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Forms

� 1120H – Entity taxed under Section 528.  
Tax rate is flat 30% (32% for timeshares).  
Must be filed timely.  Election to file is 
binding.

�1120 (1120-A) – Entity taxed under Section 
277.  Uses corporate tax rate schedule.

�990 – A few HOA’s as defined by Sec 501(c) 
may qualify as tax exempt and may file Form 
990

Types of Associations

� Condominium Management Associations 
– built as homes for individuals

�Residential Real Estate Management 
Associations – built as homes for 
individuals

�Timeshare Associations – members hold 
rights to use or ownership interests in 
real property



Section 528

� Allows filing of Form 1120H, provided 
specific requirements are met.  

�Income and expenses are classified as 
either exempt or non-exempt

�Flat tax rate of 30% or 32% if timeshare

Requirements for Section 528

� Substantially Residential Test – at least 85% of units 
must be used as residences. (85% of sq. ft for condos; 
85% of lots zoned residential for HOA’s)

� 60% Income Test – 60% of gross income must consist 
of exempt function income

� 90% Expenditure Test – 90% of expenses must be 
qualifying expenses

� Lack of Private Benefit – No member may profit from 
net earnings



Exempt v. Non-Exempt
Function Income

Exempt Function Income Non-Exempt Function Income

Must pass four tests to qualify as exempt:

� Source Test – Amounts received must be 
for membership assessments from owners 
of residential units.

� Nature Test – Amounts paid must be based 
solely on their membership in the 
association.  Should be ratable.

� Purpose Test – Amounts received must be 
for qualified purposes.

� Gross Income Test – Tax exempt interest, 
excess assessments that are refunded or 
applied against future years and capital 
assessment are not included in gross income 
when computing the 60% test.

� Revenue from non-association 
property

� Non-member’s use of 
association property

� Amounts charged to association 
members for specific services 
(unless fees are charged ratably 
to all unit owners):

• Guest Fees

• Pool Passes

• Parking Fees

Exempt Function Expenses v.
Non-Exempt Expenses
Exempt:

◦ Expenditures for activities provided to or on 
behalf of the association members.

Non-Exempt

◦ Expenses directly incurred for the production 
of non-exempt income.

◦ Administrative expenses can be allocated 
however cannot exceed 10% or the 90% test 
will fail.



Section 277

�Requires filing of Form 1120 or 1120-A

�Categorizes income and expenses into 
membership and non-membership.

�NOL losses generated on non-
membership activities follow Section 172 
NOL rules.

Membership v. Non-Membership 
Income

Membership Income Non-Membership Income

� Income received by an 
association in their capacity 
as association members as 
opposed to customers in 
receipt of goods/services.

� Revenue derived from the 
following:

• Non-association property

• Non-members use of 
association property

• Amounts charged to 
association members for 
specific services



Membership v. Non-Membership 
Expenses

Membership Expenses Non-Membership Expenses

� Expenses incurred for the 
benefit of the association

� Expenses directly incurred 
for the production of non-
member income and an 
allocation of administrative 
expenses.

Revenue Ruling 70-604

� Election made on the tax return to carry over 
“excess contributions” from members to the 
following tax year without including that 
amount as taxable income.

� Election should be made by the members prior 
to filing the tax return.

�Not necessary to specify the amount of the 
election. 



Capital Contributions

Generally, replacement funds, capital improvement 
assessments, litigation and insurance proceeds.

There are seven factors which determine whether a 
contribution is capital in nature:

1. Purpose of the assessment must be capital in nature

2. Must be advanced notice

3. Must be accounted for as a capital contribution

4. Must be held for the purpose only

5. Must be held in a separate bank account

6. Must be expended eventually for that purpose

7. Must increase the capital account of the unit owner

IRC 118 and IRC 263

�IRC 118:  all contributions to capital are 
excluded from income

�IRC 263:  No deduction can be taken for 
capital expenditures.  

• Painting is not considered capital

• Intention and purpose are determining factors 
of whether an item is capital in nature.
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