












GROSS RECEIPTS FROM SALES OF ASSETS
EXAMPLES

 Description  Sales Price  Basis  Gain (Loss) 

 Amount to 
include as 

gross 
receipts  Notes  

Depreciable Equipment 10,000         8,000           2,000           10,000          Note 1

Capital Asset (other than stocks or sec) 7,000           4,000           3,000           
Capital Asset (other than stocks or sec) 12,000         13,000         (1,000)           Note 2

Securities 15,000         10,000         5,000           5,000            Note 3
Securities 2,000           10,000         (8,000)          -                   

Total 46,000         45,000         1,000           17,000         

2,000           

Note 1 - would be included even if sold at a loss

Note 2 - Items in this class are netted & included up to 
amount of gain therefrom

Note 3 - Include only those transactions that result in a 
gain up to the amount of the gain, Losses do not offset 
gains on sale of other stocks or securities.
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NET PASSIVE INCOME
EXAMPLE
Beta Inc

Passive Other Total
Description Income (PII) Expenses Net

Tax Exempt Interest 2,000               2,000           2,000           
Passive Rental Income 5,000               5,000           5,000           
Dividend Income 3,000               3,000           3,000           
Expenses - directly connected to rental income -                       (7,500)          (7,500)          (7,500)          

Total 10,000             (7,500)          2,500           2,500           
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EXCESS NET PASSIVE INCOME
EXAMPLE 1

Beta Inc

Passive  Other Total Receipts C Corp TI 

 Description 
Income 

(PII)   Expenses  Net (NPI) 

Trade or Business Income -                 1,700          1,700          1,700          1,700          
Rental Income 2,500          2,500          2,500          2,500          2,500          
Interest Income 1,000          1,000          1,000          1,000          1,000          
Tax Exempt Interest 700             700             700             700             -                 
Trade or Business Expenses -                 (500)           (500)           -                 (500)           
Rental Expenses (1,300)        (1,300)        -                 (1,300)        -                 (1,300)        

Total 4,200          (1,300)        2,900          1,200          4,100          5,900          3,400          

Excess Net Passive Income is computed as:

     Passive Income   -   25%  of Gross Receipts
Passive Income

therefore:

                $4,200        -   ( 25%  x   $$5,900)
$4,200

Tax on $1,882 is 659$          

Keep in mind that the S election will terminate if its PII  >  25% of gross receipts for three consecutive years

= 1,882$        

X Net Passive Income

X $2,900
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EXCESS NET PASSIVE INCOME
EXAMPLE 2

Beta Inc

 Passive  Other  Total 
Gross 

Receipts  C Corp TI 

 Description 
Income 

(PII)   Expenses  Net (NPI) 

Trade or Business Income -                 1,700          1,700          1,700          1,700          
Rental Income 2,500          2,500          2,500          2,500          2,500          
Interest Income 1,000          1,000          1,000          1,000          1,000          
Tax Exempt Interest 700             700             700             700             -                 
Trade or Business Expenses -                 (2,500)        (2,500)        -                 (2,500)        
Rental Expenses (1,300)        (1,300)        -                 (1,300)        -                 (1,300)        

Total 4,200          (1,300)        2,900          (800)           2,100          5,900          1,400          

Excess Net Passive Income is computed as:

     Passive Income   -   25%  of Gross Receipts
Passive Income

therefore:
lesser of:

                $4,200        -   ( 25%  x   $$5,900)
$4,200

or 
1,400$       

Tax on $1,400 is 490$          

Keep in mind that the S election will terminate if its PII  >  25% of gross receipts for three consecutive years

= 1,882$        

X Net Passive Income

X $2,900

Abalos Associates, P.C.
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EXCESS NET PASSIVE INCOME
EXAMPLE 3

Beta Inc

 Passive  Other  Total 
Gross 

Receipts  C Corp TI 

 Description 
Income 

(PII)   Expenses  Net (NPI) 

Trade or Business Income -                 60,000        60,000        60,000        60,000        
Rental Income -                 -                 -                 -                 
Interest Income -                 -                 -                 -                 
Tax Exempt Interest 50,000        -                 50,000        50,000        50,000        -                 
Trade or Business Expenses -                 (20,000)      (20,000)      -                 (20,000)      
Rental Expenses -                 -                 -                 -                 -                 -                 -                 

Total 50,000        -                 50,000        40,000        90,000        110,000      40,000        

Excess Net Passive Income is computed as:

     Passive Income   -   25%  of Gross Receipts
Passive Income

therefore:
lesser of:

                $50,000        -   ( 25%  x   $110,000)
$50,000

or 
40,000$     

Tax on $22,500 is 7,875$       

Keep in mind that the S election will terminate if its PII  >  25% of gross receipts for three consecutive years

= 22,500$      

X Net Passive Income

X $50,000

Abalos Associates, P.C.
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