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AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON: Final regulations.

SUMVARY: Thi s docunent contains final regul ati ons under section
1502 of the Internal Revenue Code. These final regul ations

provi de specific rules that apply to the acquisition of the stock
of an S corporation by a nenber of a consolidated group. These
rules elimnate the conpliance burdens associated with filing a
separate return for the day that an S corporation is acquired by
a consolidated group. Additionally, the regulations clarify the
rules for the filing of the separate return for a corporation’s

items for the period not included in the consolidated return.

DATES: Effective Date: These regul ations are effective Novenber
10, 1999.

Applicability Date: For dates of applicability, see 81.1502-
76(b) (6) (i) .
FOR FURTHER | NFORMATI ON CONTACT: Vi ncent Daly, (202) 622-7770

(not a toll-free nunber).

SUPPLEMENTARY | NFORVATI ON:

Background and Expl anation of Provisions



2

On Decenber 17, 1998, the IRS published in the Federal
Regi ster a notice of proposed rul emaki ng (REG 106219-98, 63 FR
69581), concerning acquisitions by a consolidated group of at
| east eighty percent of the stock of an S corporation. Although
a comment was received questioning the advisability of a special
rule for the acquisition of an S corporation, the IRS and
Treasury have determ ned the rules are necessary to elimnate the
adm nistrative burden of filing a separate tax return for the day
the S corporation is acquired. The proposed regul ations are
adopted by this Treasury deci sion
Speci al Anal yses

It has been determined that this Treasury decision is not a
significant regulatory action as defined in Executive Order
12866. Therefore, a regulatory assessnent is not required. It
IS hereby certified that these regulations wll not have a
significant econom c inpact on a substantial nunber of snall
entities. This certification is based on the fact that the
regul ations will provide admnistrative relief to small entities
by renoving the adm nistrative burden of filing a separate one-
day return currently required for certain acquisitions.
Therefore, a Regulatory Flexibility Analysis under the Regul atory
Flexibility Act (5 U.S.C. chapter 6) is not required. Pursuant
to section 7805(f) of the Internal Revenue Code, the notice of
proposed rul emaki ng precedi ng these regul ati ons was submtted to
the Chief Counsel for Advocacy of the Small Business

Adm ni stration for comment on its inpact on small business.



Drafting Information

The principal author of these regulations is Jeffrey L.
Vogel of the O fice of the Assistant Chief Counsel (Corporate),
| RS. However, other personnel fromthe IRS and Treasury
Departnment participated in their devel opnent.
Li st of Subjects in 26 CFR Part 1

I ncome taxes, Reporting and recordkeeping requirenents.
Adoption of Amendnents to the Regul ations

Accordingly, 26 CFR part 1 is anended as foll ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 continues to
read in part as follows:

Authority: 26 U S.C. 7805 * * *

Par. 2. Section 1.1362-3 is anended by adding a sentence to
the end of paragraph (a) to read as foll ows:

81.1362-3 Treatnent of S ternination vyear.

(a) ILn general. * * * See, however, 81.1502-
76(b) (1) (ii)(A)(2) for special rules for an S el ection that
term nates under section 1362(d) imediately before the S
corporation becomes a nenber of a consolidated group (within the
meani ng of 8§1.1502-1(h)).

Par. 3. Section 1.1502-76 is anmended as foll ows:

1. The text of paragraph (b)(21)(ii)(A) follow ng the
par agr aph headi ng i s redesignated as paragraph (b)(1)(ii)(A(1).
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2. A paragraph heading for newy designated paragraph
(B)(D)(ii)(A (L) is added.

3. The first sentence of new y designated paragraph
(b)(1)(ii1)(A) (L) is revised.

4. Paragraph (b) (1) (ii)(A)(2) is added.

5. Par agraph (b)(2)(v) is redesignated as paragraph
(b) (2) (vi).

6. New par agraph (b)(2)(v) is added.

7. Par agraphs (b)(4) and (b)(5) are redesignated as
par agraphs (b)(5) and (b)(6), respectively.

8. New par agraph (b)(4) is added.

9. New y desi gnat ed paragraph (b)(5) is anended as
fol | ows:

a. Exanple 6(b), first sentence is revised.

b. Exanpl e 6(c), second sentence is revised.

C. Exanple 7 is added.

10. Newly designated paragraph (b)(6)(i) is revised.

The revisions and additions read as foll ows:

81.1502-76 Taxable year of nenbers of group.

* * % * *

(b) * * * (1) * * *
(i) * * *(A) End of the day rule. (1) In general. If a
corporation (S), other than one described in paragraph
(b)(1)(i1)(A)(2) of this section, becones or ceases to be a
menber during a consolidated return year, it becones or ceases to

be a nenber at the end of the day on which its status as a nenber
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changes, and its tax year ends for all Federal incone tax
pur poses at the end of that
day * * %

(2) Special rule for fornmer S corporations. |If S becones a

menber in a transaction other than in a qualified stock purchase
for which an el ection under section 338(g) is made, and

I medi atel y before becom ng a nenber an el ecti on under section
1362(a) was in effect, then S will becone a nenber at the

begi nning of the day the termnation of its S corporation
election is effective. S s tax year ends for all Federal incone
tax purposes at the end of the preceding day. This paragraph
(b)(1)(i1)(A)(2) applies to transactions occurring after Novenber
10, 1999.

* * % * *

(2) * * %

(v) Acquisition of S corporation. |If a corporation is
acquired in a transaction to which paragraph (b)(1)(ii)(A)(2) of
this section applies, then paragraphs (b)(2)(ii) and (iii) of
this section do not apply and itens of incone, gain, |oss,
deduction, and credit are assigned to each short taxable year on
the basis of the corporation’s normal nethod of accounting as
determ ned under section 446. This paragraph (b)(2)(v) applies

to transactions occurring after Novenmber 10, 1999.

* * % * *

(4) Determ nation of due date for separate return.

Par agraph (c) of this section contains rules for the filing of
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the separate return referred to in this paragraph (b). In
appl yi ng paragraph (c) of this section, the due date for the
filing of S s separate return shall also be determ ned w thout
regard to the ending of the tax year under paragraph (b)(1)(ii)
of this section or the deened cessation of its existence under
paragraph (b)(2)(i) of this section.

(5)

Exanple 6. Allocation of partnership itens. * * *

(b) Analysis. Under paragraph (b)(2)(vi)(A) of this
section, T is treated, solely for purposes of determning T s tax
year in which the partnership’s itens are included, as selling or
exchanging its entire interest in the partnership as of Ps sale
of T's stock. * * *

(c) Controlled partnership. * * * Under paragraph
(b) (2) (vi)(B) of this section, T's distributive share of the
partnership itens is treated as T's itens for purposes of
paragraph (b)(2) of this section. * * *

Exanple 7. Acquisition of S corporation. (a) Facts. Zis a
smal | business corporation for which an el ecti on under section
1362(a) was in effect at all tines since Year 1. At all tines, Z
had only 100 shares of stock outstanding, all of which were owned
by individual A. On July 1 of Year 3, P acquired all of the Z
stock. P does not nake an el ection under section 338(g) with
respect to its purchase of the Z stock

(b) Analysis. As aresult of PPs acquisition of the Z
stock, Z s election under section 1362(a) term nates. See
sections 1361(b)(1)(B) and 1362(d)(2). Z is required to join in
the filing of the P consolidated return. See 81.1502-75. Z's
tax year ends for all Federal inconme tax purposes on June 30 of
Year 3. If no extension of tine is sought, Z nust file a
separate return for the period fromJanuary 1 through June 30 of
Year 3 on or before March 15 of Year 4. See paragraph (b)(4) of
this section. Z wll becone a nenber of the P consolidated group
as of July 1 of Year 3. See paragraph (b)(1)(ii)(A(2) of this
section. P group’s Year 3 consolidated return will include Z s
items fromJuly 1 to Decenber 31 of Year 3.
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(6) Effective date--(i) General rule. Except as provided in

paragraphs (b)(1)(ii)(A)(2) and (b)(2)(v) of this section, this
par agraph (b) applies to corporations becom ng or ceasing to be

menbers of consolidated groups on or after January 1, 1995.

* * % * *

Deputy Conm ssioner of Internal Revenue

Appr oved:

Assi stant Secretary of the Treasury



