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Tax Saving Opportunities for C Corporations 

RETENTION OF CORPORATE EARNINGS 

The new 37 percent top rate for individuals exceeds the marginal corporate tax rate. The disparity may be even 

greater if the combined effect of the additional hospital insurance tax on high wage-earners and the 3.8 percent 

tax on net investment income of high-income individuals are all considered. In this case, it may be desirable to 

retain corporate income by deferring compensation to employee-shareholders. 

Caution: A corporation that accumulates E&P beyond its reasonable business needs may be subject to an 

additional 20 percent tax on its accumulated taxable income. However, up to $250,000 in E&P may generally be 

accumulated before this tax applies. Special rules pertain to holding, investment, and personal service 

corporations. 

PERSONAL SERVICE CORPORATIONS 

PSCs have historically been denied the benefit of the lower corporate tax brackets and were taxed at a flat 35 

percent rate but are now taxed at the same rate as other C corporations. A PSC is a corporation that performs 

services in the fields of health, law, engineering, architecture, accounting, actuarial science, performing arts, or 

consulting and also meets certain stock ownership tests.  

PSCs and certain small businesses on an accrual method of accounting are permitted to eliminate from accrued 

service income an amount that, based upon experience, will not be collected. 

Caution: A PSC that elected a fiscal year is subject to a “minimum payment” requirement. Such a PSC must monitor 

the level of payments (compensation, rent, etc.) to employee-shareholders to avoid postponing part or all of the 

deduction for these payments. Therefore, if your top individual tax rate exceeds the top rate of tax applicable to 

your corporation, it may be advisable to terminate a fiscal-year election, if you have not done so already. 

CORPORATE STOCK AND STOCK OPTIONS 

A corporation may obtain a deduction by the issuance of its stock or stock options to pay otherwise deductible 

expenses. For example, stock issued to employees or independent contractors constitutes deductible 

compensation when included in the employee’s or independent contractor’s taxable income. The taxable event 

generally occurs when the stock is transferred to the service provider without a substantial risk of forfeiture. In the 

case of stock grants, the deduction is generally available when vested and nonqualified stock options when the 

option is exercised. Incentive stock options (ISOs) do not generate a deduction unless the holder of the ISO shares 

disposes of them before the required holding periods. These disqualifying dispositions will generate a deduction to 

the corporation. Companies that have issued ISOs to their employees should determine whether there have been 

any disqualifying dispositions of the underlying stock during the year. 

Caution:  

• Corporate deductions may be lost if the equity compensation is not timely reported on a Form W–2, in 

the case of an employee, or a Form 1099, in the case of an independent contractor. 

• Companies with publicly traded stock or registered debt may not be allowed to deduct compensation in 

excess of $1 million paid to certain covered employees. For tax years beginning after December 31, 2017, 

the performance based pay exception that previously allowed a full deduction of most stock options no 

longer exists unless the transition rules apply.  
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• In order to avoid a penalty, the IRS copy of 2018 Form 1099-MISC that reports non-employee 

compensation in Box 7 must be filed with the Service on January 31, 2019, at the same time as the form is 

required to be furnished to the independent contractor.  

Incentive stock options and options granted under a qualifying employee stock purchase plan (ESPP) have a 

separate reporting requirement. Form 3921, Exercise of an Incentive Stock Option Under Section 422(b), and Form 

3922, Transfer of Stock Acquired Through An Employee Stock Purchase Plan Under Section 423(c), must be filed 

furnished to employees not later than January 31, and filed with the Service by February 28, 2019 (on paper), or 

April 2, 2019 (electronically), for 2017 ISO exercises and ESPP purchases. 

Planning Suggestion: For stock vested upon transfer (including transfer via the exercise of an option), fiscal-

year corporations may take the deduction in the taxable year such stock is transferred to the employee or 

independent contractor, rather than waiting until the next taxable year in which the employee’s or 

independent contractor’s taxable year ends. If this is a change in method of accounting, a Form 3115 will be 

required no later than the last day of the year of change. 

Stock or stock options (warrants) issued to a lender could also result in deductible “original issue discount” as the 

result of allocating a portion of the issue price away from the debt instrument. 

Your advisor can be consulted for further information regarding ISOs and nonqualified stock options.  

ESTIMATED TAXES 

Corporate estimated tax payments may significantly affect your business’s cash flow. Accordingly, planning for the 

lowest required payment is essential. The requirements differ for small and large corporations. 

A small corporation is one that had taxable income of less than $1 million for each of the three preceding taxable 

years. Conversely, a large corporation is one that had taxable income of $1 million or more for any of the three 

preceding taxable years. Taxable income, for this purpose, is computed without net operating and capital loss 

carryovers and carrybacks. 

A small corporation may base its estimated tax payments on the preceding year’s tax liability. However, a large 

corporation may base only its first estimated tax payment on the preceding year’s tax liability. For either type of 

corporation, an estimate may be based on the preceding year’s tax only if the preceding taxable year consisted of 

12 months and the preceding year’s return showed a tax liability. 

Estimated tax payments that cannot be based on the prior year’s tax can be based on 100 percent of the expected 

tax for the current year or tax calculated on the current year’s annualized income. The annualized income method 

provides a safe harbor from estimated tax penalties if the expected tax for the entire year is difficult to determine.  

If the annualized income method is used, payments are made as follows: 

Installment 
Number Annualization  

Period % of Tax to  
Be Paid 

1 1st 3 months of  
taxable year 25 
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2 1st 3 months of  
taxable year 50 

3 1st 6 months of  
taxable year 75 

4 1st 9 months of  
taxable year 100 

 

Alternatively, a corporation may annually elect one of the following annualization periods: 

Installment 
Number 

Optional Annualization Periods 

I or II 

1 1st 2 months of 
taxable year 1st 3 months of 

taxable year 

2 1st 4 months of 
taxable year 1st 5 months of 

taxable year 

3 1st 7 months of 
taxable year 1st 8 months of 

taxable year 

4 1st 10 months of 
taxable year 1st 11 months of 

taxable year 
 

Option I or II must be elected by the due date of the first quarterly installment for each year. Form 8842, Election 

to Use Different Annualization Periods for Corporation Estimated Tax, can be used to make the election. 

In some cases, lower payments may be made under the adjusted seasonal installment method. No estimated taxes 

are required for a particular year if the tax shown on the return for that year is less than $500. 

Regulations relating to corporate estimated tax payments provide a general rule that taxpayers using the 

annualized income method must annualize items incurred during the quarter, as well as special rules for specific 

deductions and extraordinary items. 

Planning Suggestion: A corporation anticipating no 2018 tax should consider taking action to produce a 

small tax by reporting low taxable income so that estimated 2019 tax payments can be based on 2018 tax. 
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Examples: 

 

 X Corporation will have a $100 NOL and no tax for 2018. X must pay 2019 estimated taxes based on its 

2019 regular income to avoid penalties. Y is a small corporation. Its 2018 return will show a $500 tax 

liability. Y will be able to pay only $500 as 2019 estimated taxes and avoid penalties, even though its actual 

2018 tax may be much higher. If Y’s 2019 tax is $100,500, it would pay the $100,000 balance on April 15, 

2020. 

“QUICK REFUND” FOR EXCESS ESTIMATED TAX 

If estimated taxes paid exceed the expected annual tax, a corporation may apply for a “quick refund” (on Form 

4466, Corporation Application for Quick Refund of Overpayment of Estimated Tax) of the excess tax before the tax 

return is filed, but only if this excess tax is at least $500 and 10 percent of the expected annual tax. This quick 

refund may be requested after the close of the corporation’s taxable year, but no later than the 15th day of the 

fourth month following the end of the taxable year (the original due date of the corporation’s income tax return). 

The Service must act on this refund application within 45 days after it is filed. 

Example: Z, a calendar-year corporation, paid $50,000 in estimated taxes for the first three quarters of 

2018. In the fourth quarter of 2018, Z incurs a large loss so that the tax due for the year is expected to be 

only $10,000. Z may request a $40,000 refund after December 31, 2018, and on or before April 15, 2019. 

The Service must act on Z’s refund application within 45 days after it is filed. 

PLANNING FOR NOLS 

NOLs are a valuable corporate attribute. Even NOLs that were not fully reported on a prior year return can be 

carried forward. However, the ability to use an NOL carryforward may be limited where a loss corporation has 

experienced a change of stock ownership–for example, as a result of a merger or acquisition, the issuance of new 

stock, or the acquisition of outstanding stock by one or more 5 percent shareholders. Your advisor can assist you 

with the appropriate planning needed to preserve and maximize the use of NOLs by your corporate business. 

Under tax reform, NOLs from post-2017 taxable years may only be used to offset 80 percent of the corporation’s 

taxable income in any subsequent taxable year. 

SUCCESSION AND FAMILY BUSINESS PLANNING 

Year-end is the traditional gift-giving season. This should also be a time to plan for your company’s succession and the 

transfer of your wealth to your heirs in a manner that minimizes transfer taxes. We urge you to consult with your 

advisor for ideas to preserve your family wealth. 

 


