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Form 5471 is a vital document that U.S. citizens and residents must file if they are shareholders in
certain foreign corporations. Specifically, Schedule E of Form 5471 deals with the income,
deductions, and other relevant information pertaining to foreign corporations in which the U.S.
taxpayer has an ownership stake. This article will provide comprehensive instructions on how to
complete Schedule E, including a breakdown of its purpose, detailed instructions for each section,
and common pitfalls to avoid.

Understanding Form 5471 and Schedule E

Form 5471, titled "Information Return of U.S. Persons With Respect to Certain Foreign
Corporations," is required by the IRS to ensure compliance with U.S. tax laws governing foreign
income. It is designed to gather information about foreign corporations that U.S. taxpayers have a
significant interest in. Schedule E specifically focuses on the foreign corporation's income statement
and balance sheet information, allowing the IRS to assess the proper tax obligations of U.S.
shareholders.

Who Must File Form 5471?

Several categories of U.S. persons are required to file Form 5471, including:

1. U.S. citizens and residents who are officers, directors, or shareholders in certain foreign
corporations.
2. Shareholders who own at least 10% of the foreign corporation's stock.
3. U.S. persons who acquire stock in a foreign corporation, which may require filing for the year of
acquisition.



Failure to file Form 5471 can result in substantial penalties, so understanding its requirements is
crucial for compliance.

Purpose of Schedule E

Schedule E is specifically designed to report the following:

- Income from foreign corporation operations.
- Deductions related to the corporation.
- Balance sheet information of the foreign corporation.

This schedule ensures that U.S. taxpayers report their share of the foreign corporation's income,
which may be subject to U.S. taxation under the rules of Subpart F income or other provisions.

Completing Schedule E

Filing Schedule E requires attention to detail and understanding of both U.S. tax law and the foreign
corporation's financials. Below is a step-by-step guide to completing the form.

Part I: Income Statement

The first section of Schedule E requires the taxpayer to report the income of the foreign corporation.
This includes:

1. Gross receipts or sales: Enter the total sales or receipts from the corporation.
2. Cost of goods sold: Deduct the cost associated with the production of goods sold.
3. Gross profit: This is calculated by subtracting the cost of goods sold from gross receipts or sales.
4. Operating expenses: List all ordinary and necessary expenses incurred during the year.
5. Net income or loss: This figure is derived from the gross profit minus operating expenses.

Part II: Balance Sheet

This section requires the taxpayer to provide balance sheet information for the foreign corporation
at the beginning and end of the tax year. Key components to report include:

1. Assets: List the total assets, including cash, accounts receivable, inventory, and fixed assets.
2. Liabilities: Report all liabilities, such as accounts payable, loans, and other obligations.
3. Equity: Provide details on the shareholders' equity, including common and preferred stock,
retained earnings, and additional paid-in capital.

The balance sheet must accurately reflect the financial position of the foreign corporation at both
the beginning and end of the year.



Part III: Additional Information

This section includes:

- Foreign taxes paid: Report any foreign taxes that were paid or accrued by the foreign corporation.
- Earnings and profits: Provide details regarding the earnings and profits of the foreign corporation.
- Dividends paid: Report any dividends distributed to shareholders during the tax year.

Common Pitfalls to Avoid

Filing Schedule E can be complex, and several common mistakes can lead to penalties or inaccurate
reporting. Here are some pitfalls to avoid:

1. Inaccurate financial data: Ensure that all financial data reported on Schedule E matches the
corporate records precisely.
2. Omitting foreign taxes: Failing to report foreign taxes can lead to issues with the IRS, especially if
claiming foreign tax credits.
3. Incorrect ownership percentages: Double-check ownership percentages to ensure that the right
reporting requirements are applied.
4. Missing deadlines: Be aware of the filing deadlines for Form 5471 to avoid penalties.

Filing and Submission Details

After completing Schedule E, taxpayers must submit Form 5471 along with their income tax return,
typically due on April 15 of the following tax year. Extensions may be available, but it is crucial to
file Form 5471 on time to avoid penalties.

Where to File

Form 5471, including Schedule E, should be filed with the IRS. The specific address will vary
depending on whether the taxpayer is enclosing payment or not. Refer to the IRS instructions for
Form 5471 for the current mailing addresses.

Conclusion

Completing Form 5471 Schedule E accurately is essential for compliance with U.S. tax laws
concerning foreign corporations. By understanding the requirements and carefully reporting the
necessary information, U.S. taxpayers can fulfill their obligations and avoid potential penalties.
Always consider consulting with a tax professional who specializes in international tax law to ensure
that all aspects of the form are completed correctly and in accordance with current IRS guidelines.



Frequently Asked Questions

What is Form 5471 Schedule E used for?
Form 5471 Schedule E is used to report information about the foreign corporation's income,
deductions, and other tax-related details for U.S. shareholders.

Who needs to file Form 5471 Schedule E?
U.S. persons who are shareholders in certain foreign corporations must file Form 5471 Schedule E if
they meet specific ownership thresholds.

What are the key components of Form 5471 Schedule E?
Key components include the foreign corporation's income statement, balance sheet, and details
about the shareholders' ownership percentages and transactions.

How do I determine if I need to file Form 5471 Schedule E?
You must file if you are a U.S. shareholder of a foreign corporation and you meet the ownership
requirements outlined by the IRS.

What are the penalties for failing to file Form 5471 Schedule
E?
Penalties can include fines of $10,000 per form per year, and additional penalties may apply for
inaccurate or incomplete information.

Is there a deadline for filing Form 5471 Schedule E?
Form 5471 Schedule E is typically due on the same date as your tax return, including extensions, but
it's essential to check the specific deadlines for your situation.

Can I file Form 5471 Schedule E electronically?
Yes, you can file Form 5471 Schedule E electronically through certain tax software that supports
international tax reporting.

What if I need to amend my Form 5471 Schedule E?
To amend, you should file a corrected Form 5471 Schedule E along with an explanation of the
changes made and any additional information required.

Where can I find the latest instructions for Form 5471
Schedule E?
The latest instructions for Form 5471 Schedule E can be found on the IRS website or by referring to
the Form 5471 instructions PDF available online.
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