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Description


Chapter 3 – C Corporations, Depreciations, and MACRS FORMATION Corporation tax consequences: • No gain/loss recognized when issuing stock in exchange for property when:  Formation – issuance of common stock  Reacquisition – repurchase of treasury stock  Resale – sale of treasury stock • Basis of property received by corporation is the basis of property received is the GREATER of:  Adjusted net book value of shareholder + any gain recognized by shareholder  Debt assumed by corporation  EXCEPTION: if the NBV is less than the FMV of the asset, the corporation used the FMV as the basis to avoid built in losses Shareholder tax consequences: • No gain/loss recognized when contributing property (not services) for common stock if both conditions are met:  If shareholder has 80% control  Boot not received: no cash, no cancellation of debt (debt = liabilities exceed NBV on transfer) NBV Assets – Liabilities = Excess Liability = Boot • Basis of common stock to shareholder  Basis of common stock received from corporation will be: o Cash amount contributed o Property – adjusted basis at NBV • Adjusted basis of property is reduced by any cancellation of debt Event Income Taxable = FMV = Non-taxable = NONE =



Basis FMV NBV



Detailed alternate computation of basis to shareholder



Plus: Plus: Minus: Minus: Minus: =



Adjusted basis of transferred property FMV of services rendered Gain recognized by shareholder Cash received Liabilities assumed by the corporation FMV of non-money boot received Basis of common stock



•







Add: taxable boot – debt exceeds asset’s adjusted basis – to bring stock basis to zero o Corporation = subtract 100% of all liabilities assumed o Partnership = subtract percentage of liability (depending on the partnership percentage of the partner bringing in the liability) o Services at FMV = Taxable See examples on page R3-4, R3-5



OPERATIONS Book Income vs. Taxable Income (Schedule M-1)  See chart on page R3-6 I – Income from continuing operations before taxes D – Discontinued operations, net of tax E – Extraordinary gain , net of tax A – Accounting adjustment and changes, net of tax (to retained earnings) • M-1 Reconciles the permanent and temporary differences between Net Income and Taxable Income
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Gross Income: • Cash received in advance of accrual GAAP income is taxes  Temporary differences  Interest income received in advance  Rental income received in advances (incl. Non-refundable deposits)  Royalty income received in advance • Some GAAP income items are not includible as taxable income  Permanent differences  Interest income from municipal or state obligations/bonds  Proceeds from life insurance on officers’ lives (“key person” policy) where the corporation is beneficiary Trade or Business Deductions (ordinary and necessary expenses): • Domestic production deduction  special deduction for keeping jobs in America and not outsourcing  Percentage deduction: 2005-2006: 3% 2007-2009: 6% 2009+ : 9%  The deduction is a percentage LESSER of: o Qualified Production Activities Income (QPAI) o Taxable Income  Calculating QPAI: Domestic Production Gross Receipts . Qualified Production Activities Income .  Domestic production gross receipts = manufactures, produced, grown, extracted, constructed, engineering services, architectural services WITHIN the US •



• •



•



• •



Executive Compensation  Corporation may not deduct compensation expenses in excess of $1,000,000 paid to CEO or the four other most highly compensated officers, unless based upon qualifying commissions or performance based plan  Entertainment expenses for officers or 10%-or-greater owners may be deducted to the extent they are included in the individual’s gross income Bonuses paid by an accrual taxpayer are deductible in the current tax year, provided that they are paid within 2 ½ months after year end (so if 12/31 year end, then pay by 3/15) Bad debts – specific charge-off method  Accrual method = must use direct write-off method (the allowance method is still required for financial accounting purposes, but not allowed for calculating tax deduction)  Cash basis = not allowed a tax deduction, because income was not recognized Business interest expense  General business interest expense = tax deductible  Interest expense on loans for investment = limited to net taxable investment income (same as individual’s investment interest). Interest on loans to purchase tax-free bonds is not deductible  Prepaid interest expense = must allocate to proper period (incurred & paid) Charitable contributions = maximum deduction of 10% of adjusted taxable income Business losses or casualty losses related to business  Loss may be ordinary loss or capital loss, depending on the type of asset  Two main differences from individual casualty: o No $100 IRS reduction o No 10% of AGI reduction  Partially destroyed: loss limited to decline in value or adjustment basis before the casualty
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 •



•



•



Fully destroyed: adjusted basis = NBV



Organizational expenditures and start-up costs:  Deduct up to $5,000 of organizational expenditures and $5,000 of start-up costs  Excess cost is amortized over 180 months  GAAP rule: expense all  Exam trick: carefully look at the month the business started. They’ll have the business start in July, so you only get 6 months on the excess amortization  Included: legal services in drafting the corporate charter, bylaws, minutes of organization meetings, accounting services, state of incorporation  Excluded: do NOT included: cost of issuing stock, commissions, underwriter’s fees, and transfer of assets to a corporation = cost of raising $$$ are NOT included Amortization, Depreciation, and Depletion  Purchased goodwill  o Tax Rule: amortized on a straight-line basis over 15 years o GAAP Rule: not amortized, test for impairment Life Insurance Premiums  Corporation names beneficiary (key-person) = not tax deductible  Insured employee names beneficiary (fringe benefit) = tax deductible



•



Business Gifts = $25 per person is deductible



•



Business meals and entertainment = 50% deductible



•



Penalties and illegal activities = not deductible



•



• •



•



•



Taxes  State, local, federal payroll taxes are deductible when incurred on property or income relating to business  Federal taxes are not deductible  Foreign income taxes may be used as a credit Lobbying and political expenditures = not tax deductible Capital gains and losses  Capital losses deduction not allowed. $3,000 deduction for capital losses available to individuals is not allowed to corporations  Corporation can only use capital losses to offset capital gains  Carried back 3 years and forward 5 years  Capital gains are taxed like ordinary income (unlike 15% tax rate for individuals) Net operating losses  NOL is same as individuals  Carry back 2 years and forward 20 years  No charitable contribution deduction is allowed in calculating the NOL  Dividends received deduction is allowed to be deducted before calculating the NOL General business credit  Net income tax less the greater of: o 25% of regular tax liability above $25,000 o Tentative minimum tax for the year o Regular tax + AMT – non-refundable tax credits  Unused credits: carry back 1 year and forward 20 years
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•



MUST see chart on page R3-21...Outlines the temporary and permanent differences!



•



Deferred taxes are only established for temporary differences



DIVIDENDS RECEIVED DEDUCTION  You get to exclude a % of dividends based on ownership % % Owned 0 – 19% 20 – 79% 80 – 100%



Dividends Received Deduction (DRD) 70% 80% 100% Gross Income A B Taxable Income or Loss



•



•



• • •



Dividends Received Deduction:  Requirements: st o 1 corporation is taxed o Owned 45 days before or after  Dividend Income: o 100% (owned 80 – 100%) = consolidated o 80% (owned 20 – 79%) = large investment o 70% (owned 0 – 19%) = small investment = “UNRELATED” Taxable income limitation:  DRD is LESSER of: o DRD % * dividends received OR o DRD % * taxable income before DRD EXCEPTION: above does not apply if, after taking into account the full dividends received deduction, the result is a NOL. DRD does not apply to: personal service corporation, personal holding companies, personally taxed S corporation  “Don’t take it personally!” 100% DRD for:  Affiliated corporations – 100%  Small Business Investment Corporations (SBIC)



DEPRECIATION ∇ 3 year 200% class – racehorses between 2-12 years old and special tools ∇ 5 year 200% class – automobiles, light trucks, computers, typewriters, copiers, duplicating equipment ∇ 7 year 200% class – office furniture and fixtures, equipment and property, railroad track • 10 year 200% class – life span of between 16 years and 20 years • 15 year 150% class – sewage treatment plants, telephone distribution plants, and comparable equipment used for two-way exchange of voice and data communications • 20 year 150% class – other than real property with a life 27.5 years or more, including sewer pipes •



MACRS depreciation rules for machinery and equipment  Salvage value ignored (it is zero for tax purposes)
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•



•



•



Half-year convention – applies to personal property in service or disposed of during a taxable year is treated as having been placed in service or disposed of at the midpoint of the year  Mid-quarter convention – if more than 40% of depreciable property is placed in service in the last quarter of the year, the mid-quarter convention must be used MACRS for real estate buildings  Salvage value ignored  Subtract cost of land  Residential Rental Property (apartments, rental homes) = 27.5 years straight line  Non-Residential Real Property (office building, warehouses) = 39 years straight line  Mid-Month Convention – straight-line depreciation is computed based upon the number of months the property was in service. One half month is taken in the month the property is placed in service. One half month is taken for the month in which the property is disposed of. Expense deduction in lieu of depreciation (Section 179)  Not applicable to buildings  Each year, a taxpayer may deduct a fixed amount of depreciable (machinery and equipment) property.  The limit for 2008-2010 is $250,000 of new or used property that is acquired during the year  Maximum amount is reduced dollar for dollar by the amount of property placed in service during the taxable year that exceeds $800,000  The deduction is not permitted when a net loss exists or it would create a net loss  SUVs: limits the cost of a sport utility vehicle (SUV) that may be expensed under Section 179 to $25,000 Straight-line in lieu of accelerated depreciation election  Taxpayer may choose to depreciate property on a straight-line basis  May choose the regular recovery period or a longer alternative depreciation system (ADS) recovery period Must remember 



Machinery and Equipment: - Half-year Convention - Mid-quarter Convention



Real Estate: - Mid-month Convention



DEPLETION • Allowed on exhaustible natural resources (i.e. timber, minerals, oil, and gas) • Two methods are: Cost Depletion (GAAP) and Percentage Depletion (non-GAAP) • Cost depletion (GAAP)   Remaining basis / remaining number of recoverable units = unit depletion rate  Unit depletion rate * number of units sold for the year = cost depletion • Percentage depletion (non-GAAP)   Deduction is limited to 50% of taxable income  Allowable percentages range from 5% to 22% depending upon the mineral or substance being extracted  Percentage depletion may be taken even after costs have been completely recovered and there is no basis AMORTIZATION • Intangibles: goodwill, licenses, franchises, and trademarks may be amortized using straight-line basis over a period of 15 years, starting with the month of acquisition • Business start-up expenses or organization costs: each is permitted to first take off $5,000 to be expensed, and the remainder is amortized over 180 months (GAAP rule = expense all at once) SECTION 1231 • Depreciable personal and real property used in taxpayers trade or business and held for over 12 months • Allows capital gain treatment on net gains from sales, exchanges, or involuntary conversions of certain “noncapital” assets • All losses of Section 1231 net assets are Section 1231 losses, and they are treated as ordinary • Advantages of ordinary loss over capital loss are:  Capital loss cannot be deducted in excess of capital gains  Section 1231 net loss is deducted immediately in full without consideration of capital gains
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SECTION 1245 • Machinery and equipment gains only • Personal business property assets used in trade or business for over 12 months (i.e. autos) • Upon sale of Section 1245 asset, all recaptured accumulated depreciation is recaptured as ordinary income • Any remaining gain is capital gain under Section 1231 SECTION 1250 • Building gains only • Real business property used in trade or business for over 1 year (i.e. warehouses) • Recaptures depreciation in excess of straight line Gain  Gain = ordinary income to the extent of all accumulated depreciation  Treat it as Section 1231 capital gain Loss  Loss = treat it as a Section 1231 ordinary loss Personal property recapture: - Loss = Treat as ordinary loss (no limitation) - Ordinary Income = Gain to extent of accumulated depreciation - Section 1231 (capital) gain = Gain for sale price in excess of original cost



Taxation of a C Corporation Filing requirements: Tax return is due by the 15 day of the 3 month  March 15 (when year-end is 12/31/xx) th



rd



Accrual basis method of account for tax purposes is required for the following: • Accounting for purchases and sales of inventory • Tax shelters • Certain farming corporations (other farming or tree-raising business may use the cash basis) • C corporations, trusts with unrelated trade or business income, and partnerships having a C corporation as a partner provided the business has greater than $5 million of average annual gross receipts for the three-year period ending with the tax year Estimated payments of corporate tax: th th th th th • Pay estimated taxes on the 15 day of 4 , 6 , 9 , and 12 months of tax year • Unequal quarterly payments may be made using annualized income method • Underpayment penalty will be assessed if these payments are not made and the amount owed on the return is $500 or more Corporations other than large corporation: • Corporations not classified as large corporations are required to pay the LESSER of:  100% of the tax shown on the return for the current year OR  100% of the tax shown on the return for the preceding year nd o The 2 option cannot be used if no tax owed last year, or if last tax year was less than 12 months Large corporations: • Whose taxable income was $1 million or more in any of its three preceding tax years  Must pay 100% of the tax as shown on the current year return nd  No 2 option Consolidated tax returns: • An affiliated group of corporations may elect to be taxed as a single unit, thereby eliminating intercompany gains and losses • To qualify to file a consolidated return, all the corporations in the group:  Must have been members of an affiliated group during the year  Each member of the group must file a consent • Affiliated group defined  an affiliated group means that a common parent owns:
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•



 80% or more of the voting power of all outstanding stock  80% or more of the value of all outstanding stock of each corporation Brother – Sister corporation:  Corporation where an individual (not a corporation) owns 80% or more of the stock of two or more corporations, may NOT file consolidated returns



Advantages of filing consolidated return: • Capital losses of one corporation offset capital gains of another corporation • Operating losses of one corporation offset the operating profits of another corporation • Dividends received are 100% eliminated in consolidation since they are intercompany dividends • A corporation’s NOL carryover may be applied against the income of the consolidated group Disadvantages of filing consolidated return: • Mandatory compliance with complex regulations • Initial consolidated tax return year, double counting of inventory can occur if group members had intercompany transactions • Tax credits may be limited by operating losses of other members • Election to file consolidated returns is binding for future years and may only be terminated by disbanding the group or seeking permission of the IRS



CORPORATE ALTERNATIVE MINIMUM TAX ***Distinguishing “adjustments”, “preferences”, and “ACE” ***The exemption formula ***Credits – available to reduce the minimum tax ***The minimum tax credit carry-forward – to reduce future regular tax



Regular Taxable Income L – Long term contracts I – Installment sale dealer E – Excess depreciation



Add or minus ADJUSTMENT items to income



P – Percentage depletion P – Private activity tax exempt interest income P – Pre ’87 ACRS excess depreciation



Addback PREFERENCES items to increase income



M – Municipal interest income tax exempt interest income I – Increase CSV life insurance N – Non S/L depreciation D – Dividends received deduction (under 20% ownership)



Adjusted Current Earnings Increase/decrease (neg. adj limited to past positive)







Minimum taxable Income 
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A.M.T. x 20%



Gross Alternative Minimum Tax 



Tentative Minimum Tax 



Alternative Minimum Tax



Regular Taxable Income: regular taxable income (or loss) before NOL Adjustment: add or subtract items to income – LIE L – Long term contracts – difference between completed contract and percentage of completion I – Installment sale dealer – difference between full accrual and installment sales E – Excess depreciation of tangible property placed after 1986: S/L for real property using 40-year life OR 150% declining balance for personal property using the applicable class life



Preferences: add items to increase income – PPP P – Percentage depletion – excess percentage depletion over the adjusted basis of the property P – Private activity – tax exempt interest income P – Pre ’87 ACRS excess depreciation – excess accelerated depreciation over straight-line on pre-1987 property Adjusted Current Earnings (ACE): increase or decrease – equals 75% of difference (positive or negative) between ACE and AMTI before this adjustment and the alternative tax NOL deduction M – Municipal interest income tax exempt interest income I – Increase CSV life insurance N – Non S/L depreciation D – Dividends received deduction (under 20% ownership) : Exemption amount is $40,000 less 25% of AMTI in excess of $150,000 Exemption amount is completely eliminated at AMTI in excess of $310,000 Tax Rate: flat 20% Credits: Foreign tax credit Minimum Tax Credit (MTC): Credit against future regular tax Carry forward indefinitely (no carry back)
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ACCUMULATED EARNINGS TAX • Imposed on regular C corporations whose accumulated (retained) earnings are in excess of $250,000 if improperly retained instead of being distributed as dividends to (high tax bracket) shareholders • Regular corporations are entitled to $250,000 of lifetime accumulated earnings  Personal service corporations are entitled to only $150,000 • Not imposed on personal holding companies, tax-exempt corporations, or passive foreign investment corporations • Additional tax rate is a flat 15% • A dividend paid by the due date of the tax return or hypothetical “consent” dividends may reduce or eliminate the tax • Can deduct the following “excuses” to arrive at the net accumulation:  All charity  All capital losses  Taxes  Dividends paid PERSONAL HOLDING COMPANY (PHC) TAX • Corporations more than 50% owned by 5 or fewer individuals (directly or indirectly) and having 60% AGI of:  N – Net rent (if less than 50% of ordinary gross income)  I – Interest that is taxable (non-taxable is excluded)  R – Royalties (but not mineral, oil, gas, or copyright royalties  D – Dividends from an unrelated domestic corporation • Taxed an additional 15% on net income not distributed PERSONAL SERVICE CORPORATIONS:  PSC is: accounting, law, consulting, engineering, architecture, health, and actuarial science  Denied the graduated corporate tax rates  Taxed at a flat rate of 35% CORPORATE DISTRIBUTIONS Dividends defined  a distribution of property by a corporation out of its earnings and profits: 1. Current E&P (by year end) = taxable dividend 2. Accumulated E&P (distributed date) = taxable dividend 3. Return of Capital (No E&P) = tax free and reduces basis of common stock 4. Capital Gain Distribution (No E&P/No Basis) = taxable income as a capital gain ***current and accumulated E&P are not netted*** Distributions are to come from current E&P first and then form accumulated E&P. When dividends are in excess of E&P, the following allocation applies:  Current earnings and profits are allocated on a pro rata basis to each distribution  Accumulated earnings and profits are applied in chronological order, beginning with the earliest distribution Some transactions are treated as dividends when payments are not in proportion to stock ownership:  Excessive salaries paid to shareholder employees  Excessive rents and royalties  Loans to shareholders with no intent to repay  Sale of assets below fair market value Stock Dividends  Generally not taxable  If taxable, then value of stock dividend is FMV
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Shareholder Taxable Amount:  Individual shareholder: o Cash dividends – amounts received o Property dividends – FMV of property received  Corporate Shareholders (remember dividends received deduction) o Cash dividends – amounts received o Property dividends – FMV of property received



Corporation Paying Dividend – Taxable Amount:  Payment of dividend is not a taxable event. Dividend is a reduction of E&P (retained earnings)  If a corporation distributed appreciated property, the tax results are as follows: o The corporation recognized gain as if the property had been sold (FMV – basis). Gain increased E&P. FMV Property Corp. Gain  E&P o



Chain of events illustrating the scenario: a. Corporation has no E&P (dividend would not be taxable income) b. Corporation distributes appreciated property as a dividend c. Corporation has a recognized gain (on property dividend) d. Corporate gain increase/creates corporate E&P e. Dividend to shareholder is now taxable income (to extent of E&P)



o



When depreciable property is distributed, corporation cannot recognize a loss



Stock Redemption: Corporation buys back stock from its stockholders  Proportional – taxable dividend income (to shareholder-ordinary income)  Disproportional – sale by shareholder subject to taxable capital gain/loss to shareholder CORPORATE LIQUIDATION  Corporation is liquidated = double taxation = corporation and shareholder recognized gain or loss  Two general forms of liquidation: o Corporation sells assets and distributes cash to shareholders:  Corporation recognized gain or loss (as normal) on the sale of the assets  Sale Price – Basis = Taxable gain or loss  Shareholders recognize gain or loss to extent cash exceeds stock basis  Proceeds – Stock basis = Taxable gain or loss o Corporation distributes assets to shareholders  Corporation recognized gain or loss as if it sold the assets for the FMV  FMV – Basis = Taxable gain or loss  Shareholders recognize gain or loss to extent FMV of assets received exceeds the stock basis  FMV – Stock basis = Taxable gain or loss  Tax-free Reorganizations  o Mergers, consolidations, acquisition by another corporation, recapitalizations o Non-taxable event  Corporation – non-taxable: all tax attributes remain  Shareholder – non-taxable: retains original basis, recognized gain if received cash in reorganization  A reorganization is treated as a non-taxable transaction because it results in the continuation of a business in a modified form  Control requirement is at least 80% of total voting power of all classes of stock and at least 80% of all other classes of stock
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Taxable events and basis applies to reorganizations: Taxpayer Corporation Shareholder



Event Non-taxable Non-taxable



Income None None



Basis NBV NBV



Tax Attributes No Change No Change



Liquidation and Reorganization Rules: Business Activity Liquidation Completely ceases Reorganization Continues



Corporation Consequence Taxable Non-taxable



Shareholder Consequence Taxable Non-taxable



Worthless Stock – Section 1244 Stock (small business stock)  Original stockholder can be treated as having an ordinary loss – fully tax deductible, instead of capital loss  Up to $50,000 (or MFJ: $100,000)  Any excess loss would be a capital loss which would be offset by capital gains and then a maximum of $3,000 a year  Qualifications: o Cash or property paid to the corporation in exchange for its first $1,000,000 of capital stock o Stock must have been issued to an individual stockholder (or partnership) for money or property but not stock or securities or services rendered Small business stock: 50% Exclusion of gain  Non-corporate shareholder, who holds qualified small business stock for more than 5 years, may exclude 50% of the gain on the sale or exchange of the stock  Maximum exclusion and limited to 50% of the greater of: o 10 times the stock basis OR o $10 million dollars  Qualified corporation and must have the following: o Stock issued after 1993 o Acquired at original issuance o C corporation only o Have less than $50 million of capital as of date of stock issuance o 80% or more of the value of the assets must be used in the active conduct of business  Includible portion of gain is taxed at 28% rate Small Business Corporations (S Corporations) Eligible shareholders  “U.S.” people are 100% common → Must be an individual, estate, or a trust (corporations or partnerships not allowed) → Individual may not be a non-resident alien → Grantor and voting trusts are permissible shareholders → Limit of 100 shareholders → Only one class of stock allowed. Differences in common stock voting rights are allowed. No preferred stock. Electing S Corporation status: → Elect by March 15 for the whole year → All shareholders (voting and nonvoting) must consent to a valid election



S Corporation must elect calendar year, unless there is a valid business purpose.
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Generally, there is no tax at the corporation level. Earnings are passed through to shareholders. Exception: Taxed at corporate level if: 1. LIFO Recapture Tax a. C corporations that elect S status must include taxable income for the last C corporation year the excess of inventory computed under FIFO over LIFE. Paid in 4 equal instalments: 1 by C corp., 3 by S corp. 2. Built-in Gains Tax a. Distribution or sale of an S corporation’s assets may result in a tax on any “built-in gain” at the corporate level. Unrealized “built-in gain” results when the following two conditions occur: i. A C corporation elects S corporation status, AND ii. AND, the FMV of the corporate assets exceeds the basis of the assets on the elction date b. Exception to the Exception: S corporation is exempt form a tax on “built-in gains” under any of following: i. S corporation was never a C corporation ii. Sale or transfer does not occur within 10 years of the first day of the first year of the S election iii. S corporation can demonstrate the appreciation occurred after the S election iv. S corporation can demonstrate that the distrubtied asset was acquired after the S election v. Net unrealized built-in gain has been completely recognized in prior tax years c. Tax is calculated by multiplying 35% by the LESSER of the following: i. Recognized built-in gain for the current year, OR ii. Taxable income of the S corpoiration if it were a C corporation 3. Tax on passive investment income a. Subject to income tax at 35% rate on the LESSER of net income or excess passive investment income if the following two tests are met: i. S corporation has accumulated C corporation earnings and profits, and ii. Passive investment income exceeds 25% of gross receipts Effect of S corporation election on shareholders Pass-through of income/losses to shareholder K-1 • Like partnerships, S corporations report both separately and non-separately stated items of income/loss. Separately stated income items = dividends, interest, capital gains and losses, Section 1231 gains/losses Separately stated deductions = charitable contributions, Section 179 expenses • Allocations to shareholders are made on a per share, per day basis • Losses are limted to shareeholder’s adjusted basis in S corporation stock plus direct shareholder loans to the corporation. Shareholder guarantees do not increase basis. Any losses disallowed may be carried forward indefinitely and will be deductible as the shareholder’s basis is increased. (Partnership rules are different = liabilities increase basis.) • Fringe benefits are deductible for employeers and shareholders owning 2% or less of S corporation • Fringe benefits are not deductible for shareholders owning over 2%, unless included benefits in employee’s W-2 Similar to partnership, shareholders in an S corporation must include on their personal income tax return their distributive share of each separate “pass-thru” item. Shareholders are taxed on these items, regardless of whether or not the items have been distributed (withdrawn) to them during the yaer.  taxed like a bank account Each shareholder gets a K-1 Computing shareholder basis in S corporation stock: B– A– S– E–



Initial basis + Income items (sepearately and non-separately stated items) + Additional shareholder Investments in corporation stock - Distribution to shareholders - Loss or expense items . = Ending Basis
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An S corporation shareholder is permitted to deduct (on their personal income tax return) their pro rata share of the S corporation loss subject to the following limitation: Loss limitation = Basis + Direct shareholder loans - Distributions Taxability of distributions to shareholders: S Corporation with No C Corporation E&P Distribution



Tax Result



Treatment



To extent of basis in stock



Not subject to tax, reduces basis in stock Taxed as long-term capital gain (if stock held for over a year)



Return of capital



In excess of basis of stock



Capital gain distribution



S Corporation with C Corporation E&P Distribution



Tax Result



Treatment



To extent of AAA



Not subject to tax, reduces basis in stock Taxed as dividend, does not reduce basis in stock Not subject to tax, reduces basis in stock Taxed as long-term capital gain



S-Corp (already taxed) profits



To extent of C Corporation To extent of basis in stock In excess of basis of stock



Old C-Corp taxable dividend Return of capital Capital gain distribution



AAA = Accumulated Adjustments Account = the cumulative amount of S corp income or loss (like R/E) Terminating the Election – S corporation status will terminate as a result of any of the following: - Holders of a majority of the corporation’s stock (any combination of voting and non-voting common stock) consent to a voluntary revocation - The corporation fails to meet any or all of the eligibility requirements - More than 25% of the corporation’s gross receipt;s come from passive investment income for 3 consecutive years and the corporation had C corporation earnings and profits at the end of each year. S corporation status is terminated as th of the beginning of the 4 year.  3 strikes and you’re out! Once an S corporation election is terminated or revoked, a new election cannot be made for 5 years unless the IRS agrees otherwise. If mid-year termination, then corporation will have 2 short years (short S year and short C year). Earnings are prorated on a daily basis to each of the short years.



Becker – 2009 Edition



Chapter 3



Page 13 of 13





 View more...



Comments






















Report "CPA Regulation Notes - Chapter 3"






Please fill this form, we will try to respond as soon as possible.


Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description








Close
Submit















Share & Embed "CPA Regulation Notes - Chapter 3"





Please copy and paste this embed script to where you want to embed



Embed Script




Size (px)
750x600
750x500
600x500
600x400





URL










Close











About | 
Terms | 
Privacy | 
Copyright | 
Contact



 
 
 










Copyright ©2017 KUPDF Inc.








 SUPPORT KUPDF


We need your help! 


Thank you for interesting in our services. We are a non-profit group that run this website to share documents. We need your help to maintenance this website.

	
Donate

	
Sharing







To keep our site running, we need your help to cover our server cost (about $400/m), a small donation will help us a lot.





	
Share on Facebook

	
Share on Google+

	
Tweet

	
Pin it

	
Share on LinkedIn

	
Send email




Please help us to share our service with your friends.








No, thanks! Close the box.








