Updated statistics about the charitable sector of
the U.S. economy.

Reorganized the introduction to the discussion of
taxes that fall on exempt entities.

Revised discussion of the taxation of lobbying
expenses by a public charity.

Updated and added to statistics about private
foundations and the UBIT.

Added an additional Microsoft Excel problem.
Identified two problems as Data Analytics items.

Chapter 16

Updated statistics as to state and local government
tax collections.

Updated financial statement data for state/local
taxes for selected corporations.

Updated material relative to sales/use tax nexus,
in light of the Supreme Court’s Wayfair decision.

Identified two Research Problems as Data
Analytics items.

Created two additional Microsoft Excel problems.

Chapter 17

Updated statistics about IRS budget and personnel,
and about tax audits, refunds, and penalties.

Updated results concerning whistleblowers and
informants.

Updated results of the Taxpayer Attitude Survey.

Updated user fees for various programs and IRS
interest rates on underpayments and overpayments.

Adjusted various penalty amounts for indexing.
Added one new Microsoft Excel problem.

Replaced one Research Problem with another
requiring internet research.

Chapter 18

Updated statistics about Federal estate and gift tax
filings and payments.

Clarified that the chapter uses a flat 40 percent
tax rate only as a simplifying assumption;

added reference to § 2001 Tax Rate Schedule as
reproduced on the inside front cover of the book.
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* Added text example illustrating the determination * Added two new Microsoft Excel problems.
of generations for the GSTT. + Added two new Research Problems, one of which
e Added another Microsoft Excel problem. is a Data Analytics exercise.
* Designated one problem as a Data Analytics item.
Chapter 20
Chapter 19 * Added references to the NOL deduction limitation,
* Emphasized the importance of planning for the and the deduction for QBL where the entity
income tax basis consequences of the survivors, operates a trade or business,
given a high exemption equivalent amount. * Added item about the fiduciary entity claiming a
¢ Clarified content throughout the chapter, including QBI deduction.
language regarding special use valuation and the e Added another Microsoft Excel item.
deceased spouse’s unused exclusion amount. * Designated one Research Problem as a Data
e Streamlined Concept Summary 19.1. Analytics item.

TAX LAW OUTLOOK

From your SWFT Series Editors:

Treasury and the IRS will continue to issue guidance on the Tax Cuts and Jobs Act of 2017 throughout 2019
and beyond. With over 100 changes, this is a time-consuming process. Much of the initial guidance was
proposed or transitional. As a result, what applied for one year, might apply the same way in the next year.
Whether the 116th Congress will enact any of the over 70 technical corrections identified by the Joint Com-
mittee on Taxation in the Bluebook (JCS-1-18; 12/20/18) is unknown due both to challenges of obtaining the
necessary 60 votes in the Senate and that the House is controlled by Democrats. The technical corrections
are a mix of taxpayer favorable and unfavorable items. States will continue to analyze the effects of the TCJA
as they make or revisit conformity considerations.

With respect to sales and use tax, many states have adopted the South Dakota law that was analyzed
in the 2018 Wayfair decision. Litigation could surface as the 200 or more transactions threshold causes very
small sellers to collect use tax. More states are likely to consider enacting marketplace facilitator collection
obligations.

Finally, as candidates prepare for the 2020 presidential election, many tax ideas will be suggested. They
present opportunities for students and researchers to analyze how they work and how they measure up
against principles of good tax policy.
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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

-‘
§ CENGAGENOWyv2

CengageNOWV2 is a powerful 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 Instant Access Code ISBN:
978-0-357-10952-6

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

THOMSON REUTERS Thomson Reuters CheckpoimTM
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 calculators to make research more efficient—a
resource more tax pros use than any other.

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

More than software: Put the

@ BFWOCOI'I nect. cxperience 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 calculations and diagnostics.

* Save time with logical data-entry worksheets
instead of traditional forms-based methods.

 1It’s all online, so there’s nothing to install or maintain.

Online access to ProConnect™ Tax Online is offered
with each NEW copy of the textbook—at no additional
cost to students.*

cen ga ge .com Students can use cengage.com

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

Online Student Resources

Students can go to cengage.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.

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

«. 2 CENGAGE The first-of-its-kind digital
U N L ' M ( TE D subscription designed spe-
cially to lower costs.
Students get total access to everything Cengage
has to offer on demand—in one place. That's 20,000
eBooks, 2,300 digital learning products, and dozens of
study tools across 70 disciplines and over 675 courses.
cengage.com/unlimited

Printed Resources for Students
Looseleaf Edition (978-0-357-10925-0)

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 ProConnect™ Tax Online
software is included with every NEW textbook as well as
Checkpoint™ from Thomson Reuters.*

*NEW printed copies of the textbook are automatically packaged with access to Checkpoint™ and ProConnect™ Tax Online tax software.
If students purchase the eBook, they will not automatically receive access to Checkpoint™ and ProConnect™ Tax Online software.
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Comprehensive Supplements Support
Instructors’ Needs

=

V' CENGAGENOWuv2

CengageNOWV2 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,
CengageNOWV2 includes these features for instructors:

* Learning Outcomes Reporting and the abil-
ity to analyze student work from the gradebook.
Each exercise and problem is tagged by topic,
learning objective, level of difficulty, estimated
completion time, and business program standards
to allow greater guidance in developing assess-
ments and evaluating student progress.

* Built-in Test Bank for online assessment. The
Test Bank files are included in CengageNOWv2 so
that they may be used as additional homework or
tests.

Solutions Manual

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

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

PowerPoint® Lectures with Notes

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

Test Bank

Written by the South-Western Federal Taxation
editors and authors, the Test Bank contains approxi-
mately 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),
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as well as the AACSB’s and AICPA’s core competencies—
for easier instructor planning and test item selection. The
2020 Test Bank is available in Cengage’s test generator
software, Cognero.

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

 author, edit, and manage Test Bank content from
multiple Cengage Learning solutions

* create multiple test versions in an instant

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

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

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

Other Instructor Resources

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

¢ Instructor Guide
 Edition-to-edition correlation grids by chapter

* Detailed answer feedback for the end-of-chapter
Becker CPA Review Questions in Word format.
(Lettered answers only are available in the Solu-
tions Manual.)

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

* The Depreciation and the Accelerated Cost Recov-
ery System (ACRS) appendix

* Comprehensive Tax Return Problems appendix

Custom Solutions

Cengage Learning Custom Solutions develops personal-
ized solutions to meet your taxation education needs.
Consider the following for your adoption of South-
Western Federal Taxation 2020 Edition.

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

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

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