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Housekeeping Items
∙ To ask questions of the speaker on the learning content, please use 

the Q &A found on the bottom of your zoom client. The presenter will 
answer them during or at the end of the presentation.    

∙ To ask questions to the moderator about NAEA or technical issues OR 
to chat with the greater webinar audience, please use the chat box.

∙ Remember when making a comment to the whole webinar to choose 
all panelists and attendees.

∙ To receive CE for the live webinar you must: 
✔ View the entire program 
✔ Answer the attendance check
✔ Complete the course evaluation – you can access this on the 

course page on the NAEA CE portal or by the link posted at the 
end of this webinar.

∙ If you were unable to download the print materials in advance for this 
course the link to them will be posted in the chat box momentarily.
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Enrolled Agent | Juris Doctor of Law

Award-nominated authors

Deducting The Right Way® series 
deductingtherightway.com/books

3

Thomas J. Williams, EA, USTCP
Iris K. Palma, JD

https://deductingtherightway.com/books
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Agenda

2 p.m. to 4 p.m. 

Q&A
1-minute (after each example)
10-minute Q&A @ 3:50 p.m.
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Glossary

Acronyms
📖 Refer to Page 3 of handout.
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Recap

Select topics
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Page 4 (chart)
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Slide deck
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Page 9 (landlords) 
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
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📖 Refer to Pages 5 (NRA)
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Pages 5-6 (NRA)
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Note. Under the IRC, even an undocumented individual 
who meets the Substantial Presence Test will be treated 
for tax purposees as a U.S. resident. Handout, p. 5.
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Pages 6 (NRA)
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Pages 6 (NRA)
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Note. An ITIN is for tax use only. It does not entitle you to 
social security benefits or change your employment or 
immigration status under U.S. law. Handout, p. 6.
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Pages 7 (NRA)
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Pages 8 (NRA)
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Rewind

(UPDATED) Course Handout | Intro to S-Corps 
📖 Refer to Page 9 (multi-layer) 
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Attendance Check #1

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 
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Scenario #1

Late filing penalties

20
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Late filing penalties

Rule
Late filing
↓
Failure to file (FTF) penalty
Fee multiplied by number of SH
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Late filing penalties

Scenario (Page 4, handout)

• Mother
• Son
• Aunt (NRA): passed tests 

in prior years and on 
3/15 has 29 days in 
current year.

22

MMLLC taxed as S-corp
Calendar year TP
1120-S due 3/15
No extension
$700 tax liability
Late filed/paid tax 9/15
Notice due date 10/1
Paid 10/15
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Late filing penalties

Questions
1. How many SH?

2. How many months?

3. Tax due or no tax due?
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Late filing penalties

Failure to file (FTF) | Page 4, handout
1. How many SH?
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Mother
Son
Aunt (NRA; fails current year as of 3/15)
= 3 SH
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Late filing penalties

Failure to file (FTF) | Page 4, handout
2. How many months?

25

Late file penalty = March, April, May, June, July, Aug, Sept = 7

Late pay penalty = March, April, May, June, July, Aug, Sept, (Oct) = 8
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Late filing penalties

Failure to file (FTF) | Page 4, handout
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3. Tax due or no tax due?
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Late filing penalties

Failure to pay (FTP) | Pages 4-5, handout
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Late filing penalties

FTF/FTP offset | Page 5, handout
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Late filing penalties

Interest | Page 6, handout
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Late filing penalties

Interest | Pages 5-6, handout
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Late filing penalties

Interest | Pages 5-6, handout
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Attendance Check #2

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 
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Late filing penalties

K-1 penalty | Page 6, handout
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Late filing penalties

K-1 penalty | Page 6, handout
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Late filing penalties

Underpayment penalty | Page 7, handout
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Late filing penalties

Underpayment penalty | Page 7, handout
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Late filing penalties

Underpayment penalty | Page 7, handout
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Late filing penalties

Result | Snowball effect

38

1. FTF (tax due formula)
2. FTP (tax due; not paid by notice date)
3. Interest

a. On penalty
b. On tax due; not paid by notice date

4. K-1 late filing penalty
5. Underpayment of Estimated Tax Penalty

a. Penalty
b. Interest



Q&A

1-minute

2022 @NAEA All Rights
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Scenario #2

First-time abatement (FTA)
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First-time abatement (FTA)

Rule
Each TP
↓
FTA waiver per penalty type, once per lifetime.
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First-time abatement (FTA)

Scenario (Page 7, handout)
TP habitual late filer
Tax liability $3,500
Penalty $175
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First-time abatement (FTA)

Scenario
Should the SH use FTA?
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First-time abatement (FTA)

Scenario
Should the SH use FTA?

44

Cost-benefit analysis
• TP: 1 waiver per penalty type; lifetime
• Future penalties (value)
• Do not use FTA on the less-valuable TY



Q&A

1-minute
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Attendance Check #3

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 
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Scenario #3

1099 compliance
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1099 compliance

Rule
Attest and sign to 1099 filings
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1099 compliance

Scenario (Page 8, handout)
EA preparing tax return
TP states they had no transactions requiring a 1099
TP is an attorney
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1099 compliance

Scenario
What should you do?
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1099 compliance

Scenario
What should you do?
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1099 compliance

Scenario
What should you do?

52

Scan P&L
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1099 compliance

Scenario
What should you do?

53

If over $600 → Scan GL



Q&A

1-minute
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Scenario #4

Non-resident alien
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Non-resident alien

Rule
Min 183 days of in-country presence
↓
Substantial presence (NRA turns into Resident)
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Non-resident alien

Scenario (Page 9, handout)
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• MMLLC taxed as P-ship
• Want S-election
• Husband, wife, two 

daughters (not U.S. 
citizens, but applied)
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Non-resident alien

Scenario
1. What minimum time does a non-resident alien need 

to spend inside the U.S. using the formula? 

2. Are the sisters eligible to be an S-corp SH?

58
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Non-resident alien

Scenario
1. What minimum time does a non-resident alien need 

to spend inside the U.S. using the formula?

59

Presence days X Multiplier = # of Days
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Non-resident alien

Scenario
1. What minimum time does a non-resident alien need 

to spend inside the U.S. using the formula?

60

Presence days X Multiplier = # of Days
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Non-resident alien

Scenario
2. Are the sisters eligible to be an S-corp SH?

61

Yes, 269 days.
More than 183 
day minimum.



Q&A

1-minute
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Attendance Check #4

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 



2022 @NAEA All Rights2022 @NAEA All Rights

Scenario #5

Accountable plan

64
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Accountable plan

Rule
Accountable plan = tax-free reimbursements

No accountable, not following rules = taxable reimbursements
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Accountable plan

Scenario | Home office (Page 10, handout)
TP pays for SH utilities directly
2,125 sq. ft. home
● 275 sq. ft. office
● 20 sq. ft. garage to store critical biz docs

$283/mo expenses ($66/mo. utilities)

66
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Accountable plan

Rule | Home office
Simplified method
or
Actual method

67

Employees cannot use the 
simplified (flat-fee) method.

Must use actual with 
receipts/invoices. 
[Rev. Proc. 2013-13, Sec. 4.02]
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Accountable plan

Scenario | Home office
1. How much is the qualifying home office deduction?

2. How do you treat the home office expenses if there is no 
accountable plan?

68
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Accountable plan

Scenario | Home office
1. How much is the qualifying home office deduction?

69

12.94%
X
$217/mo
= 
$28.08/mo 
($336.96/yr)

Storage areas 
must contain 
inventory for 
resale, not 
corporate docs.
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Accountable plan

Scenario | Home office
2. How do you treat the home office expenses if there is no 

accountable plan?

70

Taxable wages
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Accountable plan

Rule | Health insurance
Deductible premiums cannot exceed net income. 
↓
SS wages are treated as earned income. [IRC §  401(c)(1)]
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Accountable plan

Scenario | Health insurance (Page 11, handout)
• SMLLC taxed as S-corp
• RC report $64,500 
• SH premiums $9,750 
• Paid by TP via reimbursement on the 15th
• Net income $8,250
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Accountable plan

Scenario | Health insurance
1. How much can SH claim as biz expense?
2. How much is subject to FICA?
3. What if SH’s wife becomes eligible for insurance in Oct, 

but TP doesn’t find out until January 1st?
4. What if TP only has enough cash flow for the premiums 

and not the entire salary?
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Accountable plan

Scenario | Health insurance
1. How much can SH claim as biz expense?

74

$9,750
Not capped at net income ($8,250) because wages are 
$64,500.
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Accountable plan

Scenario | Health insurance
2. How much is subject to FICA?

75

$64,500 minus $9,750 = $54,750. 
a. $64,500 subject to the applicable federal and 

state withholding
b. $54,750 subject to payroll taxes. 
c. W-2: premiums in box 1 with a notation in Box 

14 for SE Health Insurance.
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Accountable plan

Scenario | Health insurance
3. What if SH’s wife becomes eligible for insurance in Oct, 

but TP didn’t know until January?

76

Must reclassify three months of reimbursements as 
wages subject to federal and state withholding, and 
payroll taxes.
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Accountable plan

Scenario | Health insurance
4. What if TP only has enough cash flow for the premiums 

and not the entire salary?

77

SH gets Sch A only. 
No adjustment to income (no above-the-line 
deduction) due to lack of earned income.
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Attendance Check #5

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 



Q&A

1-minute

2022 @NAEA All Rights
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Scenario #6

Net passive investment income tax

80
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Passive investment gross receipts > 25% of gross receipts = 
Excess NPIIT [IRC § 1375]

Net passive investment income 
(NPII)

Rule

81
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The tax is calculated using the smaller of 
● Excess NPIIT X highest corporate tax rate (21%)

or
● Taxable income using Form 1120, Lines 1-28

Net passive investment income 
(NPII)

Formula

82
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Net passive investment income 
(NPII)

Scenario (Page 12, handout)
Gross receipts $128k 
● $50k sales from operations
● $4k interest income
● $64k rental income with $24k expenses
● $10k stock sale with $2k cost basis

83
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Net passive investment income

Scenario (Page 12, handout)
1. How much excise tax?

2. What if taxable income was $28,500?

3. How do you allocate the excise tax?

84
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Net passive investment income

Scenario (Page 12, handout)
How much excise tax?

85

[1] Gross receipts $128,000
● $50k sales from operations
● $4k interest income
● $64k rental income
● $10k stock sale
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Net passive investment income

Scenario (Page 12, handout)
How much excise tax?

86

[2] Passive gross receipts $68,000 

• $64k rental income
• $4k interest income



2022 @NAEA All Rights

Net passive investment income

Scenario (Page 12, handout)
How much excise tax?

87

[3] 25% of gross receipts ($128k) $32,000 

If passive gross receipts ($68k) is less than 25% total gross 
receipts ($32K), then tax does not apply. [Not applicable here].
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Net passive investment income

Scenario (Page 12, handout)
How much excise tax?

88

Answer: 
smaller of [8] or [9]
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Net passive investment income

Scenario (Page 12, handout)
What if taxable income was $28,500?

89

Taxable income [9] calculated using Form 1120, lines 1 -28.

Captures passive income in total income 
(not like 1120-S where those items appear on Sch K then to SH).
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Net passive investment income

Scenario (Page 12, handout)
What if taxable income was $28,500?

90

Excise tax would be 21% of $23,618 ($4,960)--smaller of line 
[8] or [9].
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Net passive investment income

Scenario (Page 12, handout)
How do you allocate the excise tax?

91

SH receives a reduced amount for each category on their K-1.

Requires a special allocation based on passive item over total 
passive income.
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Net passive investment income

Scenario (Page 12, handout)
How do you allocate the excise tax?

92

Software will transfer the net 
rental income (Form 8825, 
Line 21) to Line 2 on 
Schedule K of the 1120S. 

↓
Must adjust Line 2 manually 
by reducing the total by the 
tax by adding a line 
item/statement for the tax.



Q&A

1-minute
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Attendance Check #6

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 
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BONUS CONTENT

Miscellaneous topics
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Multi-layered S-corp

Issue
Transfers between related companies

Vertical vs. Horizontal
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K-1 footnotes

Issue
SE health insurance premiums + other policies

Distribution gain
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Reasonable comp

Issue
Round figures

Updated report

50/50 insistence
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Bookkeeping file

Issue
Start/end date

Clean break
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Filing incorrect tax form

Issue
Sch C vs. 1120-S

1120 vs. 1120-S

100
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Filing short-year returns

Issue
Non-compliance: effects

K-1

101
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Attendance Check #7

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 
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QBI aggregation

Issue
Rental and non-rental activities

Fixed assets (separate tracking)
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Elections

Issue
DMSH: original vs. amended

Safe harbor for real estate (Rev. Proc. 2019-38)

104
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Q&A

If you have any questions or concerns regarding this presentation, please 
contact the education department at education@naea.org.
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Attendance Check #8

Please answer the poll in Zoom. 
If you are unable to enter your 
answer in the poll you can use 

the chat or Q&A box. 
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Office

1730 Rhode Island Avenue, NW, Suite 400
Washington, DC 20036, United States

Telephone

(202) 822-6232

Email

info@naea.org


