2025 S Corps A-Z
Table of Contents

TAB 1:	Overview										1
Table 2. Legal Form of Organization, 2018						1
2025 S Corp Form 1120-S Preparation Checklist					3


TAB 2:	Who May Elect to Be an S Corporation						5
Which Entities DO NOT Qualify to Own S Corporation Stock?			8
Rev. Proc. 2022-19 Changes								13
What Factors Determine Loan to Shareholder or Distribution?			13


TAB 3:	Making the S Election									15
Making the Election									15
Legal Issues									15
Chart: Qualified/ NOT Qualified to Make S Election				15
Operating Issues								16
Tax/Compliance Issues							17
Form Filing Example								17
Form 2553									19
When to Make the Election							23
Special LLC Issues								25
Who Should Sign the Election?						26
Where to File									27
IRS Acceptance and Notification						27
Copy of an acceptance letter							29
Late S Elections								32

Late C Corporation Election to be Taxed as S Corporation				32

Late Election for an LLC								34
Late S Election for LLC-Summary						34
Form 8832 example								36
Form 2553 example								39
Relief for Late S Corporation Elections Chart				41

Terminating the S Election								43
Corporate Statement of Revocation of S Election under §1362(a)		45
Shareholder Consent to Revocation of S Corporation Election		45

Post Termination Transition Period							50
Form 5452 Example								52

TAB 4:	Operating Issues									54
Amended Returns, COD Income, AMT and Passive Issues				54
S Corp Pays State Tax to Avoid Shareholder SALT Limits			58
Charitable Contributions							59
Year End									59
Form 8716 Example								60
Terminating the S Election							61
Form 8752 Example								62
Self-Charged Interest & S Corp Stock Purchase Interest			63

Fringe Benefits for >2% Shareholders						65
Where Deduct Fringe Benefits for 2% Shareholders in S Corporations	67
QBI, Health Insurance and Software Problems				71

Health Care Rules for 2025								73
Overview of Insurance and Fringe Benefits					73
Requirement to Provide Insurance						74
IRS Continuing Announcements						75
Applicable Large Employers (ALE)						75
Affordability									76

Method of Accounting									77
Shareholder Income Allocation						78
Example Illustrating Pro-Rata vs. Closing of Books Elect			81
Treat Tax Year as if it Consisted of 2 Tax Years…				82
Shareholder Expenses							83
Other Issues									87
Special Forms									89

	
TAB 5:	Reasonable Compensation								91
Introduction										91
The IRS’s position									91
History of IRS Position and Wins							97
Court Case Summaries								100
Summary										101


TAB 6:	Basis											103
4 Shareholder Loss Limitations							103
PPP Forgiveness and S Corporation Equity Accounts				104
Initial Basis										105
Form 7203 Example									110
Ordering Rules									112


S Corporation Shareholder Election to Change Ordering Rules			114
Form 7203										121
S Corporation Basis Restoration Ordering Rules					123
Suspended Losses & Other Rules							128
Schedules K-2 and K-3								131
Initial Guidance for 2021 returns							131
Domestic Filing Exception								132
Foreign Activity that Requires a K-2 and K-3						132
Form 1116										133
Entity Requirements When Notification Received					133
Form 1116 Exemption									134
Filing Requirement Summary								135
Specific Schedule K-2/K-3 Filing Requirements for S Corporations			136
Prior to Part I										136
Schedule K-2 specific guidance for businesses without foreign activity or owners	136
Schedule K-2/K-3 Required								136
Reporting Schedule K-2 Items							137
Sourcing Foreign Income								137
Compensation										138
Property										138
Sourcing Foreign Deductions								139
Other Issues										140

Overview of S Corporate Equity Accounts						141
S Corp. Distribution Ordering, Basis & Taxability Rules			141
Net Negative Adjustment-Ordering Rules for AAA				144
Distribution Computation When Accumulated Earnings & Profits Exist	148

Distributions										149
Hierarchy of Cash & Property Distributions					149
S Corporation Distribution Reporting						151
Form 5452									153

Distribution Elections									155
Election & Shareholder Consent to Deemed Dividend			157
Election & Shareholder Consent to Distribute E&P Before AAA		158

Redemption of Corporation Stock							160
Converting Debt to Equity								163
S Corporation Elections Grid								165


TAB 7:	Trusts (QSST, ESBT, & QSub)							167
Qualified Subchapter S Trust								167
QSST Rules									169
Example: Blank QSST election 						172
Example: QSST election made in same year as S-election			173

Electing Small Business Trust							175
Example: ESBT election							176
QSST and ESBT Comparison						177

Qualified Subchapter S Subsidiary							178
Why Make a Q-Sub Election							178
Q-Sub Rules									179
Form 8869									181
Comprehensive Q-Sub Example						182
Potential Planning Idea							186
	

TAB 8: 336 & 338 Step-Up Elections								189
Qualified Stock Purchase (QSP) Election						190
Section 338 Transaction Effects							191
Form 8023										192
7 Asset Classes Under Reg. §1.338-6(b)						196
Form 8883										197
Section 338(h)(10) Checklist								199
Qualified Stock Disposition (QSD) Election						200


TAB 9:	Passive Income									201
Requirements Before S Corporation Excess Passive Tax Applies			201
Loss of "S" Status									201
Calculation of Tax									202
Calculating the Excess Passive Investment Income Tax				203
Example 2-$10,000 Tax-Exempt Interest						204
Avoiding the Tax									205
Deemed Dividend									206
Rent Income										207


TAB 10: Built-In Gains Tax									209
Example A-Illustration of Built-In Gains on S Corporation				209
Example B-Illustration of Built-In Gains on Shareholders				210
Overview										211
Calculations BIG and Built-In Deduction or Loss (BIL)				212
Built-in Gains Worksheet								214
Calculation of the BIG Tax								220
Planning to Reduce or Eliminate the BIG Tax					222
Current Year Net Recognized Built-In Gain Worksheet				223
Built-in Gains Tax Comprehensive Example						224
Case Study Converting C Corporation to S Corporation				227

Corp Liquidations and Redemptions							231
Overview									231
Sale or Exchange or Distribution						233
Attribution Rules								235
Sale Versus Redemption							237
Redemption Using a Note Payable to Selling Stockholder 			238
Effect of Redemption on Accumulated Adjustments Account (AAA)		238
Buy-Sell Agreements and Impact on a Redemption Transaction		239
Carryover of Unused Losses by Shareholders				244
Mid-Year Stock Sales								245
Liquidations of S Corporations						251
Election by Selling Corp to Treat Stock Acquisition as Asset Acquisition	254
Flexibility in Structuring Acquisitions						261
Section 338(h)(10) vs Section 336(e)						264
Example # 1 – Sale of Target Stock						269
Example # 2 – Taxable Spin-Off						270
Example # 3 – Sale, Disposition & Retained Stock				271
Example # 4– “Sales to Self” Model – Per §355				272
S Corporation Reorganizations						274
Type D- Spin Off (Target Large Shares Purchased for Assets)		280
Type D Reorganization- Split Off (Target & Buyer Split Apart)		280
Type D Reorganization- Split Up (Buyers Splits into Multiple Targets)	282
Additional Considerations Can Impact Liquidation				284
Table of Contents
 Copyright © 2025, Jennings Advisory Group, LLC [image: A purple and white logo

AI-generated content may be incorrect.]
image1.jpg
(QTaxSpeaker




