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Department of the Treasury
Internal Revenue Service2004

Instructions for Form 1120S
U.S. Income Tax Return for an S Corporation
Section references are to the Internal Revenue Code unless otherwise noted.

instructions for line 13g of Schedule K forContents Page Contents Page
more information.What’s New . . . . . . . . . . . . . . . . . . . . 1 General Reporting Information . . . 20

• A new election to deduct up toPhotographs of Missing Children . . . . 1 Special Reporting
$10,000 of reforestation expenses paid orRequirements forUnresolved Tax Issues . . . . . . . . . . . . 1
incurred after October 22, 2004. TheCorporations With MultipleDirect Deposit of Refund . . . . . . . . . . . 2
reforestation credit is repealed forActivities . . . . . . . . . . . . . . . . . . 21How To Make a Contribution To
expenses paid or incurred after this date.Special ReportingReduce the Public Debt . . . . . . . . . . 2
See the instructions for line 12e ofRequirements for At-RiskHow To Get Forms and Schedule K for more information.Activities . . . . . . . . . . . . . . . . . . 21Publications . . . . . . . . . . . . . . . . . . 2 • A new election to deduct certain

Specific Items . . . . . . . . . . . . . . . . 21General Instructions . . . . . . . . . . . . . 2 costs of qualified film or television
Specific InstructionsPurpose of Form . . . . . . . . . . . . . . . 2 productions commencing after October

(Schedules K and K-1, PartWho Must File . . . . . . . . . . . . . . . . 2 22, 2004. See section 181 for more
III) . . . . . . . . . . . . . . . . . . . . . . . . 21Termination of Election . . . . . . . . . . 2 information.
Income (Loss) . . . . . . . . . . . . . . . . 21Electronic Filing . . . . . . . . . . . . . . . 3 • The deduction for certain travel,
Deductions . . . . . . . . . . . . . . . . . . 24When To File . . . . . . . . . . . . . . . . . 3 meals, and entertainment expenses
Credits & Credit Recapture . . . . . . 25Period Covered . . . . . . . . . . . . . . . 3 incurred after October 22, 2004, is limited
Foreign Transactions . . . . . . . . . . 28 to the amount treated as compensation toWho Must Sign . . . . . . . . . . . . . . . . 3

officers, directors, and more-than-10%Alternative Minimum TaxWhere To File . . . . . . . . . . . . . . . . . 3
shareholders. See section 274(e)(2).(AMT) Items . . . . . . . . . . . . . . . 29Paid Preparer Authorization . . . . . . . 4

Items Affecting ShareholderAccounting Methods . . . . . . . . . . . . 4
Basis . . . . . . . . . . . . . . . . . . . . 30Accounting Periods . . . . . . . . . . . . . 4 Photographs of Missing

Other Information . . . . . . . . . . . . . 30Rounding Off to Whole Dollars . . . . 5
ChildrenSchedule L—Balance SheetsRecordkeeping . . . . . . . . . . . . . . . . 5

per Books . . . . . . . . . . . . . . . . . . 31 The Internal Revenue Service is a proudDepository Method of Tax
partner with the National Center forSchedule M-1—ReconciliationPayment . . . . . . . . . . . . . . . . . . . 5
Missing and Exploited Children.of Income (Loss) per BooksEstimated Tax Payments . . . . . . . . . 5
Photographs of missing children selectedWith Income (Loss) per Return . . . 32Interest and Penalties . . . . . . . . . . . 5
by the Center may appear in instructionsSchedule M-2—Analysis ofOther Forms, Returns, and
on pages that would otherwise be blank.Accumulated AdjustmentsStatements That May Be
You can help bring these children homeAccount, Other AdjustmentsRequired . . . . . . . . . . . . . . . . . . . 6
by looking at the photographs and callingAccount, and Shareholders’Assembling the Return . . . . . . . . . . 8 1-800-THE-LOST (1-800-843-5678) if youUndistributed Taxable IncomeAmended Return . . . . . . . . . . . . . . 8 recognize a child.Previously Taxed . . . . . . . . . . . . . 32Passive Activity Limitations . . . . . . . 8

Codes for Principal BusinessExtraterritorial Income Unresolved Tax IssuesActivity . . . . . . . . . . . . . . . . . . . . . 36Exclusion . . . . . . . . . . . . . . . . . 12
If the corporation has attempted to dealIndex . . . . . . . . . . . . . . . . . . . . . . . . 39Specific Instructions . . . . . . . . . . . 12
with an IRS problem unsuccessfully, itName . . . . . . . . . . . . . . . . . . . . . . 12 should contact the Taxpayer Advocate.Address . . . . . . . . . . . . . . . . . . . . 12 What’s New The Taxpayer Advocate independently

Employer Identification represents the corporation’s interests and
Number . . . . . . . . . . . . . . . . . . 12 1. The instructions for Schedules K concerns within the IRS by protecting its

Total Assets . . . . . . . . . . . . . . . . . 12 and K-1 have been revised to reflect rights and resolving problems that have
extensive changes to these schedules.Initial Return, Final Return, not been fixed through normal channels.
See General Reporting Information onName Change, Address While Taxpayer Advocates cannotpage 20 for new Schedule K-1 reportingChange, and Amended change the tax law or make a technicalrequirements.Return . . . . . . . . . . . . . . . . . . . 12 tax decision, they can clear up problems2. The American Jobs Creation Act ofIncome . . . . . . . . . . . . . . . . . . . . . 13 that resulted from previous contacts and2004 made several changes that affect SDeductions . . . . . . . . . . . . . . . . . . 14 ensure that the corporation’s case iscorporations and their shareholders.Tax and Payments . . . . . . . . . . . . 18 given a complete and impartial review.These changes include the followingSchedule A—Cost of Goods
provisions. See Pub. 553, Highlights of The corporation’s assigned personalSold . . . . . . . . . . . . . . . . . . . . . 18 2004 Tax Changes, for more information. advocate will listen to its point of view andSchedule B—Other • A new election to deduct a limited will work with the corporation to address

Information . . . . . . . . . . . . . . . . 19 amount of business start-up and its concerns. The corporation can expect
General Instructions for organizational expenses. For more the advocate to provide:

Schedules K and K-1 . . . . . . . . . . 20 information, see Business start-up and • A ‘‘fresh look’’ at a new or ongoing
Purpose of Schedules . . . . . . . . . . 20 organizational costs on page 14. problem.
Substitute Forms . . . . . . . . . . . . . 20 • Two new tax credits: the biodiesel • Timely acknowledgment.
Shareholder’s Pro Rata Share fuels credit and the low sulfur diesel fuel • The name and phone number of the

Items . . . . . . . . . . . . . . . . . . . . 20 production credit. The act also expanded individual assigned to its case.
Specific Instructions the renewable electricity credit to include • Updates on progress.

(Schedule K-1 Only) . . . . . . . . . . 20 refined coal production. See the • Timeframes for action.
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• Speedy resolution. • Prior year forms, instructions, and Form 2553 on time, you may be entitled
• Courteous service. publications. to relief for a late filed election to be an S

• Frequently requested tax forms that corporation. See the Instructions for FormWhen contacting the Taxpayer
may be filled in electronically, printed out 2553 for details.Advocate, the corporation should provide
for submission, and saved forthe following information:
recordkeeping. Termination of Election• The corporation’s name, address, and • The Internal Revenue Bulletin.employer identification number (EIN). Once the election is made, it stays in

• The name and telephone number of an Buy the CD-ROM on the Internet at effect until it is terminated. If the election
authorized contact person and the hours www.irs.gov/cdorders from the National is terminated, the corporation (or a
he or she can be reached. Technical Information Service (NTIS) for successor corporation) can make another
• The type of tax return and year(s) $22 (no handling fee) or call election on Form 2553 only with IRS
involved. 1-877-CDFORMS (1-877-233-6767) toll consent for any tax year before the 5th
• A detailed description of the problem. free to buy the CD-ROM for $22 (plus a tax year after the first tax year in which
• Previous attempts to solve the problem $5 handling fee). the termination took effect. See
and the office that had been contacted. Regulations section 1.1362-5 for moreBy phone and in person. You can order• A description of the hardship the details.forms and publications by calling
corporation is facing and verifying 1-800-TAX-FORM (1-800-829-3676). You An election terminates automatically indocumentation (if applicable). can also get most forms and publications any of the following cases:

The corporation may contact a at your local IRS office. 1. The corporation is no longer aTaxpayer Advocate by calling a toll-free IRS E-Services Make Taxes Easier small business corporation as defined innumber, 1-877-777-4778 or by visiting the Now more than ever before businesses section 1361(b). This kind of terminationIRS website at www.irs.gov/advocate. can enjoy the benefits of filing and paying of an election is effective as of the day thePersons who have access to TTY/TDD their federal taxes electronically. Whether corporation no longer meets the definitionequipment may call 1-800-829-4059 and you rely on a tax professional or handle of a small business corporation. Attach toask for Taxpayer Advocate assistance. If your own taxes, the IRS offers you Form 1120S for the final year of the Sthe corporation prefers, it may call, write, convenient programs to make taxes corporation a statement notifying the IRSor fax the Taxpayer Advocate office in its easier. of the termination and the date itarea. See Pub. 1546, The Taxpayer • You can e-file your Form 1120S tax occurred.Advocate Service of the IRS, for a list of return; Form 940 and 941 employment 2. The corporation, for each of threeaddresses and fax numbers. tax returns; Form 1099 and other consecutive tax years, (a) has
information returns. Visit www.irs.gov/efile accumulated earnings and profits and (b)Direct Deposit of Refund for more information. derives more than 25% of its gross• You can pay taxes online or by phoneTo request a direct deposit of the receipts from passive investment income
using the free Electronic Federal Taxcorporation’s income tax refund, attach as defined in section 1362(d)(3)(C). The
Payment System (EFTPS). VisitForm 8050, Direct Deposit of Corporate election terminates on the first day of the
www.eftps.gov or call 1-800-555-4477 forTax Refund (see page 18). first tax year beginning after the third
more information. consecutive tax year. The corporationHow To Make a Use these electronic options to make must pay a tax for each year it has
filing and paying taxes easier. excess net passive income. See theContribution To Reduce

instructions for line 22a on page 18 for
the Public Debt details on how to figure the tax.

3. The election is revoked. An electionTo make a contribution to reduce the General Instructions may be revoked only with the consent ofpublic debt, send a check made payable
shareholders who, at the time theto the “Bureau of the Public Debt” to Purpose of Form revocation is made, hold more than 50%Bureau of the Public Debt, Department G,
of the number of issued and outstandingP.O. Box 2188, Parkersburg, WV Form 1120S is used to report the income,
shares of stock (including non-voting26106-2188. Or, enclose a check with deductions, gains, losses, etc., of a
stock). The revocation may specify anForm 1120S. Contributions to reduce the domestic corporation that has elected to
effective revocation date that is on or afterpublic debt are deductible, subject to the be an S corporation by filing Form 2553,
the day the revocation is filed. If no daterules and limitations for charitable Election by a Small Business Corporation,
is specified, the revocation is effective atcontributions. and whose election is in effect for the tax
the start of a tax year if the revocation isyear.
made on or before the 15th day of the 3rdHow To Get Forms and
month of that tax year. If no date isWho Must FilePublications specified and the revocation is made afterA corporation must file Form 1120S if (a)
the 15th day of the 3rd month of the taxPersonal computer. You can access the it elected to be an S corporation by filing
year, the revocation is effective at theIRS website 24 hours a day, 7 days a Form 2553, (b) the IRS accepted the
start of the next tax year.week at www.irs.gov to: election, and (c) the election remains in

• Order IRS products online. effect. Do not file Form 1120S for any tax To revoke the election, the corporation• Download forms, instructions, and year before the year the election takes must file a statement with the servicepublications. effect. center where it filed its election to be an S• See answers to frequently asked tax You cannot file Form 1120S unless corporation. In the statement, thequestions. you have previously filed a properly corporation must notify the IRS that it is• Search publications online by topic or completed Form 2553. After filing Form revoking its election to be an Skeyword. 2553 you should have received corporation. The statement must be• Send us comments or request help by confirmation that Form 2553 was signed by each shareholder whoemail. accepted. If you did not receive consents to the revocation and contain• Sign up to receive local and national notification of acceptance or the information required by Regulationstax news by email. nonacceptance of the election within 3 section 1.1362-6(a)(3).
You can also reach us using file months of filing Form 2553 (6 months if

A revocation may be rescinded beforetransfer protocol at ftp.irs.gov. you checked box Q1 to request a letter
it takes effect. See Regulations sectionCD-ROM. Order Pub. 1796, Federal Tax ruling), you should contact the service
1.1362-6(a)(4) for details.Products on CD-ROM, and get: center where the form was filed to make

• Current year forms, instructions, and sure the IRS received the election. If you For rules on allocating income and
publications. have not filed Form 2553, or did not file deductions between an S short year and
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a C short year and other special rules that The private delivery service can tellWhen To Fileapply when an election is terminated, see you how to get written proof of the mailing
In general, file Form 1120S by the 15thsection 1362(e) and Regulations section date.
day of the 3rd month following the date1.1362-3. Private delivery services cannotthe corporation’s tax year ended as

deliver items to P.O. boxes. YouIf an election was terminated under 1 shown at the top of Form 1120S. For
must use the U.S. Postal Serviceor 2 above, and the corporation believes CAUTION

!
calendar year corporations, the due date

to mail any item to an IRS P.O. boxthe termination was inadvertent, the is March 15, 2005. If the due date falls on
address.corporation may request permission from a Saturday, Sunday, or legal holiday, file

the IRS to continue to be treated as an S on the next business day. A corporation Most private delivery services will not
corporation. See Regulations section that has dissolved must generally file by accept your return without a street
1.1362-4 for the specific requirements the 15th day of the 3rd month after the address in addition to the city, state, and
that must be met to qualify for inadvertent date of dissolution. ZIP code. You can get the street address
termination relief. of your service center by callingIf the S corporation election was

1-800-829-4933.terminated during the tax year and the
Extension. Use Form 7004 to request acorporation reverts to a C corporation, fileElectronic Filing
6-month extension of time to file.Form 1120S for the S corporation’s shortS corporations have the option to file year by the due date (includingForm 1120S and related forms, extensions) of the C corporation’s short Period Coveredschedules, and attachments year return. File the 2004 return for calendar yearelectronically. However, the option to file

Private delivery services. Corporations 2004 and fiscal years beginning in 2004electronically does not apply to certain
can use certain private delivery services and ending in 2005. If the return is for areturns, including:
designated by the IRS to meet the “timely fiscal year or a short tax year, fill in the• Amended returns,
mailing as timely filing/paying” rule for tax tax year space at the top of the form.• Bankruptcy returns, returns and payments. These private Note. The 2004 Form 1120S may also• Final returns, delivery services include only the be used if:
following:• Returns with a name change, • The corporation has a tax year of less• DHL Express (DHL): DHL Same Day than 12 months that begins and ends in• Returns with precomputed penalty and
Service; DHL Next Day 10:30 am; DHL 2005 andinterest,
Next Day 12:00 pm; DHL Next Day 3:00 • The 2005 Form 1120S is not available• Returns with reasonable cause for pm; and DHL 2nd Day Service. by the time the corporation is required tofailing to file timely, • Federal Express (FedEx): FedEx file its return.• Returns with reasonable cause for Priority Overnight, FedEx Standard The corporation must show its 2005 taxfailing to pay timely, Overnight, FedEx 2Day, FedEx year on the 2004 Form 1120S and take• Returns with request for overpayment International Priority, FedEx International into account any tax law changes that are

to be applied to another account, First. effective for tax years beginning after• United Parcel Service (UPS): UPS Next• Short-year returns, and December 31, 2004.
Day Air, UPS Next Day Air Saver, UPS• 52–53 week tax year returns.
2nd Day Air, UPS 2nd Day Air A.M., UPS Who Must Sign

Visit www.irs.gov/efile for more Worldwide Express Plus, UPS Worldwide
The return must be signed and dated by:information. Express. • The president, vice president,
treasurer, assistant treasurer, chief
accounting officer, or
• Any other corporate officer (such as taxWhere To File
officer) authorized to sign.
• Where a return is made for a

File your return at the applicable IRS address listed below. corporation by a receiver, trustee or
assignee, the fiduciary must sign the

If the corporation’s principal And the total assets at the Use the following Internal return, instead of the corporate officer.business, office, or agency end of the tax year (Form Revenue Service Center Returns and forms signed by a receiver oris located in: 1120S, page 1, item E) are: address: trustee in bankruptcy on behalf of a
corporation must be accompanied by aConnecticut, Delaware, District
copy of the order or instructions of theof Columbia, Illinois, Indiana,
court authorizing signing of the return orKentucky, Maine, Maryland,

Massachusetts, Michigan, Less than $10 million Cincinnati, OH 45999-0013 form.
New Hampshire, New Jersey, If an employee of the corporation
New York, North Carolina, completes Form 1120S, the paid
Ohio, Pennsylvania, Rhode preparer’s space should remain blank. In
Island, South Carolina, $10 million or more Ogden, UT 84201-0013 addition, anyone who prepares Form
Vermont, Virginia, West 1120S, but does not charge the
Virginia, Wisconsin corporation, should not complete that

section. Generally, anyone who is paid toAlabama, Alaska, Arizona,
prepare the return must sign it and fill inArkansas, California,
the “Paid Preparer’s Use Only” area.Colorado, Florida, Georgia,

Hawaii, Idaho, Iowa, Kansas, The paid preparer must complete the
Louisiana, Minnesota, required preparer information and:
Mississippi, Missouri, Any amount Ogden, UT 84201-0013 • Sign the return in the space provided
Montana, Nebraska, Nevada, for the preparer’s signature.
New Mexico, North Dakota, • Give a copy of the return to the
Oklahoma, Oregon, South taxpayer.
Dakota, Tennessee, Texas,

Note. A paid preparer may sign originalUtah, Washington, Wyoming
returns, amended returns, or requests for

A foreign country or U.S. filing extensions by rubber stamp,Any amount Philadelphia, PA 19255-0013possession mechanical device, or computer software
program.
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Accrual method. Under the accrual (for income as a whole or for any materialPaid Preparer method, an amount is includible in income item). To do so, it must file Form 3115,
when Application for Change in AccountingAuthorization • All the events have occurred that fix the Method. For more information, see Pub.If the corporation wants to allow the IRS right to receive the income, which is the 538, Accounting Periods and Methods.to discuss its 2004 tax return with the paid earliest of the date (a) the required Section 481(a) adjustment. Thepreparer who signed it, check the ‘‘Yes’’ performance takes place, (b) payment is corporation may have to make anbox in the signature area of the return. due, or (c) payment is received, and adjustment under section 481(a) toThis authorization applies only to the • The amount can be determined with prevent amounts of income or expenseindividual whose signature appears in the reasonable accuracy. from being duplicated or omitted. The‘‘Paid Preparer’s Use Only’’ section of the

section 481(a) adjustment period is See Regulations section 1.451-1(a)return. It does not apply to the firm, if any,
generally 1 year for a net negativefor details.shown in that section.
adjustment and 4 years for a net positiveGenerally, an accrual basis taxpayerIf the ‘‘Yes’’ box is checked, the adjustment. However, a corporation maycan deduct accrued expenses in the taxcorporation is authorizing the IRS to call elect to use a 1-year adjustment periodyear in which:the paid preparer to answer any for positive adjustments if the net section• All events that determine the liabilityquestions that may arise during the 481(a) adjustment for the accountinghave occurred,processing of its return. The corporation method change is less than $25,000. For• The amount of the liability can beis also authorizing the paid preparer to: more details on the section 481(a)figured with reasonable accuracy, and• Give the IRS any information that is adjustment, see Form 3115.• Economic performance takes placemissing from its return,

Include any net positive section 481(a)with respect to the expense.• Call the IRS for information about the
adjustment on page 1, line 5. If the netThere are exceptions for certain items,processing of its return or the status of its
section 481(a) adjustment is negative,including recurring expenses. See sectionrefund or payment(s), and
report it on page 1, line 19.461(h) and the related regulations for the• Respond to certain IRS notices that the

rules for determining when economiccorporation has shared with the preparer Accounting Periodsperformance takes place.about math errors, offsets, and return
A corporation must figure its taxablepreparation. The notices will not be sent Percentage-of-completion method.
income on the basis of a tax year. A taxto the preparer. Long-term contracts (except for certain
year is the annual accounting period areal property construction contracts) mustThe corporation is not authorizing the corporation uses to keep its records andgenerally be accounted for using thepaid preparer to receive any refund report its income and expenses.percentage of completion method. Forcheck, bind the corporation to anything

Generally, an S corporation tax year isrules on long-term contracts, see section(including any additional tax liability), or
required to be:460 and the underlying regulations.otherwise represent the corporation • A calendar year.Mark-to-market accounting method.before the IRS. If the corporation wants to • A 52-53 week tax year that ends withGenerally, dealers in securities must useexpand the paid preparer’s authorization,
reference to a calendar year or a tax yearthe mark-to-market accounting methodsee Pub. 947, Practice Before the IRS
elected under section 444.described in section 475. Under thisand Power of Attorney. • A tax year elected under section 444.method, any security that is inventory toThe authorization cannot be revoked. • Any other tax year for which thethe dealer must be included in inventoryHowever, the authorization will corporation establishes a businessat its fair market value (FMV). Anyautomatically end no later than the due purpose by filing Form 1128.security held by a dealer that is notdate (excluding extensions) for filing the

inventory and that is held at the close of A new S corporation must use Form2005 tax return.
the tax year is treated as sold at its FMV 2553 to adopt a tax year other than a
on the last business day of the tax year. calendar year. To change theAccounting Methods Any gain or loss must be taken into corporation’s tax year, see Pub. 538 and

An accounting method is a set of rules account in determining gross income. The Form 1128, Application To Adopt,
used to determine when and how income gain or loss taken into account is Change, or Retain a Tax Year, (unless
and expenditures are reported. generally treated as ordinary gain or loss. the corporation is making an election

For details, including exceptions, see under section 444, discussed below).Figure ordinary income using the
section 475, the related regulations, and Establish a business purpose. Tomethod of accounting regularly used in
Rev. Rul. 94-7, 1994-1 C.B. 151. establish a business purpose forkeeping the corporation’s books and

changing or retaining its tax year on Formrecords. The method used must clearly Dealers in commodities and traders in
1128, the corporation must establish that:reflect income. securities and commodities may elect to
• The requested tax year is theuse the mark-to-market accountingGenerally, permissible methods corporation’s natural business year ormethod. To make the election, theinclude: ownership tax year under the automaticcorporation must file a statement:• Cash, approval request provisions of Rev. Proc.describing the election, the first tax year• Accrual, or 2002-38, 2002-2 I.R.B. 1037, orthe election is to be effective, and, in the• Any other method authorized by the • There is a business purpose for thecase of an election for traders inInternal Revenue Code. requested tax year under the rulingsecurities or commodities, the trade or

Generally, a corporation may not use request provisions of Rev. Proc. 2002-39,business for which the election is made.
the cash method of accounting if it is a tax 2002-2 I.R.B. 1046 (a user fee isExcept for new taxpayers, the statement
shelter (as defined in section 448(d)(3)). required).must be filed by the due date (not
See section 448 for details. including extensions) of the income tax If the corporation changes its tax year

return for the tax year immediatelyIf inventories are required, the accrual solely because its current tax year no
preceding the election year and attachedmethod generally must be used for sales longer qualifies as a natural business
to that return, or, if applicable, to aand purchases of merchandise. However, year (or, for certain corporations, an
request for an extension of time to file thatqualifying taxpayers and eligible ownership tax year), its shareholders may
return. For more details, see sectionsbusinesses of qualifying small business elect to take into account ratably over 4
475(e) and (f) and Rev. Proc. 99-17,taxpayers are excepted from using the tax years their pro rata share of income
1999-7 I.R.B. 52.accrual method and may account for attributable to the corporation’s short tax

inventoriable items as materials and Change in accounting method. year ending on or after May 10, 2002, but
supplies that are not incidental. For Generally, the corporation must get IRS before June 1, 2004. See Rev. Proc.
details, see Schedule A. Cost of Goods consent to change its method of 2003-79, 2003-45 I.R.B. 1036, for details.
Sold on page 18. accounting used to report taxable income If the corporation changes its tax year and
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the change falls within the scope of Rev. Depository Method of Tax Estimated Tax PaymentsProc. 2003-79, the corporation must
Generally, the corporation must makeattach a statement to Schedule K-1 that Payment
installment payments of estimated tax forprovides shareholders with the The corporation must pay the tax due in the following taxes if the total of theseinformation they will need to make this full no later than the 15th day of the 3rd taxes is $500 or more: (a) the tax onelection. month after the end of the tax year. The built-in gains, (b) the excess net passive

two methods of depositing corporateElecting a tax year under section 444. income tax, and (c) the investment credit
income taxes are discussed below.Under the provisions of section 444, an S recapture tax.

corporation may elect to have a tax year
The amount of estimated tax requiredElectronic Deposit Requirementother than a permitted year, but only if the

to be paid annually is the smaller of: (a)The corporation must make electronicdeferral period of the tax year is not
the total of the above taxes shown on thedeposits of all depository taxes (such aslonger than the shorter of 3 months or the
return for the tax year (or if no return isemployment tax, excise tax, anddeferral period of the tax year being
filed, the total of these taxes for the year)corporate income tax) using thechanged. This election is made by filing
or (b) the sum of (i) the investment creditElectronic Federal Tax Payment SystemForm 8716, Election To Have a Tax Year
recapture tax and the built-in gains tax(EFTPS) in 2005 if:Other Than a Required Tax Year.
shown on the return for the tax year (or if• The total deposits of such taxes inAn S corporation may not make or no return is filed, the total of these taxes2003 were more than $200,000 orcontinue an election under section 444 if for the tax year) and (ii) any excess net• The corporation was required to useit is a member of a tiered structure, other passive income tax shown on theEFTPS in 2004.than a tiered structure that consists corporation’s return for the preceding tax

If the corporation is required to useentirely of partnerships and S year. If the preceding tax year was less
EFTPS and fails to do so, it may becorporations that have the same tax year. than 12 months, the estimated tax must
subject to a 10% penalty. If theFor the S corporation to have a section be determined under (a).
corporation is not required to use EFTPS,444 election in effect, it must make the The estimated tax is generally payableit may participate voluntarily. To enroll inpayments required by section 7519. See in four equal installments. However, theor get more information about EFTPS,Form 8752, Required Payment or Refund corporation may be able to lower thecall 1-800-555-4477 or 1-800-945-8400.Under Section 7519. amount of one or more installments byTo enroll online, visit www.eftps.gov. using the annualized income installmentA section 444 election ends if: an S
Depositing on time. For EFTPS method or adjusted seasonal installmentcorporation changes its accounting period
deposits to be made timely, the method under section 6655(e).to a calendar year or some other
corporation must initiate the transaction atpermitted year; it is penalized for willfully For a calendar year corporation, the
least 1 business day before the date thefailing to comply with the requirements of payments are due for 2004 by April 15,
deposit is due.section 7519; or its S election is June 15, September 15, and December

terminated (unless it immediately 15. For a fiscal year corporation, they areDeposits With Form 8109becomes a personal service corporation). due by the 15th day of the 4th, 6th, 9th,If the corporation does not use EFTPS,If the termination results in a short tax and 12th months of the fiscal year. If anydeposit corporation income tax paymentsyear, type or legibly print at the top of the date falls on a Saturday, Sunday, or legal(and estimated tax payments) with Formfirst page of Form 1120S for the short tax holiday, the installment is due on the next8109, Federal Tax Deposit Coupon. If youyear, “SECTION 444 ELECTION regular business day.do not have a preprinted Form 8109, useTERMINATED.” The corporation must make theForm 8109-B to make deposits. You can
payments using the depository methodget this form only by callingRounding Off to Whole described above.1-800-829-4933. Be sure to have your

For more information on estimated taxEIN ready when you call.Dollars
payments, including penalties that apply ifThe corporation may round off cents to Do not send deposits directly to an IRS the corporation fails to make requiredwhole dollars on its return and schedules. office; otherwise, the corporation may payments, see the instructions for line 24If the corporation does round to whole have to pay a penalty. Mail or deliver the on page 18.dollars, it must round all amounts. To completed Form 8109 with the payment

round, drop amounts under 50 cents and to an authorized depositary, i.e., a Interest and Penaltiesincrease amounts from 50 to 99 cents to commercial bank or other financial
the next dollar (for example, $1.39 institution authorized to accept federal tax Interest. Interest is charged on taxes
becomes $1 and $2.50 becomes $3). deposits. paid late even if an extension of time to

file is granted. Interest is also charged onIf two or more amounts must be added Make checks or money orders payable
penalties imposed for failure to file,to figure the amount to enter on a line, to the depositary. To help ensure proper
negligence, fraud, substantial valuationinclude cents when adding the amounts crediting, enter the corporation’s EIN, the
misstatements, and substantialand round off only the total. tax period to which the deposit applies,
understatements of tax from the due dateand “Form 1120S” on the check or money
(including extensions) to the date oforder. Be sure to darken the “1120” boxRecordkeeping payment. The interest charge is figured atunder “Type of Tax” and the appropriateKeep the corporation’s records for as long a rate determined under section 6621.“Quarter” box under “Tax Period” on theas they may be needed for the Late filing of return. A corporation thatcoupon. Records of these deposits will beadministration of any provision of the does not file its tax return by the due date,sent to the IRS. For more information,Internal Revenue Code. Usually, records including extensions, may have to pay aSee “Marking the Proper Tax Period” inthat support an item of income, deduction, penalty of 5% a month, or part of athe instructions for Form 8109.or credit on the return must be kept for 3 month, up to a maximum of 25%, for eachyears from the date each shareholder’s If the corporation prefers, it may mail month the return is not filed. The penaltyreturn is due or is filed, whichever is later. the coupon and payment to: Financial is imposed on the net amount due. TheKeep records that verify the corporation’s Agent, Federal Tax Deposit Processing, minimum penalty for filing a return morebasis in property for as long as they are P.O. Box 970030, St. Louis, MO 63197. than 60 days late is the smaller of the taxneeded to figure the basis of the original Make the check or money order payable due or $100. The penalty will not beor replacement property. to “Financial Agent.” imposed if the corporation can show that

The corporation should keep copies of For more information on deposits, see the failure to file on time was due to
all returns filed. They may help in the instructions in the coupon booklet reasonable cause. If the failure is due to
preparing future returns and in making (Form 8109) and Pub. 583, Starting a reasonable cause, attach an explanation
amended returns. Business and Keeping Records. to the return.
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Late payment of tax. A corporation that • Form 720, Quarterly Federal Excise • Form 1096, Annual Summary and
does not pay the tax when due generally Tax Return. Use Form 720 to report Transmittal of U.S. Information Returns.
may have to pay a penalty of 1/2 of 1% a environmental taxes, communications • Form 1098, Mortgage Interest
month or part of a month, up to a and air transportation taxes, fuel taxes, Statement. Use this form to report the
maximum of 25%, for each month the tax manufacturers taxes, ship passenger tax, receipt from any individual of $600 or
is not paid. The penalty is imposed on the and certain other excise taxes. more of mortgage interest (including
net amount due. points) in the course of the corporation’s• Form 926, Information Return of a U.S.

trade or business and reimbursements ofTransferor of Property to a ForeignThe penalty will not be imposed if the overpaid interest.Corporation. Use this form to reportcorporation can show that failure to pay • Forms 1099. Use these informationcertain information required under sectionon time was due to reasonable cause. returns to report the following.6038B.
Failure to furnish information timely. 1. 1099-A, Acquisition or• Form 940 or Form 940-EZ, Employer’sSection 6037(b) requires an S corporation Abandonment of Secured Property.Annual Federal Unemployment (FUTA)to furnish to each shareholder a copy of 2. 1099-B, Proceeds From Broker andTax Return. The corporation may bethe information shown on Schedule K-1 Barter Exchange Transactions.liable for FUTA tax and may have to file(Form 1120S) that is attached to Form 3. 1099-C, Cancellation of Debt.Form 940 or 940-EZ if it either:1120S. Provide Schedule K-1 to each 4. 1099-DIV, Dividends and1. Paid wages of $1,500 or more inshareholder on or before the day on Distributions. Use Form 1099-DIV toany calendar quarter in 2003 or 2004 orwhich the corporation files Form 1120S. report actual dividends paid by the2. Had one or more employees who corporation. Only distributions fromFor each failure to furnish Schedule worked for the corporation for at least accumulated earnings and profits areK-1 to a shareholder when due and each some part of a day in any 20 or more classified as dividends from an Sfailure to include on Schedule K-1 all the different weeks in 2003 or 20 or more corporation. Do not issue Form 1099-DIVinformation required to be shown (or the different weeks in 2004. for dividends received by the corporationinclusion of incorrect information), a $50

A corporate officer who performs that are allocated to shareholders inpenalty may be imposed with regard to
substantial services is considered an boxes 5a or 5b of Schedule K-1.each Schedule K-1 for which a failure
employee. Except as provided in section 5. 1099-INT, Interest Income.occurs. If the requirement to report
3306(a), reasonable compensation for 6. 1099-LTC, Long-Term Care andcorrect information is intentionally
these services is subject to FUTA tax, no Accelerated Death Benefits.disregarded, each $50 penalty is
matter what the corporation calls the 7. 1099-MISC, Miscellaneous Income.increased to $100 or, if greater, 10% of
payments. Use this form to report payments: tothe aggregate amount of items required to
• Form 941, Employer’s Quarterly certain fishing boat crew members, tobe reported. See sections 6722 and 6724
Federal Tax Return or Form 943, providers of health and medical services,for more information.
Employer’s Annual Tax Return for of rent or royalties, of nonemployeeThe penalty will not be imposed if the Agricultural Employees. Employers must compensation, etc.corporation can show that not furnishing file these forms to report income tax

information timely was due to reasonable Note. Every corporation must file Formwithheld, and employer and employee
cause and not due to willful neglect. 1099-MISC if it makes payments of rents,social security and Medicare taxes. Also,

commissions, or other fixed orsee Trust Fund Recovery Penalty above.Trust fund recovery penalty. This
determinable income (see section 6041)A corporate officer who performspenalty may apply if certain excise,
totaling $600 or more to any one personsubstantial services is considered anincome, social security, and Medicare
in the course of its trade or businessemployee. Distributions and othertaxes that must be collected or withheld
during the calendar year.payments by an S corporation to aare not collected or withheld, or these

8. 1099-OID, Original Issue Discount.corporate officer must be treated astaxes are not paid. These taxes are
9. 1099-PATR, Taxable Distributionswages to the extent the amounts aregenerally reported on Forms 720, 941,

Received From Cooperatives.reasonable compensation for services to943, or 945 (see Other Forms, Returns,
10. 1099-R, Distributions Fromthe corporation.and Statements That May Be Required

Pensions, Annuities, Retirement orbelow). The trust fund recovery penalty • Form 945, Annual Return of Withheld
Profit-Sharing Plans, IRAs, Insurancemay be imposed on all persons who are Federal Income Tax. File Form 945 to
Contracts, etc.determined by the IRS to have been report income tax withheld from

11. 1099-S, Proceeds From Realresponsible for collecting, accounting for, nonpayroll distributions or payments,
Estate Transactions.and paying over these taxes, and who including pensions, annuities, IRAs,

12. 1099-SA, Distributions From anacted willfully in not doing so. The penalty gambling winnings, and backup
HSA, Archer MSA, or Medicareis equal to the unpaid trust fund tax. See withholding. Also, see Trust Fund
Advantage MSA.the instructions for Form 720, Pub. 15 Recovery Penalty above. • Form 3520, Annual Return to Report(Circular E), Employer’s Tax Guide, or • Form 966, Corporate Dissolution or Transactions With Foreign Trusts andPub. 51 (Circular A), Agricultural Liquidation. Receipt of Certain Foreign Gifts. TheEmployer’s Tax Guide, for more details, • Forms 1042 and 1042-S, Annual corporation may have to file this form if it:including the definition of responsible Withholding Tax Return for U.S. Sourcepersons. 1. Directly or indirectly transferredIncome of Foreign Persons; and Foreign
property or money to a foreign trust. ForPerson’s U.S. Source Income Subject to
this purpose, any U.S. person whoOther Forms, Returns, and Withholding. Use these forms to report
created a foreign trust is considered aand send withheld tax on payments madeStatements That May Be transferor.to nonresident alien individuals, foreign

2. Is treated as the owner of any partRequired partnerships, or foreign corporations to
of the assets of a foreign trust under thethe extent those payments constitute• Schedule N (Form 1120), Foreign grantor trust rules.gross income from sources within theOperations of U.S. Corporations. The 3. Received a distribution from aUnited States (see sections 861 throughcorporation may have to file this schedule foreign trust.865). For more details, see sections 1441if it had assets in or operated a business For more information, see theand 1442, and Pub. 515, Withholding ofin a foreign country or a U.S. possession. Instructions for Form 3520.Tax on Nonresident Aliens and Foreign• Forms W-2, Wage and Tax Statement,

Entities.and W-3, Transmittal of Wage and Tax Note. An owner of a foreign trust must
Statements. Use these forms to report • Form 1042-T, Annual Summary and ensure that the trust files an annual
wages, tips, other compensation, and Transmittal of Forms 1042-S. Use Form information return on Form 3520-A,
withheld income, social security, and 1042-T to transmit paper Forms 1042-S Annual Information Return of Foreign
Medicare taxes for employees. to the IRS. Trust With a U.S. Owner.
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attributable to a tax shelter is taken or any 2. Owned at least a 10% direct or• Form 5471, Information Return of U.S.
income attributable to a tax shelter is indirect interest in a foreign partnershipPersons With Respect to Certain Foreign
reported. while U.S. persons controlled thatCorporations. This form is required if the

partnership.• Form 8275, Disclosure Statement. Filecorporation controls a foreign corporation;
Form 8275 to disclose items or positions,acquires, disposes of, or owns 10% or 3. Had an acquisition, disposition, or
except those contrary to a regulation, thatmore in value or vote of the outstanding change in proportional interest of a
are not otherwise adequately disclosedstock of a foreign corporation; or had foreign partnership that:
on a tax return. The disclosure is made tocontrol of a foreign corporation for an a. Increased its direct interest to at
avoid the parts of the accuracy-relateduninterrupted period of at least 30 days least 10% or reduced its direct interest of
penalty imposed for disregard of rules orduring the annual accounting period of at least 10% to less than 10%.
substantial understatement of tax. Formthe foreign corporation. See Question 4 of b. Changed its direct interest by at
8275 is also used for disclosures relatingSchedule N (Form 1120). least a 10% interest.
to preparer penalties for understatements• Form 5498, IRA Contribution 4. Contributed property to a foreigndue to unrealistic positions or disregard ofInformation. Use this form to report partnership in exchange for a partnershiprules.contributions (including rollover interest if:• Form 8275-R, Regulation Disclosurecontributions) to any IRA, including a

a. Immediately after the contribution,Statement, is used to disclose any itemSEP, SIMPLE, or Roth IRA, and to report
the corporation owned, directly oron a tax return for which a position hasRoth IRA conversions, IRA
indirectly, at least a 10% interest in thebeen taken that is contrary to Treasuryrecharacterizations, and the fair market
foreign partnership orregulations.value of the account.

b. The fair market value of the• Form 5498-ESA, Coverdell ESA • Form 8281, Information Return for
property the corporation contributed to theContribution Information. Use this form to Publicly Offered Original Issue Discount
foreign partnership, when added to otherreport contributions (including rollover Instruments (OID). This form is used by
contributions of property made to thecontributions) to, and the fair market issuers of publicly offered debt
foreign partnership (by the corporation orvalue of, a Coverdell education savings instruments having OID to provide the
a related person) during the precedingaccount (ESA). information required by section 1275(c).
12-month period, exceeded $100,000.• Form 5498-SA, HSA, Archer MSA, or • Forms 8288 and 8288-A, U.S.

Also, the corporation may have to fileMedicare Advantage MSA Information. Withholding Tax Return for Dispositions
Form 8865 to report certain dispositionsUse this form to report contributions to an by Foreign Persons of U.S. Real Property
by a foreign partnership of property itHSA, Archer MSA and the fair market Interests; and Statement of Withholding
previously contributed to that foreignvalue of an HSA, Archer MSA, or on Dispositions by Foreign Persons of
partnership if it was a partner at the timeMedicare Advantage MSA. U.S. Real Property Interests. Use these
of the disposition.forms to report and transmit withheld taxFor more information, see the general

For more details, including penaltieson the sale of U.S. real property by aand specific Instructions for Forms 1099,
for failing to file Form 8865, see Formforeign person. See section 1445 and the1098, 5498, and W-2G.
8865 and its separate instructions.related regulations for additional• Form 5713, International Boycott

information. • Form 8866, Interest ComputationReport. Corporations that had operations
Under the Look-Back Method for Property• Form 8300, Report of Cash Paymentsin, or related to, certain “boycotting”
Depreciated Under the Income ForecastOver $10,000 Received in a Trade orcountries file Form 5713.
Method. Certain S corporations that areBusiness. Use this form to report the• Form 8023, Elections Under Section
not closely held may have to file Formreceipt of more than $10,000 in cash or338 for Corporations Making Qualified
8866. Figure the interest due or to beforeign currency in one transaction or aStock Purchases. Corporations file this
refunded under the look-back method ofseries of related transactions.form to make elections under section 338
section 167(g)(2) for certain property• Form 8594, Asset Acquisitionfor a “target” corporation if the purchasing
placed in service after September 13,Statement Under Section 1060.corporation has made a qualified stock
1995, that is depreciated under theCorporations file this form to report thepurchase of the target corporation.
income forecast method. Closely heldpurchase or sale of a group of assets that• Form 8050, Direct Deposit of Corporate
corporations should see the Schedule Kmake up a trade or business if goodwill orTax Refund. File Form 8050 to request
instructions on page 30 for line 17d, codegoing concern value could attach to thethat the IRS deposit a corporate tax
D, for details on the Form 8866assets, and if the buyer’s basis isrefund (including a refund of $1 million or
information they must provide to theirdetermined only by the amount paid formore) directly into an account at any U.S.
shareholders.the assets.bank or other financial institution (such as • Form 8873, Extraterritorial Income• Form 8697, Interest Computationa mutual fund or brokerage firm) that
Exclusion. Use this form to report theUnder the Look-Back Method foraccepts direct deposits.
amount of extraterritorial income excludedCompleted Long-Term Contracts. Certain• Form 8264, Application for Registration
from the corporation’s gross income forS corporations that are not closely heldof a Tax Shelter. Tax shelter organizers
the tax year.may have to file Form 8697 to figure themust use this form to register tax shelters

interest due or to be refunded under the • Form 8876, Excise Tax on Structuredwith the IRS to receive a tax shelter
look-back method of section 460(b)(2). Settlement Factoring Transactions. Useregistration number. Caution: Until
The look-back method applies to certain Form 8876 to report and pay the 40%further guidance is issued, material
long-term contracts accounted for under excise tax imposed under section 5891.advisors who provide material aid,
either the percentage of completion • Form 8883, Asset Allocation Statementassistance, or advice with respect to any
method or the percentage of Under Section 338. Corporations use thisreportable transaction after October 22,
completion-capitalized cost method. form to report information about2004, must use Form 8264 to disclose
Closely held corporations should see the transactions involving the deemed sale ofreportable transactions in accordance
Schedule K instructions on page 30 for assets under section 338.with interim guidance provided in Notice
code C for details on the Form 86972004-80, 2004-50 I.R.B. 963. • Form 8886, Reportable Transaction
information they must provide to their• Form 8271, Investor Reporting of Tax Disclosure Statement. Use this form to
shareholders.Shelter Registration Number. disclose information for each reportable
• Form 8865, Return of U.S. PersonsCorporations, which have acquired an transaction in which the corporation
With Respect To Certain Foreigninterest in a tax shelter that is required to participated. Form 8886 must be filed for
Partnerships. A corporation may have tobe registered, use this form to report the each tax year the corporation participated
file Form 8865 if it:tax shelter’s registration number. Attach in the transaction. You may have to pay a

Form 8271 to any return (including an 1. Controlled a foreign partnership penalty if you are required to file Form
amended return) on which a deduction, (i.e., owned more than a 50% direct or 8886 but do not do so. The following are
credit, loss, or other tax benefit indirect interest in the partnership). reportable transactions.
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1. Any listed transaction, which is a identifies the line number of each must be recharacterized as nonpassive
transaction that is the same as or amended item, the corrected amount or income for purposes of the passive
substantially similar to tax avoidance treatment of the item, and an explanation activity limitations. See
transactions identified by the IRS. of the reasons for each change. Recharacterization of Passive Income on

2. Any transaction offered under page 10.If the amended return results in a
conditions of confidentiality for which the change to income, or a change in the To allow each shareholder to apply thecorporation paid a minimum fee of at least distribution of any income or other passive activity limitations at their level,$50,000. information provided any shareholder, an the corporation must report income or3. Certain transactions for which the amended Schedule K-1 (Form 1120S) loss and credits separately for each of thecorporation has contractual protection must also be filed with the amended Form following: trade or business activities,against disallowance of the tax benefits. 1120S and given to that shareholder. Be rental real estate activities, rental4. Certain transactions resulting in a sure to check the “amended K-1” box on activities other than rental real estate, andloss of at least $2 million in any single each Schedule K-1 to indicate that it is an portfolio income.year or $4 million in any combination of amended Schedule K-1.
years.

A change to the corporation’s federal Activities That Are Not Passive5. Certain transactions resulting in a
return may affect its state return. This Activitiesbook-tax difference of more than $10
includes changes made as the result ofmillion on a gross basis. The following are not passive activities:
an IRS examination. For more6. Any transaction resulting in a tax 1. Trade or business activities ininformation, contact the state tax agencycredit of more than $250,000, if the which the shareholder materiallyfor the state(s) in which the corporation’scorporation held the asset generating the participated for the tax year.return was filed.credit for 45 days or less. 2. Any rental real estate activity in

which the shareholder materiallyStatements Passive Activity
participated if the shareholder met both of

Stock ownership in foreign Limitations the following conditions for the tax year:
corporations. If the corporation owned In general, section 469 limits the amount a. More than half of the personalat least 5% in value of the outstanding of losses, deductions, and credits that services the shareholder performed instock of a foreign personal holding shareholders may claim from “passive trades or businesses were performed incompany, and the corporation was activities.” The passive activity limitations real property trades or businesses inrequired to include in its gross income do not apply to the corporation. Instead, which he or she materially participated,any undistributed foreign personal holding they apply to each shareholder’s share of andcompany income, attach the statement any income or loss and credit attributable b. The shareholder performed morerequired by section 551(c). to a passive activity. Because the than 750 hours of services in realTransfers to a corporation controlled treatment of each shareholder’s share of property trades or businesses in which heby the transferor. If a person receives corporate income or loss and credit or she materially participated.stock of a corporation in exchange for depends upon the nature of the activity For purposes of this rule, each interestproperty, and no gain or loss is that generated it, the corporation must in rental real estate is a separate activityrecognized under section 351, the report income or loss and credits unless the shareholder elects to treat alltransferor and transferee must each separately for each activity. interests in rental real estate as oneattach to their tax returns the information

The instructions below (pages 8 activity.required by Regulations section 1.351-3.
through 11) and the instructions for If the shareholder is married filing
Schedules K and K-1 (pages 19 through jointly, either the shareholder or his or herAssembling the Return 31) explain the applicable passive activity spouse must separately meet bothTo ensure that the corporation’s tax return limitation rules and specify the type of conditions 2a and b above, without takingis correctly processed, attach all information the corporation must provide into account services performed by theschedules and forms after page 4, Form to its shareholders for each activity. If the other spouse.1120S, in the following order: corporation had more than one activity, it

A real property trade or business is1. Schedule N (Form 1120). must report information for each activity
any real property development,2. Form 8050. on an attachment to Schedules K and
redevelopment, construction,3. Form 4136, Credit for Federal Tax K-1.
reconstruction, acquisition, conversion,Paid on Fuels. Generally, passive activities include: rental, operation, management, leasing,4. Additional schedules in alphabetical (a) activities that involve the conduct of a or brokerage trade or business. Servicesorder. trade or business in which the the shareholder performed as an5. Additional forms in numerical order. shareholder does not materially employee are not treated as performed in

participate and (b) any rental activity a real property trade or business unlessComplete every applicable entry space
(defined below) even if the shareholder he or she owned more than 5% of theon Form 1120S and Schedule K-1. Do not
materially participates. For exceptions, stock in the employer.write “See Attached” instead of
see Activities That Are Not Passivecompleting the entry spaces. If more 3. The rental of a dwelling unit used
Activities. The level of each shareholder’sspace is needed on the forms or by a shareholder for personal purposes
participation in an activity must beschedules, attach separate sheets using during the year for more than the greater
determined by the shareholder.the same size and format as the printed of 14 days or 10% of the number of days

The passive activity rules provide thatforms. If there are supporting statements that the residence was rented at fair
losses and credits from passive activitiesand attachments, arrange them in the rental value.
can generally be applied only againstsame order as the forms or schedules 4. An activity of trading personal
income and tax from passive activities.they support and attach them last. Show property for the account of owners of
Thus, passive losses and credits cannotthe totals on the printed forms. Also, be interests in the activity. For purposes of
be applied against income from salaries,sure to enter the corporation’s name and this rule, personal property means
wages, professional fees, or a business inEIN on each supporting statement or property that is actively traded, such as
which the shareholder materiallyattachment. stocks, bonds, and other securities. See
participates; against “portfolio income” Temporary Regulations section
(defined on page 10); or against the taxAmended Return 1.469-1T(e)(6) for more details.
related to any of these types of income.To correct an error on a Form 1120S

already filed, file an amended Form Special rules require that net income Note. The section 469(c)(3) exception for
1120S and check box F(5) on page 1 of from certain activities that would a working interest in oil and gas
the return. Attach a statement that otherwise be treated as passive income properties does not apply to an S
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Rental property incidental to acorporation because state law generally in its capacity as an owner of an interest
nonrental activity. An activity is not alimits the liability of shareholders. in such partnership. Whether the
rental activity if the rental of the propertycorporation provides property used in anTrade or Business Activities is incidental to a nonrental activity, suchactivity of a partnership in the

A trade or business activity is an activity as the activity of holding property forcorporation’s capacity as an owner of an
(other than a rental activity or an activity investment, a trade or business activity,interest in the partnership is based on all
treated as incidental to an activity of or the activity of dealing in property.the facts and circumstances.
holding property for investment) that: Rental of property is incidental to anIn addition, a guaranteed payment1. Involves the conduct of a trade or activity of holding property for investmentdescribed in section 707(c) is neverbusiness (within the meaning of section if both of the following apply:income from a rental activity.162), • The main purpose for holding the

2. Is conducted in anticipation of property is to realize a gain from theAverage period of customer use.
starting a trade or business, or appreciation of the property.Figure the average period of customer

3. Involves research or experimental • The gross rental income from suchuse for a class of property by dividing the
expenditures deductible under section property for the tax year is less than 2%total number of days in all rental periods
174 (or that would be if you chose to of the smaller of the property’s unadjustedby the number of rentals during the tax
deduct rather than capitalize them). basis or its fair market value.year. If the activity involves renting more

than one class of property, multiply the Rental of property is incidental to aIf the shareholder does not materially average period of customer use of each trade or business activity if all of theparticipate in the activity, a trade or class by the ratio of the gross rental following apply:business activity of the corporation is a income from that class to the activity’s • The corporation owns an interest in thepassive activity for the shareholder. total gross rental income. The activity’s trade or business at all times during the
average period of customer use equalsEach shareholder must determine if year.
the sum of these class-by-class averagethey materially participated in an activity. • The rental property was mainly used in
periods weighted by gross income. SeeAs a result, while the corporation’s the trade or business activity during the
Regulations section 1.469-1(e)(3)(iii).ordinary business income (loss) is tax year or during at least 2 of the 5

reported on page 1 of Form 1120S, the preceding tax years.Significant personal services. Personalspecific income and deductions from each • The gross rental income from theservices include only services performedseparate trade or business activity must property is less than 2% of the smaller ofby individuals. To determine if personalbe reported on attachments to Form the property’s unadjusted basis or its fairservices are significant personal services,1120S. Similarly, while each market value.consider all of the relevant facts andshareholder’s allocable share of the The sale or exchange of property thatcircumstances. Relevant facts andcorporation’s ordinary business income is also rented during the tax year (incircumstances include:(loss) is reported in box 1 of Schedule which the gain or loss is recognized) is• How often the services are provided,K-1, each shareholder’s allocable share treated as incidental to the activity of• The type and amount of labor requiredof the income and deductions from each dealing in property if, at the time of theto perform the services, andtrade or business activity must be sale or exchange, the property was held• The value of the services in relation toreported on attachments to each primarily for sale to customers in thethe amount charged for the use of theSchedule K-1. See Passive Activity ordinary course of the corporation’s tradeproperty.Reporting Requirements on page 11 for or business.
more information. The following services are not See Temporary Regulations section

considered in determining whether 1.469-1T(e)(3) and Regulations sectionRental Activities
personal services are significant: 1.469-1(e)(3) for more information on theGenerally, except as noted below, if the • Services necessary to permit the lawful definition of rental activities for purposesgross income from an activity consists of
use of the rental property. of the passive activity limitations.amounts paid principally for the use of • Services performed in connection with Reporting of rental activities. Inreal or personal tangible property held by
improvements or repairs to the rental reporting the corporation’s income orthe corporation, the activity is a rental
property that extend the useful life of the losses and credits from rental activities,activity.
property substantially beyond the average the corporation must separately report (a)There are several exceptions to this rental period. rental real estate activities and (b) rentalgeneral rule. Under these exceptions, an • Services provided in connection with activities other than rental real estateactivity involving the use of real or the use of any improved real property that activities.personal tangible property is not a rental are similar to those commonly provided in Shareholders who actively participateactivity if any of the following apply: connection with long-term rentals of in a rental real estate activity may be able• The average period of customer use high-grade commercial or residential to deduct part or all of their rental real(defined below) for such property is 7 property. Examples include cleaning and estate losses (and the deductiondays or less. maintenance of common areas, routine equivalent of rental real estate credits)• The average period of customer use for repairs, trash collection, elevator service, against income (or tax) from nonpassivesuch property is 30 days or less and and security at entrances. activities. Generally, the combinedsignificant personal services (defined

amount of rental real estate losses andbelow) are provided by or on behalf of the Extraordinary personal services.
the deduction equivalent of rental realcorporation. Services provided in connection with
estate credits from all sources (including• Extraordinary personal services making rental property available for
rental real estate activities not held(defined below) are provided by or on customer use are extraordinary personal
through the corporation) that may bebehalf of the corporation. services only if the services are
claimed is limited to $25,000.• Rental of the property is treated as performed by individuals and the

incidental to a nonrental activity of the customers’ use of the rental property is Report rental real estate activity
corporation under Temporary Regulations incidental to their receipt of the services. income (loss) on Form 8825, Rental Real
section 1.469-1T(e)(3)(vi) and For example, a patient’s use of a hospital Estate Income and Expenses of a
Regulations section 1.469-1(e)(3)(vi). room generally is incidental to the care Partnership or an S Corporation, and on
• The corporation customarily makes the that the patient receives from the line 2 of Schedule K and in box 2 of
property available during defined hospital’s medical staff. Similarly, a Schedule K-1, rather than on page 1 of
business hours for nonexclusive use by student’s use of a dormitory room in a Form 1120S. Report credits related to
various customers. boarding school is incidental to the rental real estate activities on lines 13c
• The corporation provides property for personal services provided by the and 13d of Schedule K (box 13, codes C
use in a nonrental activity of a partnership school’s teaching staff. and G, of Schedule K-1) and low-income
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housing credits on lines 13a and 13b of years unless a material change in theSelf-Charged Interest
Schedule K (box 13, codes A and B, of facts and circumstances makes it clearlyCertain self-charged interest income and
Schedule K-1). inappropriate.deductions may be treated as passive

The IRS may regroup the corporation’sactivity gross income and passive activityReport income (loss) from rental
activities if the corporation’s grouping failsdeductions if the loan proceeds are usedactivities other than rental real estate on
to reflect one or more appropriatein a passive activity. Generally,line 3 and credits related to rental
economic units and one of the primaryself-charged interest income andactivities other than rental real estate on
purposes for the grouping is to avoid thedeductions result from loans between theline 13e of Schedule K and in box 13,
passive activity limitations.corporation and its shareholders.code H, of Schedule K-1.

Self-charged interest also occurs in loans Limitation on grouping certain
between the corporation and another S activities. The following activities mayPortfolio Income
corporation or partnership if each owner not be grouped together:Generally, portfolio income includes all in the borrowing entity has the same 1. A rental activity with a trade orgross income, other than income derived proportional ownership interest in the business activity unless the activitiesin the ordinary course of a trade or lending entity. being grouped together make up anbusiness, that is attributable to interest;

The self-charged interest rules do not appropriate economic unit anddividends; royalties; income from a real
apply to a shareholder’s interest in an Sestate investment trust, a regulated a. The rental activity is insubstantial
corporation if the S corporation makes aninvestment company, a real estate relative to the trade or business activity or
election under Regulations sectionmortgage investment conduit, a common vice versa or
1.469-7(g) to avoid the application oftrust fund, a controlled foreign b. Each owner of the trade or
these rules. To make the election, the Scorporation, a qualified electing fund, or a business activity has the same
corporation must attach to its original orcooperative; income from the disposition proportionate ownership interest in the
amended Form 1120S a statement thatof property that produces income of a rental activity. If so, the portion of the
includes the name, address, and EIN oftype defined as portfolio income; and rental activity involving the rental of
the S corporation and a declaration thatincome from the disposition of property property to be used in the trade or
the election is being made underheld for investment. See Self-Charged business activity may be grouped with the
Regulations section 1.469-7(g). TheInterest below for an exception. trade or business activity.
election will apply to the tax year for 2. An activity involving the rental ofSolely for purposes of the preceding which it was made and all subsequent tax real property with an activity involving theparagraph, gross income derived in the years. Once made, the election may only rental of personal property (except forordinary course of a trade or business be revoked with the consent of the IRS. personal property provided in connectionincludes (and portfolio income, therefore, with real property or vice versa).For more details on the self-chargeddoes not include) only the following types 3. Any activity with another activity ininterest rules, see Regulations sectionof income: a different type of business and in which1.469-7.• Interest income on loans and the corporation holds an interest as a

investments made in the ordinary course Grouping of Activities limited partner or as a limited
of a trade or business of lending money. entrepreneur (as defined in sectionGenerally, one or more trade or business• Interest on accounts receivable arising 464(e)(2)) if that other activity engages inor rental activities may be treated as a
from the performance of services or the holding, producing, or distributing motionsingle activity if the activities make up an
sale of property in the ordinary course of picture films or videotapes; farming;appropriate economic unit for
a trade or business of performing such leasing section 1245 property; ormeasurement of gain or loss under the
services or selling such property, but only exploring for, or exploiting, oil and gaspassive activity rules. Whether activities
if credit is customarily offered to resources, or geothermal deposits.make up an appropriate economic unit
customers of the business. depends on all the relevant facts and

Activities conducted through• Income from investments made in the circumstances. The factors given the
partnerships. Once a partnershipordinary course of a trade or business of greatest weight in determining whether
determines its activities under these rules,furnishing insurance or annuity contracts activities make up an appropriate
the corporation as a partner may useor reinsuring risks underwritten by economic unit are:
these rules to group those activities with:insurance companies. 1. Similarities and differences in types • Each other,• Income or gain derived in the ordinary of trades or businesses, • Activities conducted directly by thecourse of an activity of trading or dealing 2. The extent of common control, corporation, orin any property if such activity constitutes 3. The extent of common ownership, • Activities conducted through othera trade or business (unless the dealer 4. Geographical location, and partnerships.held the property for investment at any 5. Reliance between or among the

time before such income or gain is The corporation may not treat asactivities.
recognized). separate activities those activities

grouped together by the partnership.• Royalties derived by the taxpayer in the Example. The corporation has a
ordinary course of a trade or business of significant ownership interest in a bakery Recharacterization of Passivelicensing intangible property. and a movie theater in Baltimore and in a Income• Amounts included in the gross income bakery and a movie theater in

Under Temporary Regulations sectionof a patron of a cooperative by reason of Philadelphia. Depending on the relevant
1.469-2T(f) and Regulations sectionany payment or allocation to the patron facts and circumstances, there may be
1.469-2(f), net passive income frombased on patronage occurring with more than one reasonable method for
certain passive activities must be treatedrespect to a trade or business of the grouping the corporation’s activities. For
as nonpassive income. Net passivepatron. instance, the following groupings may or
income is the excess of an activity’smay not be permissible:• Other income identified by the IRS as
passive activity gross income over its• A single activity,income derived by the taxpayer in the
passive activity deductions (current year• A movie theater activity and a bakeryordinary course of a trade or business.
deductions and prior year unallowedactivity,

See Temporary Regulations section losses).• A Baltimore activity and a Philadelphia
1.469-2T(c)(3) for more information on activity, or Income from the following six sources
portfolio income. • Four separate activities. is subject to recharacterization.

Report portfolio income and related Once the corporation chooses a Note. Any net passive income
deductions on Schedule K rather than on grouping under these rules, it must recharacterized as nonpassive income is
page 1 of Form 1120S. continue using that grouping in later tax treated as investment income for
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purposes of figuring investment interest property, if the basis of the property 5. For any gain (loss) from the
expense limitations if it is from (a) an disposed of is determined in whole or in disposition of an interest in an activity or
activity of renting substantially part by reference to the basis of that item of an interest in property used in an
nondepreciable property from an of property). activity (including dispositions before
equity-financed lending activity or (b) an Because the corporation cannot 1987 from which gain is being recognized
activity related to an interest in a determine a shareholder’s level of after 1986):
pass-through entity that licenses participation, the corporation must identify a. Identify the activity in which the
intangible property. net income from property described property was used at the time of

above (without regard to the disposition;1. Significant participation passive
shareholder’s level of participation) asactivities. A significant participation b. If the property was used in more
income that may be subject topassive activity is any trade or business than one activity during the 12 months
recharacterization.activity in which the shareholder preceding the disposition, identify the

5. Rental of property to aparticipated for more than 100 hours activities in which the property was used
nonpassive activity. If a taxpayer rentsduring the tax year but did not materially and the adjusted basis allocated to each
property to a trade or business activity inparticipate. Because each shareholder activity; and
which the taxpayer materially participates,must determine his or her level of c. For gains only, if the property wasthe taxpayer’s net rental activity incomeparticipation, the corporation will not be substantially appreciated at the time of(defined in item 4) from the property isable to identify significant participation the disposition and the applicable holdingnonpassive income.passive activities. period specified in Regulations section6. Acquisition of an interest in a2. Certain nondepreciable rental 1.469-2(c)(2)(iii)(A) was not satisfied,pass-through entity that licensesproperty activities. Net passive income identify the amount of the nonpassiveintangible property. Generally, netfrom a rental activity is nonpassive gain and indicate whether or not the gainroyalty income from intangible property isincome if less than 30% of the unadjusted is investment income under Regulationsnonpassive income if the taxpayerbasis of the property used or held for use section 1.469-2(c)(2)(iii)(F).acquired an interest in the pass-throughby customers in the activity is subject to 6. Identify the shareholder’s pro rataentity after it created the intangibledepreciation under section 167. share of the corporation’s self-chargedproperty or performed substantial3. Passive equity-financed lending interest income or expense (seeservices or incurred substantial costs inactivities. If the corporation has net Self-Charged Interest on page 10).developing or marketing the intangibleincome from a passive equity-financed a. Loans between a shareholderproperty. Net royalty income is the excesslending activity, the smaller of the net and the corporation. Identify the lendingof passive activity gross income frompassive income or equity-financed or borrowing shareholder’s share of thelicensing or transferring any right ininterest income from the activity is self-charged interest income or expense.intangible property over passive activitynonpassive income. If the shareholder made the loan to thedeductions (current year deductions and

Note. The amount of income from the corporation, also identify the activity inprior year unallowed losses) that are
activities in items 1 through 3 above that which the loan proceeds were used. If thereasonably allocable to the intangible
any shareholder will be required to proceeds were used in more than oneproperty. See Temporary Regulations
recharacterize as nonpassive income activity, allocate the interest to eachsection 1.469-2T(f)(7)(iii) for exceptions to
may be limited under Temporary activity based on the amount of thethis rule.
Regulations section 1.469-2T(f)(8). proceeds used in each activity.
Because the corporation will not have b. Loans between the corporationPassive Activity Reportinginformation regarding all of a and another S corporation orRequirementsshareholder’s activities, it must identify all partnership. If the corporation’s

To allow shareholders to correctly applycorporate activities meeting the definitions shareholders have the same proportional
the passive activity loss and creditin items 2 and 3 as activities that may be ownership interest in this corporation as
limitation rules, any corporation thatsubject to recharacterization. in the other S corporation or partnership,
carries on more than one activity must:4. Rental of property incidental to a identify each shareholder’s share of the

development activity. Net rental activity 1. Provide an attachment for each interest income or expense from the loan.
income is the excess of passive activity activity conducted through the corporation If the corporation was the borrower, also
gross income from renting or disposing of that identifies the type of activity identify the activity in which the loan
property over passive activity deductions conducted (trade or business, rental real proceeds were used. If the proceeds were
(current year deductions and prior year estate, rental activity other than rental real used in more than one activity, allocate
unallowed losses) that are reasonably estate, or investment). the interest to each activity based on the
allocable to the rented property. Net 2. On the attachment for each activity, amount of the proceeds used in each
rental activity income is nonpassive provide a schedule, using the same box activity.
income for a shareholder if all of the numbers as shown on Schedule K-1, 7. Specify the amount of gross
following apply: detailing the net income (loss), credits, portfolio income, the interest expense• The corporation recognizes gain and all items required to be separately properly allocable to portfolio income, and
from the sale, exchange, or other stated under section 1366(a)(1) from expenses other than interest expense that
disposition of the rental property during each trade or business activity, from each are clearly and directly allocable to
the tax year. rental real estate activity, from each rental portfolio income.• The use of the item of property in activity other than a rental real estate 8. Identify the ratable portion of any
the rental activity started less than 12 activity, and from investments. section 481 adjustment (whether a net
months before the date of disposition. 3. Identify the net income (loss) and positive or a net negative adjustment)
The use of an item of rental property the shareholder’s share of corporation allocable to each corporate activity.
begins on the first day on which (a) the interest expense from each activity of 9. Identify any gross income fromcorporation owns an interest in the renting a dwelling unit that any sources specifically excluded fromproperty, (b) substantially all of the shareholder uses for personal purposes passive activity gross income, including:property is either rented or held out for during the year for more than the greater

a. Income from intangible property, ifrent and ready to be rented, and (c) no of 14 days or 10% of the number of days
the shareholder is an individual whosesignificant value-enhancing services that the residence is rented at fair rental
personal efforts significantly contributedremain to be performed. value.
to the creation of the property;• The shareholder materially 4. Identify the net income (loss) and

b. Income from state, local, or foreignparticipated or significantly participated the shareholder’s share of interest
income tax refunds; andfor any tax year in an activity that involved expense from each activity of trading

the performing of services to enhance the personal property conducted through the c. Income from a covenant not to
value of the property (or any other item of corporation. compete, if the shareholder is an
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individual who contributed the covenant to • Form 1120S, Schedule K, line 3b. not deliver to the street address and the
the corporation. In addition, the corporation must report corporation has a P.O. box, show the box

as an item of information on Schedule number instead of the street address.10. Identify any deductions that are not
K-1, box 14, code O, the shareholder’spassive activity deductions. If the corporation receives its mail in
pro rata share of foreign trading gross11. If the corporation makes a full or care of a third party (such as an
receipts from Form 8873, line 15.partial disposition of its interest in another accountant or an attorney), enter on the

2. If the foreign trading gross receiptsentity, identify the gain (loss) allocable to street address line “C/O” followed by the
of the corporation for the tax year are $5each activity conducted through the third party’s name and street address or
million or less and the corporation did notentity, and the gain allocable to a passive P.O. box.
meet the foreign economic processactivity that would have been
requirements, it may not report therecharacterized as nonpassive gain had Item B. Business Code No.extraterritorial income exclusion as athe corporation disposed of its interest in

See the Codes for Principal Businessnon-separately stated item on its return.property used in the activity (because the
Activity on pages 35 through 37 of theseInstead, it must report the following twoproperty was substantially appreciated at
instructions.separately-stated items to thethe time of the disposition, and the gain

shareholders on Schedule K-1, box 14,represented more than 10% of the Item C. Employercodes O and P, respectively:shareholder’s total gain from the
disposition). Identification Number (EIN)• Foreign trading gross receipts (code

12. Identify the following items from O). Report each shareholder’s pro rata Enter the corporation’s EIN. If theactivities that may be subject to the share of foreign trading gross receipts corporation does not have an EIN, it mustrecharacterization rules under Temporary from line 15 of Form 8873 in box 14 using apply for one. An EIN may be applied for:Regulations section 1.469-2T(f) and code O. • Online–Click on the EIN link atRegulations section 1.469-2(f): • Extraterritorial income exclusion (code www.irs.gov/businesses/small. The EIN is
a. Net income from an activity of P). Report each shareholder’s pro rata issued immediately once the application

renting substantially nondepreciable share of the extraterritorial income information is validated.
property; exclusion from Form 8873 in box 14 using • By telephone at 1-800-829-4933 from

b. The smaller of equity-financed code P and identify on an attached 7:00 am to 10:00 pm in the corporation’s
interest income or net passive income statement the activity to which the local time zone.
from an equity-financed lending activity; exclusion relates. If the corporation is • By mailing or faxing Form SS-4,

required to complete more than one Formc. Net rental activity income from Application for Employer Identification
8873 (e.g. separate forms for transactionsproperty developed (by the shareholder or Number.
eligible for the 80% and 100%the corporation), rented, and sold within If the corporation has not received itsexclusions), combine the exclusions from12 months after the rental of the property EIN by the time the return is due, writelines 52a and 52b and report a singlecommenced; “Applied for” in the space for the EIN. Forexclusion amount in box 14.d. Net rental activity income from the more details, see Pub. 583.

rental of property by the corporation to a Note. Upon request of a shareholder, the For assistance in applying for an EIN,trade or business activity in which the corporation should furnish a copy of the call the toll-free Business and Specialtyshareholder had an interest (either corporation’s Form 8873 if that Tax Line at 1-800-829-4933.directly or indirectly); and shareholder has a reduction for
e. Net royalty income from intangible international boycott operations, illegal Item E. Total Assetsproperty if the shareholder acquired the bribes, kickbacks, etc.

shareholder’s interest in the corporation Enter the corporation’s total assets at the
after the corporation created the end of the tax year, as determined by the
intangible property or performed accounting method regularly used in
substantial services or incurred Specific Instructions maintaining the corporation’s books and
substantial costs in developing or records. If there were no assets at theThese instructions follow the line numbers
marketing the intangible property. end of the tax year, enter “0”. If the Son the first page of Form 1120S. The

13. Identify separately the credits from election terminated during the tax year,accompanying schedules are discussed
each activity conducted by or through the see the instructions for Schedule L onseparately. Specific instructions for most
corporation. page 31 for special rules that may applyof the lines are provided. Lines that are

when figuring the corporation’s year-endnot discussed are self-explanatory.
assets.

Fill in all applicable lines andExtraterritorial Income
schedules. Item F. Initial Return, FinalExclusion File all four pages of Form 1120S. Return, Name Change,The corporation may exclude However, if the answer to Question 9 of

extraterritorial income to the extent of Schedule B is “Yes”, Schedules L and Address Change, andqualifying foreign trade income. However, M-1 on page 4 are optional.
the extraterritorial income exclusion is Amended ReturnAttach a Schedule K-1 to Form 1120Sreduced by 20% for transactions after • If this is the corporation’s first return,for each shareholder.2004, unless made under a binding check the “Initial return” box.
contract with an unrelated person in effect • If the corporation has ceased to exist,Nameon September 17, 2003, and at all times file Form 1120S and check the “Final

Use the label mailed to the corporation. Ifthereafter. For details and to figure the return” box. Also check the “Final K-1”
the corporation did not receive a label,amount of the exclusion, see Form 8873 box on each Schedule K-1 to indicate that
print or type the corporation’s true nameand its separate instructions. The it is a final Schedule K-1.
(as set forth in the corporate charter orcorporation must report the extraterritorial • If the corporation changed its name
other legal document creating it).income exclusion on its return as follows: since it last filed a return, check the box

1. If the corporation met the foreign for “Name change.” Generally, aAddresseconomic process requirements corporation must also have amended its
explained in the Instructions for Form Include the suite, room, or other unit articles of incorporation and filed the
8873, it may report the exclusion as a number after the street address. If a amendment with the state in which it is
non-separately stated item on whichever preaddressed label is used, cross out any incorporated.
of the following lines apply to that activity: errors and print the correct information. • If the corporation has changed its

• Form 1120S, page 1, line 19; Add any missing items, such as the suite address since it last filed a return,
• Form 8825, line 15; or or room number. If the Post Office does (including a change to an “in care of”
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address), check the box for “Address installment plan or (b) real property held  Examples of other income include:
change.” for sale to customers in the ordinary • Interest income derived in the ordinary

course of the taxpayer’s trade or course of the corporation’s trade orNote. If a change in address occurs after
business. business, such as interest charged onthe return is filed, use Form 8822,

receivable balances.Exception. These restrictions onChange of Address, to notify the IRS of • Recoveries of bad debts deducted inusing the installment method do not applythe new address.
prior years under the specific charge-offto dispositions of property used or• If this amends a previously filed return,
method.produced in a farming business or salescheck the box for “Amended return.” If • Taxable income from insuranceof timeshares and residential lots forSchedules K-1 are also being amended,
proceeds.which the corporation elects to paycheck the “Amended K-1” box on each • The amount of credit figured on Forminterest under section 453(l)(3).Schedule K-1.
6478, Credit for Alcohol Used as Fuel.Enter on line 1a the gross profit on • The amount of credit figured on FormIncome collections from installment sales for any 8864, Biodiesel Fuels Credit.of the following: • Recapture amount under section 280FReport only trade or business • Dealer dispositions of property before if the business use of listed propertyactivity income or loss on lines 1a March 1, 1986. drops to 50% or less. To figure thethrough 6. Do not report rental • Dispositions of property used orCAUTION

!
recapture amount, the corporation mustactivity income or portfolio income or loss produced in the trade or business of complete Part IV of Form 4797.on these lines. (See Passive Activity farming. • Recapture of any deduction previouslyLimitations beginning on page 8 for • Certain dispositions of timeshares and taken under section 179A. The Sdefinitions of rental income and portfolio residential lots reported under the corporation may have to recapture part orincome.) Rental activity income and installment method. all of the benefit of any allowableportfolio income are reported on Attach a schedule showing the deduction for qualified clean-fuel vehicleSchedules K and K-1 (rental real estate following information for the current and property (or clean-fuel vehicle refuelingactivities are also reported on Form the 3 preceding years: property), if the property ceases to qualify8825). • Gross sales. for the deduction within 3 years after the

Tax-exempt income. Do not include any • Cost of goods sold. date it was placed in service. See Pub.
tax-exempt income on lines 1 through 5. • Gross profits. 535, Business Expenses, for details on
A corporation that receives any exempt • Percentage of gross profits to gross how to figure the recapture.
income other than interest, or holds any sales. • All section 481 income adjustments
property or engages in an activity that • Amount collected. resulting from changes in accounting
produces exempt income, reports this • Gross profit on the amount collected. methods. Show the computation of the
income on line 16b of Schedule K and in section 481 adjustments on an attachedLine 2. Cost of Goods Soldbox 16, code B, of Schedule K-1. schedule.

See the instructions for Schedule A onReport tax-exempt interest income,  Do not net any expense item (such aspage 18.including exempt-interest dividends interest) with a similar income item.
received as a shareholder in a mutual Line 4. Net Gain (Loss) From Report all trade or business expenses on
fund or other regulated investment Form 4797 lines 7 through 19.
company, on line 16a of Schedule K and

Do not include items requiringin box 16, code A, of Schedule K-1. Include only ordinary gains or separate computations by shareholderslosses from the sale, exchange, orSee Deductions beginning on page 14 that must be reported on Schedules Kinvoluntary conversion of assetsfor information on how to report expenses CAUTION
!

and K-1. See the instructions forused in a trade or business activity.related to tax-exempt income. Schedules K and K-1 beginning on pageOrdinary gains or losses from the sale,Cancelled debt exclusion. If the S 20.exchange, or involuntary conversions ofcorporation has had debt discharged
assets used in rental activities are Ordinary Business Income (Loss)resulting from a title 11 bankruptcy
reported separately on Schedule K as From a Partnership, Estate, orproceeding, or while insolvent, see Form
part of the net income (loss) from the982, Reduction of Tax Attributes Due to Trust
rental activity in which the property wasDischarge of Indebtedness, and Pub. Enter the ordinary trade or businessused.908, Bankruptcy Tax Guide. income (loss) from a partnership shown

A corporation that is a partner in a on Schedule K-1 (Form 1065), from anLine 1. Gross Receipts or Sales partnership must include on Form 4797, estate or trust shown on Schedule K-1
Enter gross receipts or sales from all Sales of Business Property, its share of (Form 1041), or from a foreign
trade or business operations except those ordinary gains (losses) from sales, partnership, estate, or trust. Show the
that must be reported on lines 4 and 5. In exchanges, or involuntary or compulsory partnership’s, estate’s, or trust’s name,
general, advance payments are reported conversions (other than casualties or address, and EIN (if any) on a separate
in the year of receipt. thefts) of the partnership’s trade or statement attached to this return. If the• To report income from long-term business assets. amount entered is from more than one
contracts, see section 460. source, identify the amount from eachIf the corporation sold or otherwise•  For special rules for reporting certain source.disposed of business property for whichadvance payments for goods and the corporation passed through a section Do not include portfolio income orlong-term contracts, see Regulations 179 expense deduction to its rental activity income (loss) from asection 1.451-5. shareholders, the disposition must be partnership, estate, or trust on this line.•  For permissible methods for reporting reported separately in box 17, code E, of Instead, report these amounts on thecertain advance payments for services Schedule K-1 instead of being reported applicable lines or boxes of Schedules Kand most goods by an accrual method on Form 4797. and K-1, or on line 20a of Form 8825 ifcorporation, see Rev. Proc. 2004-34,

the amount is from a rental real estate2004-22 I.R.B. 991. Line 5. Other Income (Loss)
activity.Installment sales. Generally, the Enter on line 5 trade or business income

installment method cannot be used for (loss) that is not included on lines 1a Ordinary income or loss from a
dealer dispositions of property. A “dealer through 4. List the type and amount of partnership that is a publicly traded
disposition” is any disposition of (a) income on an attached schedule. If the partnership is not reported on this line.
personal property by a person who corporation has only one item of other Instead, report the amount separately on
regularly sells or otherwise disposes of income, describe it in parentheses on line line 10 of Schedule K and in box 10, code
personal property of the same type on the 5. E, of Schedule K-1.
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Treat shares of other items separately • Certain property produced in a farming corporation should report the expenses
reported on Schedule K-1 issued by the business. See Special rules for certain separately on line 12e of Schedule K and
other entity as if the items were directly corporations engaged in farming below. report each shareholder’s pro rata share
realized or incurred by the S corporation. in box 12, code M, of Schedule K-1.The corporation must report the

See Uniform Capitalization Rules infollowing costs separately to theIf there is a loss from a partnership,
chapter 6 of Publication 225, sectionsshareholders for purposes ofthe amount of the loss that may be
263A(d) and (e), and Regulations sectiondeterminations under section 59(e):claimed is subject to the at-risk and basis
1.263A-4 for definitions and other details.• Research and experimental costslimitations as appropriate.

under section 174. Transactions between relatedIf the tax year of the S corporation • Intangible drilling costs for oil, gas, and taxpayers. Generally, an accrual basis Sdoes not coincide with the tax year of the
geothermal property. corporation may deduct businesspartnership, estate, or trust, include the • Mining exploration and development expenses and interest owed to a relatedordinary income (loss) from the other
costs. party (including any shareholder) only inentity in the tax year in which the other • Inventoriable items accounted for in the the tax year of the corporation thatentity’s tax year ends.
same manner as materials and supplies includes the day on which the payment is
that are not incidental. See Schedule A. includible in the income of the relatedDeductions Cost of Goods Sold on page 18 for party. See section 267 for details.
details. Section 291 limitations. If the SReport only trade or business

Tangible personal property produced corporation was a C corporation for any ofactivity expenses on lines 7
by a corporation includes a film, sound the 3 immediately preceding years, thethrough 19.CAUTION

!
recording, video tape, book, or similar corporation may be required to adjust

Do not report rental activity expenses property. deductions allowed to the corporation for
or deductions allocable to portfolio depletion of iron ore and coal, and theIndirect costs. Corporations subject
income on these lines. Report rental amortizable basis of pollution controlto the uniform capitalization rules are
activity expenses on Form 8825 or line 3b facilities. See section 291 to determinerequired to capitalize not only direct costs
of Schedule K (box 3 of Schedule K-1). the amount of the adjustment.but an allocable portion of most indirect
Deductions allocable to portfolio income costs (including taxes) that benefit the Business start-up and organizationalare separately reported on line 12b of assets produced or acquired for resale or costs. Business start-up andSchedule K and in box 12, code G, H or are incurred by reason of the organizational costs must be capitalizedJ, of Schedule K-1. See Passive Activity performance of production or resale unless an election is made to deduct orLimitations beginning on page 8 for more activities. amortize them. For costs paid or incurredinformation on rental activities and before October 23, 2004, the corporationFor inventory, some of the indirectportfolio income. must capitalize them unless it elects tocosts that must be capitalized are:

Do not report any nondeductible amortize these costs over a period of 60• Administration expenses.
amounts (such as expenses connected months or more. For costs paid or• Taxes.
with the production of tax-exempt income) incurred after October 22, 2004, the• Depreciation.
on lines 7 through 19. Instead, report following rules apply separately to each• Insurance.
nondeductible expenses on line 16c of category of costs.• Compensation paid to officers
Schedule K and in box 16, code C, of • The corporation can elect to deduct upattributable to services.
Schedule K-1. If an expense is connected to $5,000 of such costs for the year the• Rework labor.
with both taxable income and nontaxable corporation begins business operations.• Contributions to pension, stock bonus,
income, allocate a reasonable part of the • The $5,000 deduction is reduced (butand certain profit-sharing, annuity, or
expense to each kind of income. not below zero) by the amount the totaldeferred compensation plans.

costs exceed $50,000. If the total costsRegulations section 1.263A-1(e)(3)Limitations on Deductions are $55,000 or more, the deduction isspecifies other indirect costs that relate to reduced to zero.Section 263A uniform capitalization production or resale activities that must • If the election is made, any costs thatrules. The uniform capitalization rules of be capitalized and those that may be are not deductible must be amortizedsection 263A require corporations to currently deducted. ratably over a 180-month periodcapitalize or include in inventory certain
Interest expense paid or incurred beginning with the month the corporationcosts incurred in connection with:

during the production period of begins business operations.• The production of real and tangible
designated property must be capitalizedpersonal property held in inventory or For more details on the election for
and is governed by special rules. Forheld for sale in the ordinary course of business start-up costs, see section 195.
more details, see Regulations sectionsbusiness. To make the election, attach the
1.263A-8 through 1.263A-15.• Real property or personal property statement required by Regulations

(tangible and intangible) acquired for For more details on the uniform section 1.195-1(b). For more details on
resale. capitalization rules, see Regulations the election for organizational costs, see
• The production of real property and sections 1.263A-1 through 1.263A-3. section 248. To make the election, attach
tangible personal property by a the statement required by RegulationsSpecial rules for certain corporations
corporation for use in its trade or business section 1.248-1(c). Report the deductibleengaged in farming. For S corporations
or in an activity engaged in for profit. amount of these costs and anynot required to use the accrual method of

amortization on line 19. For amortizationThe costs required to be capitalized accounting, the rules of section 263A do
that begins during the tax year, completeunder section 263A are not deductible not apply to expenses of raising any:
and attach Form 4562.until the property to which the costs relate • Animal or

is sold, used, or otherwise disposed of by • Plant that has a preproductive period of Film and television expenses. The
the corporation. 2 years or less. corporation can elect to deduct costs of

certain qualified film and televisionExceptions. Section 263A does not Shareholders of S corporations not
productions that begin after October 22,apply to: required to use the accrual method of
2004. See section 181 for details.• Personal property acquired for resale if accounting may elect to currently deduct

the taxpayer’s average annual gross the preproductive period expenses of Reducing certain expenses for which
receipts for the 3 prior tax years are $10 certain plants that have a preproductive credits are allowable. For each credit
million or less. period of more than 2 years. Because listed below, the corporation must reduce
• Timber. each shareholder makes the election to the otherwise allowable deduction for
• Most property produced under a deduct these expenses, the corporation expenses used to figure the credit by the
long-term contract. should not capitalize them. Instead, the amount of the current year credit.
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And the• The work opportunity credit, line 18, page 1, of Form 1120S. See the
vehicle’s• The welfare-to-work credit, instructions for that line for information on
FMV on• The credit for increasing research the types of expenditures that are treated
the firstactivities, as fringe benefits and for the stock day of the• The enhanced oil recovery credit, ownership rules. lease• The disabled access credit,

The lease term began: exceeded:• The empowerment zone and renewal
Report amounts paid for healthcommunity employment credit,

After 12/31/03 and before 1/1/05 $17,500insurance coverage for a more than 2%• The Indian employment credit,
shareholder (including that shareholder’s• The credit for employer social security After 12/31/02 and before 1/1/04 $18,000
spouse and dependents) as anand Medicare taxes paid on certain

After 12/31/98 and before 1/1/03 $15,500employee tips, information item in box 14 of that
If the lease term began before January 1, 1999, see• The orphan drug credit, shareholder’s Form W-2. For 2004, a Pub. 463, Travel, Entertainment, Gift, and Car• Credit for small employer pension plan more-than-2% shareholder may be Expenses, to find out if the corporation has an

start-up costs, inclusion amount and how to figure it.allowed to deduct up to 100% of such
• Credit for employer-provided childcare amounts on Form 1040, line 31.
facilities and services,
• The New York Liberty Zone business Line 12. Taxes and LicensesIf a shareholder or a member of theemployee credit, and Enter taxes and licenses paid or incurredfamily of one or more shareholders of the• The low sulfur diesel fuel production in the trade or business activities of thecorporation renders services or furnishescredit. corporation, unless they are reflected incapital to the corporation for whichIf the corporation has any of these cost of goods sold. Federal import duties

reasonable compensation is not paid, thecredits, be sure to determine each current and federal excise and stamp taxes are
IRS may make adjustments in the itemsyear credit before figuring the deductions deductible only if paid or incurred in
taken into account by such individuals tofor expenses on which the credit is based. carrying on the trade or business of the
reflect the value of such services or corporation.Line 7. Compensation of capital. See section 1366(e).

Do not deduct the following taxes onOfficers and Line 8. Salaries
line 12:and Wages Line 9. Repairs and • Federal income taxes (except for the
portion of built-in gains tax allocable toMaintenanceDistributions and other payments
ordinary income), or taxes reportedby an S corporation to a corporate Enter the costs of incidental repairs and
elsewhere on the return.officer must be treated as wages maintenance, such as labor and supplies,CAUTION

!
• Section 901 foreign taxes. Report theseto the extent the amounts are reasonable that do not add to the value of the taxes separately on line 14l and 14m ofcompensation for services rendered to property or appreciably prolong its life. Schedule K and in box 14 of Schedulethe corporation. The corporation may deduct these repairs K-1, using codes L and M.Enter on line 7 the total compensation only to the extent they relate to a trade or • Taxes allocable to a rental activity.of all officers paid or incurred in the trade business activity and are not claimed Taxes allocable to a rental real estateor business activities of the corporation. elsewhere on the return. New buildings, activity are reported on Form 8825. TaxesThe corporation determines who is an machinery, or permanent improvements allocable to a rental activity other than aofficer under the laws of the state where it rental real estate activity are reported onthat increase the value of the property areis incorporated. line 3b of Schedule K.not currently deductible. They are

Enter on line 8 the amount of salaries • Taxes allocable to portfolio income.chargeable to capital accounts and may
and wages paid or incurred to employees Report these taxes separately on line 12bbe depreciated or amortized.(other than officers) during the tax year. of Schedule K and in box 12, code G, of

Schedule K-1.Do not include amounts reported
Line 10. Bad Debts • Taxes paid or incurred for theelsewhere on the return, such as salaries

production or collection of income, or forand wages included in cost of goods sold, Enter the total debts that became
the management, conservation, orelective contributions to a section 401(k) worthless in whole or in part during the
maintenance of property held to producecash or deferred arrangement, or year, but only to the extent such debts
income. Report these taxes separately onamounts contributed under a salary relate to a trade or business activity.
line 12e of Schedule K and in box 12,reduction SEP agreement or a SIMPLE Report deductible nonbusiness bad debts
code P, of Schedule K-1.IRA plan. as a short-term capital loss on Schedule

Reduce the amounts on lines 7 and 8 D (Form 1120S). See section 263A(a) for information on
by any applicable employment credits capitalization of allocable costs (including
from: taxes) for any property.Cash method corporations may• Form 5884, Work Opportunity Credit,

not claim a bad debt deduction • Taxes not imposed on the corporation.• Form 8861, Welfare-to-Work Credit,
unless the amount was previously • Taxes, including state or local sales• Form 8844, Empowerment Zone and CAUTION

!
included in income. taxes, that are paid or incurred inRenewal Community Employment Credit,

connection with an acquisition or• Form 8845, Indian Employment Credit,
disposition of property (these taxes mustand Line 11. Rents be treated as a part of the cost of the• Form 8884, New York Liberty Zone

If the corporation rented or leased a acquired property or, in the case of aBusiness Employee Credit.
vehicle, enter the total annual rent or disposition, as a reduction in the amountSee the instructions for these forms for lease expense paid or incurred in the realized on the disposition).more information.
trade or business activities of the • Taxes assessed against local benefits

Include fringe benefit expenditures that increase the value of the propertycorporation. Also complete Part V of Form
made on behalf of officers and employees assessed (such as for paving, etc.).4562, Depreciation and Amortization. Ifowning more than 2% of the corporation’s • Taxes deducted elsewhere on thethe corporation leased a vehicle for astock. Also report these fringe benefits as return, such as those reflected in cost ofterm of 30 days or more, the deduction forwages in box 1 of Form W-2. Do not goods sold.vehicle lease expense may have to beinclude amounts paid or incurred for

reduced by an amount called thefringe benefits of officers and employees See section 164(d) for apportionment
inclusion amount. The corporation mayowning 2% or less of the corporation’s of taxes on real property between seller
have an inclusion amount if:stock. These amounts are reported on and purchaser.
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insurance, endowment, or annuityLine 13. Interest Line 18. Employee Benefit
contract issued after June 8, 1997. For ProgramsReport interest incurred in the trade or
details, see section 264(f). Attach abusiness activities of the corporation that Report amounts for fringe benefits paid orstatement showing the computation of theis not claimed elsewhere on the return. incurred on behalf of employees owningdeduction.Do not include interest expense: 2% or less of the corporation’s stock.

• On debt used to purchase rental These fringe benefits include (a)Line 14. Depreciationproperty or debt used in a rental activity. employer contributions to certain accident
Report only the depreciation claimed onInterest allocable to a rental real estate and health plans, (b) the cost of up to
assets used in a trade or businessactivity is reported on Form 8825 and is $50,000 of group-term life insurance on
activity. See the Instructions for Formused in arriving at net income (loss) from an employee’s life, and (c) meals and
4562 or Pub. 946, How To Depreciaterental real estate activities on line or box lodging furnished for the employer’s
Property, to figure the amount of2 of Schedules K and K-1. Interest convenience.
depreciation to enter on this line.allocable to a rental activity other than a

Do not deduct amounts that are anrental real estate activity is included on
incidental part of a pension, profit-sharing,Complete and attach Form 4562 only ifline 3b of Schedule K and is used in
etc., plan included on line 17 or amountsthe corporation placed property in servicearriving at net income (loss) from a rental
reported elsewhere on the return.during the tax year, or claims depreciationactivity (other than a rental real estate

on any car or other listed property.activity). This net amount is reported on Report amounts paid on behalf of
line 3c of Schedule K and in box 3 of more than 2% shareholders on line 7 or 8,Do not include any section 179
Schedule K-1. whichever applies. A shareholder isexpense deduction on this line. This• Clearly and directly allocable to considered to own more than 2% of theamount is not deductible by the
portfolio or investment income. This corporation’s stock if that person owns oncorporation. Instead, it is reported and
interest expense is reported separately on any day during the tax year more than 2%passed through to the shareholders in
line 12c of Schedule K. of the outstanding stock of the corporationbox 11 of Schedule K-1.• On debt proceeds allocated to or stock possessing more than 2% of the
distributions made to shareholders during combined voting power of all stock of theLine 15. Depletionthe tax year. Instead, report such interest corporation. See section 318 for

If the corporation claims a deduction foron line 12e of Schedule K and in box 12, attribution rules.
timber depletion, complete and attachcode P, of Schedule K-1. To determine
Form T, Forest Activities Schedule. Line 19. Other Deductionsthe amount to allocate to distributions to

shareholders, see Notice 89-35, 1989-1 Enter the total of all allowable trade or
Do not deduct depletion for oil andC.B. 675. business deductions that are not
gas properties. Each shareholder• On debt required to be allocated to the deductible elsewhere on page 1 of Form
figures depletion on theseCAUTION

!
production of designated property. 1120S. Attach a schedule listing by type

properties under section 613A(c)(11). SeeInterest allocable to designated property and amount each deduction included on
the instructions on page 31 for box 17,produced by an S corporation for its own this line.
code L, for information on oil and gasuse or for sale must instead be Examples of other deductions include:depletion that must be supplied to thecapitalized. The corporation must also • Amortization (except as noted below)—shareholders by the corporation.capitalize any interest on debt allocable to see the Instructions for Form 4562 foran asset used to produce designated more information. Complete and attachLine 17. Pension,property. A shareholder may have to Form 4562 if the corporation is claimingProfit-Sharing, etc., Planscapitalize interest that the shareholder amortization of costs that began duringincurs during the tax year for the Report the deductible contributions not the tax year.production expenditures of the S claimed elsewhere on the return made by • Insurance premiums.corporation. Similarly, interest incurred by the corporation for its employees under a • Legal and professional fees.an S corporation may have to be qualified pension, profit-sharing, annuity, • Supplies used and consumed in thecapitalized by a shareholder for the or simplified employee pension (SEP) or business.shareholder’s own production SIMPLE plan, and under any other • Utilities.expenditures. The information required by deferred compensation plan.

Also, see Special Rules below forthe shareholder to properly capitalize
If the corporation contributes to an limits on certain other deductions.interest for this purpose must be provided

individual retirement arrangement (IRA)by the corporation on an attachment for Do not deduct on line 19:for employees, include the contribution inbox 17, code J, of Schedule K-1. See • Items that must be reported separatelysalaries and wages on page 1, line 8, orsection 263A(f) and Regulations sections on Schedules K and K-1.Schedule A, line 3, and not on line 17.1.263A-8 through 1.263A-15 for additional • Qualified expenditures to which an
information, including the definition of election under section 59(e) may apply.Employers who maintain a pension,“designated property.” See the instructions on page 25 for linesprofit-sharing, or other funded deferred

Special rules apply to: 12d(1) and 12d(2) for details on thecompensation plan, whether or not• Allocating interest expense among treatment of these items.qualified under the Internal Revenue
activities so that the limitations on passive • Reforestation expenditures. TheCode and whether or not a deduction is
activity losses, investment interest, and corporation must separately state theclaimed for the current tax year, generally
personal interest can be properly figured. reforestation expense deduction formust file the applicable form listed below.
Generally, interest expense is allocated in expenditures paid or incurred after• Form 5500, Annual Return/Report of
the same manner as debt is allocated. October 22, 2004, and the amortizableEmployee Benefit Plan. File this form for
Debt is allocated by tracing basis of expenditures paid or incurreda plan that is not a one-participant plan.
disbursements of the debt proceeds to before October 23, 2004. See the• Form 5500-EZ, Annual Return of
specific expenditures. Temporary instructions for Reforestation expenseOne-Participant (Owners and Their
Regulations section 1.163-8T gives rules deduction (code L) on page 25 andSpouses) Retirement Plan. File this form
for tracing debt proceeds to expenditures. Amortization of reforestation costs (codefor a plan that only covers the owner (or• Prepaid interest, which generally can M) on page 31. Deduct on line 19 only thethe owner and his or her spouse) but only
only be deducted over the period to which amortization of reforestation expendituresif the owner (or the owner and his or her
the prepayment applies. See section paid or incurred after October 22, 2004.spouse) owns the entire business.
461(g) for details. The amount the corporation can amortize
• Limit the interest deduction if the There are penalties for failure to file is only the portion of such expenditures in
corporation is a policyholder or these forms on time and for overstating excess of the separately-stated
beneficiary with respect to a life the pension plan deduction. reforestation expense deduction.
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• Fines or penalties paid to a government tickets. See section 274 and Pub. 463 for Entertainment facilities. Generally,
more details. the corporation cannot deduct anfor violating any law. Report these

expense paid or incurred for a facilityexpenses on Schedule K, line 16c.
Travel. The corporation cannot deduct (such as a yacht or hunting lodge) used• Expenses allocable to tax-exempt travel expenses of any individual for an activity usually consideredincome. Report these expenses on accompanying a corporate officer or entertainment, amusement, or recreation.Schedule K, line 16c. employee, including a spouse or

Amounts treated as compensation.dependent of the officer or employee,Special Rules Generally, the corporation may be able tounless:
deduct otherwise nondeductible meals,Commercial revitalization deduction. If • That individual is an employee of the
travel, and entertainment expenses if thethe corporation constructs, purchases, or corporation and
amounts are treated as compensation tosubstantially rehabilitates a qualified • His or her travel is for a bona fide
the recipient and reported on Form W-2building in a renewal community, it may business purpose and would otherwise be
for an employee or on Form 1099-MISCqualify for a deduction of either (a) 50% of deductible by that individual.
for an independent contractor.qualified capital expenditures in the year

Meals and entertainment. Generally,the building is placed in service or (b) However, if the recipient is an officer,
the corporation can deduct only 50% ofamortization of 100% of the qualified director, or beneficial owner (directly or
the amount otherwise allowable for mealscapital expenditures over a 120-month indirectly) of more than 10% of the
and entertainment expenses paid orperiod beginning with the month the corporation’s stock, the deduction for
incurred in its trade or business. Inbuilding is placed in service. If the otherwise nondeductible meals, travel,
addition (subject to exceptions undercorporation elects to amortize these and entertainment expenses incurred
section 274(k)(2)):expenditures, it must complete and attach after October 22, 2004, is limited to the• Meals must not be lavish orForm 4562. To qualify, the building must amount treated as compensation. See
extravagant;be nonresidential (as defined in section section 274(e)(2).
• A bona fide business discussion must168(e)(2)(B)) and placed in service by the Lobbying expenses. Do not deductoccur during, immediately before, orcorporation. The corporation must be the amounts paid or incurred to participate orimmediately after the meal; andoriginal user of the building unless it is intervene in any political campaign onsubstantially rehabilitated. The amount of • An employee of the corporation must behalf of a candidate for public office, orthe qualified expenditures cannot exceed be present at the meal. to influence the general public regardingthe lesser of $10 million or the amount legislative matters, elections, orSee section 274(n)(3) for a special ruleallocated to the building by the referendums. In addition, corporationsthat applies to expenses for mealscommercial revitalization agency of the generally cannot deduct expenses paid orconsumed by individuals subject to thestate in which the building is located. Any incurred to influence federal or statehours of service limits of the Departmentremaining expenditures are depreciated legislation, or to influence the actions orof Transportation.over the regular depreciation recovery positions of certain federal executiveperiod. See Pub. 954, Tax Incentives for Membership dues. The corporation branch officials. However, certainDistressed Communities, and section may deduct amounts paid or incurred for in-house lobbying expenditures that do1400I for details. membership dues in civic or public not exceed $2,000 are deductible. See
service organizations, professional section 162(e) for more details.Rental real estate. The corporation
organizations (such as bar and medicalcannot deduct commercial revitalization Clean-fuel vehicles and certainassociations), business leagues, tradeexpenditures for a building placed in refueling property. A deduction isassociations, chambers of commerce,service as rental real estate. Instead, the allowed for part of the cost of qualifiedboards of trade, and real estate boards.commercial revitalization deduction for clean-fuel vehicle property and qualifiedHowever, no deduction is allowed if arental real estate is reported separately to clean-fuel vehicle refueling propertyprincipal purpose of the organization is toshareholders in box 12 of Schedule K-1, placed in service during the tax year. Forentertain, or provide entertainmentusing code N. more details, see section 179A and Pub.facilities for, members or their guests. In

535.Travel, meals, and entertainment. addition, corporations may not deduct
Subject to limitations and restrictions membership dues in any club organized Certain corporations engaged in
discussed below, a corporation can for business, pleasure, recreation, or farming. Section 464(f) limits the
deduct ordinary and necessary travel, other social purpose. This includes deduction for certain expenditures of S
meals, and entertainment expenses paid country clubs, golf and athletic clubs, corporations engaged in farming if they
or incurred in its trade or business. Also, airline and hotel clubs, and clubs use the cash method of accounting, and
special rules apply to deductions for gifts, operated to provide meals under their prepaid farm supplies are more than
skybox rentals, luxury water travel, conditions favorable to business 50% of other deductible farming
convention expenses, and entertainment discussion. expenses. Prepaid farm supplies include

Worksheet for Line 22a
1. Enter gross receipts for the tax year

(see section 1362(d)(3)(B) for gross
receipts from the sale of capital
assets)*

2. Enter passive investment income as
defined in section 1362(d)(3)(C)*

3. Enter 25% of line 1 (If line 2 is less than
line 3, stop here. You are not liable for
this tax.)

4. Excess passive investment income—
Subtract line 3 from line 2

5. Enter deductions directly connected
with the production of income on line
2 (see section 1375(b)(2))*

6. Net passive income—Subtract line 5
from line 2

7. Divide amount on line 4 by amount on
line 2 %

8. Excess net passive income—Multiply
line 6 by line 7

9. Enter taxable income (see instructions
for taxable income below)

10. Enter smaller of line 8 or line 9
11. Excess net passive income tax—Enter

35% of line 10. Enter here and on line
22a, page 1, Form 1120S

*Income and deductions on lines 1, 2, and 5 are from total operations for the tax year. This includes applicable income and expenses from page 1, Form 1120S, as
well as those reported separately on Schedule K. See section 1375(b)(4) for an exception regarding lines 2 and 5.

Line 9 of Worksheet—Taxable income

Line 9 taxable income is defined in Regulations section 1.1374-1A(d). Figure this income by completing lines 1 through 28 of Form
1120, U.S. Corporation Income Tax Return. Include the Form 1120 computation with the worksheet computation you attach to Form
1120S. You do not have to attach the schedules, etc., called for on Form 1120. However, you may want to complete certain Form 1120
schedules, such as Schedule D (Form 1120) if you have capital gains or losses.
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expenses for feed, seed, fertilizer, and recapture attributable to credits allowed owes a penalty and to figure the amount
similar farm supplies not used or for tax years for which the corporation of the penalty. If you attach Form 2220 to
consumed during the year. They also was not an S corporation. Figure the Form 1120S, be sure to check the box on
include the cost of poultry that would be corporation’s investment credit recapture line 24 and enter the amount of any
allowable as a deduction in a later tax tax by completing Form 4255, Recapture penalty on this line.
year if the corporation were to (a) of Investment Credit. Line 27capitalize the cost of poultry bought for To the left of the line 22c total, enter
use in its farm business and deduct it Direct Deposit of Refund. If thethe amount of recapture tax and “Tax
ratably over the lesser of 12 months or corporation wants its refund directlyFrom Form 4255.” Attach Form 4255 to
the useful life of the poultry and (b) deposited into its checking or savingsForm 1120S.
deduct the cost of poultry bought for account at any U.S. bank or otherLIFO recapture tax. The corporationresale in the year it sells or otherwise financial institution instead of having amay be liable for the additional tax due todisposes of it. If the limit applies, the check sent to the corporation, completeLIFO recapture under Regulations sectioncorporation can deduct prepaid farm Form 8050 and attach it to the1.1363-2 if:supplies that do not exceed 50% of its corporation’s return. However, the• The corporation used the LIFOother deductible farm expenses in the corporation cannot have its refund frominventory pricing method for its last taxyear of payment. The excess is an amended return directly deposited.year as a C corporation, ordeductible only in the year the corporation • A C corporation transferred LIFOuses or consumes the supplies (other

inventory to the corporation in athan poultry, which is deductible as Schedule A. Cost of Goodsnonrecognition transaction in which thoseexplained above). For exceptions and
assets were transferred basis property.more details on these rules, see Pub. Sold

225, Farmer’s Tax Guide. The additional tax due to LIFO Generally, inventories are required at the
recapture is figured for the corporation’s beginning and end of each tax year if theLine 21. Ordinary Business last tax year as a C corporation or for the production, purchase, or sale ofIncome (Loss) tax year of the transfer, whichever merchandise is an income-producing

Enter this income or loss on line 1 of applies. See the Instructions for Forms factor. See Regulations section 1.471-1.
Schedule K. Line 21 income is not used 1120 and 1120-A to figure the tax.

However, if the corporation is ain figuring the tax on line 22a or 22b. See The tax is paid in four equal qualifying taxpayer or a qualifying smallthe instructions for line 22a for figuring installments. The C corporation must pay business taxpayer, it may adopt ortaxable income for purposes of line 22a or the first installment by the due date (not change its accounting method to account22b tax. including extensions) of Form 1120 for for inventoriable items in the same
the corporation’s last tax year as a C manner as materials and supplies that areTax and Payments corporation or for the tax year of the not incidental (unless its business is a tax
transfer, whichever applies. The S shelter (as defined in section 448(d)(3))).Line 22a. Excess Net Passive corporation must pay each of theIncome Tax A qualifying taxpayer is a taxpayerremaining installments by the due date

that, for each prior tax year ending afterIf the corporation has always been an S (not including extensions) of Form 1120S
December 16, 1998, has average annualcorporation, the excess net passive for the 3 succeeding tax years. Include
gross receipts of $1 million or less for theincome tax does not apply. this year’s installment in the total amount
3-tax-year period ending with that priorto be entered on line 22c. To the left ofIf the corporation has accumulated
tax year. See Rev. Proc. 2001-10, 2001-2the total on line 22c, enter the installmentearnings and profits (AE&P) at the close
I.R.B. 272 for details.amount and “LIFO tax.”of its tax year, has passive investment

income for the tax year that is in excess A qualifying small business taxpayer isInterest due under the look-back
of 25% of gross receipts, and has taxable a taxpayer (a) that, for each prior tax yearmethod for completed long-term
income at year-end, the corporation must ending on or after December 31, 2000,contracts. If the corporation owes this
pay a tax on the excess net passive has average annual gross receipts of $10interest, attach Form 8697. To the left of
income. Complete lines 1 through 3 and million or less for the 3-tax-year periodthe total on line 22c, enter the amount
line 9 of the worksheet below to make this ending with that prior tax year and (b)owed and “From Form 8697.”
determination. If line 2 is greater than line whose principal business activity is not anInterest due under the look-back3 and the corporation has taxable income ineligible activity. See Rev. Proc.method for property depreciated under(see instructions for line 9 of worksheet), 2002-28, 2002-18 I.R.B. 815 for details.the income forecast method. If theit must pay the tax. Complete a separate corporation owes this interest, attach If the corporation elects to account forschedule using the format of lines 1 Form 8866. To the left of the total on line inventoriable items in the same mannerthrough 11 of the worksheet to figure the 22c, enter the amount owed and “From as materials and supplies that are nottax. Enter the tax on line 22a, page 1, Form 8866.” incidental, then inventory costs for rawForm 1120S, and attach the computation materials purchased for use in producingschedule to Form 1120S. Line 23d finished goods and merchandise

Reduce each item of passive income If the S corporation is a beneficiary of a purchased for resale are deductible in the
passed through to shareholders by its trust and the trust makes a section 643(g) year the finished goods or merchandise
portion of tax on line 22a. See section election to credit its estimated tax are sold (but not before the year the
1366(f)(3). payments to its beneficiaries, include the corporation paid for the raw materials or

corporation’s share of the payment merchandise if it is also using the cashLine 22b. Tax From Schedule D (reported to the corporation on Schedule method). For additional guidance on this(Form 1120S) K-1 (Form 1041)) in the total amount method of accounting for inventoriable
Enter the built-in gains tax from line 21 of entered on line 23d. Also, to the left of items, see Pub. 538.
Part III of Schedule D. See the line 23d, enter “T” and the amount of the Enter amounts paid for all rawinstructions for Part III of Schedule D to payment. materials and merchandise during the taxdetermine if the corporation is liable for

year on line 2. The amount theLine 24. Estimated Tax Penaltythe tax.
corporation can deduct for the tax year isA corporation that fails to make estimatedLine 22c figured on line 8.tax payments when due may be subject

Include in the total for line 22c the to an underpayment penalty for the period Section 263A Uniform Capitalization
following: of underpayment. Use Form 2220, Rules. The uniform capitalization rules of
Investment credit recapture tax. The Underpayment of Estimated Tax by section 263A are discussed under
corporation is liable for investment credit Corporations, to see if the corporation Limitations on Deductions on page 14.
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See those instructions before completing to write up its opening inventory to cost inLines 9a Through 9e. Inventory
Schedule A. the year of election, report the effect ofValuation Methods

this write-up as income (line 5, page 1)Inventories can be valued at:Line 1. Inventory at Beginning proportionately over a 3-year period that• Cost;of Year begins with the tax year of the LIFO
• Cost or market value (whichever is election (section 472(d)).If the corporation changes its method of
lower); oraccounting to no longer account for See Pub. 538 for more information on• Any other method approved by the IRSinventories, it must refigure the prior inventory valuation methods.that conforms to the requirements of theyear’s closing inventory using its new
applicable regulations cited below.method of accounting, and enter the

result on line 1. If there is a difference However, if the corporation is using the
between the prior year’s closing inventory cash method of accounting, it is required Schedule B. Other
and the refigured amount, attach an to use cost. Informationexplanation and take it into account when
figuring the corporation’s section 481(a) Corporations that account for Be sure to answer all the questions in
adjustment (explained on page 4). inventoriable items in the same manner Schedule B.

as materials and supplies that are notLine 4. Additional Section 263A incidental may currently deduct Line 7
Costs expenditures for direct labor and all Complete line 7 if the corporation: (a) was

indirect costs that would otherwise beAn entry is required on this line only for a C corporation before it elected to be an
included in inventory costs.corporations that have elected a S corporation or the corporation acquired

simplified method of accounting. an asset with a basis determined byThe average cost (rolling average)
reference to its basis (or the basis of anyFor corporations that have elected the method of valuing inventories generally
other property) in the hands of a Csimplified production method, additional does not conform to the requirements of
corporation and (b) has net unrealizedsection 263A costs are generally those the regulations. See Rev. Rul. 71-234, built-in gain (defined below) in excess ofcosts, other than interest, that were not 1971-1 C.B. 148. the net recognized built-in gain from priorcapitalized under the corporation’s
years.Corporations that use erroneousmethod of accounting immediately prior to

valuation methods must change to athe effective date of section 263A but that The corporation is liable for sectionmethod permitted for federal income taxare required to be capitalized under 1374 tax if (a) and (b) above apply and itpurposes. To make this change, usesection 263A. For new corporations, has a net recognized built-in gain (sectionForm 3115.additional section 263A costs are the 1374(d)(2)) for its tax year.
costs, other than interest, that must be

On line 9a, check the method(s) usedcapitalized under section 263A, but which The corporation’s net unrealizedfor valuing inventories. Under “lower ofthe corporation would not have been built-in gain is the amount, if any, bycost or market,” market (for normalrequired to capitalize if it had existed which the fair market value of the assetsgoods) means the current bid pricebefore the effective date of section 263A. of the corporation at the beginning of itsprevailing on the inventory valuation dateFor more details, see Regulations section first S corporation year (or as of the datefor the particular merchandise in the1.263A-2(b). the assets were acquired, for any assetvolume usually purchased by the with a basis determined by reference toFor corporations that have elected the taxpayer. For a manufacturer, market its basis (or the basis of any othersimplified resale method, additional applies to the basic elements of cost— property) in the hands of a C corporation)section 263A costs are generally those raw materials, labor, and burden. If exceeds the aggregate adjusted basis ofcosts incurred with respect to the section 263A applies to the taxpayer, the such assets at that time.following categories. basic elements of cost must reflect the
• Off-site storage or warehousing. current bid price of all direct costs and all Enter on line 7 the corporation’s net• Purchasing. indirect costs properly allocable to goods unrealized built-in gain reduced by the net• Handling, such as processing, on hand at the inventory date. recognized built-in gain for prior years.
assembly, repackaging, and transporting. See sections 1374(c)(2) and (d)(1).

Inventory may be valued below cost• General and administrative costs
when the merchandise is unsalable at(mixed service costs). Line 8
normal prices or unusable in the normal Check the box on line 8 if the corporationFor details, see Regulations section way because the goods are subnormal was a C corporation in a prior year and1.263A-3(d). due to damage, imperfections, shopwear, has accumulated earnings and profitsEnter on line 4 the balance of section etc., within the meaning of Regulations (AE&P) at the close of its 2004 tax year.263A costs paid or incurred during the tax section 1.471-2(c). These goods may be For details on figuring AE&P, see sectionyear not includable on lines 2, 3, and 5. valued at a current bona fide selling price, 312. If the corporation has AE&P, it mayminus direct cost of disposition (but not be liable for tax imposed on excess netLine 5. Other Costs less than scrap value) if such a price can passive income. See the instructions forEnter on line 5 any other inventoriable be established. line 22a, page 1, of Form 1120S forcosts paid or incurred during the tax year details on this tax.If this is the first year the Last-in,not entered on lines 2 through 4. Attach a
First-out (LIFO) inventory method wasschedule. Line 9either adopted or extended to inventory

Total receipts is the sum of the followinggoods not previously valued under theLine 7. Inventory at End of Year
amounts:LIFO method provided in section 472,See Regulations sections 1.263A-1

attach Form 970, Application To Use • Gross receipts or sales (page 1, linethrough 1.263A-3 for details on figuring
LIFO Inventory Method, or a statement 1a).the amount of additional section 263A
with the information required by Formcosts to be included in ending inventory. • All other income (page 1, lines 4 and
970. Also check the LIFO box on line 9c. 5).If the corporation accounts for On line 9d, enter the amount or the • Income reported on Schedule K, linesinventoriable items in the same manner percent of total closing inventories 3a, 4, 5a, and 6.as materials and supplies that are not covered under section 472. Estimates are • Income or net gain reported onincidental, enter on line 7 the portion of its acceptable.

Schedule K, lines 7, 8a, 9, and 10.raw materials and merchandise
If the corporation changed or extendedpurchased for resale that is included on • Income or net gain reported on Form

its inventory method to LIFO and has hadline 6 and was not sold during the year. 8825, lines 2, 19, and 20a.
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instructions for item H in Part II. stock issuance, or redemption), and state
Information About the Shareholder. that each shareholder who held stock in

General Instructions for the corporation during the tax yearA shareholder who disposes of stock is
consents to the election. A single electiontreated as the shareholder for the day ofSchedules K and K-1.
statement may be filed for all electionsdisposition. A shareholder who dies isShareholders’ Shares of made under this special rule for the taxtreated as the shareholder for the day of
year.the shareholder’s death.Income, Credits,

For more details, see TemporarySpecial RulesDeductions, etc. Regulations section 1.1368-1T(g)(2).
Termination of shareholders interest.Purpose of Schedules If a shareholder terminates his or her

The corporation is liable for taxes on lines interest in a corporation during the tax Specific Instructions22a, 22b, and 22c, page 1 of Form year, the corporation, with the consent of
1120S. Shareholders are liable for all affected shareholders (including those (Schedule K-1 Only)
income tax on their share of the whose interest is terminated), may elect
corporation’s income (reduced by any to allocate income and expenses, etc., as General Reporting Information
taxes paid by the corporation on income). if the corporation’s tax year consisted of 2 On each Schedule K-1, enter the
Shareholders must include their share of separate tax years, the first of which ends information about the corporation and the
the income on their tax return whether or on the date of the shareholders shareholder in Parts I and II of the
not it is distributed to them. Unlike most termination. schedule (items A through H). In Part III,
partnership income, S corporation income enter the shareholder’s pro rata share ofTo make the election, the corporationis not self-employment income and is not each item of income, deduction, andmust attach a statement to a timely filedsubject to self-employment tax. credit and any other information theoriginal or amended Form 1120S for the

shareholder needs to prepare his or hertax year for which the election is made. InSchedule K is a summary schedule of
tax return. If the return is for a fiscal yearthe statement the corporation must stateall shareholders’ shares of the
or a short tax year, fill in the tax yearthat it is electing under section 1377(a)(2)corporation’s income, deductions, credits,
space at the top of each Schedule K-1.and Regulations section 1.1377-1(b) toetc. Schedule K-1 shows each

treat the tax year as if it consisted of 2shareholder’s individual share. Attach a Codes. In box 10 and boxes 12 through
separate tax years. The statement mustcopy of each shareholder’s Schedule K-1 17, identify each item by entering a code
also explain how the shareholder’s entireto the Form 1120S filed with the IRS. in the column to the left of the dollar
interest was terminated (e.g., sale or gift),Keep a copy for the corporation’s records amount entry space. These codes are
and state that the corporation and eachand give each shareholder a copy. identified on the back of Schedule K-1
affected shareholder consent to the and in the Shareholder’s Instructions forBe sure to give each shareholder a corporation making the election. A single Schedule K-1.copy of the Shareholder’s Instructions for statement may be filed for all terminatingSchedule K-1 (Form 1120S). Attached statements. Enter an asteriskelections made for the tax year. If the

(*) after the code, if any, in the column toelection is made, write “SectionNote. You may prepare and give to each
the left of the dollar amount entry space1377(a)(2) Election Made” at the top ofshareholder only those Instructions that
for each item for which you have attachedeach affected shareholders Schedule K-1.apply to items reported on Schedule K-1
a statement providing additionalinstead of the instructions printed by the For more details, see Temporary information. For those informational itemsIRS. Regulations section 1.1377-1T(b). that cannot be reported as a single dollar

Qualifying dispositions. If a qualifyingSubstitute Forms amount, enter the code and asterisk in
disposition takes place during the tax the left column and write “STMT” in theThe corporation does not need IRS
year, the corporation may make an dollar amount entry space to indicate theapproval to use a substitute Schedule K-1
irrevocable election to allocate income information is provided on an attachedif it is an exact copy of the IRS schedule.
and expenses, etc., as if the corporation’s statement.The substitute schedule must include the
tax year consisted of 2 tax years, the firstOMB number and either: (a) the More than one attached statement canof which ends on the close of the day theShareholder’s Instructions for Schedule be placed on the same sheet of paperqualifying disposition occurs.K-1 (Form 1120S) or (b) instructions that and should be identified in alphanumeric

apply to the items reported on Schedule  A qualifying disposition is: order by box number followed by the
K-1 (Form 1120S). 1. A disposition by a shareholder of at letter code (if any). For example: “Box 17,

least 20% of the corporation’s outstanding Code L— Information Needed to FigureThe corporation must request IRS
stock in one or more transactions in any Depletion—Oil and Gas” (followed by theapproval to use other substitute
30-day period during the tax year, information the shareholder needs).Schedules K-1. To request approval, write

2. A redemption treated as anto Internal Revenue Service, Attention: Too few entry spaces on Schedule
exchange under section 302(a) or 303(a)Substitute Forms Program, K-1?  If the corporation has more coded
of at least 20% of the corporation’sSE:W:CAR:MP:T:T:SP, 1111 Constitution items than the number of entry spaces in
outstanding stock in one or moreAvenue, NW, IR-6406, Washington, DC box 10, or boxes 12 through 17, do not
transactions in any 30-day period during20224. enter a code or dollar amount in the last
the tax year, or entry space of the box. In the last entryThe corporation may be subject to a 3. An issuance of stock that equals at space, enter an asterisk in the left columnpenalty if it files a substitute Schedule K-1 least 25% of the previously outstanding and enter “STMT” in the entry space tothat does not conform to the stock to one or more new shareholders in the right. Report the additional items onspecifications of Rev. Proc. 2004-62, any 30-day period during the tax year. an attached statement and provide the2004-44 I.R.B. 728.

box number, the code, description, andTo make the election the corporation
dollar amount or information for eachShareholder’s Pro Rata Share must attach a statement to a timely filed
additional item. For example: “Box 13,Items original or amended Form 1120S for the
Code J—Work Opportunity Credit—tax year for which the election is made. In
$1,000.”General Rule the statement the corporation must state

Items of income, loss, deductions, etc., that it is electing under Regulations Due date for furnishing Schedule K-1.
are allocated to a shareholder on a daily section 1.1368-1(g)(2)(i) to treat the tax Schedule K-1 must be prepared and
basis, according to the number of shares year as if it consisted of two separate tax given to each shareholder on or before
of stock held by the shareholder on each years, give the facts relating to the the day on which Form 1120S is required
day of the corporation’s tax year. See the qualifying disposition (e.g., sale, gift, to be filed (including extensions).
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If there was a change in shareholders the corporation to the shareholdersSpecial Reporting
or in the relative interest in stock the (section 1366(d)),Requirements for Corporations
shareholders owned during the tax year: • Shareholders’ at-risk limitations, andWith Multiple Activities • Each shareholder’s percentage of • Shareholders’ passive activity

If items of income, loss, deduction, or ownership is weighted for the number of limitations.
credit from more than one activity days in the tax year that stock was These limitations, if applicable, are
(determined for purposes of the passive owned. For example, A and B each held determined at the shareholder level.
activity loss and credit limitations) are 50% for half the tax year and A, B, and C Line 1 should not include rental activityreported on Schedule K-1, the corporation held 40%, 40%, and 20%, respectively, income (loss) or portfolio income (loss).must provide information for each activity for the remaining half of the tax year. The

Schedule K-1. Enter each shareholder’sto its shareholders. See Passive Activity percentage of ownership for the year for
pro rata share of ordinary businessReporting Requirements on page 11 for A, B, and C is figured as presented in the
income (loss) in box 1 of Schedule K-1. Ifdetails on the reporting requirements. illustration and is then entered in item H.
the corporation has more than one tradeSpecial Reporting or business activity, identify on an

Requirements for At-Risk attachment to Schedule K-1 the amount
Activities from each separate activity. See Passive

Activity Reporting Requirements on pageIf the corporation is involved in one or
11.more at-risk activities for which a loss is

reported on Schedule K-1, the corporation Line 2. Net Rental Real Estate
must report information separately for Income (Loss)each at-risk activity. See section 465(c)

Enter the net income or loss of thefor a definition of at-risk activities.
corporation from rental real estate

For each at-risk activity, the following activities from Form 8825. Attach this
information must be provided on an

a b c (a � b)

% of total
stock owned

% of tax
year held

% of ownership
for the year

A 50 50 25
40 50 +20 45

B 50 50 25
40 50 +20 45

C 20 50 10 10

Total 100%

form to Form 1120S.
attachment to Schedule K-1: • Each shareholder’s pro rata share Schedule K-1. Enter each shareholder’s

items generally are figured by multiplying1. A statement that the information is pro rata share of net rental real estate
the Schedule K amount by thea breakdown of at-risk activity loss income (loss) in box 2 of Schedule K-1. If
percentage in item H. However, if aamounts. the corporation has more than one rental
shareholder terminated his or her entire2. The identity of the at-risk activity; real estate activity, identify on an
interest in the corporation during the yearthe loss amount for the activity; other attachment to Schedule K-1 the amount
or a qualifying disposition took place, theincome and deductions; and any other from each separate activity. See Passive
corporation may elect to allocate incomeinformation that relates to the activity. Activity Reporting Requirements on page
and expenses, etc., as if the tax year 11.
consisted of 2 tax years, the first of whichSpecific Items

Line 3. Other Net Rental Incomeends on the day of the termination or
qualifying disposition.Part I. Information About the (Loss)

Corporation Enter on line 3a the gross income fromSee Special Rules on page 20 for
rental activities other than those reportedItem D. If the corporation is a more details. Each shareholder’s pro rata
on Form 8825. Include on line 3a the gainregistration-required tax shelter, it must share items are figured separately for
(loss) from line 17 of Form 4797 that isenter its tax shelter registration number in each period on a daily basis, based on
attributable to the sale, exchange, oritem D. the percentage of stock held by the
involuntary conversion of an asset used inshareholder on each day.Item E. A corporation that has invested in a rental activity other than a rental real

a registration-required tax shelter must estate activity.
furnish a copy of its Form 8271 to its

Enter on line 3b the deductibleshareholders. See Form 8271 for more Specific Instructions expenses from these activities. Attach adetails.
schedule separately identifying these(Schedules K and K-1, PartPart II. Information About the expenses.

Shareholder III) Enter on line 3c the net rental income
(loss). See page 9 of these instructionsItems F and G. If a single member Income (Loss) and Publication 925, Passive Activity andlimited liability company (LLC) owns stock
At-Risk Rules, for more information onin the corporation, and the LLC is treated Reminder: Before entering income items
rental activities.as a disregarded entity for federal income on Schedule K or K-1, be sure to reduce

tax purposes, enter the owner’s the items of income for the following: Schedule K-1. Enter in box 3 of
identifying number in Item F and the • Built-in gains tax (Schedule D, Part III, Schedule K-1 each shareholder’s pro rata
owner’s name and address in Item G. The line 21). Each recognized built-in gain share of other net rental income (loss)
owner must be eligible to be an S item (within the meaning of section reported on line 3c of Schedule K. If the
corporation shareholder. An LLC that 1374(d)(3)) is reduced by its corporation has more than one rental
elects to be treated as a corporation for proportionate share of the built-in gains activity reported in box 3, identify on an
federal income tax purposes is not eligible tax. attachment to Schedule K-1 the amount
to be an S corporation shareholder. • Excess net passive income tax (line from each separate activity. See Passive

22a, page 1, Form 1120S). Each item of Activity Reporting Requirements on pageItem H. If there was no change in
passive investment income (within the 11.shareholders or in the relative interest in
meaning of section 1362(d)(3)(C)) isstock the shareholders owned during the Portfolio Incomereduced by its proportionate share of thetax year, enter the percentage of total

See Portfolio Income on page 10 for anet passive income tax.stock owned by each shareholder during
comprehensive definition of portfoliothe tax year. For example, if shareholders

Line 1. Ordinary Business Income income.X and Y each owned 50% for the entire
(Loss)tax year, enter 50% in item H for each Do not reduce portfolio income by

shareholder. Each shareholder’s pro rata Enter the amount from line 21, page 1. deductions allocated to it. Report such
share items (boxes 1 through 17 of Enter the income or loss without deductions (other than interest expense)
Schedule K-1) are figured by multiplying reference to: on line 12b of Schedule K. Report each
the corresponding Schedule K amount by • Shareholders’ basis in the stock of the shareholder’s pro rata share in box 12 of
the percentage in item H. corporation and in any indebtedness of Schedule K-1 using codes G, H, and J.
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Interest expense allocable to portfolio qualified dividend income under section Schedule D (Form 1120S) line 13. A
income is generally investment interest 857(c). collectibles gain (loss) is any long-term
expense. It is reported on line 12c of gain or deductible long-term loss from theSee Pub. 550 for more details.
Schedule K. Report each shareholder’s sale or exchange of a collectible that is aQualified foreign corporation. Apro rata share of interest expense capital asset.foreign corporation is a qualified foreignallocable to portfolio income in box 12 of Collectibles include works of art, rugs,corporation if it is:Schedule K-1 using code I. antiques, metal (such as gold, silver,1. Incorporated in a possession of the

platinum bullion), gems, stamps, coins,Line 4. Interest Income United States or
alcoholic beverages, and certain other2. Eligible for benefits of aEnter only taxable portfolio interest on this tangible property.comprehensive income tax treaty with theline. Interest income derived in the

Also, include gain (but not loss) fromUnited States that the Secretaryordinary course of the corporation’s trade
the sale or exchange of an interest in adetermines is satisfactory for this purposeor business, such as interest charged on
partnership or trust held for more than 1and that includes an exchange ofreceivable balances, is reported on line 5,
year and attributable to unrealizedinformation program. See Notice 2003-69,page 1, of Form 1120S. See Temporary
appreciation of collectibles. For details,2003-42 I.R.B. 851 for details.Regulations section 1.469-2T(c)(3).
see Regulations section 1.1(h)-1. AlsoSchedule K-1. Enter each shareholder’s If the foreign corporation does not attach the statement required underpro rata share of interest income in box 4 meet either 1 or 2 above, then it may be Regulations section 1.1(h)-1(e).of Schedule K-1. treated as a qualified foreign corporation Schedule K-1. Report eachfor any dividend paid by the corporation ifLine 5a. Ordinary Dividends shareholder’s pro rata share of thethe stock associated with the dividend collectibles (28%) gain (loss) in box 8b ofEnter only taxable ordinary dividends on paid is readily tradable on an established Schedule K-1.line 5a. Include any qualified dividends securities market in the United States.

reported on line 5b. Line 8c. Unrecaptured SectionHowever, qualified dividends do not
Schedule K-1.  Enter each shareholder’s 1250 Gaininclude dividends paid by the following
pro rata share of ordinary dividends in foreign entities in either the tax year of the The three types of unrecaptured section
box 5a of Schedule K-1. distribution or the preceding tax year: 1250 gain must be reported separately on

• A foreign investment company (defined an attached statement to Form 1120S.Line 5b. Qualified Dividends
in section 1246(b)), • From the sale or exchange of theEnter qualified dividends on line 5b. • A passive foreign investment company corporation’s business assets. FigureExcept as provided below, qualified (defined in section 1297), or this amount for each section 1250dividends are ordinary dividends received • A foreign personal holding company property in Part III of Form 4797 (exceptfrom domestic corporations and qualified (defined in section 552). property for which gain is reported usingforeign corporations. the installment method on Form 6252) forSee Notice 2004-71, 2004-45 I.R.B.

Exceptions. The following dividends which you had an entry in Part I of Form793 for more details.
are not qualified dividends: 4797 by subtracting line 26g of FormSchedule K-1. Enter each shareholder’s• Dividends the corporation received on 4797 from the smaller of line 22 or linepro rata share of qualified dividends inany share of stock held for less than 61 24. Figure the total of these amounts forbox 5b of Schedule K-1.days during the 121-day period that all section 1250 properties. Generally, the
began 60 days before the ex-dividend Line 6. Royalties result is the corporation’s unrecaptured
date. When determining the number of section 1250 gain. However, if theEnter the royalties received by the
days the corporation held the stock, it corporation is reporting gain on thecorporation.
cannot count certain days during which installment method for a section 1250Schedule K-1. Enter each shareholder’sthe corporation’s risk of loss was property held more than 1 year, see thepro rata share of royalties in box 6 ofdiminished. The ex-dividend date is the next paragraph to figure the unrecapturedSchedule K-1.first date following the declaration of a section 1250 gain on that property for this
dividend on which the purchaser of a Line 7. Net Short-Term Capital tax year.
stock is not entitled to receive the next Gain (Loss) The total unrecaptured section 1250
dividend payment. When counting the Enter the gain (loss) from line 6 of gain for an installment sale of section
number of days the corporation held the Schedule D (Form 1120S). 1250 property held more than 1 year is
stock, include the day the corporation figured in a manner similar to that used inSchedule K-1. Enter each shareholder’sdisposed of the stock but not the day the the preceding paragraph. However, thepro rata share of net short-term capitalcorporation acquired it. total unrecaptured section 1250 gain mustgain (loss) in box 7 of Schedule K-1.•  Dividends attributable to periods be allocated to the installment payments
totaling more than 366 days that the Line 8a. Net Long-Term Capital received from the sale. To do so, the
corporation received on any share of Gain (Loss) corporation generally must treat the gain
preferred stock held for less than 91 days allocable to each installment payment asEnter the gain or loss that is portfolio
during the 181-day period that began 90 unrecaptured section 1250 gain until allincome (loss) from Schedule D (Form
days before the ex-dividend date. When such gain has been used in full. Figure1120S), line 13.
determining the number of days the the unrecaptured section 1250 gain forSchedule K-1. Enter each shareholder’scorporation held the stock, do not count installment payments received during thepro rata share of net long-term capitalcertain days during which the tax year as the smaller of (a) the amountgain (loss) in box 8a of Schedule K-1.corporation’s risk of loss was diminished. from line 26 or line 37 of Form 6252,
Preferred dividends attributable to periods If any gain or loss from lines 6 or Installment Sale Income, (whichever
totaling less than 367 days are subject to 13 of Schedule D is not portfolio applies) or (b) the total unrecaptured
the 61-day holding period rule above. income (e.g., gain or loss from the section 1250 gain for the sale reduced byCAUTION

!
• Dividends that relate to payments that disposition of nondepreciable personal all gain reported in prior years (excluding
the corporation is obligated to make with property used in a trade or business), do section 1250 ordinary income recapture).
respect to short sales or positions in not report this income or loss on lines 7 or
substantially similar or related property. However, if the corporation chose8a. Instead, report it on line 10 (box 10,
•  Dividends paid by a regulated not to treat all of the gain fromcode E, of Schedule K-1).
investment company that are not treated payments received after May 6,CAUTION

!
Line 8b. Collectibles (28%) Gainas qualified dividend income under 1997, and before August 24, 1999, as
(Loss)section 854. unrecaptured section 1250 gain, use only

• Dividends paid by a real estate Figure the amount attributable to the amount the corporation chose to treat
investment trust that are not treated as collectibles from the amount reported on as unrecaptured section 1250 gain for
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those payments to reduce the total needed for Schedule K-1 reporting are • Gain from the sale or exchange of
unrecaptured section 1250 gain provided for each category. qualified small business stock (as defined
remaining to be reported for the sale. in the Instructions for Schedule D) that isOther portfolio income (loss) (code A).• From the sale or exchange of an eligible for the partial section 1202Portfolio income not reported on lines 4
interest in a partnership. Also report as exclusion. To be eligible for the sectionthrough 8.
a separate amount any gain from the sale 1202 exclusion, the stock must have been

If the corporation holds a residualor exchange of an interest in a held by the corporation for more than 5
interest in a REMIC, report on anpartnership attributable to unrecaptured years. Additional limitations apply at the
attachment each shareholder’s share ofsection 1250 gain. See Regulations shareholder level. Report each
taxable income (net loss) from the REMICsection 1.1(h)-1 and attach a statement shareholder’s share of section 1202 gain
(line 1b of Schedule Q (Form 1066));required under Regulations section on Schedule K-1. Each shareholder will
excess inclusion (line 2c of Schedule Q1.1(h)-1(e). determine if he or she qualifies for the
(Form 1066)); and section 212 expenses• From an estate, trust, RIC, or REIT. If section 1202 exclusion. Report on an
(line 3b of Schedule Q (Form 1066)).the corporation received a Schedule K-1 attachment to Schedule K-1 for each sale
Because Schedule Q (Form 1066) is aor Form 1099-DIV from an estate, a trust, or exchange the name of the qualified
quarterly statement, the corporation musta real estate investment trust (REIT), or a small business that issued the stock, the
follow the Schedule Q (Form 1066)regulated investment company (RIC) shareholder’s share of the corporation’s
Instructions for Residual Interest Holderreporting “unrecaptured section 1250 adjusted basis and sales price of the
to figure the amounts to report togain,” do not add it to the corporation’s stock, and the dates the stock was bought
shareholders for the corporation’s taxown unrecaptured section 1250 gain. and sold.
year.Instead, report it as a separate amount. • Gain eligible for section 1045 rollover

For example, if the corporation received a Involuntary conversions (code B). (replacement stock purchased by the
Form 1099-DIV from a REIT with Report net loss from involuntary corporation). Include only gain from the
unrecaptured section 1250 gain, report it conversions due to casualty or theft. The sale or exchange of qualified small
as “Unrecaptured section 1250 gain from amount for this item is shown on Form business stock (as defined in the
a REIT.” 4684, Casualties and Thefts, line 38a or Instructions for Schedule D) that was

38b. Each shareholder’s pro rata shareSchedule K-1. Report each deferred by the corporation under section
must be entered on Schedule K-1. Entershareholder’s pro rata share of 1045 and reported on Schedule D. See
the net gain from involuntary conversionsunrecaptured section 1250 gain from the the Instructions for Schedule D for more
of property used in a trade or businesssale or exchange of the corporation’s details. Additional limitations apply at the
(line 39 of Form 4684) on line 3 of Formbusiness assets in box 8c of Schedule shareholder level. Report each
4797. If there was a gain (loss) from aK-1. If the corporation is reporting shareholder’s share of the gain eligible for
casualty or theft to property not used in aunrecaptured section 1250 gain from an section 1045 rollover on Schedule K-1.
trade or business or for income-producingestate, trust, REIT, or RIC or from the Each shareholder will determine if he or
purposes, notify the shareholder. Thecorporation’s sale or exchange of an she qualifies for the rollover. Report on an
corporation should not complete Forminterest in a partnership (as explained attachment to Schedule K-1 for each sale
4684 for this type of casualty or theft.above), enter “STMT” in box 8c and an or exchange the name of the qualified
Instead, each shareholder will completeasterisk (*) in the left column of the box small business that issued the stock, the
his or her own Form 4684.and attach a statement that separately shareholder’s share of the corporation’s

identifies the amount of unrecaptured adjusted basis and sales price of the1256 contracts and straddles (code C).
section 1250 gain from: stock, and the dates the stock was boughtReport any net gain or loss from section• The sale or exchange of the and sold.1256 contracts from Form 6781, Gains
corporations business assets. and Losses From Section 1256 Contracts • Gain eligible for section 1045 rollover• The sale or exchange of an interest in a and Straddles. (replacement stock not purchased by the
partnership. corporation). Include only gain from theMining exploration costs recapture• An estate, trust, REIT, or RIC. sale or exchange of qualified small(code D). Provide the information

business stock (as defined in theLine 9. Net Section 1231 Gain shareholders will need to recapture
Instructions for Schedule D) thecertain mining exploration expenditures.(Loss)
corporation held for more than 6 monthsSee Regulations section 1.617-3.Enter the net section 1231 gain (loss) but that was not deferred by the

from Form 4797, line 7, column (g). Other income (loss) (code E). Include corporation under section 1045. See the
any other type of income, such as:Do not include net gain or loss from Instructions for Schedule D for more

involuntary conversions due to casualty or details. A shareholder may be eligible to• Recoveries of tax benefit items (section
theft. Report net loss from involuntary defer his or her pro rata share of this gain111).
conversions due to casualty or theft on under section 1045 if he or she purchases• Gambling gains and losses subject to
line 10 of Schedule K (box 10, code B, of other qualified small business stockthe limitations in section 165(d).
Schedule K-1). See the instructions for during the 60-day period that began on• Disposition of an interest in oil, gas,
line 10 on how to report net gain from the date the stock was sold by thegeothermal, or other mineral properties.
involuntary conversions. corporation. Additional limitations apply atReport the following information on an

the shareholder level. Report on anattached statement to Schedule K-1: (a)Schedule K-1. Report each
attachment to Schedule K-1 for each saledescription of the property, (b) theshareholder’s pro rata share of net
or exchange the name of the qualifiedshareholder’s share of the amountsection 1231 gain (loss) in box 9 of
small business that issued the stock, therealized on the sale, exchange, orSchedule K-1. If the corporation has more
shareholder’s share of the corporation’sinvoluntary conversion of each propertythan one rental, trade, or business
adjusted basis and sales price of the(fair market value of the property for anyactivity, identify on an attachment to
stock, and the dates the stock was boughtother disposition, such as a distribution),Schedule K-1 the amount of section 1231
and sold.(c) the shareholder’s share of thegain (loss) from each separate activity.
• Net short-term capital gain or loss andcorporation’s adjusted basis in theSee Passive Activity Reporting
net long-term capital gain or loss that isproperty (except for oil or gas properties),Requirements on page 11.
not portfolio income (e.g., gain or lossand (d) total intangible drilling costs,

Line 10. Other Income (Loss) from the disposition of nondepreciabledevelopment costs, and mining
personal property used in a trade orEnter any other item of income or loss not exploration costs (section 59(e)
business activity of the corporation).included above. Attach a statement to expenditures) passed through to
Report total net short-term gain or loss onForm 1120S that separately identifies shareholders for the property. See
Schedule D (Form 1040), line 5, columneach type and amount of income for each Regulations section 1.1254-4 for more
(f). Report the total net long-term gain orof the following five categories. The codes information.
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loss on Schedule D (Form 1040), line 12, organization that shows the amount of donation. Give a copy of this information
column (f). cash contributed, describes any property to each shareholder.

contributed, and gives an estimate of theSchedule K-1. Enter each shareholder’s Nondeductible contributions. Certain
value of any goods or services providedpro rata share of the five other income contributions made to an organization
in return for the contribution. Thecategories listed above in box 10 of conducting lobbying activities are not
acknowledgment must be obtained by theSchedule K-1. Enter the applicable code deductible. See section 170(f)(9) for more
due date (including extensions) of theA, B, C, D, or E (as shown above). If you details. Also, see Contributions You
corporation’s return, or if earlier, the dateare reporting each shareholder’s pro rata Cannot Deduct in Publication 526 for
the corporation files its return. Do notshare of only one type of income under more examples of nondeductible
attach the acknowledgment to the taxCode E, enter the code with an asterisk contributions.
return, but keep it with the corporation’s(E*) and the dollar amount in the entry An accrual basis S corporationrecords. These rules apply in addition tospace in box 10 and attach a statement may not elect to treat athe filing requirements for Form 8283that shows the type of income. If you are contribution as having been paiddescribed below. CAUTION

!
reporting multiple types of income under in the tax year the board of directorscode E, enter the code with an asterisk Enter the amount of charitable authorizes the payment if the contribution(E*) and enter “STMT” in the entry space contributions made during the tax year. is not actually paid until the next tax year.in box 10 and attach a statement that Attach a statement to Form 1120S that

Schedule K-1. Report eachshows the dollar amount of each type of separately identifies the corporation’s
shareholder’s pro rata share of charitableincome. If the corporation has more than contributions for each of the following six
contributions in box 12 of Schedule K-1one trade or business or rental activity categories.
using codes A through F for each of the(for codes B through E), identify on an See Limits on Deductions in six contribution categories shown above.attachment to Schedule K-1 the amount Publication 526, Charitable Contributions, See the above instructions forfrom each separate activity. See Passive for information on adjusted gross income Contributions of property for informationActivity Reporting Requirements on page (AGI) limitations on deductions for on a statement concerning qualified11. charitable contributions. conservation contributions that you may

Deductions The codes needed for Schedule K-1 be required to attach to Schedule K-1.
reporting are provided for each category.

Line 12b. Deductions Related toLine 11. Section 179 Deduction Cash contributions (50%) (code A). Portfolio Income (Loss)An S corporation may elect to expense Enter the amount of cash contributions
Enter on line 12b the deductions clearlypart of the cost of certain property that the subject to the 50% AGI limitation.
and directly allocable to portfolio incomecorporation purchased and placed in Cash contributions (30%) (code B).
(other than investment interest expense).service this year for use in its trade or Enter the amount of cash contributions
Attach a statement to Form 1120S thatbusiness or certain rental activities. See subject to the 30% AGI limitation.
separately identifies the corporation’sthe Instructions for Form 4562 for more Noncash contributions (50%) (code C). deduction related to portfolio income forinformation. Enter the amount of noncash each of the following categories. TheComplete Part I of Form 4562 to figure contributions subject to the 50% AGI codes needed for Schedule K-1 reportingthe corporation’s section 179 deduction. limitation. are provided for each category.The corporation does not claim the Noncash contributions (30%) (code D). Deductions—royalty income (code J).deduction itself, but instead passes it Enter the amount of noncash Enter the deductions related to royaltythrough to the shareholders. Attach Form contributions subject to the 30% AGI income.4562 to Form 1120S and show the total limitation.section 179 deduction on Schedule K, line Deductions—portfolio (2% floor) (code

Capital gain property to a 50%11. G).  Enter the deductions related to
organization (30%) (code E).  Enter the portfolio income that are subject to theIf the corporation is an enterprise zone amount of capital gain property 2% of AGI floor (see the instructions forbusiness, also report on an attachment to contributions subject to the 30% AGI Schedule A (Form 1040)).Schedules K and K-1 the cost of section limitation.179 property placed in service during the Deductions—portfolio (other) (code
Capital gain property (20%) (code F).year that is qualified zone property. H). Enter the amount of any other
Enter the amount of capital gain property deductions related to portfolio income.See the instructions for line 17d of contributions subject to the 20% AGI

Schedule K for sales or other dispositions  No deduction is allowed under sectionlimitation.
of property for which a section 179 212 for expenses allocable to aContributions of property. Seededuction has passed through to convention, seminar, or similar meeting.Noncash Contributions and Contributionsshareholders and for the recapture rules if Because these expenses are notof Property in Pub. 526 for information onthe business use of the property dropped deductible by shareholders, thenoncash contributions and onto 50% or less. corporation does not report thesecontributions of capital gain property. If expenses on line 12b of Schedule K. TheSchedule K-1. Report each the deduction claimed for noncash expenses are nondeductible and areshareholder’s pro rata share of the contributions exceeds $500, complete reported as such on line 16c of Schedulesection 179 expense deduction in box 11 Form 8283, Noncash Charitable K (box 16, code C of Schedule K-1).of Schedule K-1. If the corporation has Contributions, and attach it to Formmore than one rental, trade, or business Schedule K-1. Report each1120S.activity, identify on an attachment to shareholder’s pro rata share of

The corporation must attach a copy ofSchedule K-1 the amount of section 179 deductions related to portfolio income that
its Form 8283 to the Schedule K-1 ofdeduction from each separate activity. are reported on line 12b of Schedule K
each shareholder if the deduction for anySee Passive Activity Reporting using codes J (for deductions related to
item or group of similar items ofRequirements on page 11. royalty income), G (for deductions related
contributed property exceeds $5,000, to portfolio income and subject to the 2%Do not complete box 11 of Schedule even if the amount allocated to any of AGI floor), or H (for other deductionsK-1 for any shareholder that is an estate shareholder is $5,000 or less. related to portfolio income).or trust; estates and trusts are not eligible

If the corporation made a qualifiedfor the section 179 expense deduction. Line 12c. Investment Interestconservation contribution under section
Line 12a. Contributions Expense170(h), also include the fair market value
Generally, no deduction is allowed for any of the underlying property before and Include on this line the interest properly
contribution of $250 or more unless the after the donation, as well as the type of allocable to debt on property held for
corporation obtains a written legal interest contributed, and describe investment purposes. Property held for
acknowledgment from the charitable the conservation purpose furthered by the investment includes property that
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Penalty on early withdrawal of savingsproduces income (unless derived in the expenditure or more than one property,
(code O). Enter the amount of anyordinary course of a trade or business) provide the amounts (and the months
penalty on early withdrawal of savings notfrom interest, dividends, annuities, or paid or incurred if required) for each type
reported on line 12b because theroyalties; and gains from the disposition of expenditure separately for each
corporation withdrew funds from its timeof property that produces those types of property.
savings deposit before its maturity.income or is held for investment. Schedule K-1. Report each

Investment interest expense does not Other deductions (code P).  Includeshareholder’s pro rata share of section
include interest expense allocable to a any other deduction, such as:59(e) expenditures in box 12 of Schedule
passive activity. • Amounts paid by the corporation thatK-1 using code K. On an attached

would be allowed as itemized deductionsstatement, identify (a) the type ofInvestment income and investment
on any of the shareholders’ income taxexpenditure, (b) the property for which theexpenses other than interest are reported
returns if they were paid directly by aexpenditures are paid or incurred, and (c)on lines 17a and 17b respectively. This
shareholder for the same purpose. Thesefor oil and gas properties only, the monthinformation is needed by shareholders to
amounts include, but are not limited to,in which intangible drilling costs anddetermine the investment interest
expenses under section 212 for thedevelopment costs were paid or incurred.expense limitation (see Form 4952,
production of income other than from theIf there is more than one type ofInvestment Interest Expense Deduction,
corporation’s trade or business. However,expenditure or the expenditures are forfor details).
do not enter expenses related to portfoliomore than one property, provide eachSchedule K-1. Report each
income or investment interest expenseshareholder’s pro rata share of theshareholder’s pro rata share of
reported on line 12c of Schedule K on thisamounts (and the months paid or incurredinvestment interest expense in box 12 of
line.for oil and gas properties) for each type ofSchedule K-1 using code I. • Soil and water conservationexpenditure separately for each property.

Lines 12d(1) and 12d(2). Section expenditures (section 175).
Line 12e. Other Deductions59(e)(2) Expenditures • Expenditures paid or incurred for the
Enter deductions not included on lines 11, removal of architectural andGenerally, section 59(e) allows each
12a, 12b, 12c, 12d(2), 14l, or 14m. Attach transportation barriers to the elderly andshareholder to make an election to deduct
a statement to Form 1120S that disabled that the corporation has electedtheir pro rata share of the corporation’s
separately identifies the type and amount to treat as a current expense. See sectionotherwise deductible qualified
of each deduction for the following five 190.expenditures ratably over 10 years (3
categories. The codes needed for • Interest expense allocated toyears for circulation expenditures),
Schedule K-1 reporting are provided for debt-financed distributions. See Noticebeginning with the tax year in which the
each category. 89-35, 1989-1 C.B. 675, or Publicationexpenditures were made (or for intangible

535, chapter 5, for more information.drilling and development costs, over the Reforestation expense deduction • Contributions to a capital construction60-month period beginning with the (code L).  The corporation may elect to fund.month in which such costs were paid or deduct a limited amount of its
incurred). reforestation expenditures paid or Schedule K-1. Enter each shareholder’s

The term “qualified expenditures” incurred after October 22, 2004. The pro rata share of the five deduction
includes only the following types of amount the corporation may elect to categories listed above in box 12 of
expenditures paid or incurred during the deduct is limited to $10,000 for each Schedule K-1. Enter the applicable code
tax year: qualified timber property. See section L, M, N, O, or P (as shown above). If you
• Circulation expenditures. 194(c) for a definition of reforestation are reporting each shareholder’s pro rata
• Research and experimental expenditures and qualified timber share of only one type of deduction under
expenditures. property. Provide a description of the Code P, enter the code with an asterisk
• Intangible drilling and development qualified timber property on an attached (P*) and the dollar amount in the entry
costs. statement to Form 1120S and Schedule space in box 12 and attach a statement
• Mining exploration and development K-1. If the corporation is electing to that shows the type of deduction. If you
costs. deduct amounts for more than one are reporting multiple types of deductions

qualified timber property, provide a under code P, enter the code with anIf a shareholder makes the election,
description and the amount on the asterisk (P*) and enter “STMT” in thethe above items are not treated as tax
statement for each property . The entry space in box 12 and attach apreference items.
corporation must amortize over 84 statement that shows the dollar amount ofBecause the shareholders are
months any amount not deducted. See each type of deduction. If the corporationgenerally allowed to make this election,
the instructions for line 19 on page 16. has more than one trade or businessthe corporation cannot deduct these

activity, identify on an attachment toamounts or include them as AMT items Preproductive period expenses (code
Schedule K-1 the amount for eachon Schedule K-1. Instead, the corporation M).  If the corporation is required to use
separate activity. See Passive Activitypasses through the information the an accrual method of accounting under
Reporting Requirements on page 11.shareholders need to figure their separate section 447 or 448(a)(3), it must capitalize

deductions. these expenses. If the corporation is Credits & Credit Recapture
permitted to use the cash method, enterOn line 12d(1), enter the type of Note. Do not attach Form 3800, Generalthe amount of preproductive periodexpenditures claimed on line 12d(2). Business Credit, to Form 1120S.expenses that qualify under RegulationsEnter on line 12d(2) the qualified
section 1.263–4(d). An election not toexpenditures paid or incurred during the Low-Income Housing Credit
capitalize these expenses must be madetax year to which an election under Section 42 provides for a credit that mayat the shareholder level. See Uniformsection 59(e) may apply. Enter this be claimed by owners of low-incomeCapitalization Rules in Publication 225,amount for all shareholders whether or residential rental buildings. CompleteFarmer’s Tax Guide.not any shareholder makes an election Form 8586, Low-Income Housing Credit,

under section 59(e). and attach it to Form 1120S. Enter theCommercial revitalization deduction
On an attached statement, identify the from rental real estate activities (code credit figured by the corporation on Form

property for which the expenditures were N). Enter the commercial revitalization 8586, and any low-income housing credit
paid or incurred. If the expenditures were deduction on line 12e only if it is for a received from other entities on the
for intangible drilling costs or rental real estate activity. If the deduction applicable line as explained below. The
development costs for oil and gas is for a nonrental building, deduct it on corporation must also complete and
properties, identify the month(s) in which line 19 of Form 1120S. See the attach Form 8609, Low-Income Housing
the expenditures were paid or incurred. If instructions for line 19 on page 16 for Credit Allocation Certification, and
there is more than one type of more information. Schedule A (Form 8609), Annual
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Statement, to Form 1120S. See the identifies the shareholder’s share of separate activity. See Passive Activity
Instructions for Form 8586 and Form expenditures from pre-1936 buildings and Reporting Requirements on page 11.
8609 for information on completing these from certified historic structures (lines 1b Line 13f. Credit for Alcohol Usedforms. and 1c of Form 3468 respectively). If the

as Fuelcorporation has credits from more thanNote. If part or all of the credit reported
Enter on line 13f the credit for alcoholone rental real estate activity, identify onon lines 13a or 13b is attributable to
used as fuel attributable to trade oran attachment to Schedule K-1 theadditions to qualified basis of property
business activities. Enter on line 13d oramount for each separate activity. Seeplaced in service before 1990, report on
13e the credit for alcohol used as fuelPassive Activity Reporting Requirementsan attachment to Schedules K and K-1
attributable to rental activities.on page 11.the amount of the credit on each line that

is attributable to property placed in Figure this credit on Form 6478, CreditLine 13d. Other Rental Real Estate
service (a) before 1990 and (b) after for Alcohol Used as Fuel, and attach it toCredits1989. Form 1120S. The credit must be included

Enter on line 13d any other credit (other in income on page 1, line 5, of FormLine 13a. Low-Income Housing than credits reported above) related to 1120S.
Credit (Section 42(j)(5)) rental real estate activities. On the dotted

See section 40(f) for an election theline to the left of the entry space for lineIf the corporation invested in a corporation can make to have the credit13d, identify the type of credit. If there ispartnership to which the provisions of not apply.more than one type of credit, attach asection 42(j)(5) apply, report on line 13a
statement to Form 1120S that identifies Schedule K-1. Report in box 13 ofthe credit the partnership reported to the
the type and amount for each credit. Schedule K-1 each shareholder’s pro ratacorporation in box 15, code A, of
These credits may include any type of share of the credit for alcohol used as aSchedule K-1 (Form 1065).
credit listed in the instructions for line 13g. fuel reported on line 13f using code R. IfSchedule K-1. Report in box 13 of this credit includes the small ethanolSchedule K-1. Report in box 13 ofSchedule K-1 each shareholder’s pro rata producer credit, identify on a statementSchedule K-1 each shareholder’s pro ratashare of the low income housing credit attached to each Schedule K-1 (a) theshare of other rental real estate creditsreported on line 13a of Schedule K using amount of the small producer creditreported on line 13d of Schedule K usingcode A. If the corporation has credits from included in the total credit allocated to thecode G. If you are reporting eachmore than one rental activity, identify on shareholder, (b) the number of gallons ofshareholder’s pro rata share of only onean attachment to Schedule K-1 the qualified ethanol fuel production allocatedtype of rental real estate credit underamount for each separate activity. See to the shareholder, and (c) thecode G, enter the code with an asteriskPassive Activity Reporting Requirements shareholder’s pro rata share, in gallons,(G*) and the dollar amount in the entryon page 11. of the corporation’s productive capacityspace in box 13 and attach a statement

for alcohol. If the corporation has creditsLine 13b. Low-Income Housing that shows the type of credit. If you are
from more than one activity, identify on anCredit (Other) reporting multiple types of rental real
attachment to Schedule K-1 the amountestate credit under code G, enter theReport on line 13b any low-income
for each separate activity. See Passivecode with an asterisk (G*) and enterhousing credit not reported on line 13a.
Activity Reporting Requirements on page‘‘STMT’’ in the entry space in box 13 andThis includes any credit from a
11.attach a statement that shows the dollarpartnership reported to the corporation in

amount of each type of credit. If thebox 15, code B, of Schedule K-1 (Form Line 13g. Other Credits and Credit
corporation has credits from more than1065). Recapture
one rental real estate activity, identify onSchedule K-1. Report in box 13 of Enter on line 13g any other credit, exceptthe attached statement the amount ofSchedule K-1 each shareholder’s pro rata credits or expenditures shown or listed foreach type of credit for each separateshare of the low income housing credit lines 13a through 13f or the credit foractivity. See Passive Activity Reportingreported on line 13b of Schedule K using federal tax paid on fuels (which isRequirements on page 11.code B. If the corporation has credits from reported on line 23c of page 1). Do not

more than one rental activity, identify on include any credit recapture amounts onLine 13e. Other Rental Credits
an attachment to Schedule K-1 the line 13g, but provide credit recaptureEnter on line 13e any other credit (otheramount for each separate activity. See information on an attached statement tothan credits reported above) related toPassive Activity Reporting Requirements Schedule K-1 as explained below. On therental activities. On the dotted line to theon page 11. dotted line to the left of the entry spaceleft of the entry space for line 13e, identify

for line 13g, identify the type of credit. Ifthe type of credit. If there is more thanLine 13c. Qualified Rehabilitation
there is more than one type of credit or ifone type of credit, attach a statement toExpenditures (Rental Real Estate) there are any credits subject to recapture,Form 1120S that identifies the type andEnter total qualified rehabilitation attach a statement to Form 1120S thatamount for each credit. These creditsexpenditures related to rental real estate separately identifies each type andmay include any type of credit listed in theactivities of the corporation. Complete line amount of credit and credit recaptureinstructions for line 13g.1 of Form 3468, Investment Credit, for information for the following categories.

Schedule K-1. Report in box 13 ofproperty related to rental real estate The codes needed for Schedule K-1
Schedule K-1 each shareholder’s pro rataactivities of the corporation for which reporting are provided for each category.
share of other rental credits using code H.income or loss is reported on line 2 of

Qualified rehabilitation expendituresIf you are reporting each shareholder’sSchedule K. See Form 3468 for details on
(other than rental real estate) (code D).pro rata share of only one type of rentalqualified rehabilitation expenditures.
Enter total qualified rehabilitationcredit under code H, enter the code withAttach Form 3468 to Form 1120S.
expenditures from activities other thanan asterisk (H*) and the dollar amount in
rental real estate activities. Complete linethe entry space in box 13 and attach a
1 of Form 3468 for property related toNote. Report qualified rehabilitation statement that shows the type of credit. If
rental real estate activities of theexpenditures not related to rental real you are reporting multiple types of rental
corporation for which income or loss isestate activities on line 13g, Other Credits credit under code H, enter the code with
reported on line 1 of Schedule K. Seeand Credit Recapture. an asterisk (H*) and enter ‘‘STMT’’ in the
Form 3468 for details on qualifiedSchedule K-1. Report each entry space in box 13 and attach a
rehabilitation expenditures. Attach Formshareholder’s pro rata share of qualified statement that shows the dollar amount of
3468 to Form 1120S.rehabilitation expenditures related to each type of credit. If the corporation has

rental real estate activities in box 13 of credits from more than one rental activity, Note. Report qualified rehabilitation
Schedule K-1 using code C. Attach a identify on the attached statement the expenditures related to rental real estate
statement to Schedule K-1 that separately amount of each type of credit for each activities on line 13c.
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Recapture of low-income housingSchedule K-1. Report each amount of the credit and attach it to Form
credit (codes S and T).  If recapture ofshareholder’s pro rata share of qualified 1120S.
part or all of the low-income housingrehabilitation expenditures related to • Enhanced oil recovery credit. Complete
credit is required because (a) prior yearother than rental real estate activities in Form 8830 to determine the amount of
qualified basis of a building decreased orbox 13 of Schedule K-1 using code D. the credit and attach it to Form 1120S.
(b) the corporation disposed of a buildingAttach a statement to Schedule K-1 that • Renewable electricity and refined coal
or part of its interest in a building, seeseparately identifies the shareholder’s production credit. Complete Form 8835 to
Form 8611, Recapture of Low-Incomeshare of expenditures from pre-1936 determine the amount of the credit. Attach
Housing Credit. Complete lines 1 throughbuildings and from certified historic a statement to Form 1120S and Schedule
7 of Form 8611 to determine the amountstructures (lines 1b and 1c of Form 3468 K-1 showing separately the amount of the
of credit to recapture. Use code S onrespectively). If the corporation has credit from Section A and from Section B
Schedule K-1 to report recapture of thecredits from more than one rental real of Form 8835. Attach Form 8835 to Form
low-income housing credit from a sectionestate activity, identify on an attachment 1120S.
42(j)(5) partnership. Use code T to reportto Schedule K-1 the amount for each • Indian employment credit. Complete
recapture of any other low-incomeseparate activity. See Passive Activity Form 8845 to determine the amount of
housing credit. See the instructions forReporting Requirements on page 11. the credit and attach it to Form 1120S.
lines 13a and 13b above for more • Orphan drug credit. Complete FormBasis of energy property (code E).
information. 8820 to determine the amount of theEnter the basis of energy property placed

credit and attach it to Form 1120S.Note. If a shareholder’s ownershipin service during the tax year that • Credit for contributions to selectedinterest in a building decreased becausequalifies for the energy credit. See the
community development corporations.of a transaction at the shareholder level,instructions for Form 3468 for details.
Complete Form 8847 to determine thethe corporation must provide theComplete line 2 of Form 3468; attach
amount of the credit and attach it to Formnecessary information to the shareholderForm 3468 to Form 1120S.
1120S.to enable the shareholder to figure theQualified timber property (code F). • Credit for small employer pension planrecapture.Enter the amortizable basis of timber start-up costs. Complete Form 8881 to

property acquired before October 23, If the corporation filed Form 8693, determine the amount of the credit and
2004, that qualifies for the reforestation Low-Income Housing Credit attach it to Form 1120S.
credit. See the instructions for Form 3468 Disposition Bond, to avoidCAUTION

!
• Credit for employer-provided childcare

for details. Complete line 3 of Form 3468 recapture of the low-income housing facilities and services. Complete Form
and attach it to Form 1120S. credit, no entry should be made on 8882 to determine the amount of the

Schedule K-1.Undistributed capital gains credit credit and attach it to Form 1120S.
(code I).  This credit represents taxes • Biodiesel fuels credit. Complete FormSee Form 8586, Form 8611, and
paid on undistributed capital gains by a 8864 to determine the amount of thesection 42 for more information.
regulated investment company (RIC) or a credit and attach it to Form 1120S. TheRecapture of investment credit (codereal estate investment trust (REIT). As a credit must be included in income onU). Complete and attach Form 4255,shareholder of a RIC or REIT, the page 1, line 5 of Form 1120S.

Recapture of Investment Credit, whencorporation will receive notice of the • Low sulfur diesel fuel production credit.investment credit property is disposed of,amount of tax paid on undistributed Complete Form 8896 to determine theor it no longer qualifies for the credit,capital gains on Form 2439, Notice to amount of the credit and attach it to Formbefore the end of the recapture period orShareholder of Undistributed Long-Term 1120S.the useful life applicable to the property.Capital Gains. • General credits from an electing largeState the type of property at the top of partnership.Work opportunity credit (code J). Form 4255, and complete lines 2, 4, and • Qualified zone academy bond credit.Complete Form 5884 to determine the 5, whether or not any shareholder is Complete Form 8860 to determine theamount of the credit. Attach it to Form subject to recapture of the credit. amount of the credit and attach it to Form1120S.
Attach to each Schedule K-1 a 1120S. Also, be sure to include the

Welfare-to-work credit (code K). separate schedule providing the proper amount in income as explained in
Complete Form 8861 to determine the information the corporation is required to the instructions for Form 8860. Also, see
amount of the credit. Attach it to Form show on Form 4255, but list only the the instructions for line 17d, code N.
1120S. shareholder’s pro rata share of the cost of

Recapture of other credits (code W).the property subject to recapture. AlsoDisabled access credit (code L).
On an attached statement to Scheduleindicate the lines of Form 4255 on whichComplete Form 8826 to determine the
K-1, provide any information shareholdersthe shareholders should report theseamount of the credit. Attach it to Form
will need to report recapture of creditsamounts.1120S.
(other than recapture of low-income

Empowerment zone and renewal The corporation itself is liable for housing credit and investment credit
community employment credit (code investment credit recapture in certain reported on Schedule K-1 using codes S,
M). Complete Form 8844 to determine cases. See the instructions for line 22c, T, and U). Examples of credit recapture
the amount of the credit. Attach it to Form page 1, Form 1120S, for details. information reported using code W
1120S. include:Other credits (code V). Attach a
New York Liberty Zone business • Any information needed by astatement to Form 1120S that identifies
employee credit (code N).  Complete shareholder to compute recapture of thethe type and amount of any other credits
Form 8884 to determine the amount of qualified electric vehicle credit. See Pub.not reported elsewhere, such as:
the credit. Attach it to Form 1120S. 535 for more information.• Nonconventional source fuel credit.

• Any information needed by aCompute this credit on an attachedNew markets credit (code O). Complete
shareholder to compute recapture of thestatement and attach it to Form 1120S.Form 8874 to determine the amount of
new markets credit. See Form 8874 forSee section 29 for rules on figuring thethe credit. Attach it to Form 1120S.
details on recapture.credit.

Credit for employer social security and • Qualified electric vehicle credit. • Any information needed by a
Medicare taxes (code P). Complete Complete Form 8834 to determine the shareholder to compute recapture of the
Form 8846 to determine the amount of amount of the credit and attach it to Form Indian employment credit. Generally, if
the credit. Attach it to Form 1120S. 1120S. the corporation terminates a qualified
Backup withholding (code Q).  This • Unused investment credit from employee less than 1 year after the date
credit is for backup withholding on cooperatives. of initial employment, any Indian
dividends, interest, and other types of • Credit for increasing research activities. employment credit allowed for a prior tax
income of the corporation. Complete Form 6765 to determine the year by reason of wages paid or incurred
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to that employee must be recaptured. For country for the information and amounts equivalents under Temporary Regulations
details, see section 45A(d). coded A through N and code Q. section 1.861-9T(b)). Do not include

interest directly allocable under• Any information needed by a Line 14b. Gross Income From allshareholder to compute recapture of the Temporary Regulations sectionSourcescredit for employer-provided child care 1.861-10T to income from a specific
Enter the corporation’s gross income fromfacilities and services. See section 45F(d) property. This type of interest is allocated
all sources (both U.S. and foreign).for details on recapture. and apportioned at the corporate level

and is included on lines 14i through 14k.Line 14c. Gross Income Sourced atSchedule K-1. Enter each shareholder’s
Shareholder Levelpro rata share of the credit and credit On line 14h, enter the total of all other

recapture categories listed above (for line Enter the total gross income of the deductions or losses that are required to
13g) in box 13 of Schedule K-1. See corporation that is required to be sourced be allocated at the shareholder level. For
additional Schedule K-1 reporting at the shareholder level. This includes example, include on line 14h research
information provided in the instructions income from the sale of most personal and experimental expenditures (seeabove. Enter the applicable code, D property, other than inventory, Regulations section 1.861-17(f)).through W, in the column to the left of the depreciable property, and certain
dollar amount entry space. If you are intangible property. See Pub. 514 and Lines 14i–14k. Deductionsreporting each shareholder’s pro rata section 865 for details. Attach a schedule Allocated and Apportioned atshare of only one type of credit under showing the following information:

Corporate Level to Foreign SourceCode V, enter the code with an asterisk • The amount of this gross income
Income(V*) and the dollar amount in the entry (without regard to its source) in each

space in box 13 and attach a statement category identified in the instructions for Separately report corporate deductions
that shows the type of credit. If you are lines 14d, 14e, and 14f, including each of that are apportioned at the corporate level
reporting multiple credits under code V, the listed categories. to (a) passive foreign source income, (b)
enter the code with an asterisk (V*) and • Specifically identify gains on the sale of each of the listed foreign categories of
enter “STMT” in the entry space in box 13 personal property other than inventory, income (14e), and (c) general limitation
and attach a statement that shows the depreciable property, and certain foreign source income (see the
dollar amount of each type of credit. If the intangible property on which a foreign tax instructions for lines 14d-14f). Attach a
corporation has credits or expenditures of 10% or more was paid or accrued. Also schedule showing the amount of
from more than one trade or business list losses on the sale of such property if deductions allocated and apportioned at
activity, identify on an attachment to the foreign country would have imposed a the corporate level to each of the listed
Schedule K-1 the amount for each 10% or higher tax had the sale resulted in categories from line 14e. See Pub. 514
separate activity. See Passive Activity a gain. See Sales or Exchanges of for more information.
Reporting Requirements on page 11. Certain Personal Property in Pub. 514

and section 865. Lines 14l–14m. Total ForeignForeign Transactions • Specify foreign source capital gains or Taxes Paid or Accruedlosses within each separate limitationLines 14a through 14n must be
Enter in U.S. dollars the total foreigncategory. Also separately identify foreigncompleted if the corporation has foreign
taxes (described in section 901 or sectionsource gains or losses within eachincome, deductions, or losses, or has
903) that were paid (on line 14l) orseparate limitation category that arepaid or accrued foreign taxes.
accrued (on line 14m) according to thecollectibles (28%) gains and losses or

The codes A through N for box 14 of corporation’s method of accounting forunrecaptured section 1250 gains.
Schedule K-1 correspond with the line such taxes. On Schedule K-1, report each

Lines 14d–14f. Foreign Grossnumbers 14a through 14n. Codes O, P, shareholder’s share of the line 14l taxes
Income Sourced at Corporateand Q for box 14 are reported on line 17d using code L and the line 14m taxes

of Schedule K. On Schedule K-1 for the Level using code M. Translate these amounts
items coded C, E, J, L, M, and N, enter into U.S. dollars by using the applicableSeparately report gross income from
the code followed by an asterisk and the exchange rate (see Pub. 514).sources outside the United States by
shareholder’s pro rata share of the dollar category of income as identified under
amount. Attach a statement to Schedule A corporation reporting foreign taxeslines 14d, 14e and 14f. See Pub. 514 for
K-1 for these coded items providing the using the cash method can make anmore information on the categories of
information described below. If the irrevocable election to report the taxesincome.
corporation had income from, or paid or using the accrual method for the year of

Line 14d. Passive foreign sourceaccrued taxes to, more than one country the election and all future years. Make
income.or U.S. possession, see the requirement this election by reporting all foreign taxes
Line 14e. Attach a schedule showing thefor an attached statement in the using the accrual method on line 14m
amount of foreign source income includedinstruction for line 14a below. See Pub. (see Regulations section 1.905-1).
in each of the following listed categories:514, Foreign Tax Credit for Individuals,
• Financial services income; Attach a schedule reporting theand the Instructions for Form 1116, for
• High withholding tax interest; following information:more information.
• Shipping income; 1. The total amount of foreign taxes

Line 14a. Name of Country or U.S. • Dividends from a domestic international (including foreign taxes on income
sales corporation (DISC) or a formerPossession sourced at the shareholder level) relating
DISC;Enter the name of the foreign country or to each category of income (see• Distributions from a foreign salesU.S. possession from which the instructions for lines 14d-14f).
corporation (FSC) or a former FSC;corporation had income or to which the 2. The dates on which the taxes were• Section 901(j) income; andcorporation paid or accrued taxes. If the paid or accrued, the exchange rates• Certain income re-sourced by treaty.corporation had income from, or paid or used, and the amounts in both foreign
Line 14f. General limitation foreignaccrued taxes to, more than one foreign currency and U.S. dollars, for:
source income (all other foreign sourcecountry or U.S. possession, enter “See • Taxes withheld at source on
income).attached” and attach a schedule for each interest.

country for lines 14a through 14n (codes Lines 14g–14h. Deductions • Taxes withheld at source onA through N of Schedule K-1). On
dividends.Allocated and Apportioned atSchedule K-1, if there is more than one

Shareholder Level • Taxes withheld at source on rentscountry enter code A followed by an
and royalties.asterisk (A*), enter “STMT,” and attach a Enter on line 14g the corporation’s total

• Other foreign taxes paid or accrued.statement to Schedule K-1 for each interest expense (including interest
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expenditures, or the section 179 expense  For a net long-term capital gain (loss),Line 14n. Reduction in Taxes
deduction. also identify the amount of the adjustmentAvailable for Credit

that is collectibles (28%) gain (loss).Enter the total reductions in taxes For property placed in service before
 For a net section 1231 gain (loss),available for credit. Attach a schedule 1999, refigure depreciation for the AMT

also identify the amount of adjustmentshowing the reductions for: as follows (using the same convention
that is unrecaptured section 1250 gain.• Taxes on foreign mineral income used for the regular tax):

(section 901(e)). • For section 1250 property (generally, Line 15c. Depletion (Other Than Oil• Taxes on foreign oil and gas extraction residential rental and nonresidential real and Gas)income (section 907(a)). property), use the straight line method
Do not include any depletion on oil and• Taxes attributable to boycott operations over 40 years.
gas wells. The shareholders must figure(section 908). • For tangible property (other than
their oil and gas depletion deductions and• Failure to timely file (or furnish all of the section 1250 property) depreciated using
preference items separately under sectioninformation required on) Forms 5471 and the straight line method for the regular
613A.8865. tax, use the straight line method over the

• Any other items (specify). property’s class life. Use 12 years if the Refigure the depletion deduction under
property has no class life. section 611 for mines, wells (other thanAlternative Minimum Tax (AMT) • For any other tangible property, use the oil and gas wells), and other natural

Items 150% declining balance method, deposits for the AMT. Percentage
switching to the straight line method theLines 15a through 15f must be completed depletion is limited to 50% of the taxable
first tax year it gives a larger deduction,for all shareholders. income from the property as figured under
over the property’s AMT class life. Use 12 section 613(a), using only income andEnter items of income and deductions years if the property has no class life. deductions for the AMT. Also, thethat are adjustments or tax preference

deduction is limited to the property’sNote. See Pub. 946 for a table of classitems for the alternative minimum tax
adjusted basis at the end of the year aslives.(AMT). See Form 6251, Alternative
figured for the AMT. Figure this limitMinimum Tax—Individuals, or Schedule I For property placed in service after separately for each property. Whenof Form 1041, U.S. Income Tax Return 1998, refigure depreciation for the AMT refiguring the property’s adjusted basis,for Estates and Trusts, to determine the only for property depreciated for the take into account any AMT adjustmentsamounts to enter and for other regular tax using the 200% declining made this year or in previous years thatinformation. balance method. For the AMT, use the affect basis (other than the current year’s

150% declining balance method,Do not include as a tax preference depletion).
switching to the straight line method theitem any qualified expenditures to which Enter the difference between thefirst tax year it gives a larger deduction,an election under section 59(e) may regular tax and AMT deduction. If theand the same convention and recoveryapply. Because these expenditures are AMT deduction is greater, enter theperiod used for the regular tax.subject to an election by each difference as a negative amount.shareholder, the corporation cannot figure Figure the adjustment by subtracting

the amount of any tax preference related Oil, Gas, and Geothermalthe AMT deduction for depreciation from
to them. Instead, the corporation must the regular tax deduction and enter the Properties — Gross Income and
pass through to each shareholder in box result on line 15a. If the AMT deduction is Deductions
12, code K, of Schedule K-1 the more than the regular tax deduction, enter Generally, the amounts to be entered oninformation needed to figure the the difference as a negative amount. lines 15d and 15e are only the incomededuction. Depreciation capitalized to inventory must and deductions for oil, gas, and

also be refigured using the AMT rules.Schedule K-1.  Report each geothermal properties that are used to
Include on this line the current yearshareholder’s pro rata share of amounts figure the corporation’s ordinary business
adjustment to income, if any, resultingreported on lines 15a through 15f income (loss) on line 21, page 1, Form
from the difference.(concerning alternative minimum tax 1120S.

items) in box 15 of Schedule K-1 using Line 15b. Adjusted Gain or Loss If there are any items of income or
codes A through F respectively. If the deductions for oil, gas, and geothermalIf the corporation disposed of any tangiblecorporation is reporting items of income properties included in the amounts thatproperty placed in service after 1986 (oror deduction for oil, gas, and geothermal are required to be passed throughafter July 31, 1986, if an election wasproperties, you may be required to separately to the shareholders onmade to use the General Depreciationidentify these items on a statement Schedule K-1, give each shareholder aSystem), or if it disposed of a certifiedattached to Schedule K-1 (see the schedule that shows, for the box in whichpollution control facility placed in serviceinstructions for lines 15d and 15e below the income or deduction is included, theafter 1986, refigure the gain or loss fromfor details). Also see the requirement for amount of income or deductions includedthe disposition using the adjusted basisan attached statement in the instructions in the total amount for that box. Do notfor the AMT. The property’s adjustedfor line 15f. include any of these direct pass-throughbasis for the AMT is its cost or other basis

amounts on line 15d or 15e. Theminus all depreciation or amortizationLine 15a. Post-1986 Depreciation
shareholder is told in the Shareholder’sdeductions allowed or allowable for theAdjustment
Instructions for Schedule K-1 (FormAMT during the current tax year andFigure the adjustment for line 15a based 1120S) to adjust the amounts in box 15,previous tax years. Enter on this line theonly on tangible property placed in code D or E, for any other income ordifference between the regular tax gainservice after 1986 (and tangible property deductions from oil, gas, or geothermal(loss) and the AMT gain (loss). If the AMTplaced in service after July 31, 1986, and properties included in boxes 2 through 12,gain is less than the regular tax gain, orbefore 1987 for which the corporation 16 or 17 of Schedule K-1 in order tothe AMT loss is more than the regular taxelected to use the general depreciation determine the total income andloss, or there is an AMT loss and asystem). Do not make an adjustment for deductions from oil, gas, and geothermalregular tax gain, enter the difference as amotion picture films, videotapes, sound properties for the corporation.negative amount.recordings, certain public utility property

Figure the amounts for lines 15d and(as defined in section 168(f)(2)), property If any part of the adjustment is
15e separately for oil and gas propertiesdepreciated under the unit-of-production allocable to net short-term capital gain
that are not geothermal deposits and formethod (or any other method not (loss), net long-term capital gain (loss), or
all properties that are geothermalexpressed in a term of years), qualified net section 1231 gain (loss), attach a
deposits.Indian reservation property, property schedule that identifies the amount of the

eligible for a special depreciation adjustment allocable to each type of gain Give each shareholder a schedule that
allowance, qualified revitalization or loss. shows the separate amounts included in
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the computation of the amounts on lines 1367(a)(1)(A), the basis of the connected with the production of
15d and 15e of Schedule K. shareholder’s stock is increased by the investment income. See the Instructions

amount shown on this line. for Form 4952 for more information.Line 15d. Oil, Gas, and Geothermal
Schedule K-1. Report eachLine 16c. Nondeductible ExpensesProperties — Gross Income
shareholder’s pro rata share of amountsEnter on line 16c nondeductible expensesEnter the total amount of gross income reported on lines 17a and 17bpaid or incurred by the corporation.(within the meaning of section 613(a)) (investment income and expenses) in box

from all oil, gas, and geothermal Do not include separately stated 17 of Schedule K-1 using codes A and B
properties received or accrued during the deductions shown elsewhere on respectively.
tax year and included on page 1, Form Schedules K and K-1, capital If there are other items of investment1120S. expenditures, or items for which the income or expense included in the

deduction is deferred to a later tax year.Line 15e. Oil, Gas, and Geothermal amounts that are required to be passed
Generally, under section 1367(a)(2)(D), through separately to the shareholders onProperties — Deductions
the basis of the shareholder’s stock is Schedule K-1, such as net short-termEnter the amount of any deductions decreased by the amount shown on this capital gain or loss, net long-term capitalallowed for the AMT that are allocable to line. gain or loss, and other portfolio gains oroil, gas, and geothermal properties.

losses, give each shareholder a scheduleLine 16d. Property Distributions
Line 15f. Other AMT Items identifying these amounts.Enter the total property distributions
Attach a schedule to Form 1120S and (including cash) made to each Line 17c. Dividend DistributionsSchedule K-1 that shows other items not shareholder other than dividends reported Paid From Accumulated Earningsshown on lines 15a through 15e that are on line 17c of Schedule K. Distributions of and Profits (Schedule K Only)adjustments or tax preference items or appreciated property are valued at fair

Enter total dividends paid to shareholdersthat the shareholder needs to complete market value. See Distributions on page
from accumulated earnings and profits.Form 6251 or Schedule I of Form 1041. 33 for the ordering rules.
Report these dividends to shareholdersSee these forms and their instructions to

Line 16e. Repayment of Loans on Form 1099-DIV. Do not report them ondetermine the amount to enter.
Schedule K-1.From ShareholdersOther AMT items include the following:

Enter any repayments made to• Accelerated depreciation of real Line 17d. Other Items and
shareholders during the current tax year.property under pre-1987 rules. Amounts

• Accelerated depreciation of leased Schedule K-1. Report each Report the following information on apersonal property under pre-1987 rules. shareholder’s pro rata share of amounts statement attached to Form 1120S. In• Long-term contracts entered into after reported on lines 16a, 16b, and 16c box 17 of Schedule K-1 enter theFebruary 28, 1986. Except for certain (concerning items affecting shareholder appropriate code for each informationhome construction contracts, the taxable basis) in box 16 of Schedule K-1 using item followed by an asterisk in theincome from these contracts must be codes A through C respectively. Report left-hand column of the entry space (e.g.,figured using the percentage of property distributions (line 16d) and C*). In the right-hand column, entercompletion method of accounting for the repayment of loans from shareholders “STMT”. The codes are provided below.AMT. (line 16e) on the Schedule K-1 of the Lookback interest—completed• Losses from tax shelter farm activities. shareholder(s) that received the long-term contracts (code C). If theNo loss from any tax shelter farm activity distributions or repayments (using codes corporation is a closely held S corporationis allowed for the AMT. D and E). (defined in section 460(b)(4)(C)(iii)) and it
Schedule K-1. If you are reporting each entered into any long-term contracts afterOther Informationshareholder’s pro rata share of only one February 28, 1986, that are accounted for
type of AMT item under code F, enter the Lines 17a and 17b. Investment under either the percentage of
code with an asterisk (F*) and the dollar completion-capitalized cost method or theIncome and Expensesamount in the entry space in box 15 and percentage of completion method, it mustEnter on line 17a the investment incomeattach a statement that shows the type of attach a schedule to Form 1120Sincluded on lines 4, 5a, 6 and 10, ofAMT item. If you are reporting multiple showing the information required in itemsSchedule K. Do not include other portfoliotypes of AMT items under code F, enter (a) and (b) of the instructions for lines 1gains or losses on this line.the code with an asterisk (F*) and enter and 3 of Part II of Form 8697. It must also
“STMT” in the entry space in box 15 and Enter on line 17b the investment report the amounts for Part II, lines 1 and
attach a statement that shows the dollar expense included on line 12b of Schedule 3, to its shareholders. See the
amount of each type of AMT item. K. Instructions for Form 8697 for more

Investment income includes gross information.Items Affecting Shareholder
income from property held for investment, Lookback interest—income forecastBasis the excess of net gain attributable to the method (code D). If the corporation is a
disposition of property held for investment closely held S corporation (defined inLine 16a. Tax-Exempt Interest
over net capital gain from the disposition section 460(b)(4)(C)(iii)) and itIncome of property held for investment, and any depreciated certain property placed inEnter on line 16a tax-exempt interest net capital gain from the disposition of service after September 13, 1995, underincome, including any exempt-interest property held for investment that each the income forecast method, it mustdividends received from a mutual fund or shareholder elects to include in attach to Form 1120S the informationother regulated investment company. This investment income under section specified in the instructions for Forminformation must be reported by 163(d)(4)(B)(iii). Generally, investment 8866, line 2, for the 3rd and 10th taxindividuals on line 8b of Form 1040. income and investment expenses do not years beginning after the tax year theGenerally, under section 1367(a)(1)(A), include any income or expenses from a property was placed in service. It mustthe basis of the shareholder’s stock is passive activity. See Regulations section also report the line 2 amounts to itsincreased by the amount shown on this 1.469-2(f)(10) for exceptions. shareholders. See the Instructions forline.

Property subject to a net lease is not Form 8866 for more details.
Line 16b. Other Tax-Exempt treated as investment property because it Dispositions of property with section

is subject to the passive loss rules. Do notIncome 179 deductions (code E). This
reduce investment income by losses fromEnter on line 16b all income of the represents gain or loss on the sale,
passive activities.corporation exempt from tax other than exchange, or other disposition of property

tax-exempt interest (e.g., life insurance Investment expenses are deductible for which a section 179 deduction has
proceeds). Generally, under section expenses (other than interest) directly been passed through to shareholders.
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The corporation must provide all the at the close of the year, each shareholders with information they will
following information with respect to such shareholder’s tax liability must be need to file Form 8886. This
dispositions (see the instructions for line increased by the tax due under section determination is based on the category(s)
4, page 1, on page 13). 453A(c) on the shareholder’s pro rata under which a transaction qualified for
• Date the property was acquired and share of the tax deferred under the disclosures. See the instructions for Form
placed in service. installment method. 8886 for details.
• Date of the sale or other disposition of • If the corporation is involved in farmingSection 1260(b) information (code I).
the property. or fishing activities, report the grossSupply any information needed by a• The shareholder’s pro rata share of the income from these activities.shareholder to figure the interest due
gross sales price or amount realized. • Any income or gain reported on lines 1under section 1260(b). If the corporation• The shareholder’s pro rata share of the though 10 of Schedule K that qualify ashad gain from certain constructive
cost or other basis plus expense of sale inversion gain, if the corporation is anownership transactions, each
(reduced as explained in the instructions expatriated entity or is a partner in anshareholder’s tax liability must be
for Form 4797, line 21). expatriated entity. For details, see sectionincreased by the shareholder’s pro rata• The shareholder’s pro rata share of the 7874. Attach a statement to Form 1120Sshare of interest due on any deferral of
depreciation allowed or allowable, that shows the amount of each type ofgain recognition. See section 1260(b) for
determined as described in the income or gain included in the inversiondetails, including how to figure the
instructions for Form 4797, line 22, but gain. The corporation must report eachinterest.
excluding the section 179 deduction. shareholder’s pro rata share of theInterest allocable to production• The shareholder’s pro rata share of the inversion gain in box 17 of Schedule K-1expenditures (code J). Supply anysection 179 deduction (if any) passed using code N. Attach a statement toinformation needed by a shareholder tothrough for the property and the Schedule K-1 that shows theproperly capitalize interest as required bycorporation’s tax year(s) in which the shareholder’s pro rata share of thesection 263A(f). See Section 263Aamount was passed through. amount of each type of income or gainuniform capitalization rules on page 14 for• If the disposition is due to a casualty or included in the inversion gain.more information.theft, a statement indicating so, and any • Any other information the shareholders

CCF nonqualified withdrawal (code K).additional information needed by the need to prepare their tax returns.
Report nonqualified withdrawals by theshareholder.
corporation from a capital construction• For an installment sale made during the Other Foreign Transactions (Box
fund. Attach a statement to thecorporation’s tax year, any information 14 of Schedule K-1, Codes O, P,
shareholder’s Schedule K-1 providingneeded to complete Form 6252. The and Q)
details of the withdrawal.corporation also must separately report

Caution: Do not report these amounts inthe shareholder’s pro rata share of all Information needed to figure box 17 of Schedule K-1. Instead, reportpayments received for the property in depletion—oil and gas (code L). them in box 14 as explained below.future tax years. (Installment payments Report gross income and other • Foreign trading gross receipts (codereceived for installment sales made in information relating to oil and gas well O). Report each shareholder’s pro rataprior tax years should be reported in the properties to shareholders to allow them share of foreign trading gross receiptssame manner used in prior tax years.) to figure the depletion deduction for oil from line 15 of Form 8873 in box 14 usingand gas well properties. Allocate to eachRecapture of section 179 deduction code O. See Extraterritorial Incomeshareholder a proportionate share of the(code F). This amount represents Exclusion on page 12.adjusted basis of each corporate oil orrecapture of section 179 deduction if • Extraterritorial income exclusiongas property. See section 613A(c)(11) forbusiness use of the property dropped to (code P). If the corporation is notdetails. The corporation cannot deduct50% or less. If the business use of any permitted to deduct the extraterritorialdepletion on oil and gas wells. Eachproperty (placed in service after 1986) for income exclusion as a non-separatelyshareholder must determine the allowablewhich a section 179 deduction was stated item, attach a statement toamount to report on his or her return. Seepassed through to shareholders dropped Schedule K-1 showing the shareholder’sPub. 535 for more information.to 50% or less (for a reason other than pro rata share of the extraterritorialdisposition), the corporation must provide Amortization of reforestation costs income exclusion reported on lines 52aall the following information. (code M). Report the amortizable basis and 52b of Form 8873. Also identify the• The shareholder’s pro rata share of the of reforestation expenditures paid or activity to which the exclusion is related.original basis and depreciation allowed or incurred before October 23, 2004, for See Extraterritorial Income Exclusion onallowable (not including the section 179 which the corporation elected page 12 for more informationdeduction). amortization, and the tax year the • Other foreign transactions (code Q).• The shareholder’s pro rata share of the amortization began for the current tax Report any other foreign transactionsection 179 deduction (if any) passed year and the 7 preceding tax years. The information the shareholders need tothrough for the property and the amortizable basis cannot exceed $10,000 prepare their tax returns.corporation’s tax year(s) in which the for each of those tax years.
amount was passed through. Line 17e. Income/LossOther information (code N). Report to
Section 453(l)(3) information (code G). each shareholder: Reconciliation (Schedule K only)
Supply any information needed by a • Any information or statements the If the corporation has an amount on linesshareholder to compute the interest due shareholders need to allow them to 14l and 14m of Schedule K (foreign taxesunder section 453(l)(3). If the corporation comply with the registration and paid and accrued), add these amounts forelected to report the dispositions of disclosure requirements under sections purposes of computing the corporation’scertain timeshares and residential lots on 6111 and 6662(d)(2)(B)(ii) and the list net income (loss). The amount reportedthe installment method, each keeping requirements of Regulations on line 17e must be the same as theshareholder’s tax liability must be section 301.6112-1. See Form 8264 and amount reported on line 8 of Scheduleincreased by the shareholder’s pro rata Notice 2004-80, 2004-50 I.R.B. 963 for M-1.share of the interest on tax attributable to more information.
the installment payments received during • If the corporation participates in a
the tax year. transaction that must be disclosed on
Section 453A(c) information (code H). Form 8886 (see page 7), both the Schedule L. Balance
Supply any information needed by a corporation and its shareholders may be Sheets per Booksshareholder to compute the interest due required to file Form 8886. The
under section 453A(c). If an obligation corporation must determine if any of its Schedules L and M-1 are not required to
arising from the disposition of property to shareholders are required to disclose the be completed if the corporation answered
which section 453A applies is outstanding transaction and provide those Yes to Question 9 of Schedule B.
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Schedule M-2

(c) Shareholders’ undistributed
taxable income previously taxed

(b) Other adjustments
account

(a) Accumulated
adjustments account

-0--0-Balance at beginning of tax year1
10,000Ordinary income from page 1, line 212

5,00020,000Other additions3
( )Loss from page 1, line 214

36,000Other reductions5
5,0006,000Combine lines 1 through 56
5,000-0-Distributions other than dividend distributions7

Balance at end of tax year. Subtract line 7
from line 6

8
6,000

( ) ( )

Worksheet

-0-

( )

( )

The balance sheets should agree with If the total adjustment to be entered is
the corporation’s books and records. a negative amount, enter the amount in
Include certificates of deposit as cash on parentheses. Schedule M-2. Analysis of
line 1 of Schedule L. Attach a statement Accumulated Adjustmentsexplaining any differences.

Account, OtherIf the S election terminated during the
tax year and the corporation reverted to a Adjustments Account, andSchedule M-1.C corporation, the year-end balance Shareholders’sheet generally should agree with the Reconciliation of Income
books and records at the end of the C Undistributed Taxable(Loss) per Books Withshort year. However, if the corporation

Income Previously Taxedelected under section 1362(e)(3) to have Income (Loss) per Returnitems assigned to each short year under
Column (a). Accumulatednormal tax accounting rules, the year-end Line 2 Adjustments Accountbalance sheet should agree with the

Report on this line income included onbooks and records at the end of the S The accumulated adjustments accountSchedule K, lines 1, 2, 3c, 4, 5a, 6, 7, 8a,short year. (AAA) is an account of the S corporation9, and 10 not recorded on the books this that generally reflects the accumulated
year. Describe each such item of income.Line 5. Tax-Exempt Securities undistributed net income of the
Attach a statement if necessary. corporation for the corporation’sInclude on this line:

post-1982 years. S corporations with• State and local government obligations,
accumulated E&P must maintain the AAAthe interest on which is excludible from Line 3b. Travel and
to determine the tax effect of distributionsgross income under section 103(a), and Entertainment
during S years and the post-termination• Stock in a mutual fund or other Include on this line: transition period. An S corporation withoutregulated investment company that

• Meals and entertainment not allowed accumulated E&P does not need todistributed exempt-interest dividends
maintain the AAA in order to determineunder section 274(n).during the tax year of the corporation.
the tax effect of distributions.• Expenses for the use of an
Nevertheless, if an S corporation withoutLine 24. Retained Earnings entertainment facility.
accumulated E&P engages in certainIf the corporation maintains separate • The part of business gifts over $25. transactions to which section 381(a)accounts for appropriated and
applies, such as a merger into an S• Expenses of an individual allocable tounappropriated retained earnings, it may
corporation with accumulated E&P, the Sconventions on cruise ships over $2,000.want to continue such accounting for
corporation must be able to calculate itspurposes of preparing its financial • Employee achievement awards over AAA at the time of the merger forbalance sheet. Also, if the corporation $400. purposes of determining the tax effect ofconverts to C corporation status in a • The part of the cost of entertainment post-merger distributions. Therefore, it issubsequent year, it will be required to tickets that exceeds face value (also recommended that the AAA bereport its appropriated and subject to 50% limit). maintained by all S corporations.unappropriated retained earnings on

• The part of the cost of skyboxes thatseparate lines of Schedule L of Form On the first day of the corporation’s
exceeds the face value of nonluxury box1120. first tax year as an S corporation, the
seat tickets. balance of the AAA is zero. At the end ofLine 25. Adjustments to • The part of the cost of luxury water the tax year, adjust the AAA for the items

Shareholders’ Equity as explained below and in the ordertravel not allowed under section 274(m).
listed.Some examples of adjustments to report • Expenses for travel as a form of

on this line include: 1. Increase the AAA by income (othereducation; nondeductible club dues.• Unrealized gains and losses on than tax-exempt income) and the excess• Other travel and entertainmentsecurities held “available for sale.” of the deduction for depletion over theexpenses.• Foreign currency translation basis of the property subject to depletion
adjustments. (unless the property is an oil and gas

Note. If the corporation has an amount• The excess of additional pension property the basis of which has been
on lines 14l and 14m of Schedule Kliability over unrecognized prior service allocated to shareholders).
(foreign taxes paid and accrued), takecost. 2. Generally, decrease the AAA by
both of these amounts into account for• Guarantees of employee stock (ESOP) deductible losses and expenses,
purposes of determining the amount ofdebt. nondeductible expenses (other than
expenses and deductions to enter on• Compensation related to employee expenses related to tax-exempt income
lines 3 and 6.stock award plans. and federal taxes attributable to a C
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corporation tax year), and the sum of the negative adjustment for the tax year, the distribution made during the tax year. This
shareholders’ deductions for depletion for AAA is allocated pro rata to each election is irrevocable and applies only for
any oil or gas property held by the distribution made during the tax year. See the tax year for which it is made. For
corporation as described in section section 1368. details on making the election, see
1367(a)(2)(E). However, if the total 2. Reduce shareholders’ PTI account Statement regarding elections below.
decreases under 2 exceeds the total for any section 1375(d) (as in effect Statement regarding elections. To
increases under 1 above, the excess is a before 1983) distributions. A distribution make any of the above elections, the
‘‘net negative adjustment.’’ If the from the PTI account is tax free to the corporation must attach a statement to a
corporation has a net negative extent of a shareholder’s basis in his or timely filed original or amended Form
adjustment, do not take it into account her stock in the corporation. 1120S for the tax year for which the
under 2. Instead, take it into account only 3. Reduce accumulated E&P. election is made. In the statement, the
under 4 below. Generally, the S corporation has corporation must identify the election it is

3. Decrease AAA (but not below zero) accumulated E&P only if it has not making and must state that each
by property distributions (other than distributed E&P accumulated in prior shareholder consents to the election. The
dividend distributions from accumulated years when the S corporation was a C statement of election to make a deemed
E&P), unless the corporation elects to corporation (section 1361(a)(2)). See dividend must include the amount of the
reduce accumulated E&P first. See section 312 for information on E&P. The deemed dividend distributed to each
Distributions below for definitions and only adjustments that can be made to the shareholder. For more details on the
other details. accumulated E&P of an S corporation are election, see Temporary Regulations

4. Decrease AAA by any net negative (a) reductions for dividend distributions; section 1.1368-1T(f)(5).
adjustment. For adjustments to the AAA (b) adjustments for redemptions, Example
for redemptions, reorganizations, and liquidations, reorganizations, etc.; and (c) The following example shows how the
corporate separations, see Regulations reductions for investment credit recapture Schedule M-2 accounts are adjusted for
section 1.1368-2(d). tax for which the corporation is liable. See items of income (loss), deductions, and

sections 1371(c) and (d)(3).Note. The AAA may have a negative distributions reported on Form 1120S. In
4. Reduce the other adjustmentsbalance at year end. See section 1368(e). this example, the corporation has no PTI

account (OAA). or accumulated E&P.Column (b). Other Adjustments 5. Reduce any remaining Items per return are:Account shareholders’ equity accounts. 1. Page 1, line 21 income—$10,000
The other adjustments account is Elections relating to source of 2. Schedule K, line 2 loss—($3,000)
adjusted for tax-exempt income (and distributions. The corporation may 3. Schedule K, line 4 income—$4,000
related expenses) and federal taxes modify the above ordering rules by 4. Schedule K, line 5a income—
attributable to a C corporation tax year. making one or more of the following $16,000
After these adjustments are made, the elections: 5. Schedule K, line 12a deduction—
account is reduced for any distributions $24,000Election to distribute accumulated
made during the year. See Distributions 6. Schedule K, line 12e deduction—E&P first. If the corporation has
below. $3,000accumulated E&P and wants to distribute

7. Schedule K, line 13g workColumn (c). Shareholders’ from this account before making
opportunity credit—$6,000distributions from the AAA, it may elect toUndistributed Taxable Income

8. Schedule K, line 16a tax-exemptdo so with the consent of all its affectedPreviously Taxed
interest—$5,000shareholders (section 1368(e)(3)(B)). ThisThe shareholders’ undistributed taxable 9. Schedule K, line 16c nondeductibleelection is irrevocable and applies only forincome previously taxed account, also expenses—$6,000 (reduction in salariesthe tax year for which it is made. Forcalled previously taxed income (PTI), is and wages for work opportunity credit),details on making the election, seemaintained only if the corporation had a andStatement regarding elections below.balance in this account at the start of its 10. Schedule K, line 16dElection to make a deemed2004 tax year. If there is a beginning distributions—$65,000.dividend. If the corporation wants tobalance for the 2004 tax year, no

distribute all or part of its accumulated Based on items 1 through 10 aboveadjustments are made to the account
E&P through a deemed dividend, it may and starting balances of zero, theexcept to reduce the account for
elect to do so with the consent of all its columns for the AAA and the otherdistributions made under section 1375(d)
affected shareholders (section adjustments account are completed as(as in effect before the enactment of the
1368(e)(3)(B)). Under this election, the shown in the Schedule M-2 Worksheet onSubchapter S Revision Act of 1982). See
corporation will be treated as also having page 32.Distributions below for the order of
made the election to distribute For the AAA, the worksheet line 3—distributions from the account.
accumulated E&P first. The amount of the $20,000 amount is the total of theEach shareholder’s right to nontaxable
deemed dividend cannot exceed the Schedule K, lines 4 and 5a income ofdistributions from PTI is personal and
accumulated E&P at the end of the tax $4,000 and $16,000. The worksheet linecannot be transferred to another person.
year, reduced by any actual distributions 5—$36,000 amount is the total of theThe corporation is required to keep
of accumulated E&P made during the tax Schedule K, line 2 loss of ($3,000), linerecords of each shareholder’s net share
year. A deemed dividend is treated as if it 12a (code A) deduction of $24,000, lineof PTI.
were a pro rata distribution of money to 12e (code P) deduction of $3,000, andDistributions the shareholders, received by the the line 16c nondeductible expenses of

General rule. Unless the corporation shareholders, and immediately $6,000. The worksheet line 7 is zero. The
makes one of the elections described contributed back to the corporation, all on AAA at the end of the tax year (figured
below, property distributions (including the last day of the tax year. This election without regard to distributions and the net
cash) are applied in the following order (to is irrevocable and applies only for the tax negative adjustment of $6,000) is zero,
reduce accounts of the S corporation that year for which it is made. For details on and distributions cannot reduce the AAA
are used to figure the tax effect of making the election, see Statement below zero.
distributions made by the corporation to regarding elections below. For the other adjustments account, the
its shareholders): Election to forego PTI. If the worksheet line 3 amount is the Schedule

1. Reduce the AAA determined corporation wants to forego distributions K, line 16a, tax-exempt interest income of
without regard to any net negative of PTI, it may elect to do so with the $5,000. The worksheet line 7 amount is
adjustment for the tax year (but not below consent of all its affected shareholders $5,000, reducing the other adjustments
zero). If distributions during the tax year (section 1368(e)(3)(B)). Under this account to zero. The remaining $60,000
exceed the AAA at the close of the tax election, paragraph 2 under the General of distributions are not entered on
year determined without regard to any net rule above does not apply to any Schedule M-2.
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Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this form to carry out the Internal Revenue laws
of the United States. You are required to give us the information. We need it to ensure that you are complying with these laws and to
allow us to figure and collect the right amount of tax. Section 6109 requires return preparers to provide their identifying numbers on
the return.

You are not required to provide the information requested on a form that is subject to the Paperwork Reduction Act unless the
form displays a valid OMB control number. Books or records relating to a form or its instructions must be retained as long as their
contents may become material in the administration of any Internal Revenue law. Generally, tax returns and return information are
confidential, as required by section 6103.

The time needed to complete and file this form and related schedules will vary depending on individual circumstances. The
estimated average times are:

Learning about the Copying, assembling, and
Form Recordkeeping law or the form Preparing the form sending the form to the IRS

1120S 65 hr.,  45 min. 25 hr., 52 min. 48 hr., 27 min. 5 hr., 54 min.

Sch. D (1120S) 7 hr., 10 min. 4 hr., 37 min. 9 hr., 36 min. 1 hr., 20 min.

Sch. K-1 (1120S) 13 hr., 31 min. 11 hr., 24 min. 16 hr., 3 min. 1 hr., 4 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making these forms simpler, we would
be happy to hear from you. You can write to the Internal Revenue Service, Tax Products Coordinating Committee,
SE:W:CAR:MP:T:T:SP, 1111 Constitution Avenue, NW, IR-6406, Washington, DC 20224. Do not send the tax form to this address.
Instead, see Where To File on page 3.
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Using the list of activities and codes below, product, but retains title to the product, the companyForm 1120S determine from which activity the company derives is considered a manufacturer and must use one of
the largest percentage of its “total receipts.” Total the manufacturing codes (311110-339900).Codes for Principal Business Activity receipts is defined as the sum of gross receipts or Once the principal business activity is determined,sales (page 1, line 1a); all other income (page 1,This list of principal business activities and their enter the six-digit code from the list below on page 1,lines 4 and 5); income reported on Schedule K, linesassociated codes is designed to classify an item B. Also enter a brief description of the business4, 5a, and 6; income or net gain reported onenterprise by the type of activity in which it is activity on page 2, Schedule B, line 2(a) and theSchedule K, lines 7, 8a, 9 and 10; and income or netengaged to facilitate the administration of the principal product or service of the business on linegain reported on Form 8825, lines 2, 19 and 20a. IfInternal Revenue Code. These principal business 2(b).the company purchases raw materials and suppliesactivity codes are based on the North American
them to a subcontractor to produce the finishedIndustry Classification System.

Code Code Code Code

237990 Other Heavy & Civil 322200 Converted Paper Product Mfg 333410 Ventilation, Heating,Agriculture, Forestry, Fishing
Engineering Construction Air-Conditioning, &Printing and Related Supportand Hunting Commercial RefrigerationActivitiesSpecialty Trade ContractorsCrop Production Equipment Mfg323100 Printing & Related Support238100 Foundation, Structure, &111100 Oilseed & Grain Farming 333510 Metalworking Machinery MfgActivitiesBuilding Exterior Contractors

111210 Vegetable & Melon Farming 333610 Engine, Turbine & Power(including framing carpentry, Petroleum and Coal Products(including potatoes & yams) Transmission Equipment Mfgmasonry, glass, roofing, & Manufacturing
111300 Fruit & Tree Nut Farming siding) 333900 Other General Purpose324110 Petroleum Refineries
111400  Greenhouse, Nursery, & Machinery Mfg238210 Electrical Contractors (including integrated)

Floriculture Production 238220 Plumbing, Heating, & Computer and Electronic Product324120 Asphalt Paving, Roofing, &
111900  Other Crop Farming ManufacturingAir-Conditioning Contractors Saturated Materials Mfg

(including tobacco, cotton, 334110 Computer & Peripheral238290 Other Building Equipment 324190 Other Petroleum & Coalsugarcane, hay, peanut, Equipment MfgContractors Products Mfgsugar beet & all other crop 334200 Communications Equipment238300 Building Finishing Chemical Manufacturingfarming) MfgContractors (including 325100 Basic Chemical MfgAnimal Production drywall, insulation, painting, 334310 Audio & Video Equipment325200 Resin, Synthetic Rubber, &112111 Beef Cattle Ranching & wallcovering, flooring, tile, & MfgArtificial & Synthetic Fibers &Farming finish carpentry) 334410 Semiconductor & OtherFilaments Mfg112112 Cattle Feedlots 238900 Other Specialty Trade Electronic Component Mfg325300 Pesticide, Fertilizer, & OtherContractors (including site112120 Dairy Cattle & Milk 334500 Navigational, Measuring,Agricultural Chemical Mfgpreparation)Production Electromedical, & Control325410 Pharmaceutical & Medicine112210 Hog & Pig Farming Instruments MfgMfgManufacturing112300 Poultry & Egg Production 334610  Manufacturing &325500 Paint, Coating, & AdhesiveFood Manufacturing Reproducing Magnetic &112400 Sheep & Goat Farming Mfg Optical Media311110 Animal Food Mfg112510 Animal Aquaculture (including 325600 Soap, Cleaning Compound, & Electrical Equipment, Appliance, andshellfish & finfish farms & 311200 Grain & Oilseed Milling Toilet Preparation Mfg Component Manufacturinghatcheries) 311300 Sugar & Confectionery 325900 Other Chemical Product & 335100 Electric Lighting Equipment112900 Other Animal Production Product Mfg Preparation Mfg MfgForestry and Logging 311400 Fruit & Vegetable Preserving Plastics and Rubber Products 335200 Household Appliance Mfg& Specialty Food Mfg113110 Timber Tract Operations Manufacturing
335310 Electrical Equipment Mfg311500 Dairy Product Mfg113210 Forest Nurseries & Gathering 326100 Plastics Product Mfg
335900 Other Electrical Equipment &of Forest Products 311610 Animal Slaughtering and 326200 Rubber Product Mfg Component MfgProcessing113310  Logging Nonmetallic Mineral Product Transportation Equipment311710 Seafood Product PreparationFishing, Hunting and Trapping Manufacturing Manufacturing& Packaging114110 Fishing 327100 Clay Product & Refractory 336100 Motor Vehicle Mfg311800 Bakeries & Tortilla Mfg Mfg114210  Hunting & Trapping
336210 Motor Vehicle Body & Trailer311900 Other Food Mfg (including 327210 Glass & Glass Product MfgSupport Activities for Agriculture Mfgcoffee, tea, flavorings &and Forestry 327300 Cement & Concrete Productseasonings) 336300 Motor Vehicle Parts MfgMfg115110 Support Activities for Crop

Beverage and Tobacco Product 336410 Aerospace Product & PartsProduction (including cotton 327400 Lime & Gypsum Product MfgManufacturing Mfgginning, soil preparation, 327900 Other Nonmetallic Mineral312110 Soft Drink & Ice Mfg 336510 Railroad Rolling Stock Mfgplanting, & cultivating) Product Mfg
312120 Breweries 336610 Ship & Boat Building115210 Support Activities for Animal Primary Metal Manufacturing
312130 WineriesProduction 336990 Other Transportation331110 Iron & Steel Mills & Ferroalloy Equipment Mfg312140 Distilleries115310 Support Activities For Mfg

Forestry Furniture and Related Product312200 Tobacco Manufacturing 331200 Steel Product Mfg from ManufacturingTextile Mills and Textile Product Purchased Steel
337000 Furniture & Related ProductMining Mills 331310 Alumina & Aluminum Manufacturing211110 Oil & Gas Extraction 313000 Textile Mills Production & Processing
Miscellaneous Manufacturing212110 Coal Mining 314000 Textile Product Mills 331400 Nonferrous Metal (except
339110 Medical Equipment &212200 Metal Ore Mining Aluminum) Production &Apparel Manufacturing

Supplies MfgProcessing212310 Stone Mining & Quarrying 315100 Apparel Knitting Mills
339900 Other Miscellaneous331500 Foundries212320 Sand, Gravel, Clay, & 315210 Cut & Sew Apparel ManufacturingCeramic & Refractory Fabricated Metal ProductContractors

Minerals Mining & Quarrying Manufacturing315220 Men’s & Boys’ Cut & Sew Wholesale Trade212390 Other Nonmetallic Mineral 332110 Forging & StampingApparel Mfg
Merchant Wholesalers, DurableMining & Quarrying 332210 Cutlery & Handtool Mfg315230 Women’s & Girls’ Cut & Sew
Goods213110 Support Activities for Mining Apparel Mfg 332300 Architectural & Structural
423100 Motor Vehicle & MotorMetals Mfg315290 Other Cut & Sew Apparel Mfg

Vehicle Parts & SuppliesUtilities 332400 Boiler, Tank, & Shipping315990 Apparel Accessories & Other
423200 Furniture & HomeContainer Mfg221100 Electric Power Generation, Apparel Mfg

FurnishingsTransmission & Distribution 332510 Hardware MfgLeather and Allied Product
423300 Lumber & Other Construction221210 Natural Gas Distribution Manufacturing 332610 Spring & Wire Product Mfg Materials221300 Water, Sewage & Other 316110 Leather & Hide Tanning & 332700 Machine Shops; Turned 423400 Professional & CommercialSystems Finishing Product; & Screw, Nut, & Bolt Equipment & SuppliesMfg316210 Footwear Mfg (including
423500 Metal & Mineral (exceptrubber & plastics)Construction 332810 Coating, Engraving, Heat Petroleum)Treating, & Allied Activities316990 Other Leather & AlliedConstruction of Buildings 423600 Electrical & Electronic GoodsProduct Mfg 332900 Other Fabricated Metal236110 Residential Building 423700 Hardware, & Plumbing &Product MfgWood Product ManufacturingConstruction Heating Equipment &Machinery Manufacturing321110 Sawmills & Wood236200 Nonresidential Building Supplies

PreservationConstruction 333100 Agriculture, Construction, & 423800 Machinery, Equipment, &Mining Machinery Mfg321210 Veneer, Plywood, & Heavy and Civil Engineering Supplies
Engineered Wood ProductConstruction 333200 Industrial Machinery Mfg 423910 Sporting & RecreationalMfg237100 Utility System Construction 333310 Commercial & Service Goods & Supplies

321900 Other Wood Product Mfg Industry Machinery Mfg237210 Land Subdivision 423920 Toy & Hobby Goods &
Paper Manufacturing237310 Highway, Street, & Bridge Supplies
322100 Pulp, Paper, & PaperboardConstruction 423930 Recyclable Materials

Mills
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Form 1120S (continued)

Code Code Code Code

423940 Jewelry, Watch, Precious 446190 Other Health & Personal 485990 Other Transit & Ground 522292 Real Estate Credit (including
Stone, & Precious Metals Care Stores Passenger Transportation mortgage bankers &

originators)423990 Other Miscellaneous Durable Gasoline Stations Pipeline Transportation
Goods 522293 International Trade Financing447100 Gasoline Stations (including 486000 Pipeline Transportation

522294 Secondary Market FinancingMerchant Wholesalers, Nondurable convenience stores with gas) Scenic & Sightseeing Transportation
Goods 522298 All Other NondepositoryClothing and Clothing Accessories 487000 Scenic & Sightseeing

Credit Intermediation424100 Paper & Paper Products Stores Transportation
424210 Drugs & Druggists’ Sundries Activities Related to Credit448110 Men’s Clothing Stores Support Activities for Transportation

Intermediation424300 Apparel, Piece Goods, & 448120 Women’s Clothing Stores 488100 Support Activities for Air
Notions 522300 Activities Related to Credit448130 Children’s & Infants’ Clothing Transportation

Intermediation (including loan424400 Grocery & Related Products Stores 488210 Support Activities for Rail brokers, check clearing, &424500 Farm Product Raw Materials 448140 Family Clothing Stores Transportation money transmitting)424600 Chemical & Allied Products 448150 Clothing Accessories Stores 488300 Support Activities for Water Securities, Commodity Contracts,Transportation424700 Petroleum & Petroleum 448190 Other Clothing Stores and Other Financial Investments andProducts 488410 Motor Vehicle Towing448210 Shoe Stores Related Activities
424800 Beer, Wine, & Distilled 488490 Other Support Activities for448310 Jewelry Stores 523110 Investment Banking &Alcoholic Beverages Road Transportation448320 Luggage & Leather Goods Securities Dealing
424910 Farm Supplies 488510 Freight TransportationStores 523120 Securities Brokerage

Arrangement424920 Book, Periodical, & Sporting Goods, Hobby, Book, and 523130 Commodity ContractsNewspapers 488990 Other Support Activities forMusic Stores Dealing
Transportation424930 Flower, Nursery Stock, & 451110 Sporting Goods Stores 523140 Commodity ContractsFlorists’ Supplies Couriers and Messengers451120 Hobby, Toy, & Game Stores Brokerage

424940 Tobacco & Tobacco Products 492110 Couriers451130 Sewing, Needlework, & Piece 523210 Securities & Commodity
424950 Paint, Varnish, & Supplies 492210 Local Messengers & LocalGoods Stores Exchanges
424990 Other Miscellaneous Delivery451140 Musical Instrument & 523900 Other Financial Investment

Nondurable Goods Warehousing and StorageSupplies Stores Activities (including portfolio
Wholesale Electronic Markets and management & investment493100 Warehousing & Storage451211 Book Stores
Agents and Brokers advice)(except lessors of451212 News Dealers & Newsstands
425110 Business to Business miniwarehouses & Insurance Carriers and Related451220 Prerecorded Tape, CompactElectronic Markets self-storage units) ActivitiesDisc, & Record Stores
425120 Wholesale Trade Agents & 524140 Direct Life, Health, & MedicalGeneral Merchandise StoresBrokers Insurance & ReinsuranceInformation452110 Department Stores CarriersPublishing Industries (except452900 Other General Merchandise 524150 Direct Insurance &Retail Trade Internet)Stores Reinsurance (except Life, Motor Vehicle and Parts Dealers 511110 Newspaper PublishersMiscellaneous Store Retailers Health & Medical) Carriers441110 New Car Dealers 511120 Periodical Publishers453110 Florists 524210 Insurance Agencies &441120 Used Car Dealers 511130 Book Publishers453210 Office Supplies & Stationery Brokerages
441210 Recreational Vehicle Dealers 511140 Directory & Mailing ListStores 524290 Other Insurance RelatedPublishers441221 Motorcycle Dealers 453220 Gift, Novelty, & Souvenir Activities (including

511190 Other Publishers441222 Boat Dealers Stores third-party administration of
511210 Software Publishers441229 All Other Motor Vehicle insurance and pension funds)453310 Used Merchandise Stores

Dealers Motion Picture and Sound Funds, Trusts, and Other Financial453910 Pet & Pet Supplies Stores
Recording Industries441300 Automotive Parts, Vehicles453920 Art Dealers

Accessories, & Tire Stores 512100 Motion Picture & Video 525100 Insurance & Employee453930 Manufactured (Mobile) Home Industries (except video Benefit FundsFurniture and Home Furnishings Dealers rental)Stores 525910 Open-End Investment Funds453990 All Other Miscellaneous Store 512200 Sound Recording Industries442110 Furniture Stores (Form 1120-RIC)Retailers (including tobacco,
Broadcasting (except Internet)442210 Floor Covering Stores 525920 Trusts, Estates, & Agencycandle, & trophy shops)

Accounts515100 Radio & Television442291 Window Treatment Stores Nonstore Retailers
Broadcasting 525930 Real Estate Investment442299 All Other Home Furnishings 454110 Electronic Shopping &

Trusts (Form 1120-REIT)515210 Cable & Other SubscriptionStores Mail-Order Houses
Programming 525990 Other Financial VehiclesElectronics and Appliance Stores 454210 Vending Machine Operators

(including closed-endInternet Publishing and443111 Household Appliance Stores 454311 Heating Oil Dealers investment funds)Broadcasting443112 Radio, Television, & Other 454312 Liquefied Petroleum Gas “Offices of Bank Holding Companies”516110 Internet Publishing &Electronics Stores (Bottled Gas) Dealers and “Offices of Other HoldingBroadcasting443120 Computer & Software Stores 454319 Other Fuel Dealers Companies” are located underTelecommunications443130 Camera & Photographic 454390 Other Direct Selling Management of Companies (Holding517000 TelecommunicationsSupplies Stores Establishments (including Companies) on page 38.(including paging, cellular,door-to-door retailing, frozenBuilding Material and Garden satellite, cable & otherfood plan providers, partyEquipment and Supplies Dealers Real Estate and Rental andprogram distribution,plan merchandisers, &444110 Home Centers resellers, & other Leasingcoffee-break service444120 Paint & Wallpaper Stores telecommunications)providers) Real Estate
444130 Hardware Stores Internet Service Providers, Web 531110 Lessors of Residential

Search Portals, and Data Processing444190 Other Building Material Buildings & DwellingsTransportation and ServicesDealers 531114 Cooperative HousingWarehousing 518111 Internet Service Providers444200 Lawn & Garden Equipment & 531120 Lessors of NonresidentialAir, Rail, and Water TransportationSupplies Stores 518112 Web Search Portals Buildings (except481000 Air TransportationFood and Beverage Stores 518210 Data Processing, Hosting, & Miniwarehouses)482110 Rail Transportation Related Services445110 Supermarkets and Other 531130 Lessors of Miniwarehouses &483000 Water TransportationGrocery (except Other Information Services Self-Storage Units
Convenience) Stores Truck Transportation 519100 Other Information Services 531190 Lessors of Other Real Estate

445120 Convenience Stores 484110 General Freight Trucking, (including news syndicates & Property
Local libraries)445210 Meat Markets 531210 Offices of Real Estate Agents

484120 General Freight Trucking,445220 Fish & Seafood Markets & Brokers
Long-distance Finance and Insurance445230 Fruit & Vegetable Markets 531310 Real Estate Property

484200 Specialized Freight Trucking ManagersDepository Credit Intermediation445291 Baked Goods Stores
Transit and Ground Passenger 531320 Offices of Real Estate522110 Commercial Banking445292 Confectionery & Nut Stores
Transportation Appraisers522120 Savings Institutions445299 All Other Specialty Food
485110 Urban Transit Systems 531390 Other Activities Related toStores 522130 Credit Unions

Real Estate485210 Interurban & Rural Bus445310 Beer, Wine, & Liquor Stores 522190 Other Depository Credit
Transportation Rental and Leasing ServicesIntermediationHealth and Personal Care Stores

485310 Taxi Service 532100 Automotive Equipment RentalNondepository Credit Intermediation446110 Pharmacies & Drug Stores
485320 Limousine Service & Leasing522210 Credit Card Issuing446120 Cosmetics, Beauty Supplies,
485410 School & Employee Bus 532210 Consumer Electronics && Perfume Stores 522220 Sales Financing

Transportation Appliances Rental446130 Optical Goods Stores 522291 Consumer Lending
485510 Charter Bus Industry 532220 Formal Wear & Costume

Rental
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Form 1120S (continued)

Code Code Code Code

532230 Video Tape & Disc Rental 621491 HMO Medical Centers 721210 RV (Recreational Vehicle)Administrative and Support
Parks & Recreational Camps532290 Other Consumer Goods 621492 Kidney Dialysis Centersand Waste Management and

Rental 721310 Rooming & Boarding Houses621493 Freestanding AmbulatoryRemediation Services
532310 General Rental Centers Surgical & Emergency Food Services and Drinking PlacesAdministrative and Support Services Centers532400 Commercial & Industrial 722110 Full-Service Restaurants561110 Office AdministrativeMachinery & Equipment 621498 All Other Outpatient Care 722210 Limited-Service EatingServicesRental & Leasing Centers Places561210 Facilities Support ServicesLessors of Nonfinancial Intangible Medical and Diagnostic Laboratories 722300 Special Food Services561300 Employment ServicesAssets (except copyrighted works) 621510 Medical & Diagnostic (including food service

561410 Document Preparation533110 Lessors of Nonfinancial Laboratories contractors & caterers)
ServicesIntangible Assets (except 722410 Drinking Places (AlcoholicHome Health Care Services

561420 Telephone Call Centerscopyrighted works) Beverages)621610 Home Health Care Services
561430 Business Service Centers

Other Ambulatory Health Care(including private mail centersProfessional, Scientific, and Other ServicesServices& copy shops)Technical Services Repair and Maintenance621900 Other Ambulatory Health561440 Collection AgenciesLegal Services Care Services (including 811110 Automotive Mechanical &561450 Credit Bureaus ambulance services & blood Electrical Repair &541110 Offices of Lawyers
561490 Other Business Support & organ banks) Maintenance541190 Other Legal Services Services (including Hospitals 811120 Automotive Body, Paint,Accounting, Tax Preparation, repossession services, court Interior, & Glass Repair622000 HospitalsBookkeeping, and Payroll Services reporting, & stenotype

811190 Other Automotive Repair &Nursing and Residential Care541211 Offices of Certified Public services)
Maintenance (including oilFacilitiesAccountants 561500 Travel Arrangement & change & lubrication shops &623000 Nursing & Residential Care541213 Tax Preparation Services Reservation Services car washes)Facilities541214 Payroll Services 561600 Investigation & Security 811210 Electronic & PrecisionSocial AssistanceServices541219 Other Accounting Services Equipment Repair &

624100 Individual & Family Services561710 Exterminating & Pest ControlArchitectural, Engineering, and Maintenance
Services 624200 Community Food & Housing,Related Services 811310 Commercial & Industrial

& Emergency & Other Relief561720 Janitorial Services541310 Architectural Services Machinery & Equipment
Services561730 Landscaping Services (except Automotive &541320 Landscape Architecture

624310 Vocational Rehabilitation Electronic) Repair &Services 561740 Carpet & Upholstery Cleaning
Services MaintenanceServices541330 Engineering Services

624410 Child Day Care Services 811410 Home & Garden Equipment &561790 Other Services to Buildings &541340 Drafting Services
Appliance Repair &Dwellings541350 Building Inspection Services
MaintenanceArts, Entertainment, and561900 Other Support Services541360 Geophysical Surveying &

811420 Reupholstery & Furniture(including packaging & RecreationMapping Services
Repairlabeling services, & Performing Arts, Spectator Sports,541370 Surveying & Mapping (except convention & trade show 811430 Footwear & Leather Goodsand Related IndustriesGeophysical) Services organizers) Repair711100 Performing Arts Companies541380 Testing Laboratories Waste Management and 811490 Other Personal & Household711210 Spectator Sports (includingSpecialized Design Services Remediation Services Goods Repair & Maintenancesports clubs & racetracks)541400 Specialized Design Services 562000 Waste Management & Personal and Laundry Services711300 Promoters of Performing Arts,(including interior, industrial, Remediation Services 812111 Barber ShopsSports, & Similar Eventsgraphic, & fashion design)

812112 Beauty Salons711410 Agents & Managers forComputer Systems Design and Educational Services Artists, Athletes, Entertainers, 812113 Nail SalonsRelated Services 611000 Educational Services & Other Public Figures 812190 Other Personal Care541511 Custom Computer (including schools, colleges, 711510 Independent Artists, Writers, Services (including diet &Programming Services & universities) & Performers weight reducing centers)541512 Computer Systems Design
812210 Funeral Homes & FuneralMuseums, Historical Sites, andServices Health Care and Social ServicesSimilar Institutions541513 Computer Facilities Assistance 812220 Cemeteries & Crematories712100 Museums, Historical Sites, &Management Services

Similar InstitutionsOffices of Physicians and Dentists 812310 Coin-Operated Laundries &541519 Other Computer Related
Drycleaners621111 Offices of Physicians (except Amusement, Gambling, andServices

mental health specialists) Recreation Industries 812320 Drycleaning & LaundryOther Professional, Scientific, and
Services (except621112 Offices of Physicians, Mental 713100 Amusement Parks & ArcadesTechnical Services
Coin-Operated)Health Specialists 713200 Gambling Industries541600 Management, Scientific, &

812330 Linen & Uniform Supply621210 Offices of Dentists 713900 Other Amusement &Technical Consulting
812910 Pet Care (except Veterinary)Recreation IndustriesOffices of Other Health PractitionersServices

Services(including golf courses, skiing621310 Offices of Chiropractors541700 Scientific Research &
facilities, marinas, fitness 812920 PhotofinishingDevelopment Services 621320 Offices of Optometrists
centers, & bowling centers) 812930 Parking Lots & Garages541800 Advertising & Related 621330 Offices of Mental Health

Services 812990 All Other Personal ServicesPractitioners (except Accommodation and FoodPhysicians)541910 Marketing Research & Public Religious, Grantmaking, Civic,
ServicesOpinion Polling Professional, and Similar621340 Offices of Physical,

OrganizationsOccupational & Speech Accommodation541920 Photographic Services
Therapists, & Audiologists 813000 Religious, Grantmaking,721110 Hotels (except Casino Hotels)541930 Translation & Interpretation

Civic, Professional, & Similar621391 Offices of Podiatrists & MotelsServices
Organizations (including621399 Offices of All Other 721120 Casino Hotels541940 Veterinary Services
condominium andMiscellaneous Health 721191 Bed & Breakfast Inns541990 All Other Professional, homeowners associations)PractitionersScientific, & Technical 721199 All Other Traveler

Services Outpatient Care Centers Accommodation
621410 Family Planning Centers

Management of Companies 621420 Outpatient Mental Health &
Substance Abuse Centers(Holding Companies)

551111 Offices of Bank Holding
Companies

551112 Offices of Other Holding
Companies
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