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PURPOSE

The primary  purpose o f this Earnings and Profits Computation Practice Aid (Practice Aid) is to 
assist practitioners in performing earnings and profits computations. The Practice Aid is designed 
as educational and reference material for members o f the AICPA Tax Division and others interested 
in the subject, and is distributed with the understanding that the AICPA Tax Division is not 
rendering any tax or legal advice.

The focus o f  this Practice Aid is on a regular C corporation which is unaffiliated with any other 
corporation. While the principles here are equally applicable to corporations filing a federal 
consolidated tax return, additional factors must be considered as outlined in the consolidated return 
regulations.

PREFACE

Tax practice requires a working knowledge o f tax laws and existing federal tax reference material. 
The Practice Aid is intended to provide information that is current and accurate. The AICPA Tax 
Division will not update this aid. Accordingly, users should review all references to ensure that any 
subsequent statutory changes, interpretations, guidance, or court decisions are considered in advice 
being rendered to their clients. Nevertheless, comments, questions, and suggestions are welcome. 
In the event this publication is updated, such comments would be invaluable in making the product 
better for all members o f the Tax Division.
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I. INTRODUCTION

All C corporations must maintain adequate records to allow periodic calculation o f current and 
accumulated earnings and profits (E&P). However, the lack o f both a clear definition o f E&P and a 
requirement to make the calculations on a yearly basis leads many corporations to make the 
computations only as needed. The calculation of E&P arises most frequently when a determination 
needs to be made o f the extent to which a corporate distribution is taxable as a dividend. It may be 
required for other purposes also, e.g., conversion to REIT status or sale o f a subsidiary.

To prevent double taxation, corporations and shareholders must distinguish between taxable dividend 
distributions, nontaxable distributions, which are a return o f capital, and distributions which represent 
capital gain. Because E&P is the yardstick by which distributions to shareholders are characterized, 
its periodic determination is essential to corporate tax planning. C corporations making distributions 
that are not dividends in whole or in part because the amount o f the distribution exceeds the E&P of 
the corporation are required to file Form 5452, Corporate Report o f  Nondividend Distributions, with 
their tax returns when filed with the Internal Revenue Service (IRS). Form 5452 requires the 
computation o f E&P accumulated since February 28, 1913. The form together with its supporting 
information, provides the basis for claiming all or part o f a distribution as nontaxable because E&P 
is less than the distribution.

II. THE CONCEPT OF EARNINGS AND PROFITS

Although the term earnings and profits first appeared in the federal income tax laws in 1916, 
Congress has never clearly defined it. The statutory provisions that deal with E&P treat only limited 
aspects o f the E&P computation.

E&P measures a corporation’s ability to make distributions to its shareholders out o f net assets in 
excess o f the contributed capital o f the shareholders. E&P represents the net increase in corporate 
assets in excess of those assets received from shareholders as contributions to capital, net o f liabilities 
incurred. E&P is an economic concept that includes all items o f gain, income, loss, and expense 
realized by the corporation, whether included or specifically excluded in computing taxable income, 
unless the inclusion or exclusion from taxable income was based on consideration o f tax policy rather 
than the economic effect o f the item on a corporation’s net assets.

HL PRINCIPAL CATEGORIES OF EARNINGS AND PROFITS

A corporate distribution with respect to its stock may have one or more o f the following six principal 
categories as its source:

1. E&P o f the taxable year (current E&P)
2. E&P accumulated after February 28, 1913
3. E&P accumulated before March 1, 1913
4. Increase in the value o f corporate property accrued before March 1, 1913
5. Liabilities
6. Contributed Capital

Note: This Practice Aid is designed to assist practitioners in performing E&P computations, but does not contain an exhaustive analysis o f all E&P 
issues. For example, a discussion o f the computation o f  E&P and related issues for companies filing a consolidated return for a group o f  affiliated 
companies is outside the scope o f this Practice Aid. Consult the bibliography at the end o f the Practice Aid for appropriate reference materials.
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Section 316 of the Internal Revenue Code o f 1986 (Code) defines a dividend as a distribution out of 
either current or accumulated E&P. Section 316 also provides that, except as otherwise specifically 
provided, all distributions are presumed to be made out o f E&P and from the most recently 
accumulated E&P. The regulations apply the presumption to current earnings and the successive 
sources o f distribution as follows: first, E&P of the taxable year; second, E&P accumulated since 
February 28, 1913; third, E&P accumulated before March 1, 1913; and fourth, sources other than 
E&P. Each succeeding category must be exhausted before distributions can be considered to come 
from the next category.

Following the ordering system above, the portion o f each distribution not considered as paid out of 
current E&P will be considered a taxable dividend to the extent o f E&P accumulated since February 
28, 1913. In the case o f corporations organized after February 28, 1913, accumulated E&P is the 
amount accumulated since the date o f organization.

The date o f payment, rather than the date o f declaration, constitutes the date o f a distribution. 
Determination o f the taxable status o f the distribution, and its effect on the E&P o f the declaring 
corporation, is determined by reference to the E&P of the corporation for the taxable year of 
payment.

IV. COMPUTATION OF EARNINGS AND PROFITS

The E&P calculation is the yardstick used to determine whether a corporate distribution is taxable 
as a dividend. The concept o f E&P is unique in the tax law and bears no direct relation either to 
taxable income or to earnings as determined by generally accepted accounting principles (GAAP). 
In most instances, a corporation's E&P is calculated by making adjustments to taxable income for 
items that are treated differently for E&P purposes. The net basis approach (under which E&P is 
calculated as the difference between the net adjusted basis o f the corporation's assets at the beginning 
and end of the tax year, adjusted for distributions during the year) is another alternative. It frequently 
is used in certain corporate split-ups to allocate E&P to the various corporations involved.

A. Adjustments to Taxable Income to Arrive at Earnings and Profits*

The following list presents a summary of many, but not necessarily all, of the adjustments 
made to taxable income to compute the E&P of a corporation.

1. Exclusions From Taxable Income

Certain amounts are specifically excluded from gross income for federal income tax purposes. These 
exclusions are based on tax law and legislative policy and are not consistent with measuring the actual 
economic gain o f a corporation. Accordingly, these items increase the E&P o f the corporation even 
though excluded from taxable income.

*Note: The RRA o f  1993 added section 197, which provides for the amortization o f  certain intangible assets, including goodwill. N o changes were made 
in the '93 Act to section 312, and the conclusion o f  the Task Force is that intangible assets which are amortizable for regular tax purpose also will be 
amortized, on the same basis as regular tax, for E&P purposes. Accordingly, no adjustments should need to be made to taxable income in arriving at E&P 
for intangible assets.
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a. Certain death benefits. Amounts received or receivable and excluded from taxable income under 
section 101 increase E&P by the amount in excess o f the taxpayer’s basis in the benefit which is 
excluded.

b. Interest income on state and local bonds. Amounts received or receivable and excluded from 
taxable income under section 103 increase E&P by the amount excluded.

c. Tax benefit income. Amounts received or receivable and excluded from taxable income under 
section 111 increase E&P to the extent that E&P of the current or preceding year is or was 
decreased by the deduction o f the amount giving rise to the recovery.

d. Certain amounts received as compensation fo r  injuries. Amounts received or receivable and 
excluded from taxable income under section 104 increase E&P by the amount excluded.

e. Discharge o f  indebtedness income. E&P may be increased by income realized from the discharge 
o f indebtedness. A full treatment o f this issue is beyond the scope o f this practice aid.

f. Refunds o f  certain taxes. If  a corporation receives a refund o f a foreign or federal tax that 
decreased E&P in a prior taxable year, then E&P o f the current year is increased by the amount 
of any such refund to the extent that E&P of a prior year was decreased and the refund was not 
reflected in current year taxable income.

2. Deductions Not Permitted for Earnings and Profits

Certain amounts are deductible for purposes o f computing taxable income even though they do not 
represent actual expenditures of the corporation. These amounts do not deplete corporate resources 
and therefore do not reduce E&P. Accordingly, these items must be added back to taxable income 
to arrive at E&P.

a. Dividends received deduction. E&P is increased by the amount o f the dividends received 
deduction claimed in determining taxable income.

b. Since the following items reduce the current E&P in the year in which they arise, any carryback 
or carryover o f any o f these items claimed in computing current taxable income must be added 
back.

•  Net Operating Loss Deduction
•  Carryover Capital Losses
•  Charitable Contributions Carryover
•  Carryover o f Excess Qualified Plan Contributions

3. Earnings and Profits Reductions Not Deductible in the Computation o f Taxable Income

Expenses that deplete corporate resources generally reduce the E&P of the corporation even though 
they are not deductible in the computation o f taxable income. The following items that are not 
deductible in the computation o f taxable income must be subtracted from taxable income to arrive 
at E&P.
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a. Federal income taxes paid. E&P is decreased by the amount o f federal income taxes paid or 
properly accrued by the corporation during the tax year, to the extent such federal taxes are not 
otherwise deductible in determining taxable income. An unresolved issue is how to account for 
estimated federal income tax payments in reducing E&P. The taxpayer's method o f accounting 
may determine the timing o f these reductions.

b. Charitable contributions. Amounts paid or incurred that would be deductible except for the 
application o f section 170(b)(2) decrease E&P by the amount disallowed.

c. Expenses and interest related to tax-exempt income. Amounts paid or incurred and disallowed 
by section 256 decrease E&P.

d. Certain amounts pa id  in connection with insurance contracts. Amounts paid or incurred and 
disallowed by section 264 decrease E&P by such disallowed amount.

e. Losses, expenses, and interest with respect to transactions between related taxpayers. Losses, 
expenses, and interest disallowed or deferred under section 267 decrease E&P.

f. Disallowance o f  certain entertainment expenses. E&P is decreased for any expense disallowed 
as a deduction by application of section 274.

g. Excess capital losses. If  a corporation has a net capital loss for the taxable year which would be 
deductible except for the application o f section 1211(a), E&P for the year in which the loss is 
realized is reduced.

h. Excess qualified plan costs. E&P is decreased by contributions to qualified deferred 
compensation plans in excess o f the limitation imposed by section 404.

i. Trade or business deductions disallowed by section 162. E&P is decreased by the following 
items:

•  Illegal bribes, kickbacks, and other payments made nondeductible by section 162(c)
•  Lobbying expense and other political contributions made nondeductible by section 162(e) 

(and arguably indirect political contributions under section 276)
•  Fines and penalties made nondeductible by section 162(f)
•  Treble damages made nondeductible by section 162(g)
•  Certain foreign advertising expenses made nondeductible by section 162(j)
•  Expenses related to the redemption o f stock made nondeductible by section 162(k)
•  Any other deduction incurred in a trade or business which would otherwise be deductible 

under section 162, but for which a deduction is disallowed by statute, regulation or judicial 
decision as a violation o f public policy

j. Acquisition made to evade or avoid income tax. E&P is decreased by deductions (other than 
items that have already decreased E&P) disallowed under section 269.
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k. Debts owed by political parties. E&P is decreased by deductions limited by the application of 
section 271 concerning the worthlessness of any debt owed by a political party.

l. Foreign taxes. The amount of any foreign tax paid or properly accruable by a corporation which 
is claimed as a credit under its method of accounting represents a reduction o f E&P.

m. Nonqualified deferred compensation. E&P is decreased by the deduction for nonqualified 
deferred compensation in the same taxable year in which taxable income is reduced by such items.

n. Stock option exercises. E&P is reduced by the bargain element applicable to the exercise of 
certain qualified stock options (e.g., incentive stock options pursuant to section 422).

4. Certain Timing Differences—Accelerated Deductions

In the computation of taxable income, certain capital expenditures may be deducted or amortized over 
a specific period o f time. In most cases these capital expenditures also reduce the E&P of the 
corporation, but the amortization period and rate for E&P purposes may differ from the amortization 
period and rate used in computing taxable income. Accordingly, taxable income must be adjusted to 
arrive at E&P.

a. Depletion. Only cost depletion may be used for purposes o f computing E&P. Corporations using 
percentage depletion for purposes o f computing taxable income must increase E&P by the 
amount by which percentage depletion claimed on the tax return exceeds the amount allowable 
under the cost method.

b. Depreciation, accelerated cost recovery, and modified accelerated cost recovery. For purposes 
o f computing a corporation's E&P for any taxable year beginning after June 30, 1972, 
depreciation (and amortization, if any) is computed under the straight line method using 
alternative depreciation system (ADS) lives. Section 312(k) requires corporations using the 
accelerated cost recovery system (ACRS) and modified accelerated cost recovery system 
(MACRS) methods in computing taxable income to make an adjustment for the difference 
between depreciation computed under these methods and depreciation computed for E&P. If  the 
corporation uses the units o f production method or other method not expressed in a term of 
years, that method is also used in computing E&P. For purposes o f computing E&P of a 
corporation, any amount deductible under section 179 is allowed as a deduction ratably over a 
period o f five years.

B. Adjustments to Earnings and Profits to More Accurately Reflect Economic Gain or Loss

Seven adjustments are prescribed by section 3 12(n) to make E&P more accurately reflect economic 
gain or loss. It should be noted the IRS has broad powers to reallocate income gain, loss and 
deduction between taxpayers (section 482). This reallocation could impact E&P.
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1. Construction Period Interest, Property Taxes, and Similar Carrying Charges

To the extent that such amounts have been deducted in determining taxable income, construction 
period interest, property taxes, and similar carrying charges must be added back to taxable income, 
and included in the basis o f the property to which they relate and recovered for E&P purposes under 
section 3 12(k).

2. Intangible Drilling Costs and Mineral Exploration and Development Costs

Intangible drilling costs incurred in connection with a productive well that are deductible in 
computing taxable income must be capitalized for E&P purposes and deducted ratably over a 
60-month period beginning with the month in which production from the well begins. Mineral 
exploration and development costs deductible in computing taxable income must also be capitalized 
for E&P purposes and deducted over the 120-month period beginning with the later of: (1) the 
month in which production from the deposit begins or (2) the month in which the costs were paid 
or incurred. In the case o f nonproductive mineral property, intangible drilling costs and exploration 
and development expenses reduce E&P in the year the property is abandoned.

3. Certain Expenditures Made to Establish, Maintain, or Increase the Circulation o f a Newspaper, 
Magazine or Other Periodical, and Certain Organizational Expenditures

Certain expenditures to establish, maintain, or increase the circulation o f a newspaper, magazine or 
other periodical, and certain organizational expenditures o f a corporation that can be deducted or 
amortized for purposes o f computing taxable income over a shorter period than the useful life o f the 
property to which they relate require adjustment for E&P purposes. I f  such expenditures are made 
in connection with property with a reasonably determinable useful life, they are recovered for E&P 
purposes over such useful life. No amortization deduction is allowed for E&P purposes for 
expenditures made in connection with property without a reasonably determinable useful life.

4. LIFO Recapture Amount

E&P of the corporation is increased or decreased by the amount o f any increase or decrease in the 
corporation's LIFO recapture amount, which is defined in section 312(n)(4)(B).

5. Installment Sales Method

The use o f the installment method is prohibited for purposes o f computing E&P. The entire amount 
o f the gain realized on an installment sale increases E&P in the year o f the sale, even if the 
installment method is used in computing taxable income. For years after that o f disposition, gain 
recognized under the installment method reduces E&P.

6. Completed Contract Method o f Accounting

A corporation using the completed contract method o f accounting generally recognizes income and 
expense in the year in which the contract is completed. For E&P purposes, a corporation must 
account for the income and expense relating to long-term contracts on the percentage o f completion
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basis. This adjustment to E&P arising from use o f the percentage o f completion method reverses on 
contract completion.

7. Distribution in Redemption o f Stock

When a corporation's distribution in redemption o f its stock is treated as a sale or exchange o f its 
stock instead o f a corporate distribution, the E&P of the distributing corporation is reduced by the 
ratable share o f E&P attributable to the stock redeemed. For years prior to 1984, the reduction of 
E&P is based on the excess of the distribution over the tax bases o f the redeemed stock based on the 
Jarvis discussion (Jarvis v. Commissioner, CA-4, 1941).

C. Other Transactions and Miscellaneous Adjustments

The following are various adjustments required and items to be taken into account in computing 
E&P.

1. Tax Credits

Since tax credits decrease tax for the year in which they are earned (or are used as a carryover) and 
increase taxes for the year in which they are recaptured, no further adjustment is made to E&P. 
However, E&P is decreased by the difference between the actual expenditure generating a credit and 
the amount otherwise deductible for regular tax purposes (e.g., wages and the targeted jobs tax 
credit— see section 280C).

2. Recognized Gain or Loss on Disposition o f Property

For federal income tax purposes, gain or loss is generally recognized on the sale or exchange of 
property to the extent o f the difference between the adjusted basis o f the property under section 1011 
and the amount o f money and the fair market value o f property received in the exchange. For E&P 
purposes, measurement o f the amount o f gain or loss is to be made with reference to the basis as 
computed to reflect the possible difference in the amount o f depreciation, depletion or amortization 
deductions proper for E&P purposes. No increase to E&P shall be made for pre-March 1, 1913 asset 
appreciation.

3. Distributions o f Appreciated Property

I f  a corporation distributes appreciated property with respect to its stock, E&P is increased or 
decreased to take into account the property's adjusted basis for E&P purposes, if such adjusted basis 
is different from its adjusted basis for determining gain under section 311(b) or gain or loss under 
section 336.

4. Distribution o f Proceeds o f a Loan Insured by the United States

If  a corporation distributes property with respect to its stock and if, at the time o f distribution, there 
is an outstanding loan to such corporation, which was made, guaranteed, or insured by the United 
States (or by any agency or instrumentality thereof), and the amount o f such loan outstanding
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exceeds the adjusted basis o f the property securing such loan, E&P o f the corporation is increased 
by the amount o f the excess, and (immediately after the distribution) decreased by the amount o f 
such excess.

5. Tax-Free Distributions

If a corporation receives (after February 28, 1913) a distribution from a second corporation that was 
not a taxable dividend, such distribution will not increase E&P, provided the distribution is directly 
applied in reduction o f the basis o f the stock in respect to which the distribution was made or the 
distribution causes the basis o f the stock in respect o f which the distribution was made to be 
allocated between such stock and the property received.

6. Certain Distributions o f Stock and Securities

Distributions by a corporation with respect to its stock or securities, o f stock or securities in another 
corporation, or o f property, is not considered a distribution o f E&P, provided no gain or dividend 
income was recognized by the distributee from the receipt o f such stock, securities, or property 
(section 3 12(d)).

7. Section 78 Gross Up

The gross up required for determining the foreign tax credit must be removed for E&P purposes.

8. Interest Paid on Certain Registration Required Obligations not in Registered Form

E&P is not decreased by any interest with respect to which a deduction is not allowed under section 
163(f).

In addition to the above, it is necessary to consider other adjustments that are unique to a particular 
industry (e.g., fresh start adjustment for insurance companies and section 607 deposits for the 
maritime industry).

D. Accumulated Earnings and Profits

Accumulated E&P consists o f the aggregate E&P accumulated by the corporation since the later of 
its date o f  incorporation or February 28, 1913. To compute accumulated E&P, it is necessary to 
determine E&P for each prior year under the laws applicable to each year. The resulting amount for 
each year is reduced by distributions properly chargeable to E&P.

The E&P o f a corporation generally is determined by reference to the taxable income and federal 
tax liability as reported on the corporation's tax return. The treatment o f one or more items o f E&P 
may be later changed as a result o f administrative or judicial proceedings. The position o f the IRS 
is that proper income and expense should be reflected in the E&P computation and that changes 
should be reflected in the year in which the income or expense to be changed was originally 
reflected. Therefore, if changes in E&P computations become apparent, these changes must be 
reflected in the proper taxable year o f the change regardless o f the statute o f limitations.
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Revenue Procedure 75-17 (discussed in section VI, page 10, and reproduced in appendix C) requires 
the computation o f E&P accumulated since the later o f the date o f incorporation or February 28, 
1913. Accumulated E&P is the sum of the E&P for each required computation year. For each 
required year, taxable income is adjusted to arrive at current E&P. Current E&P is then adjusted for 
judicial and administrative adjustments and reduced by distributions properly chargeable to E&P 
for the year, to arrive at net current E&P. Net current E&P is added to beginning E&P to arrive at 
ending accumulated E&P. Worksheets for computing E&P are included in this practice aid, 
beginning on page 13.

E. Ordering (Sourcing) of Distributions

In determining the source o f a dividend, a distribution is deemed to have been made first from 
current E&P, and then from E&P accumulated since February 28, 1913. I f  total distributions made 
in the current year exceed current-year E&P, the portion o f each distribution deemed to be made 
from current E&P is that percentage which total earnings for the year bears to the total distributions 
for that year.

Accumulated E&P is the sum of all previous years' current E&P (less distributions in each prior 
taxable year). Accumulated E&P is computed on the first day o f each taxable year in accordance 
with the tax law in effect during that year.

The ordering o f a distribution from current and/or accumulated E&P is as follows:

1. I f  there is a deficit in accumulated E&P and a positive current E&P, distributions will be 
regarded as dividends to the extent o f current E&P.

2. Current E&P is allocated on a pro rata basis to the distributions made during the year; 
accumulated E&P is applied (to the extent necessary) in chronological order beginning with the 
earliest o f distributions.

3. If there is a deficit in current E&P and a positive balance in accumulated E&P, the amounts are 
netted at the date o f distribution. I f  the resulting balance is zero or a deficit, the distribution is 
a return of capital. If  a positive balance results, the distribution will represent a dividend to such 
extent. Any deficit in current E&P is allocated ratably during the year unless the parties can 
show otherwise.

4. Unless and until the parties show otherwise, it is presumed that any distribution is covered by 
current E&P.

V. TAX RECORDKEEPING AND REPORTING

The recordkeeping and reporting requirements relating to E&P are set forth in this section.

A. Requirement to Maintain Adequate Records

The IRS is authorized by section 6042(d) to require corporations to furnish such information as may 
be needed to determine E&P, as well as the names o f the stockholders who would be entitled to the 
corporation's accumulated E&P if it were to be distributed. Records should be maintained that will 
allow the IRS to determine the portion o f E&P o f the corporation (including gains, profits, and
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income not taxed) accumulated on a year-by-year basis. (See sections 6042(d)(2) and 6042(d)(3).) 
Contemporaneous maintenance o f these records is recommended.

B. Reporting Requirements

Corporate distributions to noncorporate shareholders must be reported to the IRS on Forms 1096 
and 1099-DIV, which are filed on the basis o f a calendar year regardless o f the taxable year o f the 
corporation or its shareholders. Shareholder copies o f Form 1099-DIV must be mailed to the 
shareholders no later than January 31 o f the year after the year o f distribution. Form 1096, 
transmitting copies o f Form 1099-DIV to the IRS or the equivalent magnetic media forms must be 
filed no later than February 28 o f the same year.

Form 5452 (reproduced in Appendix A), Corporate Report o f  Nondividend Distributions, must be 
filed by all C corporations making nontaxable or partially taxable distributions to its shareholders. 
Corporations making fully taxable distributions need not file Form 5452. Calendar-year corporations 
are required to attach Form 5452 and supporting data to the income tax return for the tax year in 
which the nondividend distribution is made. Corporations using a fiscal year must file Form 5452 and 
supporting data for each calendar year in which a nondividend distribution has been made, and must 
attach Form 5452 to the income tax return for the fiscal year ending after the calendar year of the 
distribution.

Note . If  a corporation determines that it must file a Form 5452, E&P calculations for prior years and 
the analysis required by Revenue Procedure 75-17 must be completed before preparing Form 5452. 

The following points with respect to Form 5452 should be noted:

1. First, Form 5452 must cover all distributions made during the calendar year even if the 
corporation files its tax returns on the basis o f a fiscal year. Therefore, it may be necessary to 
prepare information for two taxable years embracing the calendar year for which Form 5452 is 
being filed.

2. Second, if  Form 5452 covers a fiscal year for which a return has not yet been filed (if, for 
example, the year is not yet completed) an extension o f time will be granted until the extended 
due date o f the return for that year. Form 5452 is to be filed with the corporation's tax return at 
the Service Center where the corporation normally files its return.

3. Finally, Form 5452 contains a sample format for calculating and reporting current and 
accumulated E&P. The format is based on Revenue Procedure 75-17 (reproduced in Appendix 
B). The form requires that information be provided in the prescribed format. If  the information 
is not provided in this format, the IRS may reject it and require resubmission.

VI. REVENUE PROCEDURE 75-17

Revenue Procedure 75-17 (reproduced in Appendix B) was promulgated under the authority of 
section 6042(d), to provide a uniform format for determining the taxable status o f corporate 
distributions to shareholders. The Revenue Procedure prescribes the format for furnishing E&P
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computations to the IRS as well as an example. The basic format provided in Revenue Procedure 
75-17 is a worksheet that reconciles the differences between a corporation's retained earnings shown 
on Schedule L, Form 1120 (derived from its GAAP financial statements), and the computation o f its 
E&P accumulated since February 1 3 , 1913.

The worksheet includes two sections. The left side is an analysis o f "book" retained earnings and the 
right side an analysis o f E&P. Both sides o f the worksheet use taxable income as a starting point in 
their respective computations. All Schedule M differences are posted to the left or retained earnings 
side o f the worksheet, basically reconciling taxable income to book income. Schedule M items that 
affect E&P are posted to the right or E&P side o f the worksheet.

As both worksheet columns use taxable income as a starting point, a reconciliation o f E&P to "book" 
retained earnings is created. Before proceeding to the next year's computation, both columns are 
adjusted for current year's distributions, thus maintaining the relationship between E&P and retained 
earnings.

Ending balances o f both columns are rolled forward to the next year's computation. The worksheet 
in the required format is necessary for each year of a corporation's existence since February 2 8 ,  1913. 
This format has been followed in the sample computations supplied with this practice aid.

Observation: It is possible that an E&P reconciliation will become a part o f the 1120 tax return filing 
requirements in the future. Contemporaneous recordkeeping and E&P calculations are recommended.

VII. STEPS TO TAKE IN COMPUTING EARNINGS AND PROFITS

Step 1. Obtain the necessary records. If  computing E&P for the first time, the following information 
will need to be gathered for each year the corporation has been in existence since February 
28, 1913:

•  Copies o f original and any amended tax returns
•  Copies o f financial statements
•  Copies o f any Revenue Agent's Reports (RARs)
•  Detail o f distributions made
•  Other information required by section 6.01 o f Revenue Procedure 75-17

Additional detailed information may be required, such as analysis o f qualified or ISO stock 
options exercises, stock redemption data, etc.

Step 2. Review records obtained to assure that taxable income can be reconciled to book income. 

Step 3. Review Schedule M -1 adjustments by year and identify adjustments that will affect E&P. 

Step 4. Review Schedule M-2 adjustments and identify distributions to shareholders.

Step 5. Prepare an Earnings and Profits Worksheet (see pages 13-18 o f this Practice Aid.)
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Step 6. Prepare analysis as required by Revenue Procedure 75-17 (reproduced in Appendix B).

Step 7. If nontaxable dividend distributions were made, prepare Form 5452 (reproduced in Appendix 
A).

For further discussion, see "Earnings and Profits: The Income Tax Dilemma." Engelbrecht, Ted D. 
and Banham, Richard L. 153 The Journal o f  Accountancy, 58-64 (February 1979).
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VIII. EARNINGS AND PROFITS WORKSHEET PAGE ONE

Taxable Income or (loss) (1)

Add: Exclusions From Taxable Income

Certain Death Benefits
State and Local Bond Interest
Tax Benefit Income
Refunds of Federal Taxes
Certain Amounts Received for Injury or Sickness
Discharge of Indebtedness Income
Other

Total Exclusions From Taxable Income (2)

Add: Deductions Not Permitted for Earnings and Profits

Dividends Received Deduction
Net Operating Loss Deduction
Carryover Capital Losses
Other

Total Deductions Not Permitted for Earnings and Profits (3)

Total Forward to Page Two =(l)+(2)+(3) (4)
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VIII. EARNINGS AND PROFITS WORKSHEET PAGE TWO

___________ (4)
Balance Forward From Page One

Less: Earnings and Profits Reductions Not Deductible in the Computation of Taxable 
Income

Federal Income Taxes __________________
Charitable Contributions in Excess of Limitation __________________
Expenses and Interest Related to Exempt Income __________________
Amounts paid on Certain Insurance Contracts __________________
Related Party Losses, Expenses, Interest __________________
Certain Entertainment Expenses __________________
Excess Capital Losses __________________
Section 162 Deductions Disallowed __________________
Expenses Related to Acquisitions Made to Evade or Avoid T a x __________________
Deferred Compensation in Excess of Allowable Amounts __________________
Stock Option Exercise (Qualified and ISO) _________________
Other __________________

Total Earnings and Profits Reductions ___________ (5)

Add or Subtract Certain Timing Differences:

Depletion __________________
Depreciation __________________
Other __________________

Total Timing Differences ___________ (6)

Add or Subtract Adjustments to More Accurately Reflect Economic Gain or Loss

Construction Period Interest, Property T axes, Etc. __________________
Intangible Drilling Costs and Mineral Exploration Costs __________________
Circulation and Organizational Expenditures __________________
LIFO Recapture Amount __________________
Completed Contract Method of Accounting __________________
Other __________________

Total Adjustments Made to More Accurately Reflect Economic Gain or Loss ___________ (7)

Add or Subtract Other Transactions and Adjustments

Recognized Gain or Loss on Disposition of Property __________________
Distributions of Appreciated Property __________________
Redemptions of Stock _________________
Other _________________

Total Other Transactions and Adjustments ___________ (8)

Total Current Earnings and Profits =(4)-(5)±(6)±(7)±(8)___________ (9)
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VIII. EARNINGS AND PROFITS WORKSHEET PAGE THREE

Beginning Accumulated Earnings and Profits _____________ (10)

Total Current Earnings and Profits From Page Two ____________

Subtract:

Distributions Properly Chargeable
to Current Earnings and Profits _____________ (See Note 1 Below)

Net Current Earnings and Profits _____________ (11)

Subtract:

Distributions Properly Chargeable
to Accumulated Earnings and Profits (See Note 1 Below)_____________ (12)

Add or Subtract:

Adjustments Required by Judicial or
Administrative Decision (Note 2) _____________ (13)

Ending Accumulated Earnings and Profits _______ _______
= (1 ) + (1 1)-(12)+ (13)

Note 1: In order to determine the distributions properly chargeable to current and/or accumulated 
E&P, the taxpayer must use one of the distribution worksheets on worksheet pages four through six. 
Only the worksheet that fits the taxpayer's fact pattern should be used.

Note 2: The IRS takes the position that there is no statute of limitations for determining or adjusting 
E&P. Some judicial support exists for this position. Proper adjustment to accumulated E&P (or to the 
current E&P of a prior year) may result in a change in the tax treatment of intervening distributions. 
This worksheet and the ones on worksheet pages four, five and six do not take a position on whether 
a subsequent adjustment should affect accumulated E&P, current E&P of the prior year(s), or the 
actual current E&P. Accordingly, the practitioner must consider the possible effects of such 
determination on the amount of any distribution deemed to be a dividend.
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VIII. EARNINGS AND PROFITS WORKSHEET PAGE FOUR

Distribution Worksheet One
(Use if there is a deficit in accumulated E&P and positive current E&P)

Total Current E&P From Page Two ______________ (1)

Distributions: (Not to exceed (1) above)
For ordering rules see note below -

Preferred Stock __________________(2)

Common Stock __________________(3)

Total Distributions Chargeable to Current E&P (2) + (3) not
(Enter here and on worksheet page three) to exceed (1) _______________ (4)

Note 1: In the event the corporation has both preferred and common stock, E&P is allocated first to 
dividends on preferred stock on an actual dollar basis, then to dividends on common stock on a pro-rata 
basis in chronological order beginning with the earliest of distributions.

Note 2: See Note 2, Worksheet Page Three.
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VIII. EARNINGS AND PROFITS WORKSHEET PAGE FIVE

Distribution Worksheet Two
(Use if there is a deficit in current E&P and a positive accumulated E&P)

Beginning Accumulated E&P From Page Three ______________ (1)

Current E&P (see Note 1) ______________ (2)

Net Cumulative E&P for Purposes of Determining Distributions
Properly Chargeable to Accumulated E&P ______________ (3)

Distributions: (Not to exceed (3) above)
For ordering rules see Note 2 below -

Preferred Stock __________________(4)

Common Stock __________________(5)

Total Distributions Chargeable to Accumulated E&P (4) + (5) not ______________ (6)
(Enter here and on worksheet page three) not to exceed (3)

Note 1: The deficit in current E&P is determined as of the date of distribution. Ordinarily, the deficit 
is deemed realized ratably on a daily basis. If the distributing corporation can specifically identify when 
the deficit was realized, it may use this latter method to allocate the current deficit.

Note 2: In the event the corporation has both preferred and common stock, E&P is allocated first to 
dividends on preferred stock on an actual dollar basis, then to dividends on common stock on a pro­
rata basis in chronological order beginning with the earliest of distributions.

Note 3: See Note 2, Worksheet Page Three.
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VIII. EARNINGS AND PROFITS WORKSHEET PAGE SIX

Distribution Worksheet Three
(Use if there is a positive current and accumulated E&P)

Beginning Accumulated E&P From Page Three (1)

Total Current E&P From Page Two (2)

Cumulative E&P for Purposes of Determining Distributions
Properly Chargeable to Current and Accumulated E&P (3)

Distributions: (Not to exceed (3) above)
For ordering rules see note below -

Preferred Stock (4)

Common Stock (5)

Total Distributions Chargeable to Current and Accumulated E&P (4) + (5) not 
to exceed (3) (6)

Adjusted Current E&P From Line 2 Above
(This equals distributions properly chargeable to current E&P. Enter
here and on worksheet page three.)

(7)

Distributions Properly Chargeable to Accumulated E&P 
(Enter here and on worksheet page three)

(6 ) -(7) (8)

Note 1: In the event the corporation has both preferred and common stock, E&P is allocated first to 
dividends on preferred stock on an actual dollar basis, then to dividends on common stock on a pro-rata 
basis in chronological order beginning with the earliest of distributions.

Note 2: See Note 2, Worksheet Page Three.
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APPENDIX A

FORM 5452 - CORPORATE

REPORT OF NONDIVIDEND DISTRIBUTIONS

Form 5452
(Rev. December 1994)

Department of the Treasury 
Internal Revenue Service

Corporate Report of Nondividend Distributions
► For calendar year ending December 31, 19 __

► Attach to the corporation’s income tax return.

OMB No. 1545-0205

Name Employer identification number

A  H as the  co rp o ra tio n  filed  a  Form  5452 fo r a p rio r ca lendar y e a r ? ........................................................................► □  Y es □  No

If “Yes,” s ta te  w h ich  year(s) _____________________________________________________________________________

B A re  any o f th e  d is tr ib u tio n s  pa rt o f a pa rtia l o r co m p le te  l iq u id a t io n ? ..................................................................► □  Yes □  N o

If “Yes,”  d iscu ss  in a  separa te  s ta tem en t.

C Earnings and Profits

•  A ccu m u la te d  ea rn ing s  and p ro fits  
(s ince February 28, 1913) a t the
be g inn ing  o f  th e  ta x  yea r . . . ► $ -----------------------------

•  A ctua l ea rn ing s  and  p ro fits  fo r th e
cu rren t ta x  y e a r ..............................► $  ---------------------------------

D Shareholders a t D ate of Last Dividend Paym ent
•  N um ber o f in d iv id u a ls .............................. .......................................
•  N um ber o f p a r t n e r s h ip s ........................ .......................................

•  N um b er o f  co rp o ra tio n s  an d  o th e r
s h a re h o ld e rs ................................................ .......................................

N ote: If there are 12 or fewer shareholders, attach copies o f the 
Forms 1099-DIV (or the information from that form) that the 
shareholders received.

E C o rp o ra te  D is trib u tio n s  (See instructions.)

Date Paid
Total Amount Paid 

(Common (C), 
Preferred (P),

Other (0))

Amount
Per

Share

Amount Paid During Calendar Year From Earnings & Profits 
Since February 28, 1913 Percent

Taxable

Amount Paid During 
Calendar Year From 
Other Than Earnings 

& Profits Since 
February 28, 1913

Percent
NontaxableFrom the 

Current Year Accumulated Total

$ $ $ $ $ % $ %

Totals $

 

 

$ $ $
 

$

 

For Paperwork Reduction Act Notice, see the instructions on page 2. C at No. 11881T Form 5452 (Rev. 12-94)

19



Form 5452 (Rev. 12-94) Page 2

Instructions
Section references are to the Internal Revenue Code.

Paperwork Reduction Act Notice
We ask fo r the  in fo rm a tion  on th is  fo rm  to  ca rry  ou t the. 
In ternal Revenue law s o f th e  U nited S tates. You are required 
to  g ive  us the  in fo rm ation . We need it to  ensure tha t you  are 
com p ly ing  w ith  these  laws and to  a llow  us to  figure  and 
co lle c t the righ t am oun t o f tax.

The tim e needed to  com p le te  and file  th is  fo rm  w ill vary 
depend ing  on ind iv idua l c ircum stances. The estim ated
average tim e is:

Recordkeeping....................................................19 hr., 51 m in.

Learning about
the law or the form .................................... 1 hr., 20 min.

Preparing the form ...............................................3 hr., 35 m in.

Copying, assembling, and
sending the form to the I R S .................................... 32 m in.

If you  have com m en ts  conce rn ing  the  a ccu racy  o f these 
tim e  estim ates o r suggestions fo r  m aking th is  fo rm  simpler, 
w e  w ou ld  be happy  to  hear from  you. You can w rite  to  the 
IRS at the  address lis ted in the  ins truc tions  fo r  the  tax  return 
w ith  w h ich  th is  fo rm  is filed.

Purpose of Form
C om ple te  Form  5452 if nond iv idend  d is tribu tio n s  are m ade to  
shareho lders under section  301 o r section  1368(c)(3).

Who Must File
All co rpo ra tions  th a t have m ade nond iv idend  d is tribu tions  to  
the ir shareho lders m ust file  Form  5452.

A  calendar tax year corporation m ust file  Form  5452 and 
th e  item s lis ted under Supporting Information w ith  its 
incom e ta x  return  due fo r the  ta x  yea r in w h ich  the  
nond iv idend  d is tribu tio n s  w ere m ade.

A  fiscal tax year corporation m ust file  Form  5452 and the  
item s lis ted under Supporting Information w ith  its  incom e 
ta x  return due  fo r the  firs t fisca l year end ing a fte r the 
ca lendar year in w h ich  the  nond iv idend  d is tribu tio n s  were 
m ade.

If the  co rpo ra tion  is a m em ber o f a conso lida ted  group, the 
parent co rpo ra tion  m ust file  Form  5452. An S co rpo ra tion  
shou ld  file  th is  fo rm  on ly fo r  d is tribu tio n s  m ade under section  
1368(c)(3).

Nondividend Distributions
N ond iv idend  d is tribu tio n s  are d is tribu tions  m ade  to  
shareho lders in the  norm a l cou rse  o f business.

They are cons ide red  fu lly  o r partia lly  non taxab le  as 
d iv idends  on ly  because  the  paying co rp o ra tio n ’s curren t and 
accum u la ted  ea rn ings and p ro fits  are less than  the  
d is tribu tio n s . N ond iv idend  d is tribu tio n s  do  no t inc lude  
tax -free  s to c k  d iv idends  o r d is tribu tio n s  exchanged  fo r s to ck  
in liqu ida tions  o r redem ptions.

Corporate Distributions
C om ple te  P a rt E, C orpo ra te  D is tribu tions, show ing  the  
taxab le  and non taxab le  s ta tus  o f d is tribu tio n s  repo rted  to  
shareho lders. The percen t o f d is tribu tio n s  th a t is taxab le  and 
the  pe rcen t th a t is non taxab le  are based on th e  am oun ts  
show n on each line in the  co lum n, Total A m o u n t Paid. If 
noncash  d is tribu tio n s  w ere m ade, a ttach  a  s ta tem en t and 
show  bo th  the  ta x  bases and fa ir m arke t va lues.

Supporting Information
1. A tta ch  th e  fo llow ing  in fo rm a tion  to  F orm  5452. See 

Revenue P rocedure 75-17, 1975-1 C .B . 677.

•  A  co m p u ta tio n  o f earn ings and  p ro fits  fo r  th e  ta x  yea r (see 
the  exam p le  o f a w o rkshee t on page 3 and a b lank 
w orkshee t on page 4). A lso  a ttach  a schedu le  o f the  
d iffe rences be tw een  the  earn ings and  p ro fits  co m p u ta tio n  
and the  S chedu le  M-1 (Form  1120).

•  A  yea r-by-yea r com pu ta tio n  o f th e  accum u la ted  earn ings 
and p ro fits , and a schedule  o f d iffe rences s ince  th e  o rig in  o f 
the  com pany, February 28, 1913, o r the  last ye a r tha t 
in fo rm a tion  w as fu rn ished , w h icheve r is later.

•  A  ta x  basis  ba lance  sheet. S how  app lica tion  o f the  net 
d iffe rences to  th e  ba lance sheet item s as show n  on 
S chedu le  L  (Form  1120). Expla in any fu rth e r ad jus tm en ts  
necessary to  figu re  the  ba lance sheet on a ta x  basis. If the  
co rpo ra tion  used an acce le ra ted  m ethod  o f dep rec ia tion , 
a ttach  a schedu le  o f th e  deprec ia tion  (and any am ortiza tion) 
figu red  under th e  s tra igh t line m ethod . A lso  a ttach  a 
reconc ilia tion  o f any d iffe rence  be tw een  th a t a m oun t and  the  
am oun t d e d uc te d  on Form  1120 o r o th e r co m parab le  return . 
See E xh ib its  B and C  in Rev. P roc. 75-17 .

2. A  conso lid a te d  file r m ust a lso  a ttach  th e  fo llow ing  
in fo rm a tion .

•  A  schedu le  th a t show s th e  a lloca tion  o f th e  conso lida ted  
ta x  liab ility  and iden tifies  th e  m ethod  used. (Ind ica te  if an 
in te rcom pany agreem ent is in effect.)

•  A  schedu le  th a t show s th e  ta xa b le  incom e  o r loss  o f each 
m em ber o f the  conso lida ted  group.

•  For each m em ber o f a conso lida ted  g roup  th a t m ade 
nond iv idend  d is tribu tio n s , p rov ide  th e  in fo rm a tion  requested  
in Item  1 above.
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Form 5452 (Rev. 12-94) Page 3

Example of a Worksheet for Figuring Current-Year Earnings and Profits
X Y Z  C o rp o ra tio n , E IN  0 0 -0 0 0 0 0 0 0

1 2 3  M a in  S tre e t  
A nycity , Y o u rs ta te  2 0 2 0 0

E xplanation  o f K ey
a - Iden tica l item s on  the  sam e line.
b -  Item  o ffse t in 1992. B ad d e b t reserve m e th o d  used fo r b o o k  accounting , 

c  - Item  pa rtia lly  o ffse t.
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Form 5452 (Rev. 12-94) Page 4

Worksheet for Figuring Current-Year Earnings and Profits

Date Inco rpo ra ted : _____________________
M e thod  o f A cco u n tin g : ____________________

Retained Earnings 
Shown in Books

Earnings and Profits 
Current Year

Debit Credit Debit Credit

Accumulated 
Earnings and 

Profits 
Credit 

Balance

Key

B a la n c e  fo rw a rd  1 2 /3 1 /_____

19 _____

1 Taxab le  incom e  fro m  Form  1120, line 28  (or
co m para b le  line o f o th e r incom e  ta x  return) . .

2  Federal incom e taxe s  pe r bo oks  and tax  re turn

3  Excess o f capital losses over capital gains (tax basis)

4  D eprec ia tion  a d ju s tm en t on  ea rn ings and p ro fits
(section  312 ( k ) ) ...............................................................

5  Depreciation adjustm ent on sale o f property . . .

6  Tota l item ized expenses fro m  line 5, S chedu le  M-1

a Travel and e n te r t a in m e n t ............................................

b  L ife  insurance p rem ium  g rea te r tha n  cash
su rrend e r va lue  ( C S V ) ..................................................

c  N on d e d u c tib le  in te res t pa id  fo r ta x -e xe m p t bo nds

d  C o n trib u tio n s  c a r ry o v e r ..................................................

e  O th e r (lis t s e p a r a t e l y ) ..................................................

7 T o ta l item ized incom e  fro m  line 7, S chedu le  M-1

a L ife  insurance p roceed s  g rea te r than  CSV . . .

b  B ad d e b t recovery  (not cha rged  aga inst taxab le
in c o m e ) ..................................................................................

c  T a x -e xe m p t in te res t on m un ic ipa l b o nds  . . .

d  O th e r (lis t separa te ly ).........................................................

8  R efund o f p r io r yea r Federal incom e taxe s  . . ,

9  R eserve fo r c o n t in g e n c ie s ............................................

10 A dd itio n a l ad jus tm en ts :

11 T o t a l s ....................................................................................

C u rre n t-Y e a r Earnings and P r o f i t s ................................

C ash D istributions:

From  cu rre n t-ye a r ea rn ings and p ro fits  . .

From  accu m u la te d  ea rn ings and p ro fits  

To ta l d is tr ib u tio n  fro m  ea rn ings and p ro fits

From  o th e r d is t r ib u t io n ......................................

To ta l d is t r ib u t io n ...................................................

%

%

100%

Tota l cash  d is tr ib u t io n s ...............................................................
T o t a l s ...............................................................................................
C urren t-yea r cha nge .....................................................................
B alance fo rw a rd  1 2 /3 1 /....... ............................................

*U.S. Government Printing Office: 1994 — 387-095/00300
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APPENDIX B

REVENUE PROCEDURE 75-17

INSTRUCTIONS AND GUIDELINE WITH 
RESPECT TO CORPORATE DISTRIBUTIONS 

AND DETERMINATION OF EARNINGS AND PROFITS

26 CFR 601.602: Forms and instructions. 
(Also Part I, Sections 301, 316, 333, 6042; 
1.301-1, 1.316-1, 1.333-1, 1.6042-2.)

Rev. Proc. 75-17
Section 1. Purpose.

.01 The purpose of this Revenue 
Procedure is to update and restate the 
instructions and guidelines contained 
in Rev. Proc. 65-10, 1965-1 C.B. 738, 
relating to corporate distributions and 
the determination of earnings and 
profits in order to provide corpora­
tions and their stockholders more cer­
tainty as to the taxable status of 
distributions.

.02 This Revenue Procedure in­
corporates the modifications made to 
Rev. Proc. 65-10 by Rev. Proc. 67-12, 
1967-1 C.B. 589. Rev. Proc 67-12 
modified Rev. Proc. 65-10 to provide 
that the computation of a corpora­
tions current earnings and profits, 
furnished to the Internal Revenue 
Service with the corporation’s Sched­
ule A (Corporate Report of Nontax- 
able Dividends), Form 1096, Annual 
Summary and Transmittal of U.S. 
Information Returns, should be based 
on the return as filed thus eliminating 
a determination based upon a bona 
fide estimate of current earnings and 
profits.

.03 In addition, this Revenue Pro­
cedure contains the following changes 
to Rev. Proc. 65-10:

(1) Section 1.02 reflects the cur­
rent title of Form 1096.

(2) Sections 2.01, 6.022, 6.025 are 
revised to conform with the modifica­
tion of Rev. Proc. 65-10 by Rev. Proc. 
67-12.

(3) Section 5.04 has been deleted 
as partly ambiguous and the substan­
tive material concerning section 381 
of the Internal Revenue Code of 1954 
is covered by existing regulations.

(4) Section 6.035(a) through (d) 
has been revised to incorporate the re­
quirements of the consolidated return 
regulations.

(5) A new Section 6.037 has been 
added to show that beginning after 
June 30, 1972 depreciation for earn­
ings and profits purposes must be 
computed on the straight line method 
under section 312 of the Code.

(6) Section 6.0310 has been revised 
to require additional data concerning 
redemptions of stock.

(7) Section 7.04 has been deleted 
since an analysis of accumulated earn­
ings and profits as of the date of dis­
tribution appears in Rev. Rul. 74- 
164, 1974-1 C.B. 74.

(8) Sections 8 and 9 have been 
revised to conform with the modifica­
tion of Rev. Proc. 65-10 by Rev. Proc. 
67-12 and to include instructions for 
filing of data with the appropriate 
Service Center in liquidations under 
section 333 of the Code.

(9) Section 10 has been updated to 
show a new address for submitting 
inquires in connection with this Rev­
enue Procedure.

Sec. 2. Effect on Stockholders’ 
Federal Income Tax Returns.

The Service will process the returns 
of stockholders receiving corporate 
distributions claimed to be partly or 
wholly nontaxable as dividends by ac­
cepting or correcting determinations 
made by the corporation, if such 
determinations are based upon the 
corporation’s return as filed.

Sec. 3. Authority.
Section 6042(d) of the Code pro­

vides, in effect, that a corporation 
shall furnish, upon request, data nec­
essary for the Service to determine 
the corporation’s available earnings 
and profits, the names and addresses 
of the stockholders entitled to such
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earnings and profits, and the amount 
paid to each.

Sec. 4. Scope.
This procedure is applicable (1) to 

distributions under section 301 of the 
Code made by a corporation to its 
stockholders with respect to stock 
which are deemed to be wholly or 
partly nontaxable as dividends, (2) 
to the computation of earnings and 
profits of liquidated corporations 
whose stockholders have elected to 
claim the benefits of section 333, and 
(3) any time it is necessary to deter­
mine the amount of earnings and prof­
its for the purposes of section 316(a) 
(1) and (2),

Sec. 5. Background and General.
.01 The taxable status of corpo­

rate distributions in the hands of the 
stockholder is determined by the 
source of the distribution.

.02 Under all Revenue Acts since 
1936 (section 316 of the Code and 
similar provisions of prior Acts), a 
“dividend” means any distribution of 
property made by a corporation to its 
stockholders—

1. out of earnings and profits ac­
cumulated after February 28, 1913, 
available at the date of payment, or

2. out of earnings and profits of 
the current year in which paid.

However, under the Revenue Acts 
from 1913 to 1936 (with certain ex­
ceptions in  the years 1913-1917), a 
corporate distribution was taxable as 
a dividend only to the extent of (1) 
above. That portion of the distribu­
tion which is not a “dividend” but 
which exceeds the adjusted basis of 
the stock in the hands of the stock­
holder is treated as gain from the 
sale or exchange of property. How­
ever, to the extent that such gain is 
out of increase in value accrued before 
March 1, 1913, and subsequently 
realized, it is exempt from tax.

.03 To determine the source of 
distributions it is necessary to make 
computations from March 1, 1913, 
or date of incorporation, whichever is 
later, of:

1. the current earnings and profits 
of each year;

2. the earnings and profits accumu­
lated after February 28, 1913, (referred 
to as post-1913 earnings and profits);

3. the March 1, 1913 earned sur­
plus;

4. the appreciation at March 1, 
1913, subsequently realized.

.04 The data herein described is 
needed in order to enable the Service 
to test the accuracy of the corpora­
tion’s determinations and minimize 
the time required for verification. Use 
of the format illustrated in section 11 
will also facilitate timely verifications. 
For example, this format permits ad­
justments to be reflected in the appro­
priate year and easily carried forward 
when necessary. In the same manner 
computations can be readily updated 
for later years.

.05 To provide additional assist­
ance to taxpayers, it is contemplated 
that substantive rulings and other 
technical information which affect or 
relate to earnings and profits will be 
published in the Internal Revenue 
Bulletin from time to time.

Sec. 6. Information Needed.
.01 General Information.
1 The name, address and date of 

incorporation of the payor corporation 
and of any other corporation whose 
assets were transferred to the payor 
corporation or its predecessors either 
in a tax free reorganization or tax 
free corporate liquidation. If transfers 
are involved, the date of each.

2 The name, address and date of 
incorporation of any corporation which 
distributed stock of any of the cor­
porations identified in section 6.011, 
as a tax free distribution within the 
meaning of section 355 of the Code 
together with details of the transac­
tions and dates of distribution.

3 The office of the Internal Reve­
nue Service where all corporations 
identified in sections 6.011 and 6.012 
filed Federal income tax returns and 
the name and address under which 
returns were filed for all years since 
incorporation.

.02 Computations and suggestions 
as to format.

1 A detailed year-by-year analysis of 
post-1913 earnings and profits (from 
date of incorporation or March 1, 
1913, whichever is later, through the 
latest year for which a return has been 
filed) reconciled with the beginning 
and ending surplus shown on the bal­
ance sheets on Schedule L of the re­
turns. Revenue Agent’s adjustments 
and other Schedule M entries should 
be shown in detail; also the date 
distributions were paid, class of stock 
on which paid and amount paid per 
share. When payment is made other 
than in cash, describe the type of 
property distributed, show its cost or 
other basis and its fair market value. 
In addition, show the number of 
shares of stock held by (1) corporate 
and (2) noncorporate shareholders 
with respect to which the distribution 
in kind was made. See Exhibit A in 
Section 11. See, however, section 6.05 
when the required data has been sub­
mitted for prior years.

2 A computation of the earnings 
and profits of the current year based 
on the data used in the preparation of 
the corporate return.

3 A summary of the differences rec­
onciling the final amount of earnings 
and profits and the surplus on the 
balance sheet on the return for the 
given period. See Exhibit B in section 
11.

4 Schedule of supporting detail of 
differences shown on the summary of 
year-by-year differences. Items which 
offset each other in the year-by-year 
analysis should not be shown in this 
summary, even though offset in differ­
ent years. In any one year, items of the 
same category (for example a number 
of items affecting depreciation) may 
be grouped and only the balance 
shown. See Exhibit B in section 11.

5 Tax basis balance sheet. Show 
application of the net differences to 
balance sheet items as shown on 
Schedule L of corporate return. Ex­
plain any further adjustments neces­
sary to arrive at tax basis balance
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sheet. See Exhibits B and C in section 
11.

.03 Specific and explanatory in­
formation.

1 A detailed analysis of the capital 
stock account and the paid-in surplus 
and capital surplus accounts.

2 A detailed analysis of any surplus 
reserves (that is other accounts where 
entries have been made which do not 
affect taxable income but may affect 
earnings and profits).

3 List of any corporate distributions 
received which were not treated as 
taxable dividends.

4 If the corporation was formed 
prior to March 1, 1913, or has assets 
with a basis determined by reference 
to their fair market value at March 
1, 1913, a year-by-year analysis of pre- 
March 1, 1913 appreciation subse­
quently realized within the meaning of 
section 312 of the Code or similar 
provisions of prior laws. Furnish bal­
ance sheets as of March 1, 1913, 
showing cost, value of assets, and the 
amount of such appreciation.

5 For each year for which a con­
solidated return has been filed, sub­
mit complete details with respect to:

(a) intercompany profits and losses 
which were eliminated from consoli­
dated taxable income (only for con­
solidated return years beginning be­
fore January 1, 1966) ;

(b) computation of the allocation 
of consolidated Federal income tax 
and the method used. If elections have 
been made under section 1.1502-33 of 
the Income Tax Regulations in con­
junction with section 1.1552-1, give 
types and dates of elections.

(c) treatment by members of any 
payment made for Federal income 
taxes where such payment differs from 
amounts computed, as prescribed un­
der the method of allocation elected. 
If an intercompany agreement is in 
effect, explain its provisions and sub­
mit written evidence of such agree­
ment.

(d) separate corporate taxable in­
come and surplus of all corporations 
joining in the filing of the consoli­
dated return, reconciled to the con­
solidated return.

6 The amount of depletion allow­
able in computing earnings and profits 
if percentage or discovery depletion is 
a factor in computing taxable income. 
When the amount of depletion that 
has been used in the computation of 
taxable income differs from that which 
is appropriate for computing earnings 
and profits, furnish a computation of 
depletion based on cost that must be 
used for earnings and profits purposes 
(see section 1.312-6(c) (1) of the 
regulations).

7 For taxable years beginning after 
June 30, 1972, if accelerated depre­
ciation was used for Federal income 
tax purposes, a summary of deprecia­
tion computed on the straight line 
method and a schedule reconciling 
any difference between such amount 
and the amount of depreciation 
claimed for tax purposes (see section 
312 of the Code). If an adjustment to 
earnings and profits is required due to 
the disposition of property on which 
depreciation for earnings and profits 
was different than for tax purposes, 
furnish detailed reconciliation.

8 Where earnings and profits have 
been allocated in divisive reorganiza­
tions under section 368(a) (1) (D) of 
the Code, explain the method used for 
allocation and the rationale supporting 
such method.

9 Journal entries recording acquisi­
tions in tax free liquidations under 
section 332 of the Code and reorgani­
zations under section 368 (a)(1).

10 If the corporation has outstand­
ing more than one class of stock, fur­
nish a statement of preferences attach­
ing to each class. If stock has been 
redeemed, with respect to each class, 
the date(s) of redemption, the num­
ber of such shares redeemed and their 
percentage of the total, and other 
pertinent data.

.04 The computations and informa­
tion specified in 6.02 and 6.03 should 
be furnished for all corporations iden­
tified in sections 6.011 and 6.012.

.05 Where the required data has 
been submitted for prior years it will 
be necessary only to extend the sched­
ules previously submitted. However, 
revised computations or schedules of

adjusted balances are to be furnished 
showing the effects of any changes to 
prior balances and distributions re­
quired because of revenue agents’ ad­
justments, errors, court decisions, etc.

Sec. 7. Suggested Format.
.01 Use of the format as shown in 

Exhibits A through C of section 11 will 
greatly facilitate timely Service veri­
fication of corporate determinations. 
Legible, longhand work sheets on 
columnar paper, facsimiles or photo­
copies are preferable. However, if 
typewritten work sheets are furnished 
it is very important for ease of verifi­
cation that they be prepared on lined 
paper.

.02 Items in the year-'by-year analy­
sis should be reflected in the order 
shown in Exhibit A of section 11. The 
opening and closing amounts in 
Schedule M columns should agree 
with the surplus shown in the balance 
sheets in Schedule L of the corporate 
return. Revenue agents’ adjustments 
should follow in the earnings and 
profits columns immediately after tax­
able income per the return and the 
column subtotaled to show the cor­
rected taxable income to facilitate 
verification. Items should be entered 
on the same line in Schedule M and 
earnings and profits columns only if 
they are exactly the same amount; 
otherwise, the amounts should be 
listed on separate lines to facilitate 
compiling the differences between the 
book surplus and earnings and profits.

.03 When adjustments affecting 
earnings and profits for earlier years 
will not affect the taxable status of 
distributions in intervening years they 
may be reflected in later years but 
footnoted to indicate the year to 
which they properly relate. In the 
earlier year, notation should be made 
of the subsequent year in which the 
adjustment is reflected.

.04 The differences in Exhibit B 
(See section 6.023) should be keyed 
to the adjustment column on Exhibit 
C—Balance Sheets. Full explanation 
should be made for all other adjust­
ments made to arrive at the tax basis 
balance sheet.
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.05 The various sources of distribu­
tions which must be maintained in 
separate computations (for example, 
pre-1913 appreciation or deficits of 
transferor corporations) may be 
shown in separate columns on the 
year-by-year analysis of post-1913 
earnings and profits or may be shown 
in separate exhibits.

Sec. 8. When and Where to File 
Data.

When a corporation determines that 
its distributions are partly or wholly 
not taxable as dividends, it must file 
Schedule A (Form 1096), Corporate 
Report of Nontaxable Dividends on 
or before February 28 of the year 
following the calendar year of pay­
ment, with the Director, Income Tax 
Division, Attention: T:C:C:1:E&P, 
1111 Constitution Ave., Washington,
D.C . 20224. If the corporation has 
filed its return (Form 1120), it must 
file with Schedule A the required sup­

porting computations of earnings and 
profits. Exception— A corporation liq­
uidated under section 333 of the 
Code should file its earnings and prof­
its data with the Internal Revenue 
Service Office where its final return 
has been or will be filed.

Sec. 9. Request for Additional 
T ime for Supplying Data.

If a corporation has not filed its re­
turn (Form 1120) it may request an 
extension of time for filing the required 
supporting data by filing Schedule A 
and stating in “Item 7. Extension —” 
the additional time needed for such 
purpose. Exception— A corporation 
liquidated under section 333 of the 
Code should direct its request for an 
extension of time to the Internal Rev­
enue Service Office where the final re­
turn has been or will be filed.

Sec. 10. Inquiries.
Inquiries in connection with this

Revenue Procedure should be sub­
mitted to the addresses shown in Sec.
8. above. Information may also be 
obtained by telephoning the Earnings 
and Profits Group in Washington, 
D. C., area Code 202, 964-4464.

Sec. 11. Example of a Computa­
tion—Exhibits A T hrough C.

Exhibit A—P Corporation Year-by­
year Analysis of Earnings and Profits.

Exhibit B—P Corporation Summary 
of Year-by-year Differences Surplus 
and Earnings and Profits and Sched­
ule of Supporting Detail.

Exhibit C—P Corporation Balance 
Sheets—December 31, 1974.

Sec. 12. Effect on Other Docu­
ments.

This Revenue Procedure supersedes 
Rev. Proc. 65-10, 1965-1 C.B. 738, 
and Rev. Proc. 67-12, 1967-1 C.B. 
589.
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APPENDIX C

SAMPLE TAX RETURNS AND MODEL COMPUTATIONS

The following three examples illustrate various aspects o f the 
computation and reporting involved in E&P calculations. The first 
example, ABC, concerns a cash dividend out o f current E&P. The 
second, XYZ, requires the filing o f Form 5452. The third, ACME, is 
a more complex example involving a partially taxable distribution.

Example 1—ABC Corporation

ABC Corporation, a computer consulting firm, operating as a C corporation, was incorporated on 
January 1 ,  1993. ABC paid a $100,000 dividend to its sole shareholder on December 31, 1993. The 
following additional information is available for ABC:

ABC book income $117,351

Federal income tax per books
Meal and entertainment expenses disallowed 
Municipal bond income
Tax over book depreciation

23,000
529

(25,666)
(16,616)

Taxable income 98,598

Federal tax per return
Shares outstanding—common

21,773
20,000

Note: ABC Corporation uses the same method o f depreciation for book purposes as it does 
for E&P.
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931120Form
Department of the Treasury 
Internal Revenue Service

U.S. Corporation Income Tax Return
For calendar year 1993 or tax year beginning ...............  , 1993, ending ....................19 . . .

► Instructions are separate. See page 1 for Paperwork Reduction A ct Notice.

OMB No. 1545-0123

A
1

2

3

Check if a:
Consolidated return ,— , 
(attach Form 851)   
Personal holding co. 
(attach Sch. PH)   
Personal service corp.
(as defined in Temporary 
Regs. sec. 1.441-4T— , 
see instructions)  

Use 
IRS 
label. 
Other­
wise, 
please 
print or 
type.

Name

ABC C o rp o ra tio n
Number, street, and room or suite no. (If a P.O. box, see page 7 of instructions.)

123 M ain S t r e e t
City or town, state, and ZIP code 

A n y c i t y, Yourstate 20200

E Check applicable boxes: (1)   Initial return (2)   Final return (3)   Change o f address

In
co

m
e

1a
2

3
4
5
6
7
8 

9
10
11

Gross receipts or sales   4 ,3 4 9 ,1 9 0    b Less returns and allowances  

Cost o f goods sold (Schedule A, line 8 ) ..................................................

Gross profit. Subtract line 2 from  line 1 c ..................................................

Dividends (Schedule C, line 1 9 ) .....................................................................

Interest .................................................................................................................

Gross r e n ts ................................................................................... . . .

Gross ro y a lt ie s ....................................................................................................

Capital gain net income (attach Schedule D (Form 1120)) . . . . 
Net gain o r (loss) from Form 4797, Part II, line 20 (attach Form 4797)
Other incom e (see instructions— attach s c h e d u le ) ................................
Total incom e. Add lines 3 through 1 0 .........................................................

B Employer identification number
00  0 0 0 0 0 0 0
C Date incorporated

0 1 /0 1 /9 3
D Total assets (see Specific Instructions)

$ 332 ,8371
c  Bal ► 1c

10
11

4 ,3 4 9 ,1 9 0

4 ,3 4 9 ,1 9 0

4 ,3 4 9 ,1 9 0

D
ed

uc
tio

ns
 (

S
ee

 in
st

ru
ct

io
ns

 fo
r 

lim
ita

tio
ns

 o
n 

de
du

ct
io

ns
.) 12

13a
14

15
16
17
18
19
20  

21 

22

23
24
25
26
27
28 
29

Compensation o f officers (Schedule E, line 4)
Salaries and wages   b Less employment credits  c  Bal ►

12
13c

6 0 ,0 0 0
2 ,7 9 3 ,7 8 0

Ta
x 

an
d 

P
ay

m
en

ts

30
31

32
b
c
e
f

g
33
34
35
36

Repairs and m ain tenance...........................................................................................................

Bad d e b t s ....................................................................................................................................

R e n t s ..........................................................................................................................................

Taxes and l i c e n s e s .................................................................................................................

I n t e r e s t ..........................................................................................................................................

Charitable contributions (see instructions fo r 10% l im i ta t io n ) ......................................
Depreciation (attach Form 4 5 6 2 ) ...........................................................................  20 
Less depreciation claimed on Schedule A  and elsewhere on return . .     21 a 

D e p le t i o n ....................................................................................................................................

A d v e r t is in g ....................................................................................................................................

Pension, profit-sharing, etc., p la n s ........................................................................................

Employee benefit p ro g ra m s ....................................................................................................

O ther deductions (attach sche du le )........................................................................................

Total deductions. Add lines 12 through 2 6 .....................................................................
Taxable income before net operating loss deduction and special deductions. Subtract line 27 from line 11 
Less: a Net operating loss deduction (see in s tru c tio n s ) ................................  29a  _______________  

b  Special deductions (Schedule C, tine 2 0 ) .............................................................   29b    

32a
32b
32c ( ) d  Bal

Taxab le  incom e. Subtract line 29c from  line 28 
To ta l ta x  (Schedule J, line 10) . .

Payments: a 1992 overpayment credited to 1993 

1993 estim ated tax payments . .

Less 1993 refund applied for on Form 4466

Tax deposited w ith  Form 7004 ...............................................................

Credit from  regulated investment com panies (attach Form 2439) .

C redit fo r Federal tax on fuels (attach Form 4136). See instructions

Estimated tax penalty (see instructions). Check if Form 2220 is a t t a c h e d .........................

Tax due. If line 32h is smaller than the tota l o f lines 31 and 33, enter am ount ow ed . .
O verpaym ent. If line 32h is larger than the to ta l o f lines 31 and 33, enter am ount overpaid
Enter am ount o f line 35 you want: Credited to  1994 estim ated tax ►

Please
Sign
Here

Paid
Preparer’s 
Use Only

14

15
16
17
18
19

21b
22
23
24
25
26
27
28

29c
30

4 ,5 6 3
2 6 ,0 4 6

1 4 9 ,2 3 1
2 3 3 ,3 0 5

400

3 2 ,7 5 8

3 2 ,9 5 7

500
9 1 7 ,0 5 2

4 ,2 5 0 ,5 9 2
9 8 ,5 9 8

9 8 ,5 9 8
2 1 ,7 7 3

32d
32e
32f
32g

► □ 33
34
35

Refunded ► 36

2 1 ,7 7 3
0

Under penalties of perjury, I declare that I have examined this return, including accompanying schedules and statements, and to the best of my knowledge and
belief, it is true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

  Signature of officer Date   Title

Preparer’s  Date
Check if ____ Preparer’s social security number

signature  self-employed  

Firm’s name (or 
yours if self-employed) 
and address

E.I. No. ►

ZIP code ►►
Cat. No.  450Q
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Form  1120 (1993) Page 2
Schedule  A  Cost of Goods Sold (See instructions.)
1 Inventory at beginning of y e a r .............................................................................................................................

2 P urch ases ...................................................................................................................................................................

3 Cost of la b o r .............................................................................................................................................................

4 Additional section 263A costs (attach s c h e d u le ) ........................................................................................

5 Other costs (attach s c h e d u le ) .............................................................................................................................

6 Total. Add lines 1 through 5 .............................................................................................................................

7 Inventory at end o f y e a r..........................................................................................................................................

8 Cost of goods sold. Subtract line 7 from line 6. Enter here and on page 1, line 2 .........................

1
2
3
4
5
6 0
7
8 0

9a Check all methods used fo r valuing closing inventory:

□  Cost ED Lower o f cost or market as described in Regulations section 1.471-4
  W ritedown of subnormal goods as described in Regulations section 1.471-2(c)

ED Other (Specify method used and attach explanation.) ► ....................................................................................................................................................

b Check if the LIFO inventory method was adopted this tax year fo r any goods (if checked, attach Form 9 7 0 ) ......................... ► ED
c If the LIFO inventory method was used fo r this tax year, enter percentage (or amounts) o f closing

inventory com puted under L I F O .......................................................................................................................
d Do the rules o f section 263A (for property produced or acquired for resale) apply to the c o r p o r a t io n ? ..........................ED Yes ED No

e Was there any change in determ ining quantities, cost, o r valuations between opening and closing inventory? If “Yes,”
attach e x p la n a t io n ................................................................................................................................................................................ .   Yes   No

Schedule C Dividends and Special Deductions (See instructions.) (a) D ividends 
received (b) % (c) Special deductions 

(a) x  (b)

1 Dividends from  less-than-20% -owned dom estic corporations that are sub ject to the
70%  deduction (other than debt-financed s t o c k ) ...............................................................

2 Dividends from  20% -or-m ore-ow ned dom estic corporations that are subject to the
80%  deduction (other than debt-financed s t o c k ) ...............................................................

3 Dividends on debt-financed stock o f dom estic and foreign corporations (section 246A)

4 Dividends on certain preferred stock o f less-than-20% -owned public utilities . . .

5 Dividends on certain preferred stock o f 20% -or-m ore-ow ned public utilities . . .

6 Dividends from  less-than-20% -owned foreign corporations and certain FSCs that are
subject to  the 70%  d e d u c t io n ....................................................................................................

7 Dividends from  20% -or-m ore-ow ned foreign corporations and certain FSCs that are
subject to  the 80%  d e d u c t io n ....................................................................................................

8 Dividends from wholly owned foreign subsidiaries subject to the 100% deduction (section 245(b))

9 Total. A dd lines 1 through 8. See instructions fo r l im i ta t io n ............................................

10 Dividends from  dom estic corporations received by a small business investment
com pany operating under the Small Business Investment A ct o f 1958 .........................

11 Dividends from  certain FSCs that are subject to  the 100% deduction (section 245(c)(1))

12 Dividends from affiliated group members subject to the 100% deduction (section 243(a)(3))

13 Other dividends from foreign corporations not included on lines 3, 6, 7, 8, or 11 . .

14 Income from  controlled foreign corporations under subpart F (attach Form(s) 5471) .

15 Foreign d ividend gross-up (section 7 8 ) .................................................................................

16 IC-DISC and form er DISC dividends not included on lines 1, 2, or 3 (section 246(d)).

17 Other d iv id e n d s ............................................................... ..................................................

18 Deduction for dividends paid on certain preferred stock of public utilities (see instructions)

19 Total dividends. Add lines 1 through 17. Enter here and on line 4, page 1   . ►

20 Total special deductions. Add lines 9, 10, 11, 12, and 18. Enter here and on line 29b, page 1 0

Schedule E Compensation of Officers (See instructions for line 12. page 1.)
C om p le te  S chedu le  E  on ly  i f  to ta l rece ip ts  (line 1a p lus  lines 4 through 10 on  page  1, Fo rm  1120) are $5 00 ,0 00  o r  m ore.

(a) Nam e o f o ffice r (b) Social security num ber
(c) Percent o f 

tim e devo ted to  
business

Percent of corporationstock owned (f) A m oun t o f com pensa tion
(d) Com m on (e) Preferred

1 % % %

J o e  S m i t h 012-34-5678 1 0 0  % 1 0 0  % % 60,000
% % %

% % %

% % %

2 Total com pensation o f o ff ic e rs ..........................................................................................................................................
3 Compensation o f officers claimed on Schedule A and elsewhere on r e t u r n ..................................................
4 Subtract line 3 from  line 2. Enter the result here and on line 12, page 1 .........................................................

60,000

60,000
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Form 1120 (1993) Page 3

Schedule J Tax Computation (See instructions.)
1

2a

Check if the corporation is a m em ber o f a controlled group (see sections 1561 and 1563) . . . ►  

If the box on line 1 is checked, enter the corpora tion ’s share o f the $50,000, $25,000, and $9,925,000 taxable 

incom e brackets (in that order):
(1)  $__________  (2) $ __________________  _____   (3)  $__________________  ____

Enter the corpora tion ’s share of:
(1) additional 5%  tax (not more than $11,750)  $

(2) additional 3%  tax (not more than $100,000) $_________________  _____  

Income tax. Check th is  box if the corporation is a qualified personal service corporation as defined in section 
448(d)(2) (see instructions on page 15)....................................................................................................................... ► 0

4a
b
c
d
e

f
5
6
7
8  

9a
b

10

Foreign tax credit (attach Form 1 1 1 8 ) .................................................................................

Possessions tax cred it (attach Form 5 7 3 5 ) .....................................................................

Orphan drug cred it (attach Form 6 7 6 5 ) ..................................................................... .....

Check: 0  Nonconventional source fuel cred it 0  QEV credit (attach Form 8834) 

General business credit. Enter here and check which form s are attached:
□  Form 3800 □  Form 3468 □  Form 5884 □  Form 6478 □  Form 6765

□  Form 8586 □  Form 8830 □  Form 8826 □  Form 8835 . . .

C redit fo r prior year m inim um tax (attach Form 8 8 2 7 ) ......................................

Total credits. A dd lines 4a through 4 f ...............................................................

S ubtract line 5 from  line 3 ........................................................................................

Personal hold ing com pany tax (attach Schedule PH (Form 1120)) . . .
Recapture taxes. C heck if from :   Form 4255   Form 8611 . . .

A lternative m inim um tax  (attach Form 4 6 2 6 ) ........................................................

Environmental tax (attach Form 4 6 2 6 ) .....................................................................
Total tax. A dd lines 6 through 9b. Enter here and on line 31, page 1    

4a
4b
4c
4d

 

4e
4f

Schedule K Other Information (See pages 17 and 18 of instructions.)
1

2
a
b
c

3

4

5

6

Check m ethod o f accounting: a   Cash 

b   Accrua l c   O ther (specify) ►........

Refer to  page 19 o f the instructions and state the principal:

Business activ ity code no. ►___...........................................
Business activ ity ►............... ,C om p u t e r . . S e r v i c e s

Product o r service ►............... C o n s u l t i n g ................

Did the  corporation a t the end o f the tax year own, directly 
o r indirectly, 50%  o r more o f the voting stock o f a 
dom estic corporation? (For rules o f attribution, see
section 2 6 7 ( c ) . ) .....................................................................

If “Yes,” attach a schedule showing: (a) name and identifying 
number, (b) percentage owned, and (c) taxable income or 
(loss) before NOL and special deductions of such corporation 
for the tax year ending with or within your tax year.

Is the corporation a  subsid iary in an affiliated group or a
parent-subsid iary contro lled g r o u p ? ...............................

If “Yes,”  enter em ployer identification number and name 

o f the parent corporation ► ..................................................

Did any individual, partnership, corporation, estate or 
trus t at the end o f the  tax year own, d irectly o r indirectly, 
50%  o r m ore o f the  corpora tion ’s voting stock? (For rules
o f attribution, see section 2 6 7 (c ) . ) ......................................

If “Yes,” attach a schedule showing name and identifying 
number. (Do not include any information already entered 
in 4 above.) Enter percentage owned ►..............................

During this tax year, did the corporation pay dividends (other 
than stock dividends and distributions in exchange for stock) 
in excess of the corporation's current and accumulated 
earnings and profits? (See secs. 301 and 316.) . . . .
If “Yes,”  file  Form 5452. If th is is a consolidated return, 
answer here fo r the parent corporation and on Form  851, 
A ffiliations Schedule, fo r each subsidiary.

Yes

3 2 1 , 7 7 3 . 0 0

5 0 . 0 0

6 2 1 7 7 3 . 0 0

7

8
9a
9b
10 2 1 , 7 7 3 . 0 0

7

8

9

10

a
b

c

11

12

13

14

15

W as the corporation a U.S. shareholder o f any contro lled 
foreign corporation? (See sections 951 and 9 5 7 .). . .

If “Yes,” attach Form 5471 fo r each such corporation. 
Enter num ber o f Forms 5471 attached ►............................

A t any time during the 1993 calendar year, did the corporation 
have an interest in or a signature or other authority over a 
financial account in a foreign country (such as a bank 
account, securities account, or other financial account)? . 

If “Yes,” the corporation may have to file Form TD F 90-22.1.
If “Yes,”  enter name o f foreign country ► ...........................
Was the corporation the grantor of, or transferor to, a foreign 
trust that existed during the current tax year, whether o r not 
the corporation has any beneficial interest in it? If “Yes," the 
corporation may have to  file Forms 926, 3520, o r 3520-A

Did one foreign person at any time during the tax year own, 
directly or indirectly, at least 25% of: (a) the total voting power 
of all classes of stock of the corporation entitled to vote, or (b) 
the total value of all classes of stock of the corporation? If “Yes,”

Enter percentage owned ►........................................................

Enter ow ner’s country ►.............................................................

The corporation may have to  file Form 5472. Enter num ber
o f Forms 5472 attached ► ........................................................

C heck th is box if the  corporation issued public ly  o ffered 
debt instruments w ith original issue d iscount . ► 0
If so, the  corporation m ay have to  file Form 8281.

Enter the amount of tax-exem pt interest received or
accrued during the tax year ► $ .............................................

If there were 35 o r few er shareholders a t the end o f the 
tax year, enter the num ber ► .................................................

If the corporation has an NOL fo r the tax  year and is 
electing to  forego the carryback period, check here ►  

Enter the  available NOL carryover from  prio r tax  years 
(Do no t reduce it by  any deduction on line 
29a.) ► $

Yes No
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Form 1120 (1993) Page 4
Schedule L Balance Sheets

1
2a

b

3
4
5

6

7
8  

9

10a
b

11a
b

12
13a

b
14
15

Assets
C a s h ....................................................

Trade notes and accounts receivable 

Less a llow ance fo r bad debts . .

I n v e n t o r i e s .......................................

U.S. governm ent ob ligations . .

Tax-exem pt securities (see instructions) 

O ther current assets (attach schedule)

Loans to  s to c k h o ld e r s ..........................

M ortgage and real estate loans . .

O ther investm ents (attach schedule) . 

Buildings and other depreciable assets 

Less accum ulated deprecia tion . .

Depletable a s s e t s ................................

Less accum ulated depletion . . . 

Land (net o f any am ortization) . . .

Intangible assets (amortizable only)

Less accum ulated am ortization . .
O ther assets (attach sche du le ).
Total a s s e t s .............................................

Liabilities and Stockholders’ Equity
16 A ccounts p a y a b l e .............................................

17 Mortgages, notes, bonds payable in less than 1 year

18 Other current liab ilities (attach sch e d u le ).

19 Loans from  s to c k h o ld e r s ..........................

20 Mortgages, notes, bonds payable in 1 year or more

21 O ther liab ilities (attach schedule) . . .

22 Capital stock: a Preferred s tock  . .

b  Com m on s tock . .

23 Paid-in o r cap ita l s u r p l u s ..........................

24 Retained earnings—Appropriated (attach schedule)

25  Retained earnings— U nappropriated . .
26 Less cost o f treasury s to c k ..........................
27 Total liab ilities and s tockholders ’ equity .

Beginning o f tax year End o f tax year

(a) (b) (c) (d)

2 3 5 , 6 5 4 . 0 0
1 0 , 9 3 5 , 0 0

2 3 5 , 6 5 4 . 0 0( ) ( )

 
5 1 3 , 3 2 0 . 0 0

0 . 0 0 2 , 6 0 6 . 0 0

1 0 4 , 5 0 3 . 0 0

8 3 , 6 4 2 . 0 0( ) ( 2 0 , 8 6 1 . 0 0  )

( ) ( )

( ) ( )

0 . 0 0 8 4 6 , 1 5 7 . 0 0 

1 6 7 , 4 8 7 . 0 0

0 . 0 0  1 4 1 , 3 1 9 . 0 0

2 0 , 0 0 0 . 0 02 0 , 0 0 0 . 0 0

 

5 0 0 , 0 0 0 . 0 0

1 7 , 3 5 1 . 0 0

( ) ( )

0 . 0 0 8 4 6 , 1 5 7 . 0 0
Note: You are n o t requ ired  to  com plete  Schedules M-1 and M -2  be low  i f  the total assets on line 15, colum n (d) o f  Schedule L are less than $25,000.

Schedule M-1 Reconciliation of Income (Loss) per Books With Income per Return (See instructions.
1 Net incom e (loss) per b o o k s ..........................

2  Federal incom e t a x .............................................

3  Excess o f cap ita l losses over cap ita l gains .

4  Income sub jec t to  tax not recorded on books

th is  year (ite m ize ):.................................................

5  Expenses recorded on books th is  year not 
deducted on th is  return (itemize):

a Depreciation . . . . $ ..............................

b C ontributions carryover $ 

c  Travel and enterta inm ent $ 5 2 9 . 0 0

6 A dd lines 1 through 5

Schedule M-2

1 1 7 , 3 5 1 . 0 0

2 3 , 0 0 0 . 0 0

5 2 9 . 0 0

1 4 0 , 8 8 0 . 0 0

7 Income recorded on books th is year not 
included on this return (itemize):

Tax-exem pt interest $ .............................
S e e  A t t .  2 5 , 6 6 6 . 0 0

8  Deductions on this return not charged 
against book income this year (itemize):

a Depreciation . . . .  $  $16,616.

b C ontributions carryover $ ...................

9  Add lines 7 and 8 ................................
10 Income (line 28, page 1)—line 6 less line 9

Analysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L)
1 Balance at beginning o f year

2  N et incom e (loss) per books

3 Other increases (itemize): __

1 1 7 ,3 5 1 .0 0
5  Distributions: a C a sh . .

b S to ck  

c P ro p e r ty .

6  Other decreases (itemize): . . .

4  A dd lines 1 ,2 , and 3 1 1 7 , 3 5 1 . 0 0
7 Add lines 5 and 6 ................................
8 Balance at end of year (line 4 less line 7)

Printed on recycled paper

2 5 , 6 6 6 . 0 0

1 6 , 6 1 6 . 0 0

4 2 , 2 8 2 . 0 0

9 8 , 5 9 8 . 0 0

1 0 0 , 0 0 0 . 0 0

1 0 0 , 0 0 0 . 0 0

1 7 , 3 5 1 . 0 0

*U.S. Government Printing Office: 1993 — 345-287
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SUPPORTING SCHEDULE 1993

NAME: ABC Corporation___________________________EIN: 00-0000000_______
TAXES —  FORM 1120 LN. 17 1,628.
Property Taxes 225,783.
Payroll Taxes 5.894.

TOTAL 233.305.

OTHER DEDUCTIONS —  FORM 1120 LN. 26
Meals and Entertainment 2,117.
Travel 302,674.
Auto Expense 39,526.
Bank Charges 100.
Dues and Subscriptions 2,156.
Insurance 252,938.
Legal Fees 29,623.
Licenses 1,388.
Management Fees 67,450.
Marketing 48,077.
Miscellaneous 5,958.
Moving Expense 20,008.
Office Expense 34,063.
Postage 3,584.
Courier Services 9,898.
Outside Services 11,077.
Recruitment Fees 676.
Telephone 77,111.
Utilities 8.628.

TOTAL 917.052 
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SUPPORTING SCHEDULE 1993

NAME: ABC Corporation _____________________ EIN: 00-0000000______
Beginning Ending

OTHER CURRENT ASSETS —  SCH. L LN. 6
Dues From Employees _________ 2.606.

TOTAL 0 . 2.606.

OTHER CURRENT LIABILITIES —  SCH. L LN. 18
Accrued Payroll 69,682.
Other Payables 30,231.
Payroll Taxes Payable 34,285.
State Income Taxes 5,894.
Federal Income Taxes 1.227.

TOTAL ______2. 141.319.

SUPPORTING SCHEDULE 1993

NAME: ABC Corporation___________________________EIN: 00-0000000______
OT. INCOME ON BOOKS NOT ON RETURN —  SCH. M -1 LN. 7
Municipal Bond Income $ 25,666.

TOTAL $ 25,666.
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Form 4562
Department of the Treasury 
Internal Revenue Service (O)

Depreciation and Amortization 
(Including Information on Listed Property)

► See separate instructions. ► Attach this form to your return.

OMB No. 1545-0172

1993
Attachment
Sequence No. 67

Name(s) shown on return

ABC C o r p o r a t io n
Iden tify ing  num ber

00 -  0000000
Business or activity to which this form relates

C om puter S e r v i c e s
Part I Election To Expense Certain Tangible Property (Section 179) (Note: If you have any “Listed Property," 

complete Part V before you complete Part I.)
1
2
3
4
5

M axim um  do lla r lim ita tion  (If an en terp rise  zone business, see in s t r u c t io n s . ) ..............................
Total co s t o f section  179 p roperty  p laced in service during the  tax year (see instructions) . .
Thresho ld  cos t o f section  179 p roperty  before  reduction in l im ita t io n ................................................
R eduction in lim ita tion. S ub trac t line 3 from  line 2, bu t do not enter less than -0 - . . . .
D o lla r lim ita tion  fo r tax  year. S ub trac t line 4 from  line 1, bu t do  no t en ter less than -0 -. (If 
m arried filing  separately, see in s tru c tio n s .)......................................... ...........................................................

(a) Description of property

S ee A t ta c h e d
(b) Cost

1 0 ,0 0 0
(c)

2 
3
4

5
Elected cost

10,000

$ 1 7 , 500
6 0 ,5 8 6

$ 2 0 0 ,0 0 0
0

1 0 ,0 0 0

7
8 
9

10
11
12
13

L isted property. Enter am oun t from  line 2 6 ..................................................... 7 _________________

Total e lected  cos t o f section  179 property. A dd  am ounts in co lum n (c), lines 6 and 7 .
Tentative deduction . Enter the  sm alle r o f line 5 or line 8 ............................................................
C arryover o f d isa llow ed deduc tion  from  1992 (see ins truc tions)................................................
Taxable incom e lim ita tion. Enter the  sm alle r o f taxable  incom e or line 5 (see instructions) 
S ection  179 expense deduc tion . A dd  lines 9 and 10, bu t do  no t enter m ore than line 11 
Carryover of disallowed deduction to 1994. Add lines 9 and 10, less line 12     13  

0

8
9
10
11
12

0

1 0 ,0 0 0

1 0 ,0 0 0
1 0 ,0 0 0
10,000

Note: Do not use Part II or Part III below for listed property (automobiles, certain other vehicles, cellular telephones, 
certain computers, or property used for entertainment, recreation, or amusement). Instead, use Part V for listed property.________

MACRS Depreciation For Assets Placed in Service ONLY During Your 1993 Tax Year (Do Not Include 
Listed Property)

Part II

(a) Classification of property
(b) Month and 
year placed in 

service

(c) Basis for depreciation 
(business/investment use 

only— see instructions)

(d) Recovery 
period (e) Convention (f) Method (g) Depreciation deduction

14 G eneral Deprecia tion  System  (GDS) (see instructions):
a 3 -yea r p roperty
b 5 -yea r p roperty 4 7 , 4 1 1 9 , 9 5 3
c 7-year p roperty 3 , 1 7 5 4 5 4

d 10-year p roperty
e 15 -year p roperty
f  20-year p roperty

g Residentia l rental 2 7 .5  y r s . MM S /L
property 2 7 .5  y r s . MM S /L

h N onresidentia l real MM S /L
property MM S /L

15 A lte rna tive  Deprecia tion  System  (ADS) (see instructions):
a C lass life S /L
b 12-year 12 y r s . S /L
c 40-year 40 y r s . MM S /L

Part III Other Depreciation (Do Not Include Listed Property)

16
17
18

GDS and ADS deductions for assets placed in service in tax years beginning before 1993 (see instructions)
P roperty  sub je c t to  section  168(f)(1) e lection  (see in s tru c t io n s ) ............................................................
ACR S and o ther deprecia tion  (see in s t ru c t io n s ) .........................................................................................

Part IV Summary

19
20

21

16
17
18

1 2 ,3 5 1

Listed property. Enter am oun t from  line 2 5 .....................................................................................................  19
Total. Add deductions on line 12, lines 14 and 15 in column (g), and lines 16 through 19. Enter here 
and on the appropriate lines of your return. (Partnerships and S corporations— see instructions) 20
For assets shown above and placed in service during the current year, enter 
the portion o f the basis attributable to  section 263A costs (see instructions)

For Paperwork Reduction A ct Notice, see page 1 of the separate instructions. Cat. No. 12906N

3 2 , 7 5 8

Form 4562 (1993)

21

40



Form 4562 (1993) Page 2
Part V Listed Property—Automobiles, Certain Other Vehicles, Cellular Telephones, Certain Computers, and 

Property Used for Entertainment, Recreation, or Amusement
For any vehicle for which you are using the standard mileage rate or deducting lease expense, complete only 22a, 
22b, columns (a) through (c) o f Section A, all o f Section B, and Section C if  applicable.

Section A—Depreciation and Other Information (Caution: See instructions for limitations for automobiles.)
22a Do you have evidence to support the business/investment use claimed? □  Yes □  No 22b If ‘ Yes,” is the evidence written? □  Yes □  No

(a)
Type of property (list 

vehicles first)

(b)
Date placed in 

service

(c)
Business/

investment
use

percentage

(d)
Cost or other 

basis

(e)
Basis for depreciation 
(business/investment 

use only)

(f)

Recovery
period

(g)
Method/

Convention

(h)
Depreciation

deduction

(i)
Elected 

section 179 
cost

23 P roperty  used m ore than  50%  in a qua lified  business use (see instructions):

%
%
%

24 Property used 50%  o r less in a qua lified  business use (see instructions):
% S / L  -
% S / L  -
% S / L  -

25 A dd  am oun ts  in co lum n (h). Enter the  to ta l here and on line 19, page 1 . . . .   25 0
26 A dd  am oun ts  in co lum n (i). Enter the  to ta l here and on line 7, page 1 . . . . . . .  26 0

Section B— Information Regarding Use of Vehicles— If you deduct expenses for vehicles:
•  Always complete this section for vehicles used by a sole proprietor, partner, or other “more than 5% owner,” or related person.
•  I f  you provided vehicles to your employees, first answer the questions in Section C to see i f  you meet an exception to completing this section for those vehicles.

27 Total business/investment miles driven during 
the year (DO NOT include commuting miles) 
Total commuting miles driven during the year 

Total o th e r personal (noncom m uting) 
m iles d r iv e n ................................................

(a)
Vehicle 1

(b)
Vehicle 2

(C)
Vehicle 3

(d)
Vehicle 4

(e)
Vehicle 5

(f)
Vehicle 6

28
29

30 Total m iles driven during the  year. 
A dd  lines 27 th rough 2 9 ........................

Yes No Yes No Yes No Yes No Yes No Yes No

31 W as the  veh ic le  availab le fo r personal 
use during  o ff-d u ty  hours? . . . .  
Was the vehicle used primarily by a 
more than 5%  owner or related person?

32

33 Is another vehicle available for personal 
u s e ? ............................................................

Section C—Questions for Employers Who Provide Vehicles for Use by Their Employees
Answer these questions to determine if you meet an exception to completing Section B. Note: Section B must always 
be completed for vehicles used by sole proprietors, partners, or other more than 5% owners or related persons.

Yes No

34 Do you  m ainta in a w ritten  po licy  s ta tem en t tha t p roh ib its  all personal use o f veh ic les, inc lud ing  com m u tin g ,
by yo u r e m p lo y e e s ? .............................................................................................................................................................................

35 Do you m ainta in a w ritten  po licy  s ta tem ent tha t p roh ib its  personal use o f veh ic les, e xcep t com m uting , by 
you r em ployees? (See ins truc tions fo r veh ic les used by co rpora te  o fficers, d irecto rs, o r 1 %  o r m ore ow ners.)

36
37

38

Do you trea t all use o f vehic les by em ployees as personal u s e ? ....................................................................................
Do you  prov ide  m ore than five veh ic les to  your em ployees and retain the  in fo rm a tion  received from  yo u r
em ployees concern ing  the use o f the  ve h ic le s ? ........................................................................................................................
Do you m eet the  requirem ents concern ing  qualified au tom ob ile  dem onstra tion  use (see instructions)?  . .
Note: If your answer to 34, 35, 36, 37, or 38 is “Yes,” you need not complete Section B for the covered vehicles.

Part VI Amortization

(a)
Description of costs

(b)
Date amortization 

begins

(c)
Amortizable

amount

(d)
Code

section

(e)
Amortization 

period or 
percentage

(f)
Amortization for 

this year

39  A m ortiza tion  o f co s ts  th a t beg ins du ring  you r 1993 tax  year:

A m ortiza tion  o f co s ts  tha t began before 1993 .........................................................................................  40
Total. Enter here and on “ O ther D eductions” o r “ O ther Expenses” line o f you r return  . . .  41 0

40
41

* U.S. Government Printing Office: 1993 - 345-372
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Worksheet for Computing Current Earnings and Profits 
ABC Corporation
Incorporation Date: January 1 ,  1993
Method o f  Accounting: Accrual

Retained Earnings Earnings and Profits Accumulated
Shown in Books Current Year Balance

Debit Credit Debit Credit
(Debit)
Credit

12/31/92 Balance Forward

1993

Taxable Income from line 28, page 1, Form 1120 98,598 98,598 98,598

Federal Income taxes shown in books 230,00 23,000

Federal Income taxes shown on return 21,773 21,773

Excess o f  Capital losses over capital gains

Section 3 12(k) depreciation adjustment 16,661 16,616 16,616

Other depreciation adjustments

Depreciation adjustment on property disposition

Meal and Entertainment Expense 529 529

Total Itemized expenses line 5, Schedule M-1 529

Municipal Bond Income 25,666 25,666

Total Itemized income line 7, Schedule M-1 25,666

SUBTOTALS 118,578 22,302 140,880

Current-Year Earnings and Profits 118,578

Cash Distributions:

Common: 12/31/93

(S5.00/share-20,000 shs)

From current-year earnings and profits 100,000 100,000

From accumulated earnings and profits 0 0

100% 100,000

From other 0.00% 0

Total Distribution 100.00% 100,000

Total Cash Distributions 100,000 100,000

123,529 140,880 100,000 118,578

Current Year Change 17,3 51 18,578 0

Balance Forward 12/31/93 17,3 51 18,578

Note: Dividend is fully taxable. No Form S4S2 filing requirement.
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Example 2—XYZ Corporation

XYZ Corporation, a computer consulting firm, was incorporated January 1, 1974. Pursuant to the 
terms of its preferred stock, XYZ paid quarterly cash dividends to its preferred shareholders o f $.50 
a share on March 15, June 15, September 15, and December 15, 1993. Additionally, XYZ paid 
semiannual cash dividends of $1 a share to its common shareholders on March 31 and September 30, 
1993. Although E&P was in excess of the preferred dividends, common dividends exceeded current 
and accumulated E&P. The following information is available for XYZ.

XYZ book income $132,994

Federal income tax per books 64,000
Excess capital losses 3,600
Contribution carryover 3,256
Officers life insurance premium 9,500
Interest to carry tax exempt bonds 850
Warranty reserve 10,000
Tax exempt interest income (5,000)
Life insurance proceeds (6,000)
Bad debt recovery (3,500)
Federal tax refund (18.000)

Taxable income 191.700

Beginning accumulated E&P $ 20,900
Federal tax per return $ 65,178
Shares outstanding— common 90,000
Shares outstanding—preferred 10,000

XYZ Corporation computed a difference o f $24,000 between tax and E&P methods o f depreciation. 
XYZ Corporation also has a $4,000 difference between tax and E&P basis on the sale o f an asset.

Note: Form 5452 attachments for years before 1993 are intentionally not included as a part o f this 
practice aid.
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1120Form
Department of the Treasury 
Internal Revenue Service

U.S. Corporation Income Tax Return
For calendar year 1993 o r tax  year beginning .....................  1993, ending ...................... 19

► Instructions are separate. See page 1 for Paperwork Reduction Act Notice.

OMB No. 1545-0123

1993
A Check if a:
1 Consolidated return — . 

(attach Form 851)  
2 Personal holding co.—  

(attach Sch. PH)
3  Personal service corp.

(as defined in Temporary 
Regs. sec. 1.441-4T——  
see instructions)  

Use 
IRS 
label. 
Other­
wise, 
p lease 
print or 
type.

Name

XYZ C o r p o r a t io n
Number, street, and room o r suite no. (If a P.O. box, see page 7 of instructions.)

123 M ain S t r e e t
City or town, state, and ZIP code

A n y c i ty ,  Y o u r s t a t e  20200
E Check applicable boxes: (1) C  Initial return (2)   Final return (3) Change of address

in
c

o
m

e

1a
2

3
4

5

6
7

8  

9

10
11

  Less returns and allowances  

B Employer identification number

01   0 000000
C  Date incorporated

0 1 /0 1 /7 4
D Total assets (see Specific Instructions)

$ 5 1 9 ,4 2 8
Gross receipts or sales   4  4 5 6  8 2 4

C ost of goods sold (Schedule A , line 8 ) .......................................................

G ross profit. Subtract line 2  from  line 1 c ........................................................

D ividends (Schedule C , line 1 9 ) ............................................................................

I n t e r e s t .............................................................................................................................

Gross r e n t s ......................................................................................................................

Gross ro y a lt ie s ...............................................................................................................

Capital gain net incom e (attach Schedule D (Form 1120)) . . .  .

Net gain or (loss) from  Form  479 7 , Part II, line 20  (attach Form 4797)

O ther incom e (see instructions— attach s c h e d u l e ) ...................................
T o ta l In c o m e . A dd lines  3  through 1 0 ..............................................................

 _____  c Bal ► 1c

2

3

4

5

6

7
a
9

10
11

4,4 5 6 ,8 2 4

4 ,4 5 6 ,8 2 4

 0

0

D
ed

uc
tio

ns
 (

Se
e 

in
st

ru
ct

io
ns

 fo
r 

lim
ita

tio
ns

 o
n 

de
du

ct
io

ns
.) 12

13a

14
15

16

17

18

19

20

21
2 2

23

24

25

26

27

28
2 9

Com pensation o f officers (Schedule E, line 4 ) ................................................
Salaries and wage s  2 ,7 7 2 ,3 1 0    b Less employment credits  

Repairs and m ain tenance ..........................................................................................

B ad d e b t s .....................................................................................................................

R e n t s ...................................................................... ......................................................

Taxes and l i c e n s e s .................................................................................................

Interest . ............................................................................ ..... ...................................
Charitab le contributions (see instructions fo r 10%  limitation) . . .
Depreciation (attach Form  4 5 6 2 ) ................................................................................... 20
Less depreciation c la im ed on Schedule A  and elsewhere on return . . .   2 1 a

D e p l e t i o n .......................................... ...... .................................................................................. ......  .

Advertising .................................................................................................................................................

Pension, profit-sharing, e tc., p l a n s .................................................................................................

Em ployee benefit p r o g r a m s ...............................................................................................................

O ther deductions (attach s c h e d u le )....................................................... .........................................

T o ta l d e d u c tio n s . A dd  lines 12 through 2 6 ............................................................................

12
4,4 5 6 ,8 2 4

6 0 ,0 0 0
  c Bal

3 2 ,7 5 9

Taxable income before net operating loss deduction and special deductions. Subtract line 2 7  from  lin e  11 
Less: a  N et operating loss deduction (see in s tru c tio n s )...................................   29a

b  Special deductions (Schedule C , line 2 0 ) .................................................  29b

13c 2 ,7 7 2 ,3 1 0
14
15
16
17
18
19

21b
2 2

2 3

2 4

2 5

2 6

2 7

2 8

29c

4 ,5 6 3
2 6 ,0 4 7

1 4 9 ,3 2 1
2 3 3 ,3 0 5

2 1 ,3 0 0

3 2 ,7 5 9

3 2 ,7 5 9

500
9 3 2 ,1 5 2
2 6 5 ,1 2 4
1 9 1 ,7 0 0

Ta
x 

an
d 

P
ay

m
en

ts

32a
32b 5 8 ,6 6 0
32c ( ) d  Bal

30 T a x a b le  in co m e . Sub tract line 2 9c  from  line 28
31 T o ta l ta x  (Schedule J , line 10) .  .

32 Payments: a 1992 overpayment credited to 1993 
b 1993  estim ated ta x  paym ents . . 

c  Less 1993 refund applied for on Form 4466

e  Tax  deposited with Form  7 00 4  .....................................................................

f  C redit from  regulated investm ent com panies (attach Form 2439) . 

g Credit fo r Federal tax  on fuels (attach Form  4136). S ee  instructions

3 3  Estim ated tax  penalty (see instructions). C heck  if Form  2 2 2 0  Is a t t a c h e d .............................

34 T a x  d u e . If line 32h  is sm aller than th e  to ta l o f lines 31 and  3 3 , enter am ount o w ed  .  .
3 5  O v e rp a y m e n t If line 32h  is larger than  th e  total o f linee 31 and 3 3 , en ter am ount overpaid
36 Enter amount of line 35 you want: Credited to 1994 estimated tax ►

3 2 d

3 2 e

5 8 ,6 6 0

3 2 f

3 2 g

►  

R efunded ►

3 0

31

33
3 4

3 5

3 6

1 9 1 ,7 0 0
65,178

5 8 ,6 6 0
0

6 ,5 1 8

Please
Sign
Here

Under penalties of perjury. I declare that I have examined this return, including accompanying schedules and statements, and to the best of my knowledge and
belief, it is true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

► ►
Paid
Preparer’s 
Use Only

Signature of officer Date Title

Preparer's   
signature  

Date
Check if  
self-em ployed 

Preparer's social security number

Firm’s nam e (or  E.I. No. ►

and address  Z IP  co d e ►

Cat. No. 11450Q
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Page 2

S ch ed u le  A C ost of Goods Sold (See instructions.)
1
2

3

4

5
6

7

8  

9a

b

c

d

a

Inventory at beginning of y e a r ........................................................................................................

Purchases ..................................................................................................................................................

C ost o f l a b o r ...........................................................................................................................................

Additional section 2 63 A  costs (attach s c h e d u l e ) ..............................................................

O ther costs (attach s c h e d u le ) ........................................................................................................

T o ta l. A dd lines 1 through 5 ........................................................................................................

Inventory at end  o f y e a r ......................................................................................................................

C o s t o f g o o d s  s o ld . S ubtract line 7 from  line 6 . Enter here and on page 1, line 2 

C heck all m ethods used for valuing closing inventory:
□  Cost □  Low er of cost or m arket as described in Regulations section 1 .4 7 1 -4

□  W ritedown o f subnorm al goods as described in Regulations section 1 .471 -2(c)

  O ther (Specify m ethod used and  attach explanation.) ► ................................................................................................

C heck if the LIFO inventory m ethod w as  adop ted  this tax year for any goods (if checked , a ttach Form  970) 

If the  LIFO inventory m ethod w as  used for this tax  year, enter percentage (or amounts) o f closing  

inventory com puted  under U F O

1

2

3

4

5

6 0

7

8 0

► □
9 c

D o the  rules o f section 2 63A  (for property produced or acquired for resale) apply to  the  c o r p o r a t io n ? ............................ 0  Yes 0  No

 No
W as  there any change in determ ining quantities, cost, or valuations betw een opening and closing inventory? If “Y e s ,” 
attach e x p la n a t io n ......................................................................................................................................................................................................... 0  Yes

Schedule C Dividends and Special Deductions (See instructions.) (a) Dividends 
received (b) % (c) Special deductions 

(a) x  (b)

1 Dividends from  less- than-2 0  %  -ow n ed dom estic corporations that are subject to  the
7 0 %  deduction (other  than debt-financed s t o c k ) .....................................................................

2  Dividends from  2 0% -o r-m o re -o w n e d  dom estic corporations that are subject to  the
8 0 %  deduction (other than debt-financed  s t o c k ) ......................................................................

3  Dividends on debt-financed  stock o f dom estic and foreign corporations (section 246A )

4  Dividends on certain preferred stock o f less -th an -20% -ow ned  public utilities . . .

5  Dividends on certain preferred stock o f 2 0% -o r-m o re -o w n e d  public utilities . . .

6  Dividends from  lee s -th a n -2 0% -o w n e d  foreign corporations and certain FS C s that are
subject to  the  7 0 %  d e d u c t io n ...............................................................................................................

7  D ividends from  2 0% -o r-m o re -o w n e d  foreign corporations and certain FS C s that are
subject to  the  8 0 %  d e d u c t io n ............................................................................

8  Dividends from wholly owned foreign subsidiaries subject to the 100% deduction (section 245(b))

9 T o ta l. A dd  lines 1 through 8 . S ee  instructions for l im i t a t io n .................................................

10  D ividends from  dom estic  corporations received by a  small business investm ent

com pany operating under th e  Sm all Business Investm ent A ct o f 1958 ............................

11 D ividends from  certain FS C s that are subject to  the  1 00 %  deduction (section 245(c)(1))

12 Dividends from affiliated group members subject to the 100%  deduction (section 243(a)(3))

13 O ther dividends from  foreign corporations not included on lines 3, 6 , 7, 8 , o r 11 .

14 Incom e from  controlled foreign corporations under subpart F (attach Form(s) 5471)

15 Foreign dividend gross-up (section 7 8 ) ...................................................................................

16 IC -D IS C  and  form er D IS C  dividends not included on lines 1, 2 , or 3  (section 246(d))

17  O ther d iv id e n d s ........................................................................................................

18  Deduction for dividends paid on certain preferred stock of public utilities (see instructions)

19 T o ta l d iv id en d s . A dd  lines 1 through 17. Enter here and on line 4 , page 1 . . ►

2 0  T o ta l s p e c ia l d e d u c tio n s . A dd  linee 9 ,1 0 ,1 1 , 1 2 ,  and  18. Enter here and  on line 2 9b , page  1

70

80

instructions
42

48

70

80

1 00

100

100

100

Compensation of Officers (See instructions for line 12, page 1.)Schedule E
Complete Schedule E  only If  total receipts (line 1a plus lines 4 through 10 on page 1, Form 1120) are $500,000 or more.

(a) Name of officer (b) Social security number
(e) Percent of 

time devoted to 
business

Percent of corporation
(f) Amount of compensation

(d) Common (a) Preferred

1 E d  J o n e s 1 2 3 -4 5 -6 7 8 9 1 0 0  % 5 % 5  % 6 0 , 000
% % %

% % %

% % %

% % %

2 Total com pensation o f o ffic e rs .........................................................................................................................................................
3  Com pensation o f officers claim ed on Schedule  A  and elsewhere on return . . . . . . . . .
4  Subtract line 3  from  line 2 . Enter the  result here and on line* 12, page 1

6 0 , 000

6 0 , 000
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Form 1120 (1993) Page 3
Schedule J Tax Computation (See instructions.)
1

2a
Check if the corporation is a m em ber o f a contro lled group (see sections 1561 and 1563) . . . . ► 0
If the box on line 1 is checked, enter the corpora tion ’s share o f the $50,000, $25,000, and $9,925,000 taxable 
incom e brackets (in tha t order):
(1) $ __________  0  (2) $ ______________ 0  (3)  $__________________  ____

Enter the corpora tion ’s share of:
(1) additional 5%  tax (not more than $11,750)

(2) additional 3%  tax (not more than $100,000)

Income tax. C heck th is  box if the corporation is a qualified personal service corporation as defined in section 
448(d)(2) (see instructions on page 15 )........................................................................................................................► 0 6 5 ,1 7 8

4a
b

c
d
e

f
5
6

7

8  

9a
b

10

Foreign tax credit (attach Form 1 1 1 8 ) .....................................................................

Possessions tax cred it (attach Form 5 7 3 5 ) ............................................................... .

O rphan drug credit (attach Form 6 7 6 5 ) ............................................................................

Check:   Nonconventional source fuel cred it   QEV credit (attach Form 8834) 

General business credit. Enter here and check which form s are attached:

  Form 3800 0  Form 3468   Form 5884   Form 6478   Form 6765

0  Form 8586 0  Form 8830 0  Form 8826 0  Form 8835 .........................

C red it fo r prio r year m inim um tax (attach Form 8 8 2 7 ) ...................................................

Total credits. Add lines 4a through 4 f ............................................................................

Subtract line 5 from  line 3 .....................................................................................................

Personal holding com pany tax  (attach Schedule PH (Form 1120)) . . . . .
Recapture taxes. C heck if from:   Form 4255   Form 8611 . . . . .

A lternative minim um tax (attach Form 4626) . . .........................................................

Environmental tax (attach Form 4 6 2 6 ) ..................................................................................
Total tax. Add lines 6 through 9b. Enter here and on line 31, page 1 . . . .

4a
4b
4c
4d

 

4e

4f

65,178 

9a
9 b

10 6 5 , 178
Schedule K Other Information (See pages 17 and 18 of instructions.)

$

1

2
a
b

c

3

4

5

6

C heck m ethod o f accounting: a  0  Cash

b   Accrual c   O ther (specify) ►................................

Refer to  page 19 o f the instructions and state the principal:

Business activity code no. ►___7389.........................
Business activity ► ..Computer.. S e r v i c e s .........
Product or service ► ...C o n s u ltin g ......................
Did the corporation at the end o f the  tax  year own, d irectly 
o r indirectly, 50%  o r more o f the voting s tock  o f a 
dom estic corporation? (For rules o f attribution, see 
section 2 6 7 ( c ) . ) ......................................................................

If “Yes,” attach a schedule showing: (a) name and identifying 
number, (b) percentage owned, and (c) taxable income or 
(loss) before NOL and special deductions of such corporation 
for the tax year ending with or within your tax year.

Is the corporation a  subsid iary in an affiliated group or a
parent-subsid iary contro lled g r o u p ? ................................

If “Yes,” enter em ployer identification number and name 

o f the parent corporation ► ..................................................

D id any individual, partnership, corporation, estate or 
trust a t the end o f the tax  year own, d irectly o r indirectly, 
50%  or m ore o f the  corporation’s voting stock? (For rules 
o f attribution, see section 267(c).) . . . . . . .

If “Yes,” attach a schedule showing name and identifying 
number. (Do not include any information already entered 
in 4  above.) Enter percentage owned ►..............................

During this tax year, did the corporation pay dividends (other 
than stock dividends and distributions in exchange for stock) 
in excess of the corporation’s current and accumulated 
earnings and profits? (See secs. 301 and 316.) . . . .
If “Yes,”  file Form 5452. If th is is a consolidated return, 
answer here fo r the parent corporation and on Form 851, 
A ffilia tions Schedule, fo r each subsidiary.

0

7 Was the corporation a U.S. shareholder o f  any contro lled
foreign corporation? (See sections 951 and 9 5 7 .). . .

If “Yes,” attach Form 5471 fo r each such corporation. 
Enter num ber o f Forms 5471 attached ►............................

8 At any time during the 1993 calendar year, d id the corporation
have an interest in or a signature or other authority over a 
financial account in a foreign country (such as a bank 
account, securities account, or other financial account)? . 

If “Yes,” the corporation may have to  file Form TD F 90-22.1. 
If “Yes,” enter name o f fore ign country  ► ..........................

9 Was the corporation the grantor of, o r transferor to, a foreign 
trust that existed during the current tax year, whether or not 
the corporation has any beneficial interest in it? If “Yes,” the 
corporation may have to  file Forms 926, 3520, or 3520-A

10 Did one foreign person at any time during the tax year own, 
directly or indirectly, at least 25% of: (a) the total voting power 
of all classes of stock of the corporation entitled to vote, or (b) 
the total value of all classes of stock of the corporation? If “Yes,”

a Enter percentage ow ned ►........................................................

b Enter ow ner’s country ►.............................................................

c  The corporation m ay have to  file Form 5472. Enter num ber 
o f Forms 5472 attached ► ........................................................

11 Check th is  box if the  corpora tion issued pub lic ly  offered
debt instrum ents w ith orig inal issue d iscount . ► 0
If so, the corporation m ay have to  file  Form 8281.

12 Enter the amount o f tax-exem pt interest received or
accrued during the tax year ► $ ..............5 , 0 0 0 ...............

13 If there were 35 or few er shareholders a t the  end o f the
tax year, enter the num ber ► .................................................

14 If the corporation has an NOL fo r the  tax  year and is 
electing to  forego the carryback period, che ck  here ► 0

15 Enter the available NOL carryover from  p rio r tax years 
(Do not reduce it by any deduction  on line 
29a.) ►. $
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Form 1120 (1993) Page 4
Schedule L Balance Sheets Beginning o f tax year End o f tax  year

1
2a

b
3
4
5
6
7
8  

9
10a

b
11a

b
12
13a

b
14
15

16
17

18
19
20  

21 

22

23
24
25
26  
27

Assets
C a s h ..........................................................

Trade notes and accounts re ce ivab le . 

Less a llow ance fo r bad debts . . .

I n v e n t o r i e s .............................................

U.S. governm ent ob ligations . . .

Tax-exem pt securities (see instructions) 

O ther curren t assets (attach schedule)

Loans to  s to c k h o ld e r s ..........................

M ortgage and real estate loans . .

O ther investm ents (attach schedule) . 

B u ild ings and other depreciable assets 

Less accum ulated deprecia tion . .

D eple table a s s e t s ................................

Less accum ulated depletion . .

Land (net o f any am ortization) . . .

In tangib le assets (amortizable only)

Less accum ulated am ortization . .
O ther assets (attach sche du le ). . .
To ta l a s s e t s .............................................

Liabilities and Stockholders’ Equity
A ccoun ts  p a y a b l e .............................................

Mortgages, notes, bonds payable in less than 1 year 

O ther current liabilities (attach schedule) 

Loans from  stockholders . . . .  

Mortgages, notes, bonds payable in 1 year or more 

O ther liab ilities (attach schedule) ,

Capita l s tock : a  Preferred stock

b Com m on stock 

Paid-in o r cap ita l surplus . . ,

Retained earnings—Appropriated (attach schedule; 

Retained earnings— Unappropriated 
Less cos t o f treasury s to c k . . .
Tota l liab ilities and stockho lders ’ equity 5 1 9 ,4 2 8 .

Note: You are n o t required  to com plete  Schedules M-1 and M -2  be low  i f  the tota l assets on line 15, colum n (d) o f  Schedule L are less than $25,000.

Reconciliation of Income (Loss) per Books With Income per Return (See instructions.)Schedule M-1
1 N et incom e (loss) per b o o k s ..........................

2  Federal incom e t a x .............................................

3  Excess o f cap ita l losses over capital gains .

4 Incom e sub jec t to  tax not recorded on books

th is  year (item ize ):.................................................

5  Expenses recorded on books th is  year not 
deducted  on th is  return (itemize):

a Depreciation . . . . $ ..............................

b C ontribu tions carryover $ ___3, 256....
c Travel and enterta inm ent $ ..............................

.. See Att . .................. 20,350 

6 A dd  lines 1 through 5

Income recorded on books th is year not 
included on this return (itemize):
Tax-exem pt interest $ ........5 , 0 0 0 . . . .

S ee A t t ................2 7 ,5 0 0 .

Deductions on this return not charged 
against book income this year (itemize):

a Depreciation . . . . $ ...................

Contributions carryover $ ...................

Add lines 7 and 8 ................................
Income (line 28, page 1)—line 6 less line 9 1 9 1 ,7 0 0 .

Schedule M-2 Analysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L)
1 Balance at beginning o f year
2  Net incom e (loss) per books

3 O ther increases (itemize): . . . .

2 2 5 ,0 0 0 .
1 3 2 ,9 9 4 .

5 Distributions: a C a s h .
b S tock 

c  Property

6 Other decreases (itemize): .

2 0 0 ,0 0 0 .

4 A dd  lines 1, 2, and 3 3 5 7 ,9 9 4 .

 

7 Add lines 5 and 6 . .
8 Balance at end of year (line 4 less line 7)

Printed on recycled paper

1 5 7 ,9 9 4 ,
*U.S. Government Printing Office: 1993 — 345-287

47



SUPPORTING SCHEDULE 1993

NAME: XYZ Corporation EIN: 01-0000000
TAXES —  FORM 1120 LN. 17
Payroll Taxes $225,783.
State Taxes 5,894.
Property Taxes 1.628.

TOTAL $ 233.305.

OTHER DEDUCTIONS —  FORM 1120 LN. 26
Travel $ 302,674.
Auto Expenses 39,526.
Bank Charges 100.
Insurance 252,938.
Legal Fees 29,623.
Licenses 1,388.
Management Fees 67,450.
Marketing 67,450.
Miscellaneous 5,958.
Moving Expense 20,008.
Office Expense 34,063.
Postage 3,584.
Courier 9,898.
Outside Services 11,077.
Recruitment Fees 676.
Telephone 77,111.
Utilities 8.628.

TOTAL $932,152.
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SUPPORTING SCHEDULE 1993

NAME: XYZ Corporation EIN: 01-0000000

OTHER CURRENT ASSETS —  SCH. L LN. 6
Due from Employees

TOTAL

Beginning

$ 18.000.
$ 18.000.

Ending

$ 2.606.
$ 2.606.

OTHER INVESTMENTS —  SCH. L LN. 9
Investment in MIS $ 3,600. $
Tax Exempt Bonds 100,000. 100,000.

TOTAL $ 103.600. $ 100,000.
OTHER LIABILITIES —  SCH. L LN. 21
Warranty Reserve $ 10,000. $ 20.000.

TOTAL $ 10,000. $ 20.000.

SUPPORTING SCHEDULE 1993

NAME: XYZ Corporation EIN: 01-0000000
OT. EXPENSES ON BOOKS NOT DEDUCTED —  SCH. M -1 LN. 5
Life Insurance Premiums
Interest Tax Exempt Bonds
Reserve for Contingencies

TOTAL

$ 9,500. 
850.

10,000.
$ 20.350.

OT. INCOME ON BOOKS NOT ON RETURN —  SCH. M -1 LN. 7
Life Insurance Proceeds
Bad Debt Recovery
Federal Tax Refund

TOTAL

$ 6,000. 
3,500. 

18.000.
$ 27.500.
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SCHEDULE D 
(Form 1120)
Department of the Treasury 
Internal Revenue Service

Capital Gains and Losses
To be filed with Forms 1120, 1120-A, 1120-DF, 1120-IC-DISC, 

1120-F, 1120-FSC, 1120-H, 1120-L, 1120-ND, 1120-PC, 1120-POL, 
1120-REIT, 1120-RIC, 990-C, and certain Forms 990-T

Name

OMB No. 1545-0123

1993
Employer identification number

XYZ C o r p o r a t io n
Short-Term Capital Gains and Losses—Assets Held 1 Year or Less

0 1  0 0 0 0 0 0 0

(a) Kind of property and 
description (Example, 100 shares 

o f “ Z "  Co.)
(b) Date acquired 

(mo., day, yr.)
(c) Date sold 
(mo., day, yr.) (d) Gross sales price

(e) Cost or other 
basis, plus expense 

of sale

(f) Gain or (loss)
((d) less (e))

1

2 S ho rt-te rm  cap ita l gain from  insta llm ent sa les from  F orm  6252, line 26 or 37
3 S hort-te rm  gain o r (loss) from  like -k ind  exchanges from  Form  8824 . . .
4 U nused cap ita l loss ca rryove r (attach c o m p u ta t io n ) ................................................
5 N et sho rt-te rm  cap ita l ga in o r (loss). (C om bine lines 1 through 4.) . . . .

2
3
4
5 0

Long-Term Capital Gains and Losses—Assets Held More Than 1 YearPart II
6 I n v e s tm e n t  i n  MIS ** 0 1 /0 1 /7 4 1 2 /3 1 /9 1 3 ,6 0 0 - 3 ,6 0 0

** MIS i s  n o t  a f f i L i a t e d  w i th  XYZ C o r p o r a t io n
7 Enter gain from  Form  4797, line 8 o r 1 0 .......................................................................
8 Long-te rm  cap ita l gain from  ins ta llm ent sales from  Form  6252, line 26 o r 37
9 Long-te rm  gain o r  (loss) from  like -k ind  exchanges from  Form  8824 . . . 

10 N et long -te rm  cap ita l gain o r (loss). (C om bine lines 6 through 9.) . . . .
Summary of Parts I and IIPart III

11 Enter excess o f net sh o rt-te rm  cap ita l gain (line 5) over net long -te rm  cap ita l loss (line 10). . .

12 N et cap ita l gain. Enter excess o f ne t long -te rm  cap ita l gain (line 10) ove r net sh o rt-te rm  cap ita l
loss (line 5 ) .......................................................................................................................................................................

13 Add lines 11 and 12. Enter here and on Form 1120, page 1, line 8, or the proper line on other returns. 
Note: If losses exceed gains, see instructions on capital losses for explanation of capital loss carrybacks.

7
8
9
10

1 1

12
13

- 3 ,6 0 0

0

0

Instructions
Section references are to the Internal 
Revenue Code.

Changes To Note
The Revenue Reconciliation A ct o f 1993 
made the fo llow ing changes to  the tax law:
•  Effective fo r bonds purchased after April 
30, 1993, gain on tax-exem pt ob ligations o r 
other m arket d iscount bonds issued on or 
before Ju ly 18, 1984, is treated as ordinary 
incom e (instead o f capital gain) to  the extent 
o f the accrued m arket discount. See A ct 
section 13206.
•  A  corporation tha t sells pub lic ly traded 
securities a t a gain after August 9, 1993, may 
elect to  postpone all o r part o f the gain if the 
seller buys stock  o r a partnership interest in a 
specialized small business investment 
com pany (SSBIC) during the  60-day period 
tha t begins on the date the securities are 
sold.

An SSBIC is any partnership o r corporation 
licensed by the Small Business Adm inistration

under section 301(d) o f the Small Business 
Investment A ct o f 1958. The corporation must 
recognize gain on the sale to  the extent the 
proceeds from the sale exceed the cost of 
the SSBIC stock o r partnership interest 
purchased during the 60-day period that 
began on the date o f the sale (and not 
previously taken into account). The gain a 
corporation m ay postpone each tax year is 
lim ited to  the lesser of: (a) $250,000 or 
(b) $1 million, reduced by the gain previously 
excluded under these provisions. The basis o f 
the SSBIC stock o r partnership interest is 
reduced by any postponed gain.

To make the election to postpone gain, 
com plete line 1 o r line 6, whichever applies, 
showing the entire gain realized in colum n (f). 
D irectly below the line on which the gain is 
reported, enter “SSBIC Rollover” in column 
(a). Enter the am ount o f the postponed gain 
(in parentheses) in column (f). A lso, attach a 
schedule showing (a) how you figured the 
postponed gain, (b) the name o f the SSBIC in 
which you purchased com mon s tock o r a 
partnership interest, (c) the date o f that

purchase, and (d) the  new  basis in that 
SSBIC s tock  o r partnership interest.

For details, see new section  1044.

Purpose of Schedule
Schedule D is used to  report sales and 
exchanges o f cap ita l assets fo r tax  years 
beginning in 1993.

Sales o r exchanges o f p roperty  o the r than 
cap ita l assets are reported on F o rm  4797, 
Sales o f Business Property. A  sale or 
exchange o f p roperty  includes property  used 
in a trade o r business; involuntary 
conversions (o ther than casualties o r thefts); 
gain from  the  d isposition  o f oil, gas, o r 
geothermal property; and the  section 291 
ad justm ent to  section 1250 gains. See the 
instructions fo r Form  4797 fo r m ore 
information.

If property is involuntarily  converted 
because o f a casualty o r  the ft, use Form  
4684, Casualties and Thefts.

Parts I and II
Generally, a corpora tion m ust report sales 
and exchanges even though  there is no gain

For Paperwork Reduction Act Notice, see page 1 of the Instructions for Forms 1120 and 1120-A. Cat. No. 11460M Schedule D (Form 1120) 1993
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form 4 5 6 2

Department of the Treasury 
Internal Revenue Service (O)

Depreciation and Amortization 
(Including Information on Listed Property)

► See separate instructions. ► Attach this form  to  your return.

OMB No. 1545-0172
1 9 9 3

Attachment
Sequence No. 6 7

Name(s) shown on return

XYZ Corporation
Identifying number 

0 0 - 0 0 0 0 0 0 0

Business or activity to  which this form relates 

Computer Services
Part I Election To Expense Certain Tangible Property (Section 179) (Note: If you have any “Listed Property,” 

complete Part V before you complete Part I.)
1 M axim um  do lla r lim ita tion (If an enterprise  zone business, see in s t r u c t io n s . ) ........................
2 Total co s t o f section  179 p roperty  p laced in service during the tax year (see instructions) .
3  Thresho ld  cos t o f section 179 p roperty  before reduction in lim ita t io n ..........................................
4  R eduction in lim ita tion. S ub trac t line 3 from  line 2, bu t do  not enter less than -0 - . . .

5 Dollar lim ita tion  fo r tax year. S ub trac t line 4 from  line 1, bu t do  not enter less than -0-. (If
m arried filing  separately, see in s tru c tio n s .)........................

(a) Description of property (b) Cost

6

_2_

_3_
4

5

$ 1 7 ,5 0 0
5 0 , 5 8 6 . 0 0

$ 2 0 0 ,0 0 0
0 . 0 0

1 0 , 0 0 0 . 0 0
(c) Elected cost

7 Listed property. Enter am oun t from  line 2 6 .....................................................
8  Total e lected cost o f section 179 property. A dd  am ounts in co lum n (c), lines 6 and 7 .

9 Tentative deduction . Enter the  sm aller o f line 5 o r line 8 ...........................................................
10 C arryover o f d isa llow ed deduction  from  1992 (see ins truc tions)...............................................
11 Taxable incom e lim ita tion. Enter the  sm alle r o f taxable incom e o r line 5 (see instructions)
12 S ection 179 expense deduction . A dd lines 9 and 10, bu t do  no t en ter m ore than  line 11
13 Carryover of disallowed deduction to  1994. Add lines 9 and 10, less line 12 ► 13

0 . 0 0

8

10
11
12

0 . 0 0
0 . 0 0

1 0 , 0 0 0 . 0 0
0 . 0 0

Note: Do not use Part II or Part III below for listed property (automobiles, certain other vehicles, cellular telephones,
certain computers, or property used for entertainment, recreation, or amusement). Instead, use Part V for listed property.________

MACRS Depreciation For Assets Placed in Service ONLY During Your 1993 Tax Year (Do Not IncludePart II
Listed Property)

(a) Classification o f property
(b) Month and 
year placed in 

service

(c) Basis for depreciation 
(business/investment use 

only—see instructions)

(d) Recovery 
period (e, Convention (f) Method (g) Depreciation deduction

14 G eneral D epreciation System  (GDS) (see instructions):
a 3 -year property  

b  5 -year p roperty 4 7 , 4 1 1 . 0 0 9 , 9 5 4 . 0 0

c  7 -year p roperty 3 , 1 7 5 . 0 0 4 5 4 . 0 0

d  10-year p roperty
e 15 -year property  

f  20 -yea r p roperty

g Residentia l rental 
p roperty

2 7 . 5  y r s . MM S / L
2 7 . 5  y r s . MM S / L

h N onresidentia l real 
p roperty

MM S / L
MM S / L

15 A lte rna tive  D epreciation System  (ADS) (see instructions):

a C lass life S / L
b  12-year 12 y r s . S / L
c  40-year 40  y r s . MM S / L

Part III Other Depreciation (Do Not include Listed Property)

16 GDS and ADS deductions for assets placed in service in tax years beginning before 1993 (see instructions)
17  P roperty  sub jec t to  section  168(f)(1) e lection  (see in s tru c t io n s ) ...........................................................
18  ACR S and o ther deprecia tion  (see in s tru c t io n s ) .........................................................................................

16
17
18

2 2 , 3 5 1 . 0 0

Part IV Summary

19 L isted property. Enter am ount from  line 2 5 .....................................................................................................
20  Tota l. Add deductions on line 12, lines 14 and 15 in column (g), and lines 16 through 19. Enter here 

and on the appropriate lines o f your return. (Partnerships and S corporations— see instructions)

19

20 3 2 , 7 5 9 . 0 0
21 For assets shown above and placed in service during the current year, enter 

the portion of the basis attributable to  section 263A costs (see instructions) 21

For Paperwork Reduction A ct Notice, see page 1 of the separate instructions. Cat. No. 12906N Form 4562 (1993)
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Form 4562 (1993) Page 2
Part V Listed Property—Automobiles, Certain Other Vehicles, Cellular Telephones, Certain Computers, and 

Property Used for Entertainment, Recreation, or Amusement
For any vehicle for which you are using the standard mileage rate or deducting lease expense, complete only 22a, 
22b, columns (a) through (c) o f Section A, all o f Section B, and Section C if  applicable.

Section A—Depreciation and Other Information (Caution: See instructions for limitations for automobiles.)
22a Do you have evidence to support the business/investment use claimed? □  Yes □  No 22b If ‘ Yes,” is the evidence written? □  Yes □  No

(a)
Type of property (list 

vehicles first)

(b)
Date placed in 

service

(c)
Business/
investment

use
percentage

(d)
Cost or other 

basis

(e)
Basis for depreciation 
(business/investment 

use only)

(f)
Recovery

period

(g)
Method/

Convention

(h)
Depreciation

deduction

(i)
Elected 

section 179 
cost

23 P roperty used m ore than 50%  in a qua lified  business use (see instructions):

%
%
%

2 4 Property  used 50%  o r less in a qua lified  business use (see instructions):
%
%
%

S /L  -
S /L  -
S /L  -

2 5
2 6

A dd  am ounts  in co lum n (h). Enter the to ta l here and on line 19, page 1 ........................
A dd  am oun ts  in co lum n (i). Enter the to ta l here and on line 7, page 1 ........................

25 0 . 0 0
■ | 2 6 0 . 0 0

Section B— Information Regarding Use of Vehicles—If you deduct expenses for vehicles:
•  Always complete this section for vehicles used by a sole proprietor, partner, or other “more than 5% owner," or related person.
•  I f  you provided vehicles to your employees, first answer the questions in Section C to see if  you meet an exception to completing this section fo r those vehicles.

27 Total business/investment miles driven during 
the year (DO NOT include commuting miles) 
Total commuting miles driven during the year 

Total o th e r personal (noncom m uting) 
m iles d r iv e n ...............................................

(a)
Vehicle 1

(b)
Vehicle 2

(c)
Vehicle 3

(d)
Vehicle 4

(e)
Vehicle 5

(f)

Vehicle 6

28
29

30 Total m iles driven during the  year. 
A dd  lines 27 through 2 9 ........................

Yes No Yes No Yes No Yes No Yes No Yes No

31 W as the  veh ic le  availab le fo r personal 
use du ring  o ff-d u ty  hours? . . . .  
Was the vehicle used primarily by a 
more than 5%  owner or related person?

32

33 Is another vehicle available for personal 
u s e ? ...........................................................

Section C— Questions for Employers Who Provide Vehicles for Use by Their Employees
Answer these questions to determine if  you meet an exception to completing Section B. Note: Section B must always 
be completed for vehicles used by sole proprietors, partners, or other more than 5% owners or related persons.

Yes N o

34 Do you m ainta in a w ritten  po licy  s ta tem ent tha t p roh ib its  all personal use o f vehicles, inc lud ing  com m uting ,
by you r e m p lo y e e s ? ............................................................................................................................................................................

35 Do you  m ainta in  a w ritten  po licy  s ta tem ent tha t p roh ib its  personal use o f veh ic les, excep t com m uting , by 
you r em ployees? (See ins truc tions fo r veh ic les used by co rpora te  o fficers, d irectors, o r 1%  o r m ore owners.)

36 Do you trea t all use o f veh ic les by em ployees as personal u s e ? ...................................................................................
37 Do you p rov ide  m ore than five  vehic les to  your em ployees and retain the  in fo rm ation  received from  your

em ployees concern ing  the  use o f the  ve h ic le s ? .......................................................................................................................
38 Do you m eet the  requirem ents concern ing  qualified autom ob ile  dem onstra tion  use (see instructions)?  . . 

Note: If your answer to 34, 35, 36, 37, or 38 is “Yes,” you need not complete Section B for the covered vehicles.
AmortizationPart VI

(a)
Description of costs

(b)
Date amortization 

begins

(c)
Amortizable

amount

(d)
Code

section

(e)
Amortization 

period or 
percentage

(f)
Amortization for 

this year

39 Amortization o f costs that begins during your 1993 tax year:  

40 A m ortiza tion  o f cos ts  th a t began before 1993 ......................................................................................... 40
41 Total. Enter here and on “ O ther D eductions” o r “ O ther Expenses” line o f you r return  . . . 41 0 . 0 0

* U.S. Government Printing Office: 1993 - 345-372
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93Form 4797
Department of the Treasury 
Internal Revenue Service (O)

Sales of Business Property 
(Also Involuntary Conversions and Recapture Amounts 

Under Sections 179 and 280F(b)(2))
► Attach to your tax return. ► See separate instructions.

OMB No. 1545-0184

Attachment 
Sequence No. 27

Name(s) show n on return

XYZ C o r p o r a t io n
Identifying number
01 -  0000000

1 Enter here the gross proceeds from the sale or exchange of real estate reported to  you fo r 1993 on Form(s) 1099-S 
(or a substitu te statement) tha t you w ill be including on line 2, 11, o r 2 2 ............................................................................

Part I Sales or Exchanges of Property Used in a Trade or Business and Involuntary Conversions From 
Other Than Casualty or Theft—Property Held More Than 1 Year

(a) Description of 
property

(b) Date acquired 
(mo., day, yr.)

(c) Date sold 
(mo., day, yr.)

(d) Gross sales 
price

(e) Depreciation 
allowed

or allowable since 
acquisition

(f) Cost or other 
basis, plus 

improvements and
expense of sale

(g) LOSS 
((f) minus the sum 

of (d) and (e))

(h) GAIN
((d) plus (e) 
minus (f))

E q u ip m en t 0 1 /0 1 /8 2 2 /3 1 /9 1 40000 40000
2

3 Gain, if any, from  Form 4684, line 3 9 ..........................................................................................................

4 Section 1231 gain from  installm ent sales from  Form 6252, line 26 or 3 7 ......................................

5 Section 1231 gain o r (loss) from  like-kind exchanges from Form 8824 ............................................

6 Gain, if any, from  line 34, from  other than casualty o r t h e f t ...............................................................

7 Add lines 2 through 6 in colum ns (g) and (h ) ..............................................................................................

8  Com bine colum ns (g) and (h) o f line 7. Enter gain or (loss) here, and on the appropriate line as follows:

Partnerships— Enter the gain o r (loss) on Form 1065, Schedule K, line 6. Skip lines 9, 1 0 ,  12, and 13 below.

S corporations— Report the gain or (loss) follow ing the instructions fo r Form 1120S, Schedule K, lines 5 and 6. Skip 
lines 9, 10, 12, and 13 below, unless line 8 is a gain and the S corporation is sub ject to  the capital gains tax.

All others— If line 8 is zero o r a loss, enter the am ount on line 12 below and skip lines 9 and 10. If line 8 is a gain 
and you d id  not have any prio r year section 1231 losses, o r they were recaptured in an earlier year, enter the gain 
as a long-term  capital gain on Schedule D and skip lines 9, 10, and 13 below.

9 Nonrecaptured net section 1231 losses from  prior years (see ins truc tions)............................................................................
10 Subtract line 9 from  line 8. If zero o r less, enter -0-. Also enter on the appropriate line as fo llow s (see instructions):

S corporations— Enter th is  am ount (if more than zero) on Schedule D (Form 1120S), line 13, and skip lines 12 and 13 below. 
All others— If line 10 is zero, enter the am ount from line 8 on line 13 below. If line 10 is more than zero, enter the am ount from  
13 below, and enter the am ount from line 10 as a long-term capital gain on Schedule D.____________________________________

Ordinary Gains and Losses_________________________________________________________
11 Ordinary gains and losses not included on lines 12 through 18 (include property held 1 year o r less):

line 9 on line

12
13
14
15
16
17

18
19 ( 0 )

12 Loss, if any, from  line 8 ...................................................................................................................................

13 Gain, if any, from line 8, o r am ount from  line 9 if a p p l ic a b le ...............................................................

14 Gain, if any, from  line 3 3 .............................................................................................................................

15 Net gain o r (loss) from  Form 4684, lines 31 and 3 8 a ...........................................................................

16 Ordinary gain from  installm ent sales from  Form 6252, line 25 or 3 6 ..................................................

17 Ordinary gain o r (loss) from  like-kind exchanges from Form 8824 ..................................................

18 Recapture o f section 179 expense deduction fo r partners and S corporation shareholders from
property d ispositions by partnerships and S corporations (see in s t r u c t io n s ) ................................

19 A dd lines 11 through 18 in colum ns (g) and ( h ) .......................................................................................

20 Com bine colum ns (g) and (h) o f line 19. Enter gain o r (loss) here, and on the appropriate line as follows: 
a F or a il e x c e p t ind iv id u a l re tu rns : Enter th e  ga in  o r  (loss) fro m  line  20  on th e  re turn  be ing  filed , 

b For individual returns:

(1) If the  loss on line 12 includes a loss from  Form 4684, line 35, column (b)(ii), enter tha t part o f the loss here and
on line 20 o f Schedule A  (Form 1040). Identify as from “ Form 4797, line 20b(1).” See instructions . . .

(2) Redetermine the gain or (loss) on line 20, excluding the loss, if any, on line 20b(1). Enter here and on Form 1040, line 15 .

For Paperwork Reduction A ct Notice, see page 1 o f separate instructions.

0

20 0

20b(1)
20b(2)

Cat. No. 130861 Form 4797 (1993)
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Form 4797 (1993) Page 2

Part III Gain From Disposition of Property Under Sections 1245,1250,1252,1254, and 1255

21 (a) Description o f section 1245, 1250, 1252, 1254, o r 1255 property: (b) Date acquired 
(mo., day, yr.)

(c) Date sold 
(mo., day, yr.)

A
B
C
D

Relate lines 21A through 21D to  these columns ► Property A Property B Property C Property D

22 Gross sales price (Note: See line 1 before com pleting.)

23 C ost or other basis plus expense o f s a le ................................

24  Depreciation (or depletion) allowed or allowable . . . .
25 Adjusted basis. Subtract line 24 from  line 2 3 .........................

26  Total gain. S ubtract line 25 from  line 2 2 ................................

22
23
24
25

26

27 If section 1245 property:
a Depreciation allowed or a llowable from  line 24 . . .  .
b  Enter the sm aller o f line 26 o r 2 7 a ............................................

27a
27b

28 If section 1250 property: If straight line depreciation was used, enter
-0- on line 28g, except for a corporation subject to section 291.

a Additional depreciation after 1975 (see instructions). . .

b Applicab le percentage multip lied by the sm aller o f line 26
o r line 28a (see ins truc tions).........................................................

c  Subtract line 28a from  line 26. If residential rental property 
o r line 26 is not more than line 28a, skip lines 28d and 28e 

d  Additional depreciation after .1969 and before. 1976 , , .

e Enter the sm aller o f line 28c o r 2 8 d ......................................
f  Section 291 am ount (corporations o n l y ) ................................

g  Add lines 28b, 28e, and 2 8 f .........................................................

28a

28b

28c
28d
28e
28f

28g

29 If section 1252 property: Skip this section if you did not dispose 
of farmland or if this form is being completed for a partnership.

a Soil, water, and land clearing e x p e n s e s ...............................
b Line 29a multiplied by applicable percentage (see instructions) 
c Enter the sm aller o f line 26 o r 2 9 b ............................................

29a
29b
29c

30 If section 1254 property:

a Intangible drilling and developm ent costs, expenditures for 
developm ent o f m ines and other natural deposits, and
mining exploration costs (see in s t r u c t io n s ) .........................

b Enter the sm aller o f line 26 or 3 0 a ............................................
30a
30b

31 If section 1255 property: 
a Applicab le percentage of paym ents excluded from  income

under section 126 (see in s t r u c t io n s ) ......................................
b Enter the sm aller o f line 26 o r 3 1 a . . ................................

31a
31b

Summary of Part III Gains. Complete property columns A through D, through line 31b before going to line 32.

32 Total gains fo r all properties. A dd colum ns A  through D, line 26 32

33 A dd colum ns A  through D, lines 27b, 28g, 29c, 30b, and 31b. Enter here and on line 1 4 ......................................
34 Subtract line 33 from  line 32. Enter the portion from  casualty o r the ft on Form 4684, line 33. Enter the  portion

from  other than casualty o r the ft on Form 4797, line 6 ...........................................................................................................

33

34
Part IV Recapture Amounts Under Sections 179 and 280F(b)(2) When Business Use Drops to 50% or Less

See instructions for Part IV.
(a) Section (b) Section

179 280F(b)(2)

35 Section 179 expense deduction o r depreciation allowable in prior ye a rs ............................................ 35

36 Recom puted depreciation (see in s tru c t io n s ) .............................................................................................. 36
37 Recapture am ount. Subtract line 36 from line 35. See instructions fo r where to  report . . . 37

*U.S. Government Printing Office: 1993-345-362
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Form 5452
(Rev. January 1992)

Department of the Treasury 
Internal Revenue Service

Corporate Report of Nondividend Distributions
► For calendar year ending Decem ber 3 1 ,  19 ........

► Attach to the corporation's tax return.

OMB No. 1545-0205 
Expires 1-31-95

Name Employer identification number

XYZ C o rp o ra tio n  01 -  0000000

A (1) Has a Form  5452 been filed fo r a p rio r ca lendar y e a r ? ..........................................................................................► □  Y es   N o

(2) If “ Yes," state w h ich  year(s) ____________________________________________________________________________

B Are any o f the  d is tribu tions  part o f a partia l o r com p le te  l iq u id a t io n ? ........................................................................► □  Y es    N o

If “ Yes," describe  in de ta il in a separate statem ent.

C Earnings and Profits
•  A ccum u la ted  earn ings and pro fits 
(since February 28, 1913) a t the
beginning o f the  tax y e a r . . . .  $ 2 0 , 9 0 0 .

•  A ctua l earn ings and p ro fits  fo r the
curren t tax  y e a r ....................................$ 148,316

D C lassification  o f S hareh o ld ers  a t D a te  o f L ast D ividend
Paym ent
•  N um ber o f in d iv id u a ls ..............................  2 0

  N um ber o f p a r tn e r s h ip s ........................ ..............

  N um ber o f co rpo ra tions  and o ther
s h a re h o ld e rs ................................................  2 5

Note: If there are 12 or fewer shareholders, attach copies o f the 
Forms 1099-DIV (or the information from that form) that the 
shareholders received.

E Corporate Distributions

Column 1 C olum n 2 Column 3

Date Paid
Total Amount Paid 

(Common (C), 
Preferred (P),

Other (O))

Amount
Per

Share

Amount Paid During Calendar Year From Earnings & Profits 
Since February 28, 1913 Percent

Taxable

Amount Paid During 
Calendar Year From 
Other Than Earnings 

& Profits Since 
February 28, 1913

Percent
NontaxableFrom the 

Current Year Accumulated Total

3/15 $ 5 , 000(p) $0 .50 $  5 r 0 0 0 $ $ 5 , 000 1 0 0 $ 0 .00

6/15 5 .0 0 0 (d) 0 .50 5 , 000 5 , 000 100 0 .00

9/15 5 , 000(p ) 0 .50 5.000 5 , 000 100 0 .00

12/1 5 .0 0 0 (d) 0 .50 5 , 000 5 , 000 100 0 . 0 0

3/31 9 0 .0 0 0 (c ) 1.00 64.158 20.900 85.058 94.51 4 .9 4 2 .0 0 5 .49

9/30 9 0 .0 0 0 (c ) 1.00 64 , 158 64 , 158 71.29 2 5 , 842 .00 28.71

Totals $ 200.000

 

$148, 316 $ 20 , 900 $169 , 2 16 $ 3 0 , 7 8 4 .0 0

 

For Paperwork Reduction A ct Notice, see the instructions on page 2. Cat. No. 11881T Form 5452 (Rev. 1-92)

2 /2 4 /9 2  Published by Tax Management Inc., a Subsidiary of The Bureau of National Affairs, Inc. 5452.1

55



Worksheet for Computing Current Earnings and Profits 
XYZ Corporation
Incorporation Date: January 1 ,  1974-
Method o f Accounting: Accrual

Retained Earnings Earning and Profit Accumulated
Shown in Books Current Year Balance

Debit Credit Debit Credit
(Debit)
Credit

12/31/92 Balance Forward 225,000 225,000 20,900

1993

Taxable Income from line 28, page 1, Form 1120 191,700 191,700 191,700

Federal Income taxes shown in books 64,000 64,000

Federal Income taxes shown on return 65,178 65,178

Excess o f Capital losses over capital gains 3,600 3,600 3,600

Section 3 12(k) depreciation adjustment 24,000 24,000

Other depreciation adjustments

Depreciation adjustment on property disposition 4,000 4,000

Contribution in excess o f  limitation 3,256 3,256

Life insurance premium in excess o f  CSV 9,500 9,500

Nondeductible interest to carry tax exempt bonds 850 850

Reserve for contingencies 10,000 10,000

Total Itemized expenses line 5, Schedule M-1 23,606

Life insurance proceeds in excess o f  CSV 6,000 6,000

Bad debt recovery (not charged against tax income) 3,500

Tax-exempt interest on municipal bonds 5,000 5,000

Refund o f  prior year federal income taxes 18,000 18,000

Total Itemized income line 7, Schedule M-1 32,500

SUBTOTALS 96,3 8 4 244,700

Current-Year Earnings and Profits 148,3 1 6

Cash Distributions:

Preferred: 3 /15 ,6 /15 ,9 /15 ,12 /15 /93 20,000 20,000

($0.50/share-10.000 shs)

Common: 3/31/93

($1.00/share-90,000 shs)

From current-year earnings and profits 64,158 64,158

From accumulated earnings and profits 20,900 (20,900)

94.51% 85,058

From other 5.49% 4,942

Total Distribution 100.00% 90,000

Common: 9/30/93

(S1.00/share-90,000 shs)

From current-year earnings and profits 64,158 64,158

From accumulated earnings and profits

71.29% 64,158

From other 28.71% 25,842

Total Distribution 100.00% 90,000

Total Cash Distributions 200,000 200,000

291,206 224,200 148,3 1 6 148,3 1 6

Current Year Change 67,006 (20,900)

Balance Forward 12/31/93 157,994 $0
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Example 3—ACME Manufacturing Corporation

ACME Corporation, a widget manufacturing company, was incorporated January 1, 1988. In 
anticipation o f future E&P, ACME paid a $200,000 cash distribution to its sole shareholder on 
December 31, 1993. This distribution was in excess of current and accumulated E&P. The following 
information is available for ACME.

ACME book income $ 8,000
Federal income tax per books 32,000
Excess capital losses 40,000
Installment sale income 7,000
Contribution carryover 45,000
Meal and entertainment expenses disallowed 2,000
Bad debt reserve 12,000
Lobbying expenses 3,500
Officers life insurance premium 2,000
Tax penalties 1,500
Federal tax refund (6,000)
Bad debts specific write-off (15,000)

Taxable income 132,000

Federal tax per return (alternative minimum tax) 39,975
Shares outstanding— common 50,000
Net operating loss carryforward 200,000
Dividend received deduction 5,600
ACE adjustment 61,500

Note: Form 5452 attachments for years before 1993 are intentionally not included in this 
practice aid.
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1120Form
Department of the Treasury 
Internal Revenue Service

U.S. Corporation Income Tax Return
For calendar year 1993 o r tax year beginning _______  , 1993, ending ...............  ,1 9

► Instructions are separate. See page 1 fo r Paperwork Reduction A ct Notice.

OMB No. 1545-0123

1993
A Check if a:1 Consolidated return , 

(attach Form 851)  
2 Personal holding co.  

(attach Sch. PH)  
3 Personal service corp.

(as defined in Temporary 
Regs. sec. 1.441-4T—  
see instructions)  

Use 
IRS 
label. 
Other­
wise, 
please 
print or 
type.

Name

ACME M a n u f a c tu r in g  C o r p o r a t io n
Number, street, and room or suite no. (If a P.O. box, see page 7 of instructions.)

123 Main Street

B Employer identification number
00   0000 0 0 0
C Date incorporated 

0 1 /0 1 /8 8

E Check applicable boxes: (1)  

City or town, state, and ZIP code

Any to w n, You r s t a t e. 2 0 2 0 0
Initial return (2) □  Final return (3)   Change of address

D Total assets (see Specific Instructions)

$ 7 7 0 ,0 0 0

In
co

m
e

1a
2 .
3
4
5

6

7
8 

9
10
11

Gross receipts or sales   3 ,7 3 5 ,0 0 0   b Less returns and allowances  c  Bal ► 1c 3 ,7 3 5 ,0 0 0
C ost o f goods sold (Schedule A, line 8 ) ..................................................

Gross profit. Subtract line 2 from line 1 c ..................................................

D ividends (Schedule C, line 1 9 ) .....................................................................

In t e r e s t .................................................................................................................

Gross re n ts ...........................................................................................................

Gross ro y a lt ie s ....................................................................................................

Capital gain net incom e (attach Schedule D (Form 1120)) . . . .

Net gain o r (loss) from  Form 4797, Part II, line 20 (attach Form 4797)
O ther incom e (see instructions— attach s c h e d u le ) ................................
Total income. Add lines 3 through 1 0 ........................................................

2
3
4
5
6

7
8

9
10
11

3 ,1 1 6 ,0 0 0
6 1 9 ,0 0 0

7 ,0 0 0

0

6 2 6 ,0 0 0

D
ed

uc
tio

ns
 (

S
ee

 in
st

ru
ct

io
ns

 fo
r 

lim
ita

tio
ns

 o
n 

de
du

ct
io

ns
.) 12

13a
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

Compensation o f officers (Schedule E, line 4 ) ............................................
Salaries and wages   1 6 5 , 0 0 0     b Less employment credits  

Repairs and m ain tenance..........................................................................................................

Bad d e b t s ....................................................................................................................................

R e n t s ..........................................................................................................................................

Taxes and l i c e n s e s ..................................................  .....................................

Interest ..........................................................................................................................................

Charitable contributions (see instructions fo r 10% l im i ta t io n ) ......................................
Depreciation (attach Form 4 5 6 2 ) ........................................................................... 20
Less depreciation claim ed on Schedule A  and elsewhere on return . . .   21a

D e p le t i o n ....................................................................................................................................

A d v e r t is in g ....................................................................................................................................

Pension, profit-sharing, etc., p la n s ........................................................................................

Employee benefit p ro g ra m s ....................................................................................................

O ther deductions (attach sche du le )........................................................................................

Total deductions. Add lines 12 through 2 6 .....................................................................

12 8 5 ,0 0 0
c  Bal ►

1 1 6 ,0 0 0  
9 0 ,0 0 0

Taxable income before net operating loss deduction and special deductions. Subtract line 27 from  line 11 
Less: a Net operating loss deduction (see in s tru c tio n s ) ...............................   29a   2 0 0 ,0 0 0  

b Special deductions (Schedule C, line 2 0 ) .............................................................  29b   5 ,6 0 0

13c
14

15
16
17
18
19

22
23
24
25
26
27
28

1 6 5 ,0 0 0

1 5 ,0 0 0
2 6 ,0 0 0

0

2 6 ,0 0 0

1 0 ,0 0 0
3 0 ,0 0 0

1 3 7 ,0 0 0
4 9 4 ,0 0 0
1 3 2 ,0 0 0

T
ax

 a
nd

 P
ay

m
en

ts

30
31

32
b

c
e

f

g

32a
32b
32c ( ) d  Bal ► 32d

29c
30
31

2 0 5 ,6 0 0
- 7 3 ,6 0 0

3 9 ,9 7 5

33
34
35
36

Taxab le  incom e. Subtract line 29c from  line 28 
T o ta l ta x  (Schedule J, line 10) . .

Payments: a 1992 overpayment credited to 1993 

1993 estim ated tax payments . .

Less 1993 refund applied for on Form 4466

Tax deposited w ith Form 7004 ...............................................................

C redit from  regulated investment com panies (attach Form 2439) .

C redit fo r Federal tax on fuels (attach Form 4136). See instructions

Estimated tax penalty (see instructions). C heck if Form 2220 is a t t a c h e d .........................

Tax due. If line 32h is smaller than the tota l o f lines 31 and 33, enter am ount owed . .
O verpaym ent. If line 32h is larger than the total o f lines 31 and 33, enter am ount overpaid
Enter am ount o f line 35 you want: Credited to 1994 estim ated tax ►

Please
Sign
Here

Paid
Preparer’s 
Use Only

32e
32f
32g

33
34

35
Refunded ► 36

0
0

3 9 ,9 7 5

Under penalties of perjury, I declare that I have examined this return, including accompanying schedules and statements, and to the best of my knowledge and 
belief, it is true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

  Signature of officer Date

 

Title

Preparer’s  
signature  

Date
Check if  
self-employed  

Preparer’s social security number

Firm’s name (or  E.l. No. ►

and address  ZIP code ►
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Form 1120 (1993) Page 2
Schedule A Cost of Goods Sold (See instructions.)

1 1 7 6 ,0 0 0
2 2 ,1 0 0 ,0 0 0
3 4 0 0 ,0 0 0
4

5 6 0 0 ,0 0 0
6 3 ,2 7 6 ,0 0 0
7 1 6 0 ,0 0 0
8 3 ,1 1 6 ,0 0 0

1 Inventory at beginning o f y e a r ....................................................................................................

2  P u rch a se s ..........................................................................................................................................

3  Cost o f la b o r ....................................................................................................................................

4  Additional section 263A costs (attach s c h e d u le ) ...............................................................

5  Other costs (attach s c h e d u le ) .....................................................................................................

6  To ta l. A dd lines 1 through 5 ....................................................................................................

7 Inventory at end o f y e a r .................................................................................................................

8  C o s t o f g o o d s  so ld . S ubtract line 7 from line 6. Enter here and on page 1, line 2 .

9a Check all m ethods used fo r valuing closing inventory:
□  Cost □  Lower o f cost or market as described in Regulations section 1.471-4

Q  W ritedown o f subnorm al goods as described in Regulations section 1.471-2(c)

  O ther (Specify m ethod used and attach explanation.) ► .......................................................................................

b  Check if the  LIFO inventory m ethod was adopted th is tax year fo r any goods (if checked, a ttach Form 970) 

c  If the LIFO inventory m ethod was used fo r th is tax year, enter percentage (or amounts) o f c losing
inventory com puted under L I F O ........................................................................................................................

d  Do the rules o f section 263A (for property produced or acquired fo r resale) apply to  the  corporation? . . . .  

e Was there any change in determ ining quantities, cost, o r valuations between opening and closing inventory? If “Yes,"
attach e x p la n a t io n .......................................................................................................................

9 c

►  

□  Y es □  No

□  Y es   No

Schedule C Dividends and Special Deductions (See instructions.) (a) Dividends 
received (b) % (c) Special deductions 

(a) x  (b)
1 Dividends from  less-than-20% -owned dom estic corporations tha t are sub ject to  the

70%  deduction (other than debt-financed s t o c k ) ...............................................................

2  Dividends from  20% -or-m ore-ow ned dom estic corporations tha t are sub ject to  the
80%  deduction (other than debt-financed s t o c k ) ............................................ . . .

3  Dividends on debt-financed stock  o f dom estic and foreign corporations (section 246A)

4  Dividends on certain preferred stock o f less-than-20% -owned public utilities . . .

5  Dividends on certain preferred s tock o f 20% -or-m ore-ow ned public utilities . . .

6  D ividends from  less-than-20% -owned foreign corporations and certain FSCs tha t are
subject to  the 70%  d e d u c t io n ....................................................................................................

7  Dividends from  20% -or-m ore-ow ned foreign corporations and certain FSCs tha t are
subject to  the 80%  d e d u c t io n ....................................................................................................

8  Dividends from wholly owned foreign subsidiaries subject to the 100% deduction (section 245(b))

9  To ta l. A dd lines 1 through 8. See instructions fo r l im i ta t io n ............................................

10  Dividends from  dom estic corporations received by a small business investment
com pany operating under the  Small Business Investment A ct o f 1958 . . . . .

11 Dividends from  certain FSCs tha t are sub ject to  the 100%  deduction (section 245(c)(1))

1 2  Dividends from affiliated group members subject to the 100% deduction (section 243(a)(3))

1 3  Other div idends from  foreign corporations not included on lines 3, 6, 7, 8, o r 11 .

14  Income from  controlled foreign corporations under subpart F (attach Form(s) 5471)

15  Foreign d ividend gross-up (section 7 8 ) ............................................................................

16 IC-DISC and form er DISC dividends not included on lines 1, 2, o r 3 (section 246(d))

17 Other d iv id e n d s .......................................................................................................................

18  Deduction for dividends paid on certain preferred stock o f public utilities (see instructions)

19  T o ta l d iv ide nds . Add lines 1 through 17. Enter here and on line 4, page 1 . . ►

7 ,0 0 0

70

80 5 ,6 0 0
instructions

42

48

70

80

100

100

5 ,6 0 0

100

100

2 0  T o ta l s p e c ia l d e d u ctio n s . Add lines 9 ,1 0 ,1 1 ,  12, and 18. Enter here and on line 29b , page 1 5 ,6 0 0
Compensation of Officers (See instructions for line 12, page 1.)Schedule E
Complete Schedule E only if total receipts (line 1a plus lines 4 through 10 on page 1, Form 1120) are $500,000 or more.

(a) Name of officer (b) Social security number
(c) Percent of 

time devoted to 
business

Percent of corporation
stock owned (f) Amount of compensation

(d) Common (e) Preferred

1 A. C. B a k e r 1 2 3 -3 4 -6 7 8 9 1 0 0  % 1 0 0  % % 8 5 ,0 0 0
% % %

% % %

% % %

% % %

2  Total com pensation o f o ff ic e rs ...........................................................................................................................................
3  Com pensation o f officers claimed on Schedule A  and elsewhere on r e t u r n ...................................................
4  Subtract line 3 from  line 2. Enter the result here and on line 12, page 1 ..........................................................

8 5 ,0 0 0

8 5 ,0 0 0
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Form 1120 (1993) Page 3

Tax Computation (See instructions.)
1 C heck if the corporation is a member o f a contro lled group (see sections 1561 and 1563) . . . . ►  

2a If the box on line 1 is checked, enter the corpora tion ’s share o f the  $50,000, $25,000, and $9,925,000 taxable 

incom e brackets (in that order):
(1) $ __________  (2) $ __________________  (3)  $__________________  

b Enter the corpora tion ’s share of:
(1) additional 5%  tax (not m ore than $11,750)  $__________________  _____ 
(2) additional 3%  tax (not m ore than $100,000)  $__________________ _____ 

3 Income tax. C heck this box if the corporation is a qualified persona! service corporation as defined in section 
448(d)(2) (see instructions on page 15)........................................................................................................................ ► 0

4a Foreign tax cred it (attach Form 1 1 1 8 ) ...................................................................................

b Possessions tax  credit (attach Form 5 7 3 5 ) ......................................................................

c Orphan drug cred it (attach Form 6 7 6 5 ) ............................................................................
d Check: 0  Nonconventional source fuel c red it   QEV cred it (attach Form 8834) 

e General business credit. Enter here and check w hich form s are attached:
□  Form 3800 □  Form 3468 □  Form 5884 □  Form 6478 □  Form 6765

□  Form 8586 □  Form 8830 □  Form 8826 □  Form 8835 ..........................

f  C redit fo r prio r year m inim um tax (attach Form 8 8 2 7 ) ...................................................

Schedule J

4a
4b
4c
4d

 

4e

4f

5 Total credits. Add lines 4a through 4 f ..............................................................................................................................

6  S ubtract line 5 from  line 3 ........................................................................................................................................................

 5
6

0
0

7 Personal holding com pany tax (attach Schedule PH (Form 1 1 2 0 ) ) ................................
8  Recapture taxes. C heck if from :   Form 4255   Form 8 6 1 1 ................................

9a Alternative m inim um tax (attach Form 4 6 2 6 ) ............................................................................

b Environmental tax (attach Form 4 6 2 6 ) .........................................................................................
10 Total tax. A dd lines 6 through 9b. Enter here and on line 31, page 1 ..........................

Other Information (See pages 17 and 18 of instructions.)

7

8
9a 3 9 ,9 7 5
9b 3 9 ,9 7 5
10

Schedule K
1 C heck m ethod o f accounting: a   Cash

b   Accrual c    O ther (specify) ►................................

2 Refer to  page 19 of the instructions and state the  principal:
a Business activ ity code no. ► .. .3 9 9 8 ................................
b Business activ ity ► M a n u f a c t u r i n g ..........................

c  Product o r service ► W i d g e t s .........................................

3 Did the corporation at the end o f the tax year own, directly
o r indirectly, 50%  or m ore o f the voting s tock  o f a 
dom estic corporation? (For rules o f attribution, see 
section 2 6 7 ( c ) . ) .....................................................................

If “Yes,” attach a schedule showing: (a) name and identifying 
number, (b) percentage owned, and (c) taxable income or 
(loss) before NOL and special deductions of such corporation 
for the tax year ending with or within your tax year.

4  Is the corporation a subsid iary in an affiliated group or a
parent-subsid iary contro lled g r o u p ? ................................

If “Yes,” enter em ployer identification num ber and name 

o f the parent corporation ► ..................................................

5 Did any individual, partnership, corporation, estate or 
trust at the end o f the tax year own, d irectly o r indirectly, 
50%  or more o f the corpora tion ’s voting stock? (For rules
o f attribution, see section 2 6 7 (c ) . ) ......................................

If “Yes,” attach a schedule showing name and identifying 
number. (Do not include any information already entered 
in 4  above.) Enter percentage owned ►..............................

6  During this tax year, did the corporation pay dividends (other
than stock dividends and distributions in exchange for stock) 
in excess of the corporation’s current and accumulated 
earnings and profits? (See secs. 301 and 316.) . . . .
If “Yes,” file Form 5452. If th is  is a consolidated return, 
answer here fo r the parent corporation and on Form 851, 
A ffiliations Schedule, fo r each subsidiary.

Yes No

3 0

7 W as the corporation a U.S. shareholder o f any contro lled
foreign corporation? (See sections 951 and 9 5 7 .). . .

If “Yes,”  attach Form 5471 fo r each such corporation. 
Enter num ber o f Forms 5471 attached ►............................

8 At any time during the 1993 calendar year, did the corporation
have an interest in or a signature or other authority over a 
financial account in a foreign country (such as a bank 
account, securities account, or other financial account)? . 

If “Yes,” the corporation may have to file Form TD F 90-22.1. 
If “Yes,”  enter name o f foreign country ► ..........................

9 Was the corporation the grantor of, or transferor to, a foreign 
trust that existed during the current tax year, whether o r not 
the corporation has any beneficial interest in it? If “Yes,” the 
corporation may have to  file Forms 926, 3520, or 3520-A

10 Did one foreign person at any time during the tax year own, 
directly or indirectly, at least 25% of: (a) the total voting power 
of all classes of stock of the corporation entitled to vote, or (b) 
the total value of all classes of stock of the corporation? If “Yes,"

a  Enter percentage owned ►........................................................

b  Enter ow ner’s country ►.............................................................

c  The corporation may have to  file Form 5472. Enter num ber 
o f Forms 5472 attached ► .......................................................

11 C heck th is  box if the corporation issued public ly offered
deb t instrum ents w ith original issue d iscount . ► 0
If so, the  corporation m ay have to  file Form 8281.

12 Enter the amount of tax-exempt interest received or
accrued during the tax year ► $ .............................................

13 If there were 35 or few er shareholders a t the  end o f the
tax year, enter the num ber ► .................................................

14 If the  corporation has an NOL fo r the tax year and is 
e lecting to  forego the carryback period, check here ►  

15 Enter the  available NOL carryover from  prio r tax  years
(Do not reduce it by any deduction on line
29a.) ► $  2 0 0 ,0 0 0

NoYes

X

x

X
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Form 1120 (1993) Page 4
Schedule L Balance Sheets End of tax year

1
2a

b
3
4
5
6
7
8 

9
10a

b
11a

b
12
13a

b
14
15

Assets
C a s h ...................................................

Trade notes and accounts receivable 

Less allowance fo r bad debts . .

I n v e n t o r ie s ......................................

U.S. governm ent ob ligations . .

Tax-exem pt securities (see instructions) 

O ther current assets (attach schedule)

Loans to  s to c k h o ld e r s ..........................

M ortgage and real estate loans . .

O ther investm ents (attach schedule) . 

Buildings and other depreciable assets 

Less accum ulated deprecia tion . .

Depletable a s s e t s ................................

Less accum ulated depletion . . .

Land (net o f any am ortization) . . .

Intangible assets (amortizable only) .

Less accum ulated am ortization . .
O ther assets (attach sche du le ). . .
Total a s s e t s ............................................

Liabilities and Stockholders’ Equity
16 A ccounts p a y a b l e .............................................

17 Mortgages, notes, bonds payable in less than 1 year

18 Other current liabilities (attach sche du le ).

19 Loans from  s to c k h o ld e r s ..........................

20 Mortgages, notes, bonds payable in 1 year or more

21 Other liabilities (attach schedule) . . .

22 Capital stock: a Preferred stock

b  Com m on s tock . .

23 Paid-in o r cap ita l s u r p l u s ..........................

24 Retained earnings—Appropriated (attach schedule)

25 Retained earnings— Unappropriated . .
26 Less cost o f treasury s to c k ..........................
27 Total liabilities and stockholders ' equity .

Beginning of tax year
(a) (b) (c) (d)

1 6 2 .0 0 0 .
10,0 0 0

2 2 6 ,0 0 0 .
6 0 ,0 0 0 .

2 1 0 .0 0 0 .( 1 2 , 0 0 0 . ) 1 5 0 ,0 0 0 . ( 1 6 ,0 0 0 . )

9 0 0 ,0 0 0 .

1 6 0 ,0 0 0 . 1 5 0 ,0 0 0 .

3 0 ,0 0 0 . 5 0 ,0 0 0 .

9 6 0 ,0 0 0 .
3 0 0 .0 0 0 .( 6 0 0 ,0 0 0 .) 3 0 0 ,0 0 0 . ( 6 6 0 , 000 )

( ) ( )

( ) ( )

8 0 ,0 0 0 . 8 0 ,0 0 0 .
2 7 2 .0 0 0 .

1 5 0 ,0 0 0 . 1 8 0 ,0 0 0 .

2 0 0 ,0 0 0 . 2 1 0 ,0 0 0 .

5 0 ,0 0 0 . 5 0 ,0 0 0 .5 0 ,0 0 0 .   5 0 ,0 0 0 .

 
1 7 0 ,0 0 0 . - 2 2 , 0 0 0 .

( ) ( )
6 5 0 ,0 0 0 . 7 7 0 ,0 0 0 .

Note: You are no t required to  com plete  Schedules M -1 and M -2  be low  i f  the tota l assets on line 15, colum n (d) o f  Schedule L are less than $25,000.

Reconciliation of Income (Loss) per Books With Income per Return (See instructions.)Schedule M-1
1 Net incom e (loss) per b o o k s ..........................

2 Federal incom e t a x .............................................

3 Excess o f cap ital losses over capital gains .

4 Incom e sub ject to  tax not recorded on books

th is  year (item ize):................................................
S e e  A t t a c h e d .....................................

5 Expenses recorded on books th is year not 
deducted on th is  return (itemize):

a Depreciation . . . . $ ..............................

b Contributions carryover $

c Travel and enterta inm ent $ ........
S ee  A t t .  1 9 ,0 0 0 .

6 A dd lines 1 through 5 ......................................

Schedule M-2

8 , 0 0 0 .

3 2 ,0 0 0 .
4 0 ,0 0 0 .

7 ,0 0 0 .

66,000.
1 5 3 ,0 0 0 .

7 Income recorded on books th is year not 
included on th is return (itemize):

Tax-exem pt interest $ ..............................
.........S e e   A t t . ...........6 ,0 0 0 . . .

8 Deductions on th is return not charged 
against book income th is year (itemize):

a Depreciation . . . . $ ...................

b  Contributions carryover $ ...................

S ee A t t ............1 5 ,0 0 0 ..

9 Add lines 7 and 8 ................................
10 Income (line 28, page 1)—line 6 less line 9

6 , 0 0 0 .

Analysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L)

1 5 ,0 0 0 .
2 1 ,0 0 0 .

1 3 2 ,0 0 0 .

1 Balance at beginning of year
2 Net income (loss) per books
3 Other increases (itemize): . . . .

1 7 0 ,0 0 0 .
8 ,0 0 0 .

5 Distributions: a C a s h . .

b S tock 

c  P roperty .

6 Other decreases (itemize): . . .

2 0 0 ,0 0 0 .

4 A dd lines 1, 2, and 3 1 7 8 ,0 0 0 .
Add lines 5 and 6 . . . .
Balance at end of year (line 4 less line 7)

Printed on recycled paper

2 2 0 ,0 0 0 .
- 2 2 ,0 0 0 .

*U.S. Government Printing Office: 1993 — 345-287
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SCHEDULE D 
(Form 1120)
Department of the Treasury
Internal Revenue Service

Name

Capital Gains and Losses
To be filed with Forms 1120, 1120-A, 1120-DF, 1120-IC-DISC, 

1120-F, 1120-FSC, 1120-H, 1120-L, 1120-ND, 1120-PC, 1120-POL, 
1120-REIT, 1120-RIC, 990-C, and certain Forms 990-T

ACME Manufacturing Corporation
Part I  Short-Term Capital Gains and Losses—Assets Held 1 Year or Less

OMB No. 1545-0123

1993
Employer identification number

0 2  0000000

(a) Kind of property and 
description (Example, 100 shares 

of "Z "  Co.)
(b) Date acquired 

(mo., day, yr.)
(c) Date sold 
(mo., day, yr.) (d) Gross sales price

(e) Cost or other 
basis, plus expense 

of sale

(f) Gain or (loss)
((d) less (e))

1

2 S hort-te rm  cap ita l gain from  insta llm ent sa les from  Form  6252, line 26  o r 37
3 S hort-te rm  gain o r (loss) from  like -k ind  exchanges from  Form  8824 . . .
4  U nused cap ita l loss carryove r (attach c o m p u ta tio n ) ................................................
5 N et sho rt-te rm  cap ita l ga in o r (loss). (C om bine lines 1 th rough 4.) . . . .

Part II Long-Term Capital Gains and Losses—Assets Held More Than 1 Year

2
3
4
5

6 Investment in ACE ** 01/01/88 12/31/91 10,000 50,000 -40,000

** ACE is not affiliated with ACME Corporation
7
8 
9

10

Part III

Enter gain from  Form  4797, line 8 o r 1 0 .......................................................................
Long-te rm  cap ita l ga in from  insta llm ent sa les from  Form  6252, line 26 o r 37 
Long-te rm  gain o r (loss) from  like -k ind  exchanges from  Form  8824 . . .
N et long -te rm  cap ita l ga in o r (loss). (C om bine lines 6 th rough 9.) . . . .

7
8
9
10 -4 0 ,0 0 0

Summary of Parts I and II
11
12

13

Enter excess o f net sh o rt-te rm  cap ita l gain (line 5) over ne t long -te rm  cap ita l loss (line 10). . . 

N et cap ita l gain. Enter excess o f ne t long -te rm  cap ita l gain (line 10) ove r net sh o rt- te rm  cap ita l
loss (line 5 ) .......................................................................................................................................................................
Add lines 11 and 12. Enter here and on Form 1120, page 1, line 8, or the proper line on other returns. 
N ote : If losses exceed gains, see instructions on capital losses for explanation of capital loss carrybacks.

11

12
13

Instructions
Section references are to the Internal 
Revenue Code.

Changes To Note
The Revenue Reconciliation A ct o f 1993 
made the fo llow ing changes to  the tax law:
•  Effective fo r bonds purchased after April 
30, 1993, gain on tax-exem pt ob ligations or 
other m arket d iscount bonds issued on or 
before Ju ly  18, 1984, is treated as ordinary 
incom e (instead o f capital gain) to  the extent 
o f the accrued m arket d iscount. See A ct 
section 13206.
•  A  corporation tha t sells pub lic ly traded 
securities a t a gain after August 9 ,1 9 9 3 , may 
elect to  postpone all o r part o f the  gain if the 
seller buys stock  o r a partnership interest in a 
specialized small business investment 
com pany (SSBIC) during the 60-day period 
tha t begins on the  date the  securities are 
sold.

An SSBIC is any partnership o r corporation 
licensed by the Small Business Adm inistration

under section 301(d) o f the Small Business 
Investment A ct o f 1958. The corporation must 
recognize gain on the sale to  the extent the 
proceeds from  the sale exceed the cost of 
the SSBIC stock o r partnership interest 
purchased during the 60-day period that 
began on the date o f the sale (and not 
previously taken into account). The gain a 
corporation may postpone each tax  year is 
lim ited to  the  lesser of: (a) $250,000 or 
(b) $1 million, reduced by the gain previously 
excluded under these provisions. The basis o f 
the SSBIC stock  o r partnership interest is 
reduced by any postponed gain.

To make the election to  postpone gain, 
com plete line 1 o r line 6, whichever applies, 
showing the entire gain realized in colum n (f). 
Directly below the line on which the gain is 
reported, enter “SSBIC Rollover” in colum n 
(a). Enter the am ount o f the postponed gain 
(in parentheses) in colum n (f). Also, attach a 
schedule showing (a) how you figured the 
postponed gain, (b) the name o f the SSBIC in 
w hich you purchased com m on s tock o r a 
partnership interest, (c) the date o f that

purchase, and (d) the new basis in tha t 
SSBIC s tock  o r partnership interest.

For details, see new section 1044.

Purpose of Schedule
Schedule D is used to  report sales and 
exchanges o f cap ita l assets fo r tax  years 
beginning in 1993.

Sales o r exchanges o f property o ther than 
cap ita l assets are reported on Form 4797, 
Sales o f Business Property. A  sale or 
exchange o f p roperty  includes property used 
in a trade or business; involuntary 
conversions (o ther than casualties o r thefts); 
gain from  the  d isposition o f oil, gas, o r 
geotherm al property; and the section 291 
ad justm ent to  section 1250 gains. See the 
instructions fo r Form 4797 fo r more 
inform ation.

If property is involuntarily converted 
because o f a casualty o r theft, use Form  
4684, Casualties and Thefts.

Parts I and II
Generally, a corpora tion m ust report sales 
and exchanges even though there is no gain

For Paperwork Reduction Act Notice, see page 1 of the instructions for Forms 1120 and 1120-A. Cat. No. 11460M Schedule D (Form 1120) 1993
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SUPPORTING SCHEDULE 1993

NAME: ACME Manufacturing Corporation
OTHER DEDUCTIONS —  FORM 1120 LN. 26
Meals and entertainment
Travel
Other

TOTAL

EIN: 02-0000000

$ 8,000. 
45,000. 
84,000.

$ 137.000.

SUPPORTING SCHEDULE 1993

NAME: ACME Manufacturing Corporation
OTHER COSTS —  SCH. A LN. 5
Other Costs
Depreciation

TOTAL

EIN: 02-0000000

$ 510,000. 
90.000.

$ 600,000.

SUPPORTING SCHEDULE 1993

NAME: ACME Manufacturing Corp oration EIN: 02-0000000
INCOME SUBJECT TO TAX NOT ON BOOKS —  SCH. M -1 LN. 4
Installment Sale $ 7.000.

TOTAL $ 7.000.

OT. EXPENSES ON BOOKS NOT DEDUCTED —  SCH. M -1 LN. 5
Bad Debt Reserve $ 12,000.
Lobbying Expenses 3,500.
Officers Life Insurance 2,000.
Penalties 1.500.

TOTAL $ 19.000.

OT. INCOME ON BOOKS NOT ON RETURN —  SCH. M -1 LN. 7
Refund o f Federal Taxes $ 6.000.

TOTAL $ 6.000.

OTHER DEDUCTIONS NOT ON BOOKS —  SCH. M -1 LN. 8
Bad Debts —  Specific W/O $ 15.000.

TOTAL $ 15.000.
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93
Form 4626
Department of the Treasury
Internal Revenue Service

Name

Alternative Minimum Tax— Corporations
(including environmental tax)

► See separate instructions.
 ► Attach to the corporation's tax return.

ACME M a n u fa c tu r in g  C orp .

1 Taxable incom e o r (loss) before net opera ting  loss deduction. ( Im p o rta n t: See ins truc tions  if the
co rpo ra tion  is sub jec t to  the environm enta l ta x . ) ...........................................................

2 Adjustments:
a D epreciation o f tang ib le  p roperty  p laced in service a fte r 1986 ..............................
b A m ortiza tion  o f certified  po llu tion  con tro l fac ilities p laced in service a fte r 1986. 
c Amortization of mining exploration and development costs paid or incurred after 1986 . 

d A m ortiza tion  o f c ircu la tion  expend itu res paid or incurred a fter 1986 (personal
ho ld ing com pan ies o n ly ) ..........................................................................................................

e  Basis adjustments in determining gain or loss from sale or exchange o f property .
f Long-te rm  con trac ts  entered in to  a fte r February 28, 1986.........................................
g Insta llm ent sales o f certa in  p ro p e r ty ...................................................................................
h M erchant m arine cap ita l cons truc tion  f u n d s .................................................................
i Section 833(b) deduction (Blue Cross, Blue Shield, and similar type organizations only) .
j Tax she lter fa rm  activ ities (personal serv ice  corpo ra tions o n l y ) ..............................
k Passive activities (closely held corporations and personal service corporations only)
l C erta in loss l im i t a t io n s ..........................................................................................................

m O ther a d ju s tm e n ts ......................................................................................................................
n C om bine  lines 2a through 2 m ..............................................................................................

3 Tax preference items:
a D e p le t io n ................................................................................... .....................................................
b T ax-exem pt in te rest from  priva te  activ ity  bonds issued a fter A ugust 7, 1986
c C haritab le  c o n tr ib u t io n s ..........................................................................................................
d In tangib le d rilling  c o s t s ..........................................................................................................
e  Reserves fo r  losses on bad deb ts  o f financia l in s t itu t io n s ..........................................
f A cce le ra ted  deprecia tion  o f real p roperty  placed in service before 1987 . . . 

g A cce le ra ted  deprecia tion  o f leased personal p roperty  placed in serv ice  before
1987 (personal ho ld ing com pan ies on ly).............................................................................

h A dd  lines 3a th rough 3 g ............................................................................................................................
4 Pread justm ent a lte rna tive  m in im um  taxab le  incom e (AMTI). C om bine lines 1, 2n, and 3h
5 Adjusted current earnings (ACE) adjustment: 

a Enter the corporation’s ACE from  line 10 o f the worksheet on page 8 o f the instructions 

b S ub trac t line 4 from  line 5a. If line 4 exceeds line 5a, enter the d iffe rence as a
negative  num ber (see ins truc tions fo r  e x a m p le s )...........................................................

c M ultip ly  line 5b  by 75%  and en te r the  result as a positive  n u m b e r........................

d Enter the excess, if any, o f the  co rpo ra tion ’s to ta l increases in AM TI from  p rior 
yea r ACE ad jus tm en ts  ove r its  to ta l reductions in AMTI from  p rio r year ACE 
ad jus tm en ts  (see instructions). Note: You must enter an amount on line 5d (even 
i f  line 5b is p o s i t iv e ) .................................................................................................

e ACE ad justm ent:

•  If you entered a positive  num ber o r zero on line 5b, enter the am oun t from  line 5c on line 5e 
as a  positive  am ount.
•  If you entered a negative num ber on line 5b, enter the  sm aller o f line 5c o r line 5d on line 5e 
as a  negative am ount.

6 C om bine  lines 4 and 5e. If zero o r less, s top  here (the co rpora tion  is no t sub je c t to  the  a lte rna tive
m in im um  tax). .  ................................................................................................................................................................

7 A lte rna tive  ta x  net opera ting  loss deduc tion  (see in s t r u c t io n s ) ........................................................................

8 Alternative minimum taxable income. S ub trac t line 7 from  line 6 ..................................................................

OMB No. 1545-0175

Em ployer identification num ber  

0 2   0 0 0 0 0 0 0

2a 34,000.
2b
2c

2d
2e
2f
2g
2h
2i
2j
2k
2l
2m

3a
3b
3c
3d
3e
3f

3g

5a 2 4 2 ,4 0 0

5b 8 2 ,0 0 0 .
5c 6 1 ,5 0 0 .

5d 2 0 0 ,0 0 0 .

For Paperwork Reduction A ct Notice, see separate instructions. Cat. No. 12955I

1 2 6 , 4 0 0 .

3 4 , 0 0 0 .

160 , 40 0 .

6 1 ,5 0 0

2 2 1 , 900

2 2 1 ,9 0 0 .
Form 4 6 2 6  (1993)
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Form  4626 (1993) Page 2

9
10

Enter the  am oun t from  line 8 (alternative m in im um  taxable i n c o m e ) ............................................................

Exemption phase-out computation (if line 9 is $310,000 or more, sk ip  lines 10a and 10b and en ter 
-0 - on line 10c):

9

a S ub trac t $150,000 from  line 9 (if you are com ple ting  th is  line fo r a  m em ber o f a 
con tro lled  g roup  o f corpora tions, see instructions). If the  result is zero o r less, 
en ter - 0 - ....................................................................... ................................................................ 10a 7 1 ,9 0 0

b

c

M ultip ly  line 10a by 25% 10b 1 7 , 9 7 5 .

Exem ption. S ub trac t line 10b from  $40,000 (if you are com ple ting  th is  line fo r a m em ber o f a con tro lled  
g roup  o f corpora tions, see instructions). If the  result is zero o r less, enter - 0 - .......................................... 10c

11 S ub trac t line 10c from  line 9. If the  result is zero o r less, enter -0 -

12 M ultip ly  line 11 by 20%

13 A lte rna tive  m in im um  tax fore ign tax  cred it. (See instructions fo r lim ita tio n s .) ................................................

14 Tentative m in im um  tax. S ub trac t line 13 from  line 12

15

16

17

Regular ta x  liab ility  before all c red its  excep t the  fore ign tax c red it and possessions tax  c r e d i t . . .

Alternative minimum tax. S ub trac t line 15 from  line 14. If the  resu lt is zero o r less, en ter -0 -. A lso  
en ter the  resu lt on the  line prov ided  on the co rpo ra tion ’s incom e ta x  return (e.g., if you are filing  Form  
1120 fo r  1993, en te r th is  am ount on line 9a, Schedule J ) ...................................................................................

Environmental tax. S ub trac t $2,000,000 from  line 6 (com puted w ith o u t regard to  the  co rp o ra tio n ’s 
environm enta l ta x  deduction) and m u ltip ly  the  excess, if any, by 0 .12%  (.0012). Enter the  resu lt here 
and on the  line p rovided on the  co rpo ra tion ’s incom e tax  return (e.g., if you are filing  Form  1120 fo r 
1993, en te r th is  am ount on line 9b, Schedule J). If you are com p le ting  th is  line fo r  a m em ber o f a 
con tro lled  g roup  o f corpora tions, see ins truc tions .....................................................................................................

11

12

13

14

2 2 1 .9 0 0

2 2 .0 2 5 .

1 9 9 , 8 7 5 .

3 9 , 9 7 5 .

0

3 9 ,9 7 5 .

15 0

16 3 9 ,9 2 5

17 0
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Form 5452
(Rev. January 1992)

Department of the Treasury 
Internal Revenue Service

Corporate Report of Nondividend Distributions
► For calendar year ending Decem ber 3 1 ,  1 9 ........

► Attach to the corporation’s tax return.

OMB No. 1545-0205 
Expires 1-31-95

Name Employer identification num ber

ACME M a n u f a c t u r i n g  C o r p . 02 -  0 000000

A (1) Has a Form  5452 been filed  fo r a p rio r ca lendar y e a r ? .........................................................................................► □  Yes  N o

(2) If “Yes," s ta te  w hich year(s) _________________________________________________________

B Are any o f the  d is tribu tions  part o f a partia l o r com ple te  l iq u id a t io n ? ........................................................................► □  Yes  N o

C

If “ Yes,”  describe  in detail in a separate statem ent.

Earnings and Profits

•  A ccum u la ted  earn ings and pro fits
(since February 28, 1913) at the
beginning o f the  tax y e a r . . . .  $ .92---------

•  Actua l earn ings and p ro fits  fo r the
curren t tax y e a r ....................................$ ____________ _______

D C lassification o f S hareholders  a t D ate  o f Last D ividend  
P aym ent
•  N um ber o f in d iv id u a ls .............................. .................... 1________

•  N um ber o f p a r tn e r s h ip s ........................ ........................................

•  N um ber o f co rpo ra tions and o ther
s h a re h o ld e rs ................................................ ........................................

Note: If there are 12 or fewer shareholders, attach copies o f the 
Forms 1099-DIV (or the information from that form) that the 
shareholders received.

E C o rp o ra te  D istributions

C olum n 1 C olum n 2 C o lu m n  3

Date Paid
Total Amount Paid 

(Common (C), 
Preferred (P),

Other (O))

Amount
Per

Share

Amount Paid During Calendar Year From Earnings & Profits 
Since February 28, 1913 Percent

Taxable

Amount Paid During 
Calendar Year From 
Other Than Earnings 

& Profits Since 
February 28, 1913

Percent
NontaxableFrom the 

Current Year Accumulated Total

1 2 /3 1 $ 2 0 0 ,0 0 0 ( c ) $ 4 .0 0 $ 25 $ 1 0 0 ,0 0 0 $ 1 0 0 ,0 2 5 5 0 .0 1 $ 9 9 ,9 7 5 4 9 .9 9

Totals $ 2 0 0 ,0 0 0
 $ 25 $ 1 0 0 ,0 0 0 $ 1 0 0 ,0 2 5 $ 9 9 ,9 7 5

 

For Paperwork Reduction Act Notice, see the instructions on page 2. Cat. No. 11881T Form 5452 (Rev. 1 -92)

2 /2 4 /9 2  Published by Tax Management Inc., a  Subsidiary of The Bureau of National Affairs, Inc. 5452.1
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Worksheet for Computing Current Earnings and Profits 
ACME Manufacturing Corporation 
Incorporation Date: January 1 ,  1988 
Method o f  Accounting: Accrual

Retained Earnings Earning and Profit Accumulated
Shown in Books Current Year Balance

Debit Credit Debit Credit
(Debit)
Credit

12/31/92 Balance Forward 170,000 170,000 100,000

1993

Taxable Income from line 28, page 1, Form 1120 132,000 132,000 132,000

Federal Income taxes shown in books 32,000

Federal Income taxes shown on return 39,975 39,975

Excess o f  Capital losses over capital gains 40,000 40,000

Section 3120(k) depreciation adjustment

Depreciation adjustment on property disposition

Installment Sale Income 7,000 7,000

Total Income line 4, Schedule M— 1 7,000

Meal and Entertainment Expense 2,000 2,000

Contributions Carryover 45,000 45,000

Bad Debt Reserve 12,000 12,000

Lobbying Expenses 3,500 3,500

Officers Life Insurance 2,000 2,000

Penalties 1,500 1,500

Total Itemized expenses line 5, Schedule M— 1 66,000

Municipal Bond Income 6,000 6,000

Total Itemized income line 7, Schedule M-1 6,000

Bad Debts Specific Write O ff 15,000 15,000

Total Deductions line 8, Schedule M— 1 15,000

SUBTOTALS 152,975 153,000

Current-Year Earnings and Profits 25

Cash Distributions:

Common: 12/31/93

($10.00/share— 20,000 shs)

From current-year earnings and profits 25 25

From accumulated earnings and profits 100,000 (100,000)

50.01% 100,025

From other 49.99% 99,975

Total Distribution 100.00% 200,000

Total Cash Distributions 200,000 200,000

345,000 153,000 25 25

Current Year Change 192,000 (100,000)

Balance Forward 12/31/93 22,000 $0

6 7



IX. KEY WORD INDEX PAGE

Accumulated Earnings and Profits...............................................  ................................................................................ 9

Capital Losses
c a r r y o v e r ....................................................................................................................................................................................................................... 3

excess ..................................................................................................................................................................................  4

Certain Distributions of Stocks and Securities.................................................................................................................8

Charitable Contributions, carryover o f ...............................................................................................................................4

Circulation Expenses ............................................................................................................................................................6

Compensation for Injuries................................................................................................................................................... 3

Completed Contract, method of accounting.........................................................................................................................6

Construction Period Interest............................................................................................................................................... 6

Death Benefits ........................................................................................................................................................................3

Deferred Compensation........................................................................................................................................................5

Depletion.................................................................................................................................................................................. 5

Depreciation............................................................................................................................................................................ 5

Discharge of Indebtedness Incom e..................................................................................................................................... 3

Disposition of Property..........................................................................................................................................................7

Distributions......................................................................................................................................................................  7-8

Distributions of Proceeds of Loan Insured by the United States .................................................................................. 7

D ividend................................................................................................................................................... 1 , 2 ,  3 ,  8 ,  9 ,  10 , 12

Dividends Received Deduction ........................................................................................................ 3

Earnings and Profits.................................................................................................................................1 ,2 ,3 ,4 ,6 ,9 ,1 2

Entertainment Expenses........................................................................................................................................................4

Federal Income T axes............................................................................................................................................................4

Foreign T axes.......................................................................................................................................................................... 5

Installment S a le s ....................................................................................................................................................................6

Insurance C ontracts..............................................................................................................................................................4

Interest
on state and local bonds ........................................................................................................................................................3
expenses related t o ................................................................................................................................................................4

Interest Paid on Certain Registration Required Obligations........................................................................................ 8

LIFO Recapture Am ount..................................................................................................................................................... 6



KEYWORD INDEX PAGE

Net Operating Losses ............................................................................................................................................................3

Political Parties, debts owed b y ............................................................................................................................................. 5

Qualified Plan Costs, excess................................................................................................................................................. 4

Recordkeeping...................................................................................................................................................................... 10

Reporting Requirements
Forms 1099 and 1096.......................................................................................................................................................  10
Form 5452 ........................................................................................................................................................................ 20
Rev. Proc. 75-17.................................................................................................................................................................. 10

Redemption of Stock, distribution in ...................................................................................................................................4

Related Taxpayers..................................................................................................................................................................4

Tax Benefit Incom e................................................................................................................................................................3

Tax-Free Distributions..........................................................................................................................................................8

Tax Credits 7
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