Preparing S Corporation Returns

Taple of Contents

S Corporation Requirements........cccccccmrrriiiiiisssmerrer s issssssssssr s sssses e s 1
Pros and cons of an S election...........cccoueviiiiiiiiciiie e 3
COMMON AAVANTAGES ... veeeeeeieiit ettt 3
UNIQUE AVANTAGES ...vvvvvviiiiiiiiiiiiiiiieieeeiiee ittt eeeeeeeeees 4
CommoN diSAAVANTAGES .....vvvvuririiiiiiiiiiiiiiiiiiiiree e 5
UniQue diSAAVANTAGES ......ci ittt 7
Eligible corporations ... e e 8
INeligible COrPOrationS .........ovviiiiiiie e e 9
Number of ShareNOIders............uvviiiiii e 9
Eligible ShareNOIdErS. ........uuviiiiiiiiiiiiiiii 11
ONe Class Of STOCK ......uviviiiiiiiiicii e 13

S lECHION . e 16
SharenOlder CONSENT ......cciiiiiiiieiiii e 16
DUE AALE .. 17
Completing FOrmM 2553 ......ooiiiii e 19
Inadvertent invalid eleCtioN ... 25
Late S €leCtioN ...ocoiiiiiiici 25
Completing FOrm 1120-S ... 35
L= V=T N 35
Business purpose —automatic approval ...........cceeveiviiiieeiiiineee 35
Business purpose—approval requested.......ccooeveeiiiiiiiiiiieeeeee, 36
SECHON 444 .o 39
Accounting MeEthOAS.......oouuuiiiiii e 40
Cash METNOA ......coiiii e 41
ACCIUAl METNO. ... 42

[ (Y= To 11 T TR USRI 44

© NATP v



Preparing S Corporation Returns

INCOME SECTION ..ceiiiiiiieee e s 46
O TS (07> o] T 46
Ordinary gain (I0SS) ..o eeee e e e 47
OFNEI INCOME ..t 47
Cost of goods sold—Form 1125-A ..o 48

Deductions SECHION .........uuiiiiiiii e 56
COMPENSALION ... 57
Repairs and mMainteNanCe..........vvvuviiiiiie e 59
Bad AEDTS ..o 65
RS e 66
Taxes and lICENSES .......cevviiiiii 66
INEEIEST. ..ttt 67
DEPIECIATION ...ttt e e 70
D=T0) =] o] o PP TSSOUPPPTTTI 76
AGVEITISING .o 76
Qualified retirement PlanS .......cooooiiiii e 76
Employee fringe DenefitS ........covvvviiiiiiii 78
Other edUCTIONS ... 80
Ordinary business iNCOME (I0SS) ....coveeiiii i 83

Tax and payments SECHION .........uuuu e eenennees 83
Excess net passive INCOME taX..........ouvviiiiiiii 84
LIFO reCapture tax ... 85
BUIlt-IN QaINS 18X...ciiiiiiiiiiiii 85
PaYMENTS ... 86

Schedule B—Other Information............ooooiiiiiiiieee e 88

S Te] a1=To (1] (S PP PPRPPRTPPPR 92

Schedule L—Balance Sheet ... 92
AASSEES ..ttt 93
Liabilities and shareholders’ €QUILY .....oovvvvvvviviiiiiiie s 95

Vi © NATP



Preparing S Corporation Returns

Schedule M-1—BO0O0K VS. TaX .....cuiiiiurieiiiiieee e 96
Schedule M-2—AAA, PTI, AE&P, OAA ... 97
Accumulated adjustments account ... 98
Previously taxed iINCOME ...........uiiiiiii e 99
Accumulated earning and ProfitS........cov 100
Other adjustments aCCOUNT ... ...uuiiiiiiiiiiiiiiiiiiiiiiiiieiiieieeeeeeee e 100
SChedule M-3 ... 102
Completing the return ... 102
RETUNG ... 102
AMOUNT OWEA ... 102
SIGNING the FETUM ... 103
WHEN 1O FIlE .. 103
EIeCtroniC filiNg ....ovvvveiee e 104
Where tO file ..o 105
ASSEMDIING the FETUM L. 106
BOOK-TO-Tax ItE@MS......cuuririiiiiiiinetirr s 116
SChedUIE M-T .o 116
Specific bOOk-to-tax itemS .....ooiiiiiiiiie e 119
TaxabIE INCOME ... 119
Nondeductible DOOK EXPENSES ......uvviii i 120
Nonrecognized DOOK INCOME ........vceiiiiiiiiiiiiii e 124
Tax dedUCTiDIE EXPENSES ...vuii i e 126
Schedules K and K-1 ... 132
INFOrMATION ... s 133
L= G0 T P 133

(@7 0] 0T 1= 1) 1R PP 134
SharENOIAET ... 134
Pass-through iteMS ......ccoiiei e e 137
Iglete] g aTo N (01 PP PRPP 137
DEAUCTIONS. ...ttt 144

© NATP Vii



Preparing S Corporation Returns

CIEAIS et 150
International tranSactioNS ............vvviviiiiiiiiiii 153
Alternative minimum tax iteMS .......oooiiiiiiiii e 154

ltems affecting shareholder basis ..........cccccviiiiiicii 155

Other INfOrMation ... 158
Schedule K income/Ioss reconCiliation ..........cccvvvevveeeiiniiiiiiiiiceees 166

Case Study—S COrp INCu....cueiiiiiiicieerrrrr s e 173
Y 0] o 1= o T |G 184
Appendix A: Relief for Late S Corporation Elections..........cccccceeiviiiinnnee. 185
Appendix B: Business Activity COAES ........ocovuriiiiiiiiiiiiiiieieeee e 186
Appendix C: Completed Forms for Case Study ........cccoecvvieviiiiiiiiiiineenn. 189

3T = 202

viii © NATP



	Table of Contents
	S Corporation Requirements
	Completing Form 1120-S
	Book-To-Tax Items
	Schedules K and K-1
	Case Study-S Corp Inc.
	Appendix
	Index

