Corporations:

1. Corporate income is only taxed once.  –F-

2. Shareholders can contribute either property or services tax free when they incorporate.  –F-

3. To be tax free, a Section 351 contribution requires “control” equal to or greater than 80% of the stock.  –T-

4. As par to a Section 351 transfer, the shareholder can also transfer liabilities.  –T-

5. If no tax is owed, the corporation is not required to file a tax return. –F-

6. Just like individuals, the corporate tax return is due the 15th day of the fourth month following the year end.  –F-

7. Similar to individuals, corporations must pay estimated taxes if they owe more than $500.  –T-

8. Large corporations must make estimates based on their actual income, not their prior year’s income for most of the estimates.  –T-

9. A large corporation for the above purpose is one that operates in at least two states. –T-

10. Corporations get a special tax break for dividend income they report.  –T-

11. To be eligible for the dividends received deduction, the stock must be held for at least 30 days.  –T-

12. The dividends received deduction is limited to 70% if the ownership is less than 20%.  –T-

13. The dividends received deduction is limited to 85% if the ownership is between 20-80%.  –F-

14. The dividends received deduction is sometimes calculated based on the amount of the dividend, and sometimes it is based on taxable income before the dividends received deduction.  –T-

15. Organization cost can be amortized over 60 months, but only if elected. –T-

16. Even if the corporation pays tax, it is subject to an additional tax if it accumulates income in excess of its needs or the statutory allowance (generally $250,000) –T-

17. The accumulated earnings tax can be eliminated or reduced by paying a dividend to the shareholders.  –T-

18. The accumulated earnings tax does not apply if the corporation claims it has a need for the accumulation, such as to loan the money to its sole shareholder.  –F-

19. Another additional tax imposed on corporations is the Personal Holding Company tax.  –T-

20. To be a personal holding company, more than 50% of the income must be from personal holding company income such as dividends or interest. –F-

21. If a corporation has only nine shareholders, it can be a personal holding company. –T-

22. In testing the stock ownership requirement, each shareholder is treated as a separate shareholder, even if they are owned by brothers and sisters.  –F-

23. If a corporation has a wholly owned subsidiary, then it must file a consolidated return.  –F-

24. In order to file a consolidated return, the parent must own at least 80% of the subsidiary corporation’s stock.  –T-

25. A corporation meeting certain qualifications, can elect to be taxed as an S Corporation, generally passing its income to its shareholders. –T-

26. An S Corporation generally must file on the calendar year.  –T-

27. Any corporation can qualify as an S Corporation as long as its shareholder are qualified and the number of shareholders does not exceed the limitation.  –F-

28. To be an eligible shareholder, the shareholder must either be a citizen or resident of the US, Mexico or Canada.  –F-

29. S corporations can have either a wholly owned subsidiary which itself can either be an S corporation or a taxable corporation. –T-

30. Shareholders can revoke an S election retroactive to the beginning of the year, if done by the 15th day of the third month. –T-

31. Shareholder can elect S corporation status for the year, as long as it is done by the 15th day of the third month. –T-

32. The advantage of an S corporation is that the shareholder’s pay tax on their pro-rata share of income, rather than the S corpoation. –T-

33. Cash distributions from an S corporation are generally taxable dividends when paid.  –F-

34. AAA represents the amount that can be distributed tax free.  -T-

35. All tax free distributions must be made by the last S Corporation tax year, if the entity becomes a taxable corporation.  -F-

36. If an existing taxable corporation becomes and S Corporation it will be subject to the Built in Gains tax for the next five years. -F-

37. If an existing taxable corporation is on LIFO, when it becomes an S corporation, it will recapture the LIFO to FIFO adjustment over a five year period. -F-

If an exiting taxable corporation has earnings and profits at the end of a subsequent S corporation tax year, it may have to pay corporate tax on excess net passive income. -T-


1. , Corporate acquisitions, reorganizations and liquidations

The reorganization provisions allow corporations to change form, name, place of incorporation, or to merge or split up tax free if the conditions are met.  These are highly technical conditions and they must be met exactly.  These are the provisions that allowed AT&T to split up many years ago into the regional or baby bells.  They are also the provisions that allowed AOL and Time Warner or Hewlett-Packard and Compaq to merge tax free.  

The following chart list the provision which are know by the letter of the Code which list the requirements.  Thus, a statutory merger is known as an “A” reorganization.

Reorganizations


A - Statutory Merger


B - Stock for Stock


C - Stock for Assets


D - Devisive (Split up)


E - Recapitalization


F - Change of Name


G – Bankruptcy

 Reorgs Require


Plan


Business Purpose


Continue The Business


Continuity of Interest (ownership)

 A Reorg


 Merger under state law


 Need to give 50% stock for continuity of Interest

 B Reorg


Stock for Stock


 For Control (80%)


 Can creep?????

 C Reorg


Stock for Assets


Can use some cash (unless liabilities assumed)


Substantially all the assets =

90% fair market value of net assets

70% fair market value of gross assets

 D Reorg


Devisive - split up the company


Can be pro-rata or non pro-rata


5 year rule  -


Active Business Requirement

 E Reorg


Recapitalization

 F Reorg


Change of Name


Change of Place


Change of State

 G Reorg

1. For tax purposes, it really doesn’t matter if a transaction is classified as a spin-off, a split-off or a split-up. –T-

2. To be tax free, all that a spin-off must do is prove that it is not principally a tax avoidance device. –F-

3. If a corporate reorganization is made pursuant to a plan, the result should be that the transaction is not taxable. –T-

4. If shares of one corporation are received for shares of another in a reorganization, the basis of the new shares will be the same as the basis of the old shares. –T-

5. Substantially all means 80% of the gross assets and 80% of the net assets. -F-

6. A stock for stock reorganization is a C reorganization.  – F-

7. A statutory merger is an A reorganization. –T-

8. A spin-off is a D reorganization. –T-

9. A company changes its name from STUV to TUVW.  That is a taxable transaction. –F-

10. If securities of $100,000 with interest at 3% is exchanged for $100,000 at 7%, that is a taxable transaction. –F-

11. If amounts are distributed in complete liquidation of a successful company, a portion of that amount will be treated as a dividend, to the extent of earning and profits. –F-

12. If a corporation distributes property as part of a final liquidation, it must pay tax on any gain as if it had sold the property. –T-

13. If an 80% or more owned subsidiary is liquidated, this is treated as a sale or exchange. –F-

14. After a reorganization, carryforwards may be limited if there is too much of an ownership change. –T-. 

15. An ownership change is defined as more than a more than 50% change of ownership within a three year period. –T-

