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Development on these chapters started in December 
of 2005, when the first of more than 140 instructors 
completed 180 manuscript reviews and attended 
symposia or focus groups. Throughout this preface, 
their comments on the book’s organization, pedago-
gy, and unique features are a testament to the grass-
roots nature of Taxation’s development.

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, giving students the opportunities to learn the code in context. 

Conversational Writing Style: The authors took special care to write a textbook that fosters a 
friendly dialogue between the text and each individual student. The tone of the presentation is in-
tentionally conversational – creating the impression of speaking with the student, as opposed to 
teaching to the student.

Superior Organization of Related Topics: 
McGraw-Hill’s Taxation takes a fresh approach to 
taxation by grouping related topics together in theme 
chapters, including separate chapters on home own-
ership, compensation, investments, and retirement 
savings & deferred compensation. 

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 familiar with one fact set and learn 
how to apply those facts to different scenarios. In addition to providing in-context examples, we 
provide “What if” scenarios within many 
examples to illustrate how variations in 
the facts might or might not change the 
answers.

TEACHING THE CODE IN CONTEXT A Modern Approach for Today’s Student

Key to this new tax series’ remarkably positive reception are the five core precepts 
around which the text is built: 

5
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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 a very thorough tax textbook covering many details about corporate tax. The authors include real life examples and 
several stories that make the materials more understandable and “accessible” to students. 

– Sonja Pippin, University of Nevada – Reno

It is a breath of fresh air in its very original approach.  
               – Alan Davis, 
                Truman State University

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 new textbook that’s already generat-
ing enthusiasm across the country.

It’s a better alternative to the West 
text than anything else I have seen.  

– Lyn Wheeler,  

        Washington & Lee University

Very innovative organization of topics with text that is very readable 
and some of the best quantitative examples I’ve seen.  

– Melanie James Earles, 

Tennessee Technological University

This text is one of the best written textbooks I have 
ever read.  It covers the material using real world ex-
amples.  It is easy to understand but provides the student 
with everything they need for the course.  This textbook 
would make teaching the class easy.  

– Hughlene Burton, University of 

North Carolina – Charlotte

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



Each chapter begins with a storyline that intro-
duces a set of characters facing specific tax-re-
lated situations. This revolutionary approach to 
teaching tax emphasizes real people facing real 
tax dilemmas. Students learn to apply practical 
tax information to specific business and per-
sonal situations. 

Taxes in the Real World
Taxes in the Real World are short boxes used through-
out 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 vi-
gnettes on popular news in tax are some of the issues 
covered in Taxes in the Real World boxes.

A STORYLINE APPROACH THAT  WILL RESONATE WITH 
STUDENTS

THE PEDAGOGY YOUR STUDENTS NEED TO PUT THE 
CODE IN CONTEXT

Key Facts
The Key Facts provide 
quick synopses of the 
critical pieces of informa-
tion presented throughout 
each chapter.

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

Exhibits 
Today’s students are visual learners, and 
McGraw-Hill’s Taxation delivers with a 
textbook that makes appropriate use of 
charts, diagrams, and tabular demonstra-
tions of key material.

I found the quality and quantity of presented examples to be 
outstanding.  

– Adolph A. Neidermeyer, West Virginia University

Spilker’s  text adds examples that flow 
through the chapter with “Key Facts” 
boxes.  
– Deb Oden,  

Missouri State  

University

 The case study approach 
is excellent as you follow the 

taxpayers through the chapters. 
– Irwin Uhr, 

     Hunter College

Best I’ve seen in giving real world explanations and 
examples that apply the complex IRS rules.  

–  James E. Racic, Lakeland Community College 

I really like the use of the chapter storylines that tie 
together the different examples and exhibits.  It definitely 
accomplishes the goal of providing a big picture background 

and allowing tax rules to be applied in real world settings.  
– Scott White,  

Lindenwood University

13-1

Tina Hillman

Tina Hillman had just completed her last exam, 

finally fulfilling the requirements for a bachelor’s 

degree in accounting. It was the end of June and 

she would finally have some time to vacation and 

see her family before September when she will 

start her professional career working in the tax 

department of Corporate Business Associates 

(CBA). While Tina was looking forward to the 

time off, she was also anxious to start making 

money instead of just spending it. She had a great 

experience during her internship at CBA last year. 

She had some challenging but enjoyable work 

assignments and she got along very well with the 

staff. Overall, she was excited about the work 

opportunities she would get at CBA.

 Tina recently received an information packet 

on the benefits available to her as a CBA employee. 

The information indicated that Tina would be 

Storyline Summary

Taxpayer: Tina Hillman

Location: Chicago, Illinois

Employment  Graduating student about to
status:  begin career in Corporate 

Business Associates tax 
department.

Starting salary: $60,000 per year

Filing status: Single

Dependents: None

Marginal tax  Current year 15 percent. Next
rate: year 25 percent.

Taxpayer: Lisa Whitlark

Location: Chicago, Illinois

Employment  Recently promoted to Chief
status:  Financial Officer (CFO) for 

Corporate Business Associates.

Salary: $400,000

Marginal tax  33 percent
rate:

Dependents: Spouse and three children

Taxpayer: Dave Allan

Location: Chicago, Illinois

Employment  Recently retired as CFO for
status:  Corporate Business Associates 

after 20 years of employment 
with the company.

Salary at  $400,000
retirement:

Retirement  Participant in Corporate
benefits:  Business Associates defined 

benefit plan, 401(k) plan, and 
nonqualified deferred 
compensation plan.

Filing status: Married filing jointly

Dependents: Spouse

Marginal tax  35 percent for current year.
rate:

Taxpayer:  Corporate Business Associates 
(CBA)

Location: Chicago, Illinois

Marginal tax  35 percent
rate:

Status: Publicly traded corporation
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7-18      chapter 7        Individual Income Tax Computation and Tax Credits

Self-Employment Taxes

While employees equally share their FICA (Social Security and Medicare) tax burden 
with employers, self-employed taxpayers must pay the entire FICA tax burden on their 
self-employment earnings.20 Just as it is with FICA taxes for employees, self-employment 
taxes consist of both Social Security and Medicare taxes. Because their FICA taxes are 
based on their self-employment earnings, FICA taxes for self-employed taxpayers are 
 referred to as self-employment taxes. Just as it is with employees, the base for the Social 
Security component of the self-employment tax is limited to $106.800. The base for the 
Medicare portion of the self-employment tax is unlimited. The process for determining 
the taxpayer’s self-employment taxes payable requires the following three steps:

Step 1:  Compute the amount of the taxpayer’s net income from self-employment 
activities (this is generally the taxpayer’s net income from Schedule C of  
Form 1040—Schedule C reports the taxpayers self-employment-related 
income and expenses) that is subject to self-employment taxes.

Step 2:  Multiply the amount from Step (1) by 92.35 percent. The product is 
called net earnings from self-employment.21 Net earnings from self-
 employment is the base for the self-employment tax.

Step 3:  The computation of the self-employment tax depends on the amount 
of the taxpayer’s net earnings from self-employment as follows:

 •  If  the taxpayer’s net earnings from self-employment are less than 
$400, the taxpayer is not required to pay any self-employment tax.

 •  If  the taxpayer’s net earnings from self-employment are $106,800 or 
less (in 2009) multiply the amount from Step (2) by 15.3 percent.

 •  If  the taxpayer’s net earnings from self-employment exceeds $106,800, 
multiply the amount from Step (2) by 2.9 percent and add $13,243 
($106,800 × 12.4%). This reflects the fact that the Medicare tax base 
is unlimited but the Social Security tax base is limited to $106,800.

Note that as we discussed in Chapter 6, taxpayers are allowed to deduct one-half  of 
their self-employment taxes as a for AGI deduction.

THE KEY FACTS

Employee FICA Tax

Social Security Tax

 • 6.2 percent rate on 

wage base.

 • 2009 wage base limit 

is $106,800.

Medicare Tax

 • 1.45 percent rate on 

wage base.

 • Wage base unlimited.

20As we discussed in Chapters 5 and 6, self-employed taxpayers report their self-employment earnings 

on Schedule C of Form 1040. Individuals who are partners in partnerships and who are actively in-

volved in the partnerships’ business activities may be required to pay self-employment taxes on the in-

come they are allocated from the partnerships.  They would report these earnings on Schedule E of 

Form 1040.
21Because self-employed taxpayers are responsible for paying the entire amount of their FICA taxes, 

they are allowed an implicit deduction for the 7.65 percent “employer’s portion” of the taxes, leaving 

92.35 percent (100% - 7.65%) of the full amount subject to self-employment taxes. Note that the  

7.65 percent consists of the 6.2 percent Social Security tax and 1.45 percent Medicare tax.

Example 7-16

What if: Assume that Courtney’s only income for the year is her $18,000 in net self-employment 

 income from her weekend consulting business. What amount of self-employment taxes would Courtney 

be required to pay on this income?

Answer: $2,543, computed as follows:

 Step 1: $18,000 of net self-employment income subject to self-employment taxes.

 Step 2: $18,000 × .9235 = $16,623. This is net earnings from self-employment.

 Step 3: $16,623 × 15.3% = $2,543. This is the Courtney’s self-employment taxes payable.

Under these circumstances, Courtney would be able to deduct $1,272 as a for AGI deduction for 

one-half of the self-employment taxes she paid ($2,543 × 50%).

chapter 5        Gross Income and Exclusions       5-17

beneficial for the recipient to exclude the award from income entirely by immediately 
transferring it to a charitable organization than it is to receive the award, recognize 
the income, and then contribute funds to a charity for a charitable deduction. Trans-
ferring the award has the same effect as claiming the transfer as a deduction for AGI. 
However, by receiving the award, recognizing the income, and then contributing funds 
to a charity, the taxpayer is deducting the donation as a deduction from AGI. As we 
discussed in Chapter 4, deductions for AGI are likely more advantageous than deduc-
tions from AGI.
 The second exception is for employee awards for length of service or safety 
achievement.21 These nontaxable awards are limited to $400 of  tangible property 
other than cash per employee per year.22 The award is not excluded from the employee’s 
income if  circumstances suggest it is disguised compensation.23

21Prizes or awards from an employer-sponsored contest are fully taxable.
22§74(c).
23The $400 limit is increased to $1,600 for qualified award plans (plans in writing that do not discrimi-

nate in favor of highly compensated employees). However, the average cost of all qualified plan awards 

from an employer is limited to $400.
24See Rev. Rul. 83-130, 1983-2 CB 148.
25§86(d) applies to monthly benefits under title II of the Social Security Act and tier 1 railroad 

 retirement benefits.

Like any prize, the value is counted as 

income; winners must pay up to $7,000 or 

forfeit the car.

September 22, 2004: 7:05 PM EDT

NEW YORK (CNN/Money)—Leave it to Uncle Sam 

to spoil the party.

When Oprah Winfrey gave away 276 cars last week 

to the audience of her show, images of people laugh-

ing, jumping, crying—some hysterically—filled the 

airwaves and the give-away became stuff of legend. 

Late night talk show hosts and newspaper colum-

nists are still talking about it. But now some of those 

eager prize-winners have a choice: Fork over $7,000 

or give up the car.

 According to a spokeswoman for Harpo Produc-

tions Inc., Oprah’s company, the recipients must pay 

a tax on the winnings, just like any prize. For a brand 

new Pontiac G-Six, the model given away on the 

show, the sticker price is $28,500. The $28,500 

would need to be claimed as income so, depending 

on the individual’s tax bracket, the tax could be as 

high as $7,000. And that was after Pontiac agreed 

to pay most of the local charges, including state 

sales tax and licensing fees. The Harpo Spokes-

women said winners had three choices. They could 

keep the car and pay the tax, sell the car and pay 

the tax with the profits, or forfeit the car.

Source: http://money.cnn.com/2004/09/ 22/news/ 

newsmakers/oprah_car_tax/

Taxes in the Real World Oprah Car Winners Hit with Hefty Tax

 Taxpayers must include the gross amount of their gambling winnings for the year 
in gross income. Taxpayers are allowed to deduct their gambling losses to the extent 
of  their gambling winnings, but the losses are usually deductible as miscellaneous 
itemized deductions.24 For professional gamblers, however, the losses are deductible 
(to the extent of gambling winnings) for AGI.

Social Security Benefits Over the last 30 years, the taxation of  Social Security 
benefits has changed considerably. Thirty years ago, Social Security benefits were 
completely excluded from income. Today, taxpayers may be required to include up to 
85 percent of the benefits in gross income depending on the amount of the taxpayer’s 
Social Security benefits and the taxpayer’s modified AGI.25 Modified AGI is regular 

chapter 1        An Introduction to Tax       1-11

of sales tax). Value-added taxes are imposed on the producers of goods and services 
based on the value added to the goods and services at each stage of production. They 
are quite common in Europe.

 Income Tax The most significant tax assessed by the U.S. government is the income 

tax, representing approximately 62 percent of  all tax revenues collected in the 
United States in 2007. Despite the magnitude and importance of the federal income 
tax, its history is relatively short. Congress enacted the first U.S. personal income tax 
in 1861 to help fund the Civil War. This relatively minor tax (maximum tax rate of 
5 percent) was allowed to expire in 1872. In 1892, Congress resurrected the income tax, 
but not without dissension among the states. In 1895, the income tax was challenged 
in Pollock v. Farmers’ Loan and Trust Company, 157 U.S. 429 (1895). The U.S. Su-
preme Court ruled that the income tax was unconstitutional because direct taxes 
were prohibited by the Constitution unless the taxes were apportioned across states 
based upon their populations. This ruling, however, did not deter Congress. In July 
1909, Congress sent a proposed constitutional amendment to the states to remove 
any doubt as to whether income taxes were allowed by the Constitution—and in 
February 1913, the 16th amendment was ratified.
 Congress then enacted the Revenue Act of 1913, which included a graduated in-
come tax structure with a maximum rate of  7 percent. The income tax has been an 
important source of tax revenues for the U.S. government ever since. Today, income 
taxes are levied on individuals (maximum rate of 35 percent), corporations  (maximum 
rate of 39 percent), estates (maximum rate of 35 percent), and trusts (maximum rate 
of  35 percent). As Exhibit 1-4 illustrates, the individual income tax represents the 
largest source of federal tax revenues followed by employment taxes and the corpo-
rate income tax. We discuss each of these taxes in greater detail later in the text.

Employment and Unemployment Taxes Employment and unemployment taxes 
are the second largest group of  taxes imposed by the U.S. government. Employ-

ment taxes consist of  the Old Age, Survivors, and Disability Insurance (OASDI) 
tax, commonly called the Social Security tax, and the Medical Health Insurance 
(MHI) tax known as the Medicare tax. The Social Security tax pays the monthly 
retirement, survivor, and disability benefits for qualifying individuals, whereas the 
Medicare tax pays for medical insurance for individuals who are elderly or dis-
abled. The tax base for the Social Security and Medicare taxes is wages or salary, 

EXHIBIT 1-4 U.S. Federal Tax Revenues

Excise

taxes

2.0%

Estate &

gift taxes

1.1%

Employment

taxes

35.0%

Corporate

income tax

15.4%

Individual

income tax

46.5%

THE KEY FACTS

Federal Taxes 

❚ Income taxes

 • The most significant tax 

assessed by the U.S. gov-

ernment is the income 

tax, representing approxi-

mately 62 percent of all 

tax revenues collected in 

the United States.

 • Levied on individuals, 

corporations, estates, 

and trusts.

❚ Employment and unem-

ployment taxes

 • Second largest group 

of taxes imposed by the 

U.S. government.

 • Employment taxes 

 consist of the Old Age, 

Survivors, and Disability 

Insurance (OASDI) tax, 

commonly called the So-

cial Security tax, and the 

Medical Health Insurance 

(MHI) tax known as the 

Medicare tax.

 • Unemployment taxes 

fund temporary unem-

ployment benefits for in-

dividuals terminated from 

their jobs without cause.

❚ Excise taxes

 • Third largest group of 

taxes imposed by the 

U.S. government.

 • Levied on the quantity 

of products sold.

❚ Estate and gift taxes

 • Levied on the fair mar-

ket values of wealth 

transfers upon death or 

by gift.
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Summary
A unique feature of McGraw-Hill’s Taxation 
is the end of chapter summary organized 
around learning objectives. Each objective 
has a brief, bullet-point summary that cov-
ers the major topics and concepts for that 
chapter, including references to critical ex-
hibits and examples.

PRACTICE MAKES PERFECT WITH A… …WIDE VARIETY OF ASSIGNMENT MATERIAL

Questions are provided for 
each of the major concepts 
in each chapter, providing 
students with an opportuni-
ty to review key parts of the 
chapter and answer evocative 
questions about what they 
have learned. Each question is 
linked to a learning objective.

All end of chapter material is tied to learning objectives:

The authors’ approach is 
very helpful for students 

like mine that often have 
very little actual business 
experience.  
– Anne Christensen,  

Montana State University

Comprehensive and Tax Return Problems 
address multiple concepts in a single problem. 
Comprehensive problems are ideal for cumu-
lative topics; for this reason, they are located 
at the end of all chapters. In the end of book 
Appendix C, we include Tax Return Problems 
that cover multiple chapters.

Planning Problems are another unique 
set of problems, also located at the end of 
the chapter’s assignment material. These 
require students to test their tax planning 
skills after covering the chapter’s topics. Each Planning Problem 
includes an icon to differentiate it from regular problems.

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

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

The end of chapter material follows the learning objectives very well and the text  
provides sufficient examples for the student to follow in completing assignments.  

– Priscilla O’Clock, Xavier University

[The] end of chapter material relates to the text of each chapter; the chapter coverage emphasizes only 
the most important concepts for each topic.  Chapter summary eliminates need for study guide.  

– David B. Bojarsky, 

California State University,  Long Beach

The questions and problems associated with the text are good and of varying levels. 
There are also more questions and problems to choose from.  

– Laurie Hagberg, Trident Technical College 
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46. (LO2) On January 1 of year 1 Brandon and Alisa Roy purchased a home for 
$1.5 million by paying $500,000 down and borrowing the remaining $1 million 
with a 7 percent loan secured by the home. On the same day, the Roys took out 
a second loan, secured by the home, in the amount of $300,000. 

a. Assuming the interest rate on the second loan is 8 percent, what is the maxi-
mum amount of the interest expense on these two loans deductible by the 
Sanchezes in year 1?

b. Assuming the interest rate on the second loan is 6 percent, what is the maxi-
mum amount of interest expense on these two loans that the Roys may 
 deduct in year 1?

47. (LO2) Jennifer has been living in her current principal residence for three 
years. Six months ago Jennifer decided that she would like to purchase a sec-
ond home near a beach so she can vacation there for part of  the year. De-
spite her best efforts, Jennifer has been unable to find what she is looking for. 
Consequently, Jennifer recently decided to change plans. She purchased a 
parcel of  land for $200,000 with the intention of  building her second home 
on the property. To acquire the land, she borrowed $200,000 secured by the 
land. Jennifer would like to know whether the interest she pays on the loan 
before construction on the house is completed is deductible as mortgage 
interest. 

a. How should Jennifer treat the interest if  she has begun construction on the 
home and plans to live in the home in 12 months?

b. How should Jennifer treat the interest if  she hasn’t begun construction on 
the home but plans to live in the home in 15 months?

c. How should Jennifer treat the interest if  she has begun construction on the 
home but doesn’t plan to live in the home for 37 months?

48. (LO2) Rajiv and Laurie Amin are recent college graduates looking to pur-
chase a new home. They are purchasing a $200,000 home by paying $20,000 
down and borrowing the other $180,000 with a 30-year loan secured by the 
home. The Amins have the option of  (1) paying no discount points on the loan 
and paying interest at 8 percent or (2) paying one discount point on the loan 
and paying interest of  7.5 percent. Both loans require the Amins to make 
 interest-only payments for the first five years. Unless otherwise stated, the 
Amins itemize deductions irrespective of  the amount of  interest expense. 
The Amins are in the 25 percent marginal ordinary income tax bracket.

a. Assuming the Amins do not itemize deductions, what is the break-even point 
for paying the point to get a lower interest rate?

b. Assuming the Amins do itemize deductions, what is the break-even point for 
paying the point to get a lower interest rate?

c. Assume the original facts, except that the amount of the loan is $300,000. 
What is the break-even point for the Amins for paying the point to get a 
lower interest rate?

d. Assume the original facts, except that the $180,000 loan is a refinance in-
stead of an original loan. What is the break-even point for paying the point 
to get a lower interest rate?

e. Assume the original facts, except that the amount of the loan is $300,000 
and the loan is a refinance and not an original loan. What is the break-even 
point for paying the point to get a lower interest rate?

49. (LO3) In year 1, Peter and Shaline Johnsen moved into a home in a new subdi-
vision. Theirs was one of the first homes in the subdivision. In year 1, they paid 
$1,500 in property taxes to the state government, $500 to the developer of the 
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45. (LO4) Is the foreign tax credit a personal credit or a business credit? Explain.

46. (LO4) When a U.S. taxpayer pays income taxes to a foreign government, what 
options does the taxpayer have when determining how to treat the expenditure 
on her U.S. individual income tax return?

47. (LO4) Describe the order in which different types of tax credits are applied to 
reduce a taxpayer’s tax liability.

48. (LO5) Describe the two methods that taxpayers use to prepay their taxes.

49. (LO5) What are the consequences of a taxpayer underpaying his or her tax lia-
bility throughout the year? Explain the safe-harbor provisions that may apply 
in this situation.

50. (LO5) Describe how the underpayment penalty is calculated.

51. (LO5) What determines if  a taxpayer is required to file a tax return? If  a tax-
payer is not required to file a tax return, does this mean that the taxpayer 
should not file a tax return?

52. (LO5) What is the due date for individual tax returns? What extensions are 
available?

53. (LO5) Describe the consequences for failing to file a tax return and for paying 
tax owed late.

PROBLEMS

54. (LO1) Whitney received $75,000 of taxable income in 2007. All of the income 
was salary from her employer. What is her income tax liability in each of the 
following alternative situations?

 a. She files under the single filing status.

 b.  She files a joint tax return with her spouse. Together their taxable income is 
$75,000.

 c. She is married but files a separate tax return. Her taxable income is $75,000.

 d. She files as a head of household.

55. (LO1) Lisa and Fred, a married couple, have taxable income of $300,000. If  
they were to file separate tax returns, Lisa would have reported taxable income 
of $125,000 and Fred would have reported taxable income of $175,000. What is 
the couple’s marriage penalty or benefit?

56. (LO1) Jasmine and Thomas, a married couple, have taxable income of 
$150,000. If  they were to file separate tax returns, Jasmine would have reported 
taxable income of $140,000 and Thomas would have reported taxable income 
of $10,000. What is the couple’s marriage penalty or benefit?

57. (LO1) Lacy is a single taxpayer. Her taxable income is $35,000. What is her tax 
liability in each of the following alternative situations?

 a. All of her income is salary from her employer.

 b. Her $35,000 of taxable income includes $2,000 of qualifying dividends.

 c. Her $35,000 of taxable income includes $5,000 of qualifying dividends.

58. (LO1) Henrich is a single taxpayer. His taxable income is $80,000. What is his 
tax liability in each of the following alternative scenarios?

 a. All of his income is salary from his employer.

 b.  His $80,000 of taxable income includes $2,000 of long-term capital gain that 
is taxed at preferential rates.

 c.  His $80,000 of taxable income includes $5,000 of long-term capital gain that 
is taxed at preferential rates.
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39. (LO3) Doug Jones timely submitted his 2009 tax return and elected married filing 
jointly status with his wife, Darlene. Doug and Darlene did not request an exten-
sion for their 2009 tax return. Doug and Darlene owed and paid the IRS $124,000 
for their 2009 tax year. Two years later, Doug amended his return and claimed 
married filing separate status. By changing his filing status, Doug sought a refund 
for an overpayment for the tax year 2009 (he paid more tax in the original joint 
 return than he owed on a separate return). Is Doug allowed to change his filing 
status for the 2009 tax year and receive a tax refund with his amended return?

COMPREHENSIVE PROBLEMS

40. Marc and Michelle are married and earned salaries this year (2009) of 
$64,000 and $12,000, respectively. In addition to their salaries, they received 
interest of  $350 from municipal bonds and $500 from corporate bonds. Marc 
and Michelle also paid $2,500 of  qualifying moving expenses, and Marc paid 
alimony to a prior spouse in the amount of  $1,500. Marc and Michelle have 
a 10-year-old son, Matthew, who lived with them throughout the entire year. 
Thus, Marc and Michelle are allowed to claim  
a $1,000 child tax credit for Matthew. Marc and Michelle paid $6,000 of 
 expenditures that qualify as itemized deductions and they had a total of 
$5,500 in federal income taxes withheld from their paychecks during the 
course of  the year.

 a. What is Marc and Michelle’s gross income?

 b. What is Marc and Michelle’s adjusted gross income?

 c.  What is the total amount of  Marc and Michelle’s deductions from  
AGI?

 d. What is Marc and Michelle’s taxable income?

 e.  What is Marc and Michelle’s taxes payable or refund due for the year? (Use 
the tax rate schedules.)

41. Demarco and Janine Jackson have been married for  
20 years and have four children who qualify as their dependents. Their income 
from all sources this year (2009) totaled $200,000 and included a gain from 
the sale of  their home, which they purchased a few years ago for $200,000 and 
sold this year for $250,000. The gain on the sale qualified for the exclusion 
from the sale of  a principal residence. The Jacksons incurred $16,500 of  item-
ized deductions.

 a. What is the Jackson’s taxable income?

 b.  What would their taxable income be if  their itemized deductions totaled 
$6,000 instead of $16,500?

 c.  Assume the same facts as in part b. except that the Jacksons report $6,000 of 
for AGI deductions and $0 itemized deductions. What is the Jackson’s tax-
able income?

 d.  Assume the original facts except that they also incurred a loss of $5,000 on 
the sale of some of their investment assets. What effect does the $5,000 loss 
have on their taxable income?

 e.  Assume the original facts except that the Jacksons owned investments that 
appreciated by $10,000 during the year. The Jacksons believe the invest-
ments will continue to appreciate, so they did not sell the investments during 
this year. What is the Jackson’s taxable income?

14
 chapter

Tax Consequences of 
Home Ownership

Learning Objectives

Upon completing this chapter, you should be able to:

LO 1  Compute the taxable gain on the sale of a residence and explain 

the requirements for excluding gain on the sale.

LO 2  Determine the amount of allowable interest expense deductions 

on loans secured by a residence.

LO 3  Discuss the deductibility of real property taxes and describe the 

first-time home buyer credit.

LO 4  Explain the tax issues and consequences associated with rental 

use of the home, including determining the deductibility of 

residential rental real estate losses.

LO 5  Describe the requirements necessary to qualify for home office 

deductions and compute the deduction limitations on home 

office deductions.
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Part I: Intro 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

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. FAS 109: Accounting for Income Taxes
7. Corporate Taxation: Nonliquidating Distributions
8. Corporate Taxation: Formation, Reorganization, and  
Liquidation

Part III: Taxation of Flow-Through Entities
9. Forming and Operating Partnerships 
10. Dispositions of Partnership Interest and Partnership  
Distributions
11. S Corporations

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

McGraw-Hill’s Taxation of Individuals is organized to maximize 
topical efficiency and to emphasize topics that are most impor-
tant 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 dis-
cusses the fundamental elements of individual income tax, start-
ing with the tax formula in chapter 4 and then proceeding to more 
depth on individual topics in chapters 5-7. Part III then discusses 
tax issues associated with business and investment activities.  On 
the business side, it addresses  business income and deductions, 
accounting methods, and tax consequences associated with pur-
chasing assets, property dispositions (sales, trades, or other dis-
positions).  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 textbooks; this section combines related tax issues 
for compensation, retirement savings, and home ownership. The 
storylines in all of these chapters show how realistic individuals 
and business owners benefit from a clear understanding of the tax 
code.

McGraw-Hill’s Taxation of Business Entities begins with 
the process for determining gross income and deductions 
for businesses, and the tax consequences associated with 
purchasing assets, property dispositions (sales, trades, or 
other dispositions). Part II provides a comprehensive over-
view of entities, and the formation, reorganization and liq-
uidation of corporations. Unique to this series is a complete 
chapter on FAS 109, which provides a primer on the basics 
of calculating the income tax provision. Included in the 
narrative is a discussion of temporary and permanent dif-
ferences and their impact on a company’s book “effective 
tax rate.” Part III provides a detailed discussion of partner-
ships and S corporations. The last part of the book covers 
state and local taxation, multinational taxation and transfer 
taxes and wealth planning. 

A Logical Organization

McGraw-Hill’s Taxation of  
Individuals and Business Entities 

covers all chapters included in  
the two split volumes in one  

convenient volume.  
See the next page!

Makes Learning Efficient



I can’t tell you how excited I am to see this material in your book.  This is a huge issue for high 
wealth clients with family businesses and one that I deal with all the time in my private practice.  
– Dan Holder, University of Illinois
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I like the storyline in Spilker and all the examples analyzing the different tax                
consequences of choosing to operate as a corporation or flow through entity.  
– Anne Christensen, Montana State University

Spilker uses a real-world book-to-tax approach that 
would be followed in an audit-tax return engagement.    
– A. David Austill, Union University

Spilker gives a much more detailed discussion on accounting for deferred tax assets and liabilities 
than our current text. It would truly integrate well with our intermediate accounting topics on it.  
– Laurie Hagberg, Trident Technical College

The exhibits in this chapter that bridge the gap between 
the academic world and the real world are very good.  
– Philip Fink, University of Toledo

Spilker was probably the best explained book yet on                    
corporate formation issues. – James E. Racic,  

Lakeland Community College

I really liked the breakdown of tax conse-
quences under several scenarios with varying 
property distributed. – Karen Trott, Wake 

Technical Community College

Spilker has an engaging discussion of S Corporations using a “real life” scenario to illustrate 
the important tax rules. – Sy Pearlman, California State University, Long Beach

This is a very technical area but the chapter is  
comprehensive, clear and well written.  
– Darryl Brown, Illinois State University

The Spilker book does a better job of explaining 
these topics. It gives better examples and more 
clearly explains the details.  
– Karen Wisniewski,  

County College of Morris

I like the fact that many of these topics are removed from the earlier chapter and placed into      
a separate chapter.  This allows you to get through the earlier material quicker.  
- Jim Smith, University of San Diego

Spilker’s use of charts/tables/examples allows the presentation of 
detailed information regarding property dispositions to be both read     
and understood.  
– Adolph Neidermeyer, West Virginia University

Spilker does an excellent job of breaking com-
plex material into manageable, comprehensible 
pieces. – Melanie James Earles,  

Tennessee Technological University

The explanations in Spilker are appro-
priate for beginning tax students.   
– William C. Hood, Central 

Michigan University

All types of income are brought together in one problem 
instead of a lot of small problems that address one type of 
income at a time. – Hughlene Burton, University of 

North Carolina – Charlotte

Very straightforward description of the individual income tax formula.  Provides a great  
foundation for the rest of the chapters.  I really like the bare bones description in this chapter.  
– Jim Smith, University of San Diego

Spilker puts the concepts in basic, easy to understand terms. I also 
like the ethics paragraph just above the chapter conclusion.  
– Teresa Lang, Columbus State University

I loved this chapter.  I like the organization and especially the storyline that 
explained the different topics especially the way you included ethics in this topic. – 

Jennifer J. Wright, Drexel University

GREAT idea to have a whole separate chapter on home ownership—THAT is an innovation 
that WEST does not have. – Lyn Wheeler, Washington & Lee University

The chapter begins with a very good explanation of State and Local 
taxes, why they are used, and how they are distinguished from other fed-
eral taxes.  – Bruce McClain, Cleveland State University

The material in this book is very to read and understand.  The chapter does a very good job of  introducing  
a tax system to a student. – Hughlene Burton, University of North Carolina – Charlotte

This chapter is the best chapter in the Spilker text.  My current book spreads these topics 
throughout various chapters. – William C. Hood, Central Michigan University



The authors write all of the supplements for McGraw-Hill’s Taxation, including the Testbank,       
Solutions Manual, PowerPoints® and Instructor’s Manual. Each supplement has been reviewed by 
the author team to ensure consistency with the text material and accuracy. With the author’s personal 
involvement in each supplement, you can be assured that McGraw-Hill’s Taxation’s supplements are 
the same high quality as the book.

Instructor’s Resource Manual
This manual provides for each chapter: (a) a chapter overview; (b) a comprehensive lecture outline; 
(c) a variety of suggested class activities (real world, ethics, professional development activities 
including research, analysis, communication and judgment, and others); and (d) an assignment chart 
indicating topic, learning objective, and difficulty for every question and problem.  

Solutions Manual
The Solutions Manual includes detailed solutions for every question, problem, and comprehensive 
problem in the text.

Testbank
Written by the authors, this comprehensive Testbank contains over 2,500 problems and true/false, 
multiple-choice, and problems.

PowerPoints®
The PowerPoint® slides are available on the Online Learning Center (OLC). Separate sets of       
PowerPoints® are available for instructors and students.

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

Today’s students are every bit as comfortable using a web browser as they are reading a printed book. 
That’s why we offer an Online Learning Center (OLC) that follows McGraw-Hill’s Taxation chapter-by-
chapter. It requires no building or maintenance on your part, and is ready to go the moment you and your 
students type in the URL. As your students study, they can access the OLC Website for such benefits as:

•	 Self-grading quizzes 
•	 Kaplan Schweser CPA Simulations
•	 Tax forms
•	 Student PowerPoint® Presentations
•	 Text updates

A secured Instructor Resource Center stores your essential course materials to save you prep time before 
class. The Instructor Center includes:

•	 Instructor’s Resource Manual
•	 Solutions Manual
•	 Instructor PowerPoint® Presentations
•	 EZ Test
•	 Sample syllabi 

KAPLAN SIMULATIONS

 
Apply the knowledge you’ve gained through McGraw-Hill’s Taxation with CPA simulations from  
Kaplan Schweser and McGraw-Hill Higher Education! Each CPA simulation demonstrates taxation  
concepts in a Web-based interface, identical to that used in the actual CPA Exam. 

Kaplan Schweser’s Online Review Courses for the CPA Exam provide the interactive benefits of a live 
classroom from the comfort and convenience of your home or office.  Each course includes a variety of 
interconnected study materials to further reinforce the lessons taught.  Kaplan Schweser is CPA Exam 
Review for today’s candidate. 

CPA simulations are found in the homework material after the very last case in selected chapters in your 
book. 

AUTHOR-WRITTEN SUPPLEMENTS  
ENSURE QUALITY AND CONSISTENCY

ONLINE LEARNING OPPORTUNITIES THAT  
ACCOMMODATE A VARIETY OF LEARNING STYLES
www.mhhe.com/spilker2010

An all-inclusive textbook that clearly explains the tax code, 
and uses extensive realistic examples that brings the 

code to life. – Sarah C. Nash, 

DeKalb Technical College
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