Basics of Business Entity Taxation

Taple of Contents

Basic Bookkeeping — Choosing an Accounting Method and System............ 1
Accounting METNOA .......coiiiiiiieee e 1
CaSN VS, BOCTUAL .. 2
ACCOUNTING TEIMIS. ... e e e e 7
Making a journal €ntry ..o 9
Accounting EQUALION ......couuuieiiie e 10
ASSEIS 11T
LIADITIES . 1

Capital or equity and retained eamings ... 12

Tral DAIANCE ..o 15
Income statement ...... ... 16
Closing revenue and eXpense aCCOUNTS.....cccivviiieeiereeeeeeeeeeeeeeeeeeeeeeeeeeeeeeens 17
BalanCe SNt ......coo i 18
INCOME aNd EXPENSES ......ccciiiiiiiiiiir s 24
INCOME ... 24
EXPENSES ..o 27
Personal vs. DUSINESS EXDENSES v 28
Deductible buSINESS EXDENSES ... oo 28
CapitEal BXDENSES. e 3T
Cost Of GOOAS SO 1. A4

Fixed Assets and Depreciation ..........cccceiiieciiiirecsiiireeecce s rr s srrnmsa e 56
Depreciation.........ccee e 56
Depreciation elements ... 57
Depreciable DASIS. ... DT
Placed-IN-8enice date ..o, DB
MACRS depreCialion ..o, DB

ASSEL CIASS o, B0
Depreciation MetnodS. oo B
CONVENTIONS . B4

© NATP v



Basics of Business Entity Taxation

Short-year depreCiation ............cceiiiiiiiiiiiiiie e
GENaral INTOMMIEHON. .
FISCAl VBAIS
Depreciation METNOAS . .
Half-year CONVENTION ..o
Mid-Quarter CONVENTION ... e e
Prorating depreciation between shareholder and corporation ..o,

Repair vs. improvement ...
Costs of acquiring or producing tangible property ...
IMDIOVING PIODEIMY o0 e e e
Materials and SUDDIES oo

Listed Property ...
VEBNICIES oo

Section 280F reCapture ..........eeeiiiiiiieeeiee e
Figuring the recapture amount for listed propernty oo,

Section 179 expensing €leCtion.........cccuueeiiiiiii e
QUENINING DIODEITY 1
Business INcome lIMItation
BTy O B
Amending or revoking §179 deduction ...

SeCtioN 179 reCAPTUIE......c e e e e e e nnnes
Calculating the recapture amoUNT. ..

Bonus deprecialion.........ooo e
QUENIVING DIODEIMY 1.
ACQUISIION TEAUIFEMENTS .10
PlaCced-IN-SErvICE DEMOT. ... oo
Claming DONUS AeRIECIAION. ..o
Hlecting out of BONUS ABRIeCIatioN. ...

Alternative minimum taX ......coo s

Computing AMT depreCiation ...

69

.70

70

70

70
73
75
75
76
79
80
81
84
84
85
86
o0
92
93
93
a3
94
05
06
o7
98
o8
99

.99

vi

© NATP



Basics of Business Entity Taxation

FOrm 4562........oviiieeiieieeec e
Entity Selection.......cccccceiiiiiiiiiceennnes
Limited liability companies .............ccccueeee..
DEMAUIL TUIBS
Hecting Classfication. ...
ACVENMTETES L1
DISAAVANTATES .o
Partnerships........cooovviiiiii
ACVENMTETES 111
DISAAVANTATES .o

S COorporations .........ceeeveeeeeecieeeeeeeee e
ACVENMTETES 111
DISAAVANTATES .o

C Corporations ........ceeeeeeeeeeceeeeeeeeeeeeesees
ACVENMTETES 111
DISAAVANTATES .o e
Partnerships......cceeiiiiiieeecceeer e
Formation........cceeeeeeiieiiiee e
BaSIC DatNErshiD .o
Partnership agreemMENt. . ...
CONIIDULIONS 11,

T YL
Filing requirements ...,
Exclusion from partnership rUleS ..o
Engagement letter .......oouvueeiiiiiiiiiiine,
FOorm 1065.......cooiie
HEATING
IMCOMIE.
DEAUCTIONS .

Ordinary bUSINESS INCOME (I0SS). ...

© NATP

Vi



Basics of Business Entity Taxation

Schedule B—Other INformation ..o, 184
Schedule L—Balance Sheets Per Books....ooovvc,. 163
SCNEAUIE M-T L 107
SCNEAUIE M-2 L T
SCNEAUIE M3 1 T2
Schedules K and K-T ... 173
SCNEAUIE K . T4
Schedule K-1 — Partner's Share of Income, Deductions, Credits, etc.......... 176
Filing the return ..., 223
SIGNING TNE TEIUM . 223
Whentofile o0, 223
EeCtroniC TlING. ..., 22D
Wheretofle ... .. 225
AMENAEA TEIUM 0, 226
Comprehensive eXamPIe .........cceiiiiiiiiiiiieiieee e 227
SO0 ¢ o Y] =11 [ o £ 233
Eligible COrporations ...........ceuii i 233
Number of SNAreNOIJErS. ... v, 234
Fligible sharenolders . 230
ONne Class Of STIOCK ..o 287
INEgIDIE COMDOTALIONS e 247

S lECHION e 241
Shareholder CONSENT ... 240

DU TaIE ., 242
Completing FOmM 25653 1. 244
Inadvertent INvalid BIECTION ... .o 249
Late S €leCHON .....eeiiieeee s 250
Rev. Proc. 2013-30 ..., 280
Procedural raqUIreMENtS ., 2D

Private [eter rUliNG. ..., 202

viii © NATP



Basics of Business Entity Taxation

Form 1120-S

C Corporations

Incorporating

Completing Form 1120

Deductions

O YA
HEAAING .
O,
DEAUCTIONS .1
TaxX and PaYIMENES .o e
Schedule B — Other INOrmation ...
SCNEAUIES K AN KT i
Schedule L —Dalance SNEET......v
Schedule M-T=100K VS, 18X 1.
Schedule M-2—AAA, PTI AESP, OAA
SCNEAUIE -3
ComMPIBTING TNE TEIUM ..o

ComPreneNSIVE EXAMIDIE. ..o

EXxChanging Cash fOr STOCK ... .uu
Exchanging property for STOCK. ... oo
Exchanging ServiCEs for STOCK. ...

SUMIMIBIY .o

T AL
ACCOUNING MIBINO 1111
HEAAING o
INCOME.

Form 1125-A —cost of goods SOld oo

Refundable credits and payments oo
Schedule K= Other INformation ...

Schedule L —Balance Sheets per BoOKS o

253
258
260
201
206
271
275
289
292
292
297
298
3071

......................................... 318
......................................... 318

319
319
328
328

......................................... 329

329
329
330
3363
335

......................................... 336

364
362
367

© NATP



Basics of Business Entity Taxation

Schedule M-1- Reconclliation of Income (Loss) per Books With
INCOME ar BEtUM. .. 370

Scheaule M-2 — Analysis of Unappropriated Retained

Eamings per BOOKS ..o 3T
Completing the return ..o e 372
EHeCtroniC TING.. .o 32
SIGNING TNE TEIUM . B3

REfUNG . B4

Paying the taX .o BT

WHheN 1O file o BTD

Where tofle ..o, 376
Assembling the retum .. BT
DIStriDULIONS ... 378
Taxation of dIStDULIONS ..o 378
Comprehensive eXampPIle .........cceieiiiiiiiiiiieeee e 380

2N 0] o 1= o T |G 396
3T = 452

X © NATP



	_Ref424028089
	_Ref424028192
	_Ref481841632
	_Ref424027856
	_Ref424027869
	_Ref424028010
	_Hlk17436069
	en_US_2010_publink100025189
	d0e3790
	d0e3795
	d0e3798
	en_US_2010_publink100025190
	en_US_2010_publink100025192
	en_US_2010_publink100025193
	en_US_2010_publink100025194
	en_US_2010_publink100025197
	en_US_2010_publink100025198
	en_US_2010_publink100025199
	en_US_2010_publink100025200
	en_US_2010_publink100025201
	en_US_2010_publink100025202
	en_US_2010_publink100025203
	d0e3960
	d0e3965
	d0e3978
	d0e3983
	en_US_2010_publink100025207
	en_US_2010_publink100025208
	en_US_2010_publink100025209
	en_US_2010_publink100025210
	d0e4032
	d0e4035
	en_US_2010_publink100025213
	en_US_2010_publink100025214
	en_US_2010_publink100025215
	en_US_2010_publink100025216
	d0e4088
	_Hlk11322823
	en_US_2010_publink100025218
	en_US_2010_publink100025219
	en_US_2010_publink100025220
	en_US_2010_publink100025221
	d0e4193
	d0e4198
	en_US_2010_publink100025223
	d0e4208
	d0e4211
	en_US_2010_publink100025224
	en_US_2010_publink100025225
	en_US_2010_publink100025226
	en_US_2010_publink100025227
	en_US_2010_publink100025228
	en_US_2010_publink100025229
	en_US_2010_publink100025230
	en_US_2010_publink100025231
	d0e362
	d0e367
	en_US_2010_publink1000208607
	en_US_2010_publink1000208608
	en_US_2010_publink1000208610
	_Hlk23398777
	_Ref346217527
	keyword
	SRC_26.1
	SRC_80
	1.263(a)-3T(i)(1)(ii)
	1.263(a)-3T(i)(1)(iii)
	TREGS:112193.4
	1.263(a)-3T(i)(1)(iv)
	1.263(a)-3T(i)(1)(v)
	1.263(a)-3T(i)(1)(vi)
	PPCTDB:2010da7b7b8b988fd0a
	_Hlk17375152
	1.707-3(b)(2)(vi)
	TREGS:29340.7
	1.707-3(b)(2)(vii)
	TREGS:29340.8
	1.707-3(b)(2)(viii)
	TREGS:29340.9
	1.707-3(b)(2)(ix)
	TREGS:29340.10
	1.707-3(b)(2)(x)
	TREGS:29340.11
	NIRM:127124.472
	_Hlk67477197
	_Ref452448915
	_Ref452448687
	_Hlk7416242
	_Hlk1386837
	OLE_LINK2
	_Hlk67477565
	_Hlk26161811
	_Ref387826338
	_Ref387826316
	_Ref449365831
	_Ref387826360
	_Ref387826429
	PPCT2S:172.4-1
	PPCT2S:172.5-1
	_Ref449365867
	_Ref449365873
	_Ref387826709
	_Ref387829109
	_Ref324837070
	_Ref387826756
	_Ref345350948
	_Ref449365849
	_Ref449365857
	_Ref391542702
	_Ref387826535
	_Ref450042611
	_Ref387829238
	_Ref450042718
	_Ref387829177
	_Ref387829469
	_Ref387829523
	_Ref390079256
	_Ref387832872
	_Ref387829348
	_Ref387829539
	_Ref450647577
	_Ref135728243
	_Ref324837141
	_Ref454804572
	OLE_LINK4
	OLE_LINK5
	_Ref387138925
	_Ref387139144
	PPCTCH:2013cb402ac0b8a1446
	PPCTCH:201333f02469a16be2b
	_Ref345527140
	_Ref387234275
	_Ref387233896
	_Ref387234637
	_Ref387229174
	OLE_LINK1
	_Ref387229234
	_Ref387235675
	_Ref387230340
	_Ref455043306
	_Ref387230496
	_Ref387229458
	_Ref455043225
	_Ref387230702
	_Ref387240413
	_Ref455043339
	_Ref455043605
	_Ref455043390
	_Ref387229065
	_Ref387235055
	_Ref387233914
	_Ref455043442
	_Ref387234068
	_Ref387234125
	_Ref387230593
	_Ref387234165
	_Ref387234184
	_Ref387234450
	_Ref387240463
	_Ref387234672
	_Ref387234922
	_Ref455043380
	_Ref387230755
	_Ref387234695
	_Ref387307273
	_Hlk17447394
	_Ref134858958
	d0e2555
	d0e2564
	d0e2567
	d0e2574
	d0e2582
	d0e2585
	PPCPRL:20107ef68e51a561222
	_Ref326227264
	_Ref326227228
	_Ref41278698
	_Ref326227769
	_Hlk39738767

