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The Big Lie About S-Corporations

By Craig W. Smalley, MST, EA

I was part of the big lie, which was that every new business needed to be taxed as an
S-Corporation. I agreed because as a sole proprietorship, the business owner exposes
the entire amount of what they make to self-employment tax, which is really just
FICA taxes. But thatisn’t the 100% truth. A shareholder of an S-Corporation still has
to reasonably compensate themselves. The topic of reasonable compensation could
be its own article, but I will briefly touch on it by saying that an S-Corporation

shareholder has to pay FICA taxes in some form or another.

Generally, my advice was to form an LLC and then have it taxed as an S-Corporation.
But there are many things to examine here. Let’s say that someone is working full
time and this is their side business. Wouldn’t it just make sense to form an LLC and
do nothing with it? Because they are spending less than $500 a year in the business,
the income or loss that they are making is passive. Why go the extra mile and elect
for the business to be taxed as an S-Corp? When filing for an S-Election, you create a

bunch of hard and fast rules that must be followed.

First off, how are you going to compensate yourself? If the company is making
$250,000 in profit, reasonably you would have to compensate yourself at least
$125,000. Thatis over the limit of Social Security. Not to mention, it exposes you to
additional taxes such as Net Investment Income Tax (NIIT) on any investment
income. Then, you aren’t allowed to pay any fringe benefits to yourself as a more

than 2% shareholder of an S-Corporation.
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Another important disadvantage of an S-Corporation concerns ownership. An S-

Hello. It looks like you’re using an ad blocker that may prevent our website from

working properly. To receive the best experience possible, please make sure any blockers

are switched off and refresh the page.

If you have any questions or need help you can email us

This Month's Top Small Business Social Media Posts:

SAMPLE, old one- Do not use. (Need 5.) Is Corporate Tax Planning Ethical? Stuart
Jehan via LinkedIn: http://bit.ly/2q20g71

Latest Small Business News:

Incubators Help Florida Small Businesses Grow. In Florida, there are more than 70
recognized organizations instrumental in incubating small businesses.

www.cpapracticeadvisor.com/12334823

Where Are U.S. Businesses Looking to Expand in 2017-2018? American
multinational businesses still see investment outside the U.S. market as central to
their corporate growth plans.

www.cpapracticeadvisor.com/12334696

Businesses Increasing Professional Development and Educational Budgets. While
students prepare for summer break, many workers may be headed to the classroom,
recent research suggests.

www.cpapracticeadvisor.com/12334311

What the Average Business Credit Card Consumer Looks Like. The typical business
owner isn’t immune to funding denials, and, of those who were denied, 28 percent
said they were denied because of low credit scores.
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More than Half of SMBs Haven’t Adopted Digital Technologies. More than half
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