TAX TIP OF THE MONTH

S-Corp vs. C-Corp

Choosing the appropriate form of  tax entity can be critical to the success of a business.  The issues are often times confusing.  Here are some of the distinguishing characteristics of S corporations and C corporations. 
1. Formal election required:

S-Corp:  Yes, Form 2553 must be filed within specific time periods.

2. C-Corp:
  No, Must incorporate under state law.

3. Qualified owners:


S-Corp:  Individual citizens, resident aliens, estates and certain trusts may be           


 shareholders.  Number of shareholders limited to 35.

C-Corp: No limitation.

4. Type of ownership interest:

S-Corp:  Only one class of stock permitted.

C-Corp:  More than one class of stock permitted.

4.    Taxable year:


S-Corp:   Must have a September to December year. 

C-Corp:  Any year is permissible upon adoption; Special rules apply to personal service corporations.
5.    Character of income and deductions:

S-Corp:   Taxed at shareholder level.

C-Corp:  Taxed at the corporate level.

6. Charitable contributions: 

S- Corp:  Deductions and limitations apply at the shareholder level.

C-Corp:  Deduction is limited to 10% of modified taxable income.  Unused 


portion may be carried forward five years.
7. Distributions to owners:

S-Corp:   Payments of salaries deductible by corporation and taxable to 


recipient; distributions generally not taxable.
C-Corp:  Payment of salaries are deductible by corporation (subject to $1 million limit for publicly-held companies for tax years beginning after 1993) and taxable to recipient; payments of dividends are not deductible by corporation and generally are taxable to recipient shareholders.

