
iv © NATP

Basics of Business Entity Taxation

Table of Contents
Bookkeeping and Accounting Methods........................................................... 1

Accounting method...................................................................................... 1

Cash vs. accrual ..................................................................................... 2

Accounting terms.......................................................................................... 7

Making a journal entry.............................................................................. 8

Accounting equation................................................................................... 10

Assets.................................................................................................... 10

Liabilities................................................................................................ 11

Capital or equity and retained earnings................................................... 12

Trial balance........................................................................................... 14

Income statement.................................................................................. 15

Balance sheet........................................................................................ 16

Income and Expenses..................................................................................... 23

Income........................................................................................................ 23

Bartering for property or services........................................................... 23

Real estate rents.................................................................................... 24

Personal property rents.......................................................................... 24

Interest and dividend income................................................................. 24

Cancellation of debt income................................................................... 25

Other income......................................................................................... 27

Expenses.................................................................................................... 27

Deductible business expenses............................................................... 28

Cost of goods sold ................................................................................ 37

Capital expenses.................................................................................... 45

Fixed Assets and Depreciation....................................................................... 55

Depreciation................................................................................................ 55

Depreciation elements................................................................................ 56

Depreciable basis................................................................................... 57



© NATP  v

Basics of Business Entity Taxation

Placed-in-service date............................................................................ 57

MACRS depreciation.............................................................................. 58

Asset class............................................................................................. 59

Depreciation methods............................................................................ 61

Conventions........................................................................................... 63

Short-year depreciation.............................................................................. 68

General information................................................................................ 68

Fiscal years............................................................................................ 69

Depreciation methods............................................................................ 69

Prorating depreciation between shareholders and corporations.............. 73

Improvement vs. repair............................................................................... 74

Improving property................................................................................. 74

Materials and supplies............................................................................ 77

Listed property............................................................................................ 78

Vehicles ................................................................................................. 79

Section 280F recapture.............................................................................. 82

Calculating listed property recapture ..................................................... 82

Section 179 expensing election.................................................................. 84

Qualifying property................................................................................. 84

Dollar and business income limitations................................................... 88

Amending or revoking §179 deduction................................................... 90

§179 recapture............................................................................................ 90

Calculating the recapture amount........................................................... 90

Bonus depreciation..................................................................................... 91

Qualifying property................................................................................. 92

Acquisition requirements........................................................................ 93

Placed-in-service period......................................................................... 94

Deductible amount................................................................................. 94

Electing out of bonus depreciation......................................................... 95 



vi © NATP

Basics of Business Entity Taxation

Alternative minimum tax............................................................................. 95

Computing AMT depreciation................................................................. 95

Form 4562................................................................................................... 97

Entity Selection.............................................................................................. 103

Limited liability companies....................................................................... 103

Default rules......................................................................................... 104

Electing classification........................................................................... 104

Partnerships.............................................................................................. 104

S corporations.......................................................................................... 104

C corporations.......................................................................................... 105

Partnerships................................................................................................... 108

Formation.................................................................................................. 108

Basic partnership ................................................................................ 108

Partnership agreement......................................................................... 108

Contributions....................................................................................... 111

Tax year............................................................................................... 118

Filing requirements................................................................................... 125

Exclusion from partnership rules........................................................... 125

Engagement letter .................................................................................... 126

Form 1065................................................................................................. 126

Heading............................................................................................... 127

Income................................................................................................. 129

Deductions.......................................................................................... 132

Ordinary business income (loss)........................................................... 142

Tax and payment.................................................................................. 142

Schedule B — Other Information.......................................................... 144

Schedule L—Balance Sheets Per Books.............................................. 157

Schedule M-1...................................................................................... 162

Schedule M-2 ..................................................................................... 165

Schedule M-3...................................................................................... 166



© NATP  vii

Basics of Business Entity Taxation

Schedules K and K-1................................................................................ 167

Schedule K – Partners’ Distributive Share Items................................... 168

Schedule K-1 – Partner’s Share of Income,  
Deductions, Credits, etc....................................................................... 170

Filing the return......................................................................................... 212

Signing the return................................................................................. 212

When to file.......................................................................................... 212

Electronic filing..................................................................................... 215

Where to file......................................................................................... 216

Amended return .................................................................................. 218

S Corporations............................................................................................... 223

Eligible corporations................................................................................. 223

Number of shareholders....................................................................... 223

Eligible shareholders............................................................................ 225

One class of stock............................................................................... 227

Ineligible corporations.......................................................................... 230

S election.................................................................................................. 230

Shareholder consent............................................................................ 230

Due date.............................................................................................. 231

Completing Form 2553........................................................................ 233

Inadvertent invalid election................................................................... 240

Late S election ......................................................................................... 240

Rev. Proc. 2013-30.............................................................................. 241

Procedural requirements...................................................................... 241

Private letter ruling................................................................................ 242

Form 1120-S............................................................................................. 243

Tax year............................................................................................... 247

Heading............................................................................................... 252

Income................................................................................................. 255

Deductions.......................................................................................... 256



viii © NATP

Basics of Business Entity Taxation

Tax and payments................................................................................ 262

Schedule B – Other Information........................................................... 267

Schedules K and K-1........................................................................... 273

Schedule L – Balance Sheet per Books............................................... 287

Schedule M-1– Book vs. Tax................................................................ 291

Schedule M-2—AAA, PTEP, AE&P, OAA ............................................. 291

Schedule M-3 ..................................................................................... 296

Completing the return.......................................................................... 296

C Corporations............................................................................................... 305

Incorporating............................................................................................. 305

Exchanging cash or property for stock................................................. 305

Exchanging services for stock.............................................................. 314

Summary............................................................................................. 314

Form 1120................................................................................................. 314

Tax year............................................................................................... 319

Accounting method.............................................................................. 319

Heading............................................................................................... 320

Income................................................................................................. 323

Deductions ............................................................................................... 327

Schedule C – Dividends, Inclusions, and Special Deductions............... 340

Tax, refundable credits and payments ................................................. 349

Schedule K – Other Information........................................................... 360

Schedule L – Balance Sheets per Books ............................................. 370

Schedule M-1– Reconciliation of Income (Loss) per  
Books With Income per Return............................................................ 374

Schedule M-2 – Analysis of Unappropriated Retained  
Earnings per Books (Schedule L, Line 25) ........................................... 375



© NATP  ix

Basics of Business Entity Taxation

Completing the return............................................................................... 377

Assembling the return.......................................................................... 377

Signing the return................................................................................. 378

Refund................................................................................................. 379

Paying the tax...................................................................................... 379

Extension of time to file........................................................................ 380

Electronic filing..................................................................................... 381

Where to file......................................................................................... 383

Distributions.............................................................................................. 384

Taxation of distributions........................................................................ 384

Appendix........................................................................................................ 391

Appendix A: Entity comparison chart....................................................... 392

Appendix B: Example engagement letter................................................. 395

Appendix C: Sample partnership agreement........................................... 397

Appendix D: Codes for principal business activity and  
principal product or service...................................................................... 408

Appendix E: Partnership case study solution........................................... 411

Appendix F: S corporation case study solution........................................ 423

Appendix G: C corporation case study solution....................................... 436

Index............................................................................................................... 447


	_Int_G20GU5zR
	_Hlk179901758
	_Int_8jXi2ZMh
	_Int_qMhWsA6H
	_Int_JO5nWBLa
	_Int_qtqZrfJ0
	_Int_lkCJ1GXc
	_Int_yPWvFsTU
	_Int_XLrHDEnK
	_Int_sxKDqp52
	_Int_5awTzyj7
	_Int_aY9VD9Oz
	_Hlk179965468
	_Hlk179965546
	_Hlk188333578
	_Hlk187291274
	_Hlk179990132
	_Hlk188334013
	About NATP
	Commitment
	Description
	Objectives

	Table of Contents
	Bookkeeping and Accounting Methods
	Accounting method
	Cash vs. accrual 

	Accounting terms
	Making a journal entry

	Accounting equation
	Assets
	Liabilities
	Capital or equity and retained earnings
	Trial balance
	Income statement
	Balance sheet


	Income and Expenses
	Income
	Bartering for property or services
	Real estate rents
	Personal property rents
	Interest and dividend income
	Cancellation of debt income
	Other income

	Expenses
	Deductible business expenses
	Cost of goods sold 
	Capital expenses


	Fixed Assets and Depreciation
	Depreciation
	Depreciation elements
	Depreciable basis
	Placed-in-service date
	MACRS depreciation
	Asset class
	Depreciation methods
	Conventions

	Short-year depreciation
	General information
	Fiscal years
	Depreciation methods
	Prorating depreciation between shareholders 
and corporations

	Improvement vs. repair
	Improving property
	Materials and supplies

	Listed property
	Vehicles 

	

	Section 280F recapture
	Calculating listed property recapture 

	Section 179 expensing election
	Qualifying property
	Dollar and business income limitations
	Amending or revoking §179 deduction

	§179 recapture
	Calculating the recapture amount

	Bonus depreciation
	Qualifying property
	Acquisition requirements
	Placed-in-service period
	Deductible amount
	Electing out of bonus depreciation

	Alternative minimum tax
	Computing AMT depreciation

	Form 4562

	Entity Selection
	Limited liability companies
	Default rules
	Electing classification

	Partnerships
	S corporations
	C corporations

	Partnerships
	Formation
	Basic partnership 
	Partnership agreement
	Contributions
	Tax year

	Filing requirements
	Exclusion from partnership rules

	Engagement letter 
	Form 1065
	Heading
	Income
	Deductions
	Ordinary business income (loss)
	Tax and payment
	Schedule B — Other Information
	Schedule L—Balance Sheets Per Books
	Schedule M-1
	Schedule M-2 
	Schedule M-3

	Schedules K and K-1
	Schedule K – Partners’ Distributive Share Items
	Schedule K-1 – Partner’s Share of Income, Deductions, Credits, etc.

	Filing the return
	Signing the return
	When to file
	Electronic filing
	Where to file
	Amended return 


	S Corporations
	Eligible corporations
	Number of shareholders
	Eligible shareholders
	One class of stock
	Ineligible corporations

	S election
	Shareholder consent
	Due date
	Completing Form 2553
	Inadvertent invalid election

	Late S election 
	Rev. Proc. 2013-30
	Procedural requirements
	Private letter ruling

	Form 1120-S
	Tax year
	Heading
	Income
	Deductions
	Tax and payments
	Schedule B – Other Information
	Schedules K and K-1
	Schedule L – Balance Sheet per Books
	Schedule M-1– Book vs. Tax
	Schedule M-2—AAA, PTEP, AE&P, OAA 
	Schedule M-3 
	Completing the return


	C Corporations
	Incorporating
	Exchanging cash or property for stock
	Exchanging services for stock
	Summary

	Form 1120
	Tax year
	Accounting method
	Heading
	Income

	Deductions 
	Schedule C – Dividends, Inclusions, and 
Special Deductions
	Tax, refundable credits and payments 
	Schedule K – Other Information
	Schedule L – Balance Sheets per Books 
	Schedule M-1– Reconciliation of Income (Loss) per Books With Income per Return
	Schedule M-2 – Analysis of Unappropriated Retained Earnings per Books (Schedule L, Line 25) 

	Completing the return
	Assembling the return
	Signing the return
	Refund
	Paying the tax
	Extension of time to file
	Electronic filing
	Where to file

	Distributions
	Taxation of distributions


	Appendix
	Appendix A: Entity comparison chart
	Appendix B: Example 
engagement letter
	Appendix C: Sample partnership agreement
	Appendix D: Codes for principal business activity and principal product or service
	Appendix E: Partnership case 
study solution
	Appendix F: S corporation case study solution
	Appendix G: C corporation case study solution

	Index



