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Forms

» | 120H — 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 | 120H, 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:

Non-Exempt

will fail.

Exempt Function Expenses v.
Non-Exempt Expenses

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

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

o Administrative expenses can be allocated
however cannot exceed 10% or the 90% test




Section 277
N~ »Requires filing of Form 1120 or |120-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 . | > Revenue derived from the
association in their capacity | |  following:
as association members as | | « Non-association property
opposed to customersin || . Non-members use of
receipt of goods/services. | ! association property

* Amounts charged to
association members for
specific services




Membership v. Non-Membership

Expenses
Membership Expenses Non-Membership Expenses
. » Expenses incurred for the | | > Expenses directly incurred |
. benefit of the association | |  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:

I. Purpose of the assessment must be capital in nature
Must be advanced notice

Must be accounted for as a capital contribution
Must be held for the purpose only

Must be held in a separate bank account

Must be expended eventually for that purpose

N o U A w N

Must increase the capital account of the unit owner

IRC |18 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.




You Name It Condo
Association, Inc.

Example Tax Return
and Work Papers

You Name It Condo Association, Inc.
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
For the Year Ended December 31, 2009
Operating Replacement

REVENUES Fund Fund _ Total
Ovwner assessments 50,000 70000 S 720,000
Initiation fees 5,000 - 5,000
Inferest income - 2500 2,500
Other income 15,000 - 15.000

TOTAL REVENUES 570,000 TALE00

EXPENDITURES - (Sez Supplomentary Scheduls)

Reserves - 25,000 25,000

Cormmon area 10,000 - 10,000

Building maintenance 64,000 - 64,000

Grounds maintenance 64,000 - 64,000

Pool & clubhouse maintenance 12,000 - 12,000

Security & fire services 50,000 - 50,000

Utilities 180,000 - 180,000

General & administrative 234,000 - 234000
TOTAL EXPENDITURES 614,000 25,000 639,000
OTHER INCOME / (EXPENSE)

Federal income tax. - - -
TOTAL OTHER INCOME / (EXPENSE) - - -
NET REVENUES IN EXCESS OF

EXPENDITURES / (EXPENDITURES IN

EXCESS OF REVENUES) 56,000 47500 103,500
Beginning accummlated excess of

revemes over expenditures / (excass
expenditures over revenues) (40,000) 375,000 335,000

Ending accumulated excess of
revenues over expenditures 3 16,000 5 422,500 $ 438500




Fou Name It Condo Association, Ine.
Income Tax Worksheet, Form 1120H

Far the Tear Ended Decembar 31, 1009

*Capital Non-Exempt Exempt Non-Exempt
REVENUES Total Ttems Net Amounts Percentage Function Function
Owmer gssessments 3 70000 3 70000 5 650000 000% 3650000 3 -
Initiation fees 5,000 - 5000 0.00% 5,000 -
Interest income 2,500 - 2,500 100.00% - 2,500
Miscellaneous income 15,000 15,000 10.00% 13,500 1500
TOTAL REVENUES 742,500 70,000 472,500 668,500 4000
EXPENDITURES
Reserves 25,000 20,000 5,000 0.00% 5,000 -
Common ares. 10,000 - 10,000 0.00% 10,000 -
Building maintenance 64,000 - 64,000 0.00% 54,000 -
Grounds msintenance 64,000 - 64,000 0.00% 64,000 -
Pool & clubhiouse maintenance 12,000 - 12,000 0.00% 12,000 -
Security & fire services 50,000 - 50,000 0.00% 50,000 -
Utilities 180,000 - 180,000 0.00% 180,000 -
General & 234,000 - 234000 Specifically Allocated 225215 8785
TOTAL EXPENDITURES 639,000 20,000 619,000 610,215 5.785
NET REVENUES IN EXCESS OF
EXPENDITURES 103500 50.000 53500 53285 &8s
—— —— ——
FORM 1120H EXCLUSION (1on)
NET FORM 1120H TAXABLE INCOME (4:885)
FORM 1120H TAX -
60% INCOME TEST
EXEMPT FUNCTION INCOME 668,500 $0.41%]
TOTAL INCOME 672,500
90% EXPENDITURE TEST
UALIFYING EXPENDITURES 610215 95.50%]
TOTAL EXPENDITURES 639,000
* Capital Irems does not inclnde Painting reserves
You Name It Condo Associarion, Inc.
Income Tax Worksheet, Form 1120H
For the Yoar Ended December 31, 2009
NonExempt
Jan - Dec 03 Allocation % Expenses
—— —— E—
Adminisirative expenses
Payroll fees 150 % a
Depreciation 2700 me ]
Wages - office 75.000 £ TS
Payroll tax expense - office 4500 % 25
Accounting and audit fees. 30,000 % 1.500
Bank charges 500 S 25
Dues & subscriptions 500 % 0
Equipment rental - admin 14,000 % 0
Jaritorial f cleaning expense 2,500 % 0
Insurance 30,000 m [
Legal fees 28,000 £ 240
License & fees 4,000 e a
Office expense 5,000 % 450
Postage and delivery 5,000 % 250
Repairs & maintenance 1,000 [ [}
Telephane 2,500 £ 75
Cell phones 2,000 .3 [}
Temp labor 00 [ [}
Miscellaneous 210 [ [}
Interest expense 4 % 2
Total sdministrative expenses 234,000 5755
Gain [ 1088 oM £3i8 Of Nxed 3586(a [
Total Expansss 5755




SAMPLE 11030010 527 P

rom 1120-H
pomi-ieebighisrm P sos

For calendar year 2000 or &x ~and enang
nwe You Name It Condo Association,

U.S. Income Tax Return
Homeowners Associations
mstructions.

for

2009
17 3856788

Oste aszocston farmed

01/01/2001
)| | Adaress change ) Amended retum
x | | Resigentia rea estate assocation | | Timeshare assoctation
668,500
639,000
618, 300

Inc.

Mumes, sreet, and moom or sute no. I 8 P.0. bax, se¢ Fecions.
1234 Name It Lane
Cxy o toum, e, 3 2P cooe

Orlando FL 12345
Chear (1) | [ Fnarem Name
Check type of ROMEOWNEs 3SE0CLAN0N- Condomiram managemert

»

ASSOKI300NS 1013l eXpenciures Tor The 13X YEIr (568 INSTLCtons) TR
Tax-exempt interest received or acoued duing the x year
Gross Income (excluding exempt funcion income)

|
{
i
|
E
|

Capital gain net income (atach Schedule D (Form 1120))
Net gain or (1065) from Fomm 4797, Part I, Ine 17 (attach Fom 4797)

L Stmt 1 500
000

o o onen -

1]

on_income)

o[ fo 5[ fo[o e o |-

of gross income. excluding exempt f
- - - 3,750

12 Taxesand loenses | e |2 225
2

Stmt 2 [1s

®
s 0 |
I3
@)
)

18_spectic dequcton of $100 — s 100
Tax and Payments

13 Taxable Income. Subfract Ine 18 fom Ine 17 . . -4,885
20 Enter 30% of ine 19, (Tmeshare asscciatons, enter 32% of ine 19)
21 Taxcndis (eeuickos) | ... ST aanenesas
22 Total fax. Subtract ine 21 fom ine 20. See MSTUCIONS for recapture of certain creds
2

© ot b

o Crea for Gax pad on unasiibuted captal gais (atach Form 2438)
T Creat or federal tax paid on s (atach Fom 4136)
24 Amount owed. Subtract ine 23g from ine 22 (s&e INSTUCIONS)
25 Overpayment. Subtract ine 22 from fine 239
amourt of Ine 25 you want Credited to

nter pereties o peny, | dece vt
o bk, £ b, comect e o

=

You Name It Condo Association, Inc.
Income Tax Worksheet, Form 1120
For the Year Ended Decamber 31, 2009

1,085

Carryover Final Non-
Total Dexcriptien M-1 Ttems. amounts Amounts Member Member
REVENUES
Owmer assessments 3 7000 Cgmibm  § (0000 § 650000 5§ (46570) § 63,030 § - 603,030
Initiation fess 5,000 - 5,000 000 - 5,000
Interest incoms 2,500 - 2,500 2, -
Other income 15,000 - 15,000 15,000 13,515 1485
TOTAL REVENUES — T —my —— R ——ay ——aRr — G —— i
EXPENDITURES
Reserves 5,000)  Capital Fram 20,000 (3,000) (5,000) (3,000)
Comumon area (10,000 - (10,000) (10,000) (10,0000
Buildng mamtenance (64,000 - (64,000 (64,000) (64,000)
Grounds maintenance (64,000) - (64,000) (64,000) (64,000)
Pool & clubhouse (12,000) - (12,000) (12,000) (12,000)
Secuity & fire services (50,000) - (50,000) (30,000) (50,0000
(180,000) - (120,000) (180,000) 20,000)
General & administrative, less bad debt (230,000) Depreciation T00 (229.300) (4,000) (233.300) (8,785) (224.515)
TOTAL EXPENDITURES I p—r J—vi:o)
OTHER INCOMEEXPENSE
Bad Debt Expense (4,000) Bad Dot 4,000 - - - -
Federal income tax expense - Fodlnc Tax - - - _ _
TOTAL OTHER INCOMEEXPENSE (4,000) 4000 - - - -
EXCESS (DEFICTT) 103,500 (45,300) 53,200 (50,970) 7,230 7,230 _
© Tax Adpstments:
Income Carryovers: (Rev. Rul. 70-804 - Other Income line 10)
Prior Year - - -
Current Year [46.970) (48.870) 48,870
Total (48.970) (48.970) 4807
Deduction Carmyover (Sec 277 - Other Deductions line 26)
Prior Year (4.000) (4.000) 4,000
Current Year - - - B
14.000) 4.000) 2000
(96.270) 7230 - 7130 7230 -




‘You Mame It Condo Association, Inc.
M-1 Reconciliation

TYE: 12/31/08
Net income per books: § 103,500
Federal income tax -
Bad debt expense 4,000
Capital expenditures (line 5) 20,000
*Capital expenditures from reserves
Section 277 carmyover (line 8) (4,000)
*Sec 277 member deductions camryover
Capital contributions (line 7) (70,000)
*Capital contributions to reserves
Rev Ruling T0-804 carryover (line 7) (46.,970)
"Rev. Rul 70-604 excess member income carryover
Book Depreciation 2,700
Tax Depreciation (2,000)
Rounding -
Net income per return 7.230

=

U.S. Corporation Income Tax Return OME No. 15450123

For oslendar year 2600 or {ax yoar beginning ~enaing
> e sepiss it S 2009
m pre—

e ms | o EaPooex ~ B Employer Icentiostion
You Nane It cando Association, Inc. 12-3456789
Otnarwiss, ]
pant or 1234 Name It Lane 01/01/2001
fype- ]nan FL 12345 23 (30w nsketions)
E omem | alln—all-:mmrlnua-s 454,790
18 Crozs recepts o smes. b Lezs retrms sna siowances | [ces» ] e
2 Costofgoods 5o (Schedse A e 8) 2
3 Gross profit. Sublract Ine 2 from ine i 3
4 DMaends (Schecue C, ine 19) 4
5 inferest 5 2,500
! € Gross rents 3
7 Gross royames 7
& Captal gan net income (atach Schedue D Fomn 1120)) O
S Net gai or (0ss) fom Fomm 4797, Rart I, Ine 17 (atach Form 4737) s
10 Other Income (see INSuCtions—atiach schedule) L 10 623,030
_11 Total income. ASd ines 3 thiough 10 > 625,530
‘Compensation of ofmoers (Schedule . ine 4) > [ 2
F| 13 Saanes ana wages (ess empioyment creas) )
! 14 Repars and maintenance )
5 15
¥l [T
S| T
.
i 1
2
EIE]
HE]
g n
2
3=
2lx % 618,300
2 : 7 618,300
28 Taxabie Income before net operaiing 106 GadUCEon and Spectal edUSGNS. SUBtract e 27 from ine 11 28 7,230
B[ Loss: a Netoperatng loss decuction (see stuctions) N E-T
B_Specs deductions (Schedue C. e 20) ... s 2 2
30 Taxable Income. Subract Ine 23¢ 1M Ine 25 (5ee INSTUCIONS) 3 7,230
31 Total tax (Schaaue J, Ine 10) 31 1,085
im 2008 overpayment credted 1o 2008
§| b 2009 estmated i
€ 2009 refunc applied for on Fom 4466 | 32¢
£| o Tax cepostedwin Fom 700
8| ¢ o comemon
i @ Refundable crediis from Fom 3800, Ine 15, and Fomn 8827, Ine 8¢ 329 2n
33 Estmated tax penatty (see IGinuctons). Check If Form 2220 s atached B
!u Amount owed. If ine 32n is smaler than e foial of ines 31 and 33, enter amount owed 4 1,085
%|® mrnm:mmnmumnmnmmm” I 5
= 1% mmns‘gmmbm-“-) Renceg B | 36
e e ] M| Ly he 2 o s e o e o
Sign MJ
Here ' | Prezident

Fizzt Loct o= e




SAUPLE 11e3a010 222 P

Fom 1170209 You Mame It Condo Association, Inc. 12-3456789 Paes
Schedule Shests per Books Begining of &x year End of tax year
) 7] [C) C] @
tocmh 333,300 445,800
23 Trade s and accourts e 8,500 4,000
b Less dowameorbad deols 8,500 4,000
3 mees
4 U gwemmert doigatens
5 Taxermpt seoutles (see netuidons)
& Ofier curent accels e o) ST 3 200 200
7 lowsbohetods
8 Morigape adred et ars
5 Omer mvestments ez
108 Busangs am omer oeprecase e | 5,000 7,700
o 2,250 2,750 2,910 4,790
344,750 454,750
Accowtspaye 7,250 9.090
17 Morigages, noles, bands paysile n e=s then 1 year
18 Coercuret i (s 5o0)_ STE, 4 2,500 3.200
1
pr R ——— p———
21 Ofer ot man enm
22 Captasbok @ Prefomed sk
b Cammon siock
23 Addtondpasn gl
s ety 1 SERE S 472,500
20,000
454,750
T Income per Retum
Sohecule -1 ok 3t are 10 o or mom—ses MsCAons
1 et ncome (ioes) per bocas N 103,500] 7 ¥
2 Fesera moome tax per books . ot ncated on s reum emizey
3 Exosss o capt isses over Captal s
4 mcome sutgect i tax o recomss on bccks
1 year ramaz) : 116,970
s Tecartied on books tis year ik
‘QEQUCIEd N this: Mt (temize):
—
§ g R . )
conmens 3 - - E t
CmmE. s B SO R 9111}
stmt 6 a4 24,700 s Addines7amas T 120,970
& Agdinee § prouch € 128, 20010 _income ipage 1, ine 35 ine s ine 3 7.230
Schedule M2 Analysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L)

1 Balance at beghning of year _
2 Net ncome flss] per baoks
3 Omer noreases flemize).

4 pagnes 1.2, a0a3

oa

SAMPLE You Name It Condo Association, Inc.
12-3456789 Federal Statements
FYE: 12/31/2009

11732010 222 PM

Statement 1 - Form 1120, Page 1, Line 10 - Other Income

Deseription
Owner assessments s

Total 35 623, 030

Statement 2 - Form 1120. Page 1. Line 26 - Other Deductions
Description
Reserve expenditures
Common azea
Building maintenance
Crounds maintenance
Pool & clubhouse maintenance
v & fire services




SAMPLE You Name It Condo Association, Inc. 11732010 222 PM
12-3456789 Federal Statements
FYE: 12/31/2009

Statement 3 - Form 1120, Page 5, Schedule L, Line 6 - Other Cument Assets

Beginning End

of Year of Year
H 200
s 200

Description
Other Current Assets

-

Toral

Statement 4 - Form 1120, Page 5. Schedule L. Line 18 - Other Current Liabilities

Beginning End
Description of Year of Year

rrent Liakilities
tal

500 B

Statement 5 - Form 1120, Page 6, Schedule L, Line 24 - Retained Eamings - Appropriated
Beginning
Description of Year
RE - Appropriated o000 H
Total H
Statement 6 - Form 1120, Page 5, Schedule M1, Line 5 - Expenses on Books Not on Retum
Description
Bad debt expense $

Capital expendituras
from reserves

Bock / Tax difference deprec
Total

Rev Rul. 70-604 excess member
income carryover
Total

Description

Sec 277 member deducticns s

Questions?




