2015 EA Exam Review Course Part Il: Business Taxation

Table of Contents

Business Entities ........cccccviiiiiiiii 1
General INfOrmMatioN....... ... e 1
Sole Proprietorship ... 1
Partnership .....cooooeei i 2
COrpPOratioN .. ..o 3

S Corporation ..o 4
Limited Liability COMPANY......cooiiiiiiiiiii e 5
Employer Identification NUMDEr ... 6
Employee or Independent Contractor ..., 7
Family EMPIOYEES ..o 10
[2ToTo] 3= g Lo l =T e o] o L= 10
ACCOUNTING PEIIOAS ...t e e e e e e e 11
(0= 1 =Y oo F= 1o - RS PPRSERR 12
TS Tor= | B == TR 12

] oo A = D =T | PRSP 12
ACCOUNtING MEENOAS ..o e 13
CaSh MELNOM ...t 13
ACCIUAI MEENOM. ... e 15
(177 0 5 o /=1 { T o PRSPPI 19

[ aNVZ=T a1 (o] 4 =Y PR URRPPPPNS 19
Change in Accounting Method ... 21
(07T o] c= | =D q 0= 1 1= SRR 21
Basis Of ASSEES ... i e e e eeaaaa 22
(O 1S3 = 7= TS PP PPPSRRR 22
AJUSTEA BaSIS ... 23
Basis Other Than COSt ..o e e e e e e e 25
Basis Reference Chart ... e 27
Business Entities Review QUESLIONS .........oooiiiiiiiiiiiiiiie e 29
Business Entities REVIEW ANSWENS ........ooiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieei e 33
= 1 0 =T =] T o RSP 37
9= 11 0T ({o] o <SPPSR 37
Forming @ Partnership..........eeeeoi e 38
Family Partnerships.........oooo e 39
Partnership Agre@ment....... ..o e 40
Contributions Of PrOPEITY .....cooii i 41
Contribution Of SEIVICES .....covviiiiiiie e e e 42
Exclusion from Partnership RUles ... 43
LIE= DO == | PSP 43
) (oT=Y o) 4[] o < PP 46
Terminating @ Partnership ... 48
Converting O LLC ... 48

© 2015 NATP Xi



2015 EA Exam Review Course Part Il: Business Taxation

FOrm 1065 ...ttt 49
PENAILIES ... . e 50

[ 1= o3 4o} o 1[N 111 Vo PP 51
INCOME OF LOSS .. . ittt e e e e e et e e e e e e e e et bt eeea e 51
Separately STated ... 51
Partnership ChoICES ......ccccoiiiii i, 52
Partnership Passive ACHVILY .........c.uuuiiiiiii e 53
POrtfolio INCOME....... e e e e e e e e e e e e e e e e eaaans 54
Uniform CapitaliZation ..............eeeeee e 55
Distributive SNare .........coooii e e 55
Schedules L, M-1, M-2 and M-8 ..ot 57
Partner ProViSIONS ........ii it e e e e e e eeaaaaas 58
Basis of Partner's INterest ... 58
LIMIES ON LOSSES ..o 61
Partner's Exclusion and DeducCtionsS.............c.oouuiiiieiiiiii e, 63
Partnership DistribUtIONS ........cooiiiiiii e e e e e e e e ennes 64
Partner's Gain OF LOSS........uuuiiiiiiiieecee et e e ear s 65
Partner’s Basis for Distributed Property .......ccoooooiioiiiiiiiiii e, 65
Partner's Dealings with Partnership ........cccooooiiiiiiiii i, 67
Sale or Exchange Of Property........cc.uuuieiiiiiiiiieee e 68
Guaranteed Payments............co e 69
Disposition of a Partner's INterest ............ooovviiiiiiiiiiiiiiii s 70
Sale, Exchange, or Other Transfer...........ooo o 70
Liquidation of Partner's INterest.........ccooooiooiiiiiiiii e, 71
Partnership Review QUESHIONS ...........uuiiiiiiiiiiiiiiiiiiiiiiiiiiiieiieie e aeeeaeeeeeeeaeeeeeeennennnennne 73
Partnership REVIEW ANSWETS ........uiii it e e e e e e e e e e e eeaa e e e e e e eeennes 77
[0 4 oo =Y i Lo 1 - 81
Filing REQUINEMENTS ... e e e e e 81
PeNalties ... 82
EStimMated TaX.....oouiiiiii it aaeeaaaas 82
1T =Y (1 o o 84
Accounting Methods and Periods. ..o 84
RECOIAKEEPING ...t e e e e 85
Transfers 10 @ COorporation .......ccocoooiioiiiii e 85
Exchange of Property for STOCK.........oooo i 85
STOCK fOr SEIVICES. ... e e e e e e e e e e e e e e 88
Shareholder BasSiS ........cuuuiiiiiiiee ettt e e e e e e e e e e e e e e e 89
Corporation BasiS .......cooiiiiieieeeee e 90
Capital ContribUtioNS ... 91
Nonshareholder Contributions..............ueiiiiii e, 92
BONA PremiUMIS ... e e e e et e e e e e e e e e e e s 92
Income, Deductions, and Special Provisions ...............cccccc 92
Cost of Getting Started ..........oooiiiiii e 93

[ =1 (=0 N =T =TT o 96

Xii © 2015 NATP



2015 EA Exam Review Course Part Il: Business Taxation

Below-market LOAnS ..o 98
Charitable Contributions ... 98
Dividends-received DeducCtion ..........coooii oo 101
0T T = PSPPSR 103
Capital LOSSES .. .o 103
Net Operating LOSS......cccoooiiiiiiii 103
PasSiVe LOSSES.....ccooe i 104

N 1] G I o 105
Taxable INCOME ... 105
(70T 4 0o =1 (=0 1= ) 106
(O =T 1) 3PP 106
Alternative MiNIMUM TaX ......uuuuuuieeiiiiiiiiii s nnnnnnnnns 107
Accumulated Earnings TaX ..o i i e ees et e e e e et e e e e e e eeaana e e e e e eeees 108
Corporate Earnings and ProfitS ... 109
Schedule M-3 ... 111

I 1] 1] 01U o] = 111
Money or Property DistribUtion ... 111
Distribution of Stock or Stock Rights ... 112
Constructive Distribution............coooii e 113
Reporting Dividends and Other Distributions ... 113

I To [ [ o = 11T o RSP 118
(=0 1= 0 0] ] 10 o 120
Distributions to Related Parties ... 121
(70T a1 o] 1=To [ €] (o 10 o 3 122
Parent-subsSidiary GrOUP........oouiiiiiiiiieie et e e e e 122
Brother-sister Group ........cooooviiiiiiiii 123
CombBINEd GrOUP ...cc e 123

Y o] oY 110 o 21T o | 124
Personal Service Corporation ............couuiiiieiiiiiiiiiiiiiiiieeiieeeeeeeeeeee e e e eeeeeeeeeeeaees 125
Reportable Transactions ... 126
Corporation ReView QUESHIONS..........ciiiiiiiiiiiiii e e e 127
Corporation REVIEW ANSWELS ........uuuuiiiee e a s s e e s e e e s e e e s e aa e e eaaaeas 131
K5 0] 4 T o - 1 { Lo 4 £ 137
Requirements for S Corporation Status .............cccccoviiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeee 137
Ineligible CorporatioNS.........oiieiiiii e 139
Other Shareholder Options...........ccci 139
Electing S Corporation STatus ............eueiii e 141
Basics 0f S Corporations........oooiiiiiiiiiiiiiiee e 145
Pass-through ENtity ......coooumii e 145
FOIM 11208 ... ettt e e e e e e e e e e e e e e e e e s esasnneeeeeeeeaannnes 146
General INStruCtions ... 146
Penalties. ... 147
EleCtroniC FiliNg ... 148
ACCOUNTING ...t e e e e e et e e e e e e e e ee et e e e e e e eeeartnaaeeeeaaeeees 148

© 2015 NATP Xiii



2015 EA Exam Review Course Part Il: Business Taxation

Passive Activity LImitations ........cooooiiiiii e 149
INncome and EXPENSE ILEMS .......uuui e 152

S Corporation TAXES........ccoeiiiiiiiee e 155
Accumulated Adjustments ACCOUNT............uuiiiiiiiii e 158
Shareholder ProViSIONS ........oouuiiiiiiie et e s 159
Allocation of Income, Loss, Expense, and Credit.............ccccvvvviiiviiiiiiiiniiiiiinnns 159
7= 1= £ 161
D115 4] o101 o] o =TSR 167
Termination of S StAtUS .........oi i 168
=YY o To= 1 i{o] o F SRR 169
Ceasing 10 QUATITY ..o 169
Passive INVestmMent INCOME............eiiiiii e 170
Termination of @ Shareholder's INterest ...........ouuveeeiiii i 170
S Corporation ReView QUESHIONS .........ooiiiiiiiiiiiiie e 171
S Corporation REVIEW ANSWEIS.........uu i 175
Business Financial INnformation ... e e e 179
BUSINESS INCOMIE .....cceecee e e e e e e e e e e eeeeaans 179
Bartering INCOME ..... e e e e e e e e e e e e eaeeanaas 180
RENtAI INCOME ... et e e 180
INTErEST INCOMIB.....ceeeeeeeeeee e et 181
1Yo [T o To 1= 181
LOF= 1 aTe[=To [ I T=Y o) (T 181
MiISCEllaNEOUS INCOME .......cieei et 183

e =T o= Lo N [ oo o 1= SRR 184
ltems Not Considered INCOME ...........oiiiiieeiie e 185
(07075] l oYl C T Yo F-TTo] o [N 187
[}V g1 (o g [ T 190
Uniform CapitaliZation ........... ... s 192
Business Expenses and DedUCtiONS ............uuiiiiiiiiiiiiicies e 194
EMPIOYEES’ PAY .. ... 194
Business Bad Debts ... 209
Car and TruCk EXPENSES ........ccooeiiiiiiiieeeeee et 211
L)1 212
[T L= g Lo RNt 213

[} (T (=T 215
Legal and Professional FEES ... 218
Retirement Plan Contributions.............oovvveeiiiiii e 218
=T L b o= g T 219

B IE= DG TSR 220
Travel, Meals, and Entertainment...............ooooiiiiiii e 221
Business Use of RESIAENCE............oiiiiiiiieee e 227
Miscellaneous EXPENSES .......uiiiiiiiieiiee et 229
Nondeductible EXPENSES......cccooi i 230
Depreciation, §179 Deduction, Amortization, and Depletion...................oeeeeeee. 230

Xiv © 2015 NATP



2015 EA Exam Review Course Part Il: Business Taxation

Domestic Production Activities Deduction..............ccooiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieiieevieeeeiiees 253
NEt OPErating LOSS ....cooiiiiiiiiii ittt a e 254
Determining the NOL............ 256
When to Use @n NOL ... 257
Alternative Minimum Tax Net Operating LOSS ..........oooiiiiiiiiiiiiiiieece e 259
Reportable TranSacCtioNS ..........ccoviiiiiiiiii e e 260
Business Financial Information Review Questions ............cccccvvvvvviiiiiiiiiieiieeeeeeeeeeeee, 261
Business Financial Information Review ANSWErS............ccoooiiiiiiiiiiieee e 267
Sales, Credits, aNd SE TaX ....ccciiiieeiiiiieeiiiiieeiirissssisrsssssssesssssressssssiesnsssssesnsssssesnsssses 271
General INformation...........ooiiii e 271
1= T I (] = T T T 273
Deferred EXChanGe.........oeoiii i 274
Partially Nontaxable. ... e 276
Multiple Property EXChange.........coooouiiiii et 277
Related Party ... 278
Other Nontaxable EXChANGES .........uuuuuiiii e 279
Other TranSTErS ..covvee e et e e e eeaaaaans 279
Y o T T [0 o 1T o | 279
Foreclosure and REPOSSESSION .....cciiiviiieiiiiie et e e e e e e e e e e 280
INVOIUNTArY CONVEISION.....cciiiiiiiiiie ettt e e 281
SaletoRelated Party...........cccc 282

Bl = 1015 =T g (o J= TR oL T 1= - PP 283
Other DiSPOSItIONS .....ccceieeeeeee e 283
Reporting Gains and LOSSES ...........oooiiiiiiiiiiiie e 284
Depreciable Property ... 286
FOIM AT O7 ..ottt e e e e e e s ettt e e e e e e e s e nnetaeeeeeeeeeeannnns 288
BUSINESS CrediS ....oovviiiiii it e et e e e eeens 294
General Business Credit..........ooociiiiiiii e 294
Credits for Which a Separate Limit Appli€s..........cooovviiiiiiiiiieeeeeeeee, 302
Self-eMPIOYMENT TAX ...oiiiiiiiii e 307
Self-employment INCOME............oooi e 308
Sales, Credits, and SE Tax Review QUESHIONS ...........coevveiiiiiiiiiiiiiee e, 311
Sales, Credits, and SE Tax ReVIEW ANSWEIS..........oiiuuiiiiiiieiiieeeee et e e e na e 315
Specialized Returns and TaXpPaYers .........cccuueeemmmmmmmmmmmmmmmmmmmmeeenmemnenmenmmanmannmnnnnnnnnnnnnnnnas 319
Lo o 0t 10 PP PPPPPPPN 319
General Trust INfOrmation...........ooi i 320
1T RO REEPRR 322
EStMated TaX. ..o e aaaeeaes 322
Distributable Net INCOME ..o 323
Income Distribution DedUCHiON.............uu i 324
ADUSIVE TIUSES ..o et e e e e e et e eeeaaaeeees 325
Separately Stated HemMS ... 326
Self-employed Retirement Plans..........oooiiiiiiiiiee e 326
Simplified Employee Pension...............cccc 326

© 2015 NATP XV



2015 EA Exam Review Course Part Il: Business Taxation

Savings Incentive Match Plans for Employees............ccccccovvviiiiiiiiiiciiieeiieeeeeeeeeee 329
QUANIFIEA PIANS ..eeeieeeeeeeeeee e e e e e e e e e e e e e e e reeaaeeas 330
Penalties. ... 338
Retirement Savings Contributions Credit ... 339
Retirement Plan RepOrting ..........uviiiiiiiiiiii e 340
Exempt Organizations ..., 343
EXEIMIPEION. .. 343
1T U REEER 344

1= . ST 346
ContributioNs ... 347
Special RUIES fOr Farming .........uueue s e e 350
= 4 T Vo T T 350
Farm INCOME AVEIagiNg ......couuuuiiiii i e et e e e e e e e e e e e e eeaaa e e eaeaeeees 355
= T b 0= 1T S 356
Employment Tax ResponSibDilities. ..........uuuiueiii e 358
Specialized Returns Review QUESTIONS ..........ccoeiiiiiiiiiiiiiieee e 361
Specialized Returns REVIEW ANSWEIS ..........uuuuiiuiiiiiiiiiiiiieiiiiiineeinneennnsnnnenanennnennnnnnnnnnn 365
N o 1= 4 T [ 369
g ' 1= 387

Xvi © 2015 NATP



