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SUMVARY: Thi s docunent contains final regulations describing how
el ective changes in classification will be treated for federal
tax purposes. The final regulations affect business entities and
their nenbers. The final regul ations provide guidance to

t axpayers who el ect to change an entity’'s classification for
federal tax purposes.

DATES: Effective Date: These regulations are effective Novenber

29, 1999.

Applicability Dates: These regulations apply on or after

Novenber 29, 1999. However, taxpayers may choose to apply
certain provisions in these regul ati ons before Novenber 29, 1999
as specified in 8301.7701-2(e) and 8301. 7701-3(Qg) (4).
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I nternational issues, Mark Harris, (202) 622-3860 (not a toll-
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On Cctober 28, 1997, proposed anendnents to the regul ations
under 88301.6109-1, 301.7701-2, and 301.7701-3 [ REG 105162-97]
were published in the Federal Register (62 FR 55768). A nunber
of comments were received on the proposed regul ations. The
public hearing schedul ed for February 24, 1998, was cancel ed
because no one requested to speak. After considering the
submtted conmments, the IRS and Treasury adopt the proposed
anendnents to the regul ati ons under 88301.6109-1, 301.7701-2, and
301. 7701-3 as revised by this Treasury deci sion.

Expl anati on of Provisions

|. Characterization of Elective Changes in Cassification

There are four possible changes in classification of an
eligible entity by election under 8301.7701-3: (i) a partnership
el ects to be an associ ation taxable as a corporation
(association); (ii) an association elects to be a partnership;
(iii1) an association elects to be disregarded as an entity
separate fromits owner (disregarded entity); and (iv) a
di sregarded entity elects to be an association. The proposed
regul ations provide a formthat each el ective conversi on woul d be
treated as having for federal tax purposes. Under the proposed
regul ations, there is only one formfor each el ective conversion,
and taxpayers could not elect to have a different formapply to
t he el ective conversi on.

A. El ective Conversions Treated as Havi ng One Form
Comment ators recommended that taxpayers be allowed to choose

which formto apply to an el ective conversion. This would all ow
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t axpayers to avoid having to take the actual steps of a
conversion to produce the nost favorable tax results. A
comment at or suggested that the | ack of choice in the proposed
regul ations is inconsistent with the intent of the check-the-box
regul ati ons, which adopted an el ective reginme for classifying
eligible entities.

Because el ective conversions are transactions w thout actual
form the IRS and Treasury believe that it is appropriate to
provide that only one transaction formw || be applied to each
type of elective conversion. Furthernore, while the check-the-
box regul ations provide an elective regine for classifying
eligible entities, the elective regine was not intended to
substitute for actual transactions in all situations. |Instead,

t he purpose of inplenenting the reginme was to sinplify an area of
the | aw where | egal distinctions previously drawn in determ ning
an entity’'s classification were no |onger neaningful. Wile the
factors considered under prior |aw did not neaningfully

di stingui sh between busi ness organizations, taxpayers still were
required to expend considerable resources to ensure that they
obtained the classification they desired. Small business

organi zations often | acked the resources and expertise to achieve
their desired tax classification. This was viewed as unfair.

The I RS was al so expendi ng consi derabl e resources providing

gui dance on these classification issues. These sane concerns
generally are not present in determ ning the formof a conversion

transaction. Therefore, the final regulations maintain only one
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formfor each type of elective conversion
B. Form of Conversion From Association to Partnership

The proposed regul ati ons provide that an el ective conversion
of an association to a partnership is deened to have the
following form The association distributes all of its assets and
liabilities to its shareholders in Iiquidation of the
associ ation, and imedi ately thereafter, the sharehol ders
contribute all of the distributed assets and liabilities to a
newy fornmed partnership

A comment at or suggested that the proposed formfor an
el ective conversion of an association to a partnership may not
mnimze the tax consequences of such a conversion under certain
ci rcunstances. The comment ator suggested that the proposed form
shoul d be avail able as an el ection, but that the default form
shoul d be a deened transfer of assets and liabilities fromthe
el ecting corporation to a newly fornmed partnership for interests
in the partnership followed i mediately by a |iquidation of the
el ecting corporation.

The I'RS and Treasury believe that under current |aw a
voluntary form ess change from an association to a partnership
shoul d be treated as a liquidation of the corporation followed by
a contribution of assets to the partnership. See Rev. Rul.
63-107 (1963-2 C.B. 71). Moreover, if the assets were deened
contributed by the electing corporation to the partnership for
partnership interests followed by a |iquidation of the

corporation, the application of section 704(c) (contribution of



- 5 -
appreci ated property), section 708 (partnership term nation), and
section 754 (elective adjustnments to the basis of partnership
assets) could be sonmewhat conplex and difficult for taxpayers and
the IRS to adm nister. Therefore, the proposed formfor the
el ective conversion of an association to a partnership is adopted
wi t hout change.
C. Timng of Elective Changes in O assification

The proposed regul ations provide that a classification
el ection takes effect at the start of the day for which the
election is effective. Any transactions that are deenmed to occur
because of a change in classification are treated as occurring
I medi ately before the close of the day before the effective date
of the election. The owners of the entity when the election is
effective may be different fromthe owners of the entity when the
conversion transactions are deened to occur. To ensure that the
t axpayers who recogni ze the tax consequences of a conversion
el ection approve of the election, the proposed regul ati ons
require that the election be signed by every owner on the date of
t he deened conversion transactions.

A comment ator indicated that purchasers who wi sh to nake a
classification election effective as of their first day of
ownership may endure a burden in obtaining the consents of
previous owners. The commentator recommended that the deened
conversion transactions be treated as occurring at the start of
the day for which the election is effective, elimnating the need

to obtain the consent of prior owners. Under this suggestion,
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purchasers of an association who wish to elect partnership
treatnment effective as of the first day of ownership would be
treated as owning both stock and partnership interests on that
first day of ownership. This would result in the purchasers
bei ng responsible for a corporate return for their transitory
period of corporate ownership. See 81.6012-2.

The IRS and Treasury intended that the proposed timng rule
generally woul d be beneficial for taxpayers. The IRS and
Treasury believe that any burden inposed by this rule is
out wei ghed by the transactional flexibility that this rule
provi des. Accordingly, the suggested change to the timng rule
I's not adopt ed.

Anot her comment ator noted a conflict between the proposed
timng rule and the deened transacti ons under section 338.
Section 338 allows a purchasing corporation to treat its stock
pur chase of another corporation as an asset purchase. Under
section 338, a purchasing corporation nmay elect to treat the
target corporation as (1) selling its assets at fair market val ue
on the acquisition date, and (2) a new corporation that purchased
all of the assets at the beginning of the day after the
acquisition date. |If the purchaser also nakes a classification
el ection for the target effective for the purchaser’s first day
of ownership, the timng of the deened |iquidation under
8301.7701-3(g)(1) would conflict with the timng of the deened
transactions required by section 338.

To address the issue, the final regulations specify that if
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section 338 applies, an election to convert the target
corporation’s classification cannot be effective before the day
after the acquisition date of the target corporation.
Addi tionally, the deened |iquidation and conversion under
8301.7701-3(g) (1) will occur imrediately after the conpletion of
the section 338 transactions. These rules follow the approach of
81.338-2(c)(1)(i), which provides that when a target corporation
| i qui dates on the acquisition date, the liquidation is treated as
occurring on the follow ng day and i mmedi ately after the deened
purchase of assets. |If a taxpayer nakes an el ection under
section 338 (wi thout a section 338(h)(10) election) regarding a
target corporation that is subsequently deened |i qui dated under
these final regulations, the target corporation nust file a final
or deened sale return as a C corporation reflecting the deened
sale. See 81.338-1(e).

Comment ators al so expressed concern over the effect the
proposed timng rule woul d have on a sequence of el ections when a
nunber of corporations are owned through a single ownership
chain. If the elections are all effective for the sane date, the
effect of the interaction of the timng rule with section 332 is
uncl ear. For exanple, P corporation owns 100 percent of the
interest of an eligible entity classified as an association (S1),
whi ch owns directly 100 percent of the interest of an eligible
entity classified as an association (S2). P wants to convert Sl
and S2 to disregarded entities on the sane day; however, if both

deened |iquidations are treated as occurring sinultaneously, it
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I's not clear that section 332 nonrecognition treatnment woul d be
avai l abl e for both liquidations. The final regulations clarify
that in such a situation, unless another order is specified for
the elections, S1 will be treated as liquidating into P
I mmedi ately before S2 |iquidates into P.

Comment ators suggested that this situation could be
addressed by allowi ng taxpayers to nake el ections effective by
the hour, instead of only at the start of the day. The IRS and
Treasury believe that the clarification in the final regul ations
appropriately addresses the treatnment of successive el ections.
Therefore, the final regulations maintain the rule that
conversion elections take effect at the start of the day on which
the election is effective.

1. Taxpayer ldentifying Nunbers and D sregarded Entities

The proposed regul ations provide clarification of the rules
regardi ng taxpayer identifying nunbers (TINs). The proposed
regul ations restate the rule that when an entity’ s classification
changes under 8301.7701-3, it retains its enployer identification
nunber (EIN). The proposed regul ations also clarified the rule
that a disregarded entity nust use its owner’s TIN for federa
tax purposes. Furthernore, when a disregarded entity becones
respected as a separate entity, it nust use its own EIN and not
the TIN of the single owner.

One comment ator asked for clarification regarding the use of
TINs and EINs in the proposed regulations. TINs include EINSs,

soci al security nunbers (SSNs), and I RS individual taxpayer
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i dentification nunbers (I TINs). The regulations require that a
di sregarded entity report under the owner’s TIN.  The regul ations
refer to a taxpayer’s TIN because the term TIN enconpasses not
only an EIN, but also an SSN and an ITIN.

Anot her comment at or suggested that the proposed regul ati ons
were too restrictive and prohibited a disregarded entity from
applying for and receiving its own TIN. The regul ati ons do not
prevent a single nmenber disregarded entity from applying for and
receiving its owmn TIN. The regulations nerely provide that,
except as otherw se provided in regulations or other guidance,
the single owner disregarded entity nust use the owner’s TIN for
federal tax purposes and not the EIN of the disregarded entity.
Notice 99-6 (1999-3 I.R B. 1) provides guidance on the limted
ci rcunst ances under which a disregarded entity may use its own
El N.

I1l. Rules for Foreign Entities

These final regulations also contain rules relating to
certain foreign entities.
A. Foreign Per Se Entities

The final check-the-box regulations provided a list of the
nanes of certain foreign business entities that are treated as
corporations for federal tax purposes. In response to comments
from taxpayers, the proposed regulations clarified those
provisions. Specifically, clarifications were nmade with respect
to certain business entities forned in Finland, Ml aysia, Mlta,

Mexi co, and Norway. These final regul ations adopt the proposed



regulation’s clarifications.

These final regulations also clarify the treatnment of an
entity fornmed in Trinidad and Tobago that is specified in the
final check-the-box regulations. Prior to April 1997, Trinidad
and Tobago’ s Conpani es Act distingui shed between public and
private limted conpanies. Effective April 1997, Trinidad and
Tobago’ s Conpani es Act was anended and now only provides for
limted conpanies (and no | onger provides for private limted
conpani es). Accordingly, these final regul ati ons have been
nodified to take into account that change. The effective date of
these final regulations with regard to an entity forned in
Trini dad and Tobago has been nodified so as not to di sadvant age
t axpayers who relied on the final check-the-box regul ati ons.
These final regulations provide that the rule with regard to an
entity formed in Trinidad and Tobago will be effective on or
after Novenber 29, 1999. Accordingly, this rule only affects
those entities which were fornmed (or nade affirmative el ecti ons)
on or after Novenmber 29, 1999.

These regul ations also clarify the exception to per se
corporate treatnent for Canadi an conpani es and cor porati ons.
When the final check-the-box regul ati ons were promnul gated, the
only conmpany or corporation that could be forned where the
liability of all of its nmenbers was unlimted pursuant to any
federal or provincial statute (as opposed to through side
agreenents of the nmenbers), was a Nova Scotia Unlimted Liability

Conmpany (NSULC). However, in order to avoid changing the
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regul ations if any other province, or the federal governnent,
subsequently allowed for the formation of unlimted liability
conpani es by statute, these regulations did not specifically |ist
the NSULC. In response to questions fromtaxpayers, the
regulation is clarified, with effect fromJanuary 1, 1997, by
specifically nam ng the NSULC, while still providing for any
other unlimted liability conpany that m ght subsequently be
al l oned by any other federal or provincial statute.
B. Foreign Eligible Entities

Proposed regul ations that provide a special rule for certain
foreign eligible entities are published el sewhere in this issue
of the Federal Register. |In addition, the IRS and Treasury are
still studying what, if any, consequences occur when a foreign
eligible entity that is not relevant for federal tax purposes
files an entity classification election. The IRS and Treasury
continue to request coments on this topic.

| V. Changes in Nunber of Menbers of an Entity

The proposed regul ations provide that an entity’s
classification my change as a result of a change in the nunber
of its menbers. Specifically, an eligible entity classified as a
partnership will becone a disregarded entity when the entity’s
menbership is reduced to one nenber, and a disregarded entity
will be classified as a partnership when the entity has nore than
one nenber. The final regul ati ons adopt these provisions wthout
substanti ve change. (@uidance on the federal tax consequences of

such changes has been provided in Rev. Rul. 99-5 (1999-6 |.R B.
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8) and Rev. Rul. 99-6 (1999-6 |.R B. 6).
Ef fective Date

These regul ations are applicable on or after Novenber 29,
1999. In response to comments, however, the final regulations
I nclude a provision allow ng taxpayers to apply the regul ations
retroactively for elective entity conversions that occurred
bef ore Novenber 29, 1999. Taxpayers may apply the final
regul ations retroactively only if all taxpayers involved in the
transaction follow the regulations. The rules contained in
8301. 6109-1(h) are applicable as of January 1, 1997. Certain
changes to 8301.7701-2(b)(8) may be applied before the effective
date as specified in 8301.7701-2(e).
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
al so has been determ ned that section 553(b) of the
Adm ni strative Procedure Act (5 U. S.C chapter 5) does not apply
to these regul ati ons, and because these regul ati ons do not inpose
a collection of information on small entities, the Regul atory
Flexibility Act (5 U.S.C. chapter 6) does not apply. Therefore,
a Regul atory Flexibility Analysis 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 authors of these regul ations are Dan Car nody
and Jeff Erickson, Ofice of Chief Counsel (Passthroughs and
Speci al Industries) and Mark Harris and Philip Tretiak, Ofice of
Associ ate Chi ef Counsel (International). However, other
personnel fromthe IRS and Treasury Departnent participated in
their devel opnent.

Li st of Subjects in 26 CFR Part 301

Enpl oynent taxes, Estate taxes, Excise taxes, Gft taxes,

I ncome taxes, Penalties, Reporting and recordkeeping
requirenents.
Amendnents to the Regul ati ons

Accordingly, 26 CFR part 301 is anended as foll ows:
PART 301- - PROCEDURE AND ADM NI STRATI ON

Paragraph 1. The authority citation for part 301 continues
toread in part as follows:

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

Par. 2. Section 301.6109-1 is anended as foll ows:

1. Paragraph (d)(2)(ii) is renoved and reserved.

2. Paragraph (h) is redesignated as paragraph (i) and the
first sentence of newy designated paragraph (i)(1) is anmended by
renovi ng the | anguage "paragraph (h)" and addi ng "paragraph (i)"
inits place.

3. A new paragraph (h) is added.

The addition reads as foll ows:

8301. 6109-1 Identifying nunbers.




* * % * *

(h) Special rules for certain entities under 8301.7701-3--

(1) Ceneral rule. Any entity that has an enployer identification

nunber (EIN) will retain that EINif its federal tax
cl assification changes under 8301.7701- 3.

(2) Special rules for entities that are disregarded as

entities separate fromtheir owners--(i) Wen an entity becones

di sregarded as an entity separate fromits owner. Except as

ot herwi se provided in regulations or other guidance, a single
owner entity that is disregarded as an entity separate fromits
owner under 8301.7701-3, nust use its owner’s taxpayer

I dentifying nunber (TIN) for federal tax purposes.

(i1) Wien an entity that was disregarded as an entity

separate fromits owner becones recognized as a separate entity.

If a single owner entity's classification changes so that it is
recogni zed as a separate entity for federal tax purposes, and
that entity had an EIN, then the entity nust use that EIN and not
the TIN of the single owner. |If the entity did not already have
its own EIN, then the entity nust acquire an EIN and not use the
TIN of the single owner.

(3) Effective date. The rules of this paragraph (h) are

applicable as of January 1, 1997.

Par. 3. Section 301.7701-2 is anended as foll ows:

1. Paragraph (b)(8)(i) is anended by revising the entries
for Finland, Malta, Norway, and Trinidad and Tobago.
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2. Paragraph (b)(8)(ii)(A) is redesignated as paragraph
(b)(8)(ii)(A (1) and is revised.

3. Paragraph (b)(8)(ii)(B) is redesignated as paragraph
(b) (8) (i) (A)(2).

4. Paragraph (b)(8)(ii) heading and introductory text are
redesi gnated as paragraph (b)(8)(ii)(A) heading and introductory
text, and a new paragraph heading is added for paragraph
(b) (8)(ii).

5. Paragraphs (b)(8)(ii)(A)(3) and (b)(8)(ii)(B) are added.

6. Paragraphs (b)(8)(iii), (b)(8)(iv), and (e) are revised.

The revisions and additions read as foll ows:

8301. 7701-2 Business entities; definitions.

* * % * *

(b) * * =
(8) * * *
(i) * * =
figlfng,*Julkinen OCsakeyhti o/ Publ i kt Akti ebol ag
yhitf,*PEblic Li m ted Conpany
Dbim?y; fllnent Aksj esel skap
Irinidgd*and Tobago, Limted Conpany

(i1) Cdarification of list of corporations in paragraph

(b)(8)(i) of this section--(A) Exceptions in certain cases. * * *

* * % * *

(1) Wth regard to Canada, a Nova Scotia Unlimted Liability
Conmpany (or any other conpany or corporation all of whose owners

have unlimted liability pursuant to federal or provincial |aw).



* * % * *

(3) Wth regard to Mal aysia, a Sendirian Berhad.

(B) ILnclusions in certain cases. Wth regard to Mexico, the

term Soci edad Anoni ma includes a Soci edad Anoni ma that chooses to
apply the variable capital provision of Mexican corporate |aw

(Soci edad Anoni ma de Capital Variable).

(iii) Public conpanies. For purposes of paragraph (b)(8)(i)
of this section, with regard to Cyprus, Hong Kong, and Janai ca,
the termPublic Limted Conpany includes any Limted Conpany that
I's not defined as a private conpany under the corporate |aws of
those jurisdictions. 1In all other cases, where the term Public
Limted Conpany is not defined, that termshall include any
Limted Conpany defined as a public conpany under the corporate
| aws of the relevant jurisdiction.

(iv) Limted conpanies. For purposes of this paragraph

(b)(8), any reference to a Limted Conpany includes, as the case
may be, conpanies |limted by shares and conpanies limted by
guar ant ee.

* * % * *

(e) Effective date. Except as otherwi se provided in this

paragraph (e), the rules of this section apply as of January 1,
1997. The reference to the Finnish, Maltese, and Norwegi an
entities in paragraph (b)(8)(i) of this section is applicable on
Novenber 29, 1999. The reference to the Trinidadian entity in
paragraph (b)(8)(i) of this section applies to entities formed on

or after Novenber 29, 1999. Any Maltese or Norwegian entity that
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becones an eligible entity as a result of paragraph (b)(8)(i) of
this section in effect on Novenber 29, 1999, may el ect by
February 14, 2000, to be classified for federal tax purposes as
an entity other than a corporation retroactive to any period from
and including January 1, 1997. Any Finnish entity that becones
an eligible entity as a result of paragraph (b)(8)(i) of this
section in effect on Novenber 29, 1999, may el ect by February 14,
2000, to be classified for federal tax purposes as an entity
ot her than a corporation retroactive to any period from and
I ncl udi ng Septenber 1, 1997.

Par. 4. Section 301.7701-3 is anmended as foll ows:

1. A sentence is added at the end of paragraph (c)(1)(iii).

2. A sentence is added at the end of paragraph (c)(1)(iv).

3. Paragraph (c)(2)(iii) is added.

4. A heading is added to paragraph (d)(1).

5 Paragraph (f) is redesignated as paragraph (h) and newy
desi gnat ed paragraph (h)(1) is revised.

6. Paragraphs (f) and (g) are added.

The revision and additions read as foll ows:

8301.7701-3 dassification of certain business entities.

* * % * *
(C) * * %
(1) * * %

(iii1) Effective date of election. * * * |[f a purchasing

corporation nakes an el ection under section 338 regardi ng an

acqui red subsidiary, an election under paragraph (c)(1)(i) of
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this section for the acquired subsidiary can be effective no
earlier than the day after the acquisition date (within the
meani ng of section 338(h)(2)).

(iv) Limtation. * * * An election by a newy forned
eligible entity that is effective on the date of formation is not
consi dered a change for purposes of this paragraph (c)(1)(iv).

(2) * * *

(iii1) Changes in classification. For paragraph (c)(2)(i) of

this section, if an election under paragraph (c)(1)(i) of this
section is made to change the classification of an entity, each
person who was an owner on the date that any transacti ons under
par agraph (g) of this section are deened to occur, and who i s not
an owner at the tine the election is filed, nust also sign the

el ection. This paragraph (c)(2)(iii) applies to elections filed
on or after Novenmber 29, 1999.

(d) Special rules for foreign eligible entities--(1)

Definition of relevance. * * *

* * % * *

(f) Changes in nunber of nenbers of an entity--(1)

Associ ations. The classification of an eligible entity as an

association is not affected by any change in the nunber of
menbers of the entity.

(2) Partnerships and single nenber entities. An eligible

entity classified as a partnership becones di sregarded as an

entity separate fromits owner when the entity’'s nenbership is



- 19 -
reduced to one nenber. A single nenber entity disregarded as an
entity separate fromits owner is classified as a partnership
when the entity has nore than one nenber. |If an elective
classification change under paragraph (c) of this section is
effective at the sanme tinme as a nenbershi p change described in
this paragraph (f)(2), the deened transactions in paragraph (g)
of this section resulting fromthe el ective change preenpt the
transactions that would result fromthe change in nenbership.

(3) Effect on sixty nonth limtation. A change in the

nunber of nenbers of an entity does not result in the creation of
a new entity for purposes of the sixty nonth [imtation on
el ections under paragraph (c)(1)(iv) of this section.

(4) Exanples. The follow ng exanples illustrate the
application of this paragraph (f):

Exanple 1. A, a U S. person, owns a donestic eligible
entity that is disregarded as an entity separate fromits owner
On January 1, 1998, B, a U S. person, buys a 50 percent interest
in the entity fromA. Under this paragraph (f), the entity is
classified as a partnership when B acquires an interest in the
entity. However, A and B elect to have the entity classified as
an associ ation effective on January 1, 1998. Thus, B is treated
as buying shares of stock on January 1, 1998. (Under paragraph
(c)(1)(iv) of this section, this election is treated as a change
in classification so that the entity generally cannot change its
classification by election again during the sixty nonths
succeedi ng the effective date of the election.) Under paragraph
(g)(1) of this section, Ais treated as contributing the assets
and liabilities of the entity to the newy formed associ ation
I mmedi ately before the close of Decenber 31, 1997. Because A
does not retain control of the association as required by
section 351, A's contribution will be a taxable event.
Therefore, under section 1012, the association wll take
mar ket val ue basis in the assets contributed by A and A
have a fair market value basis in the stock received. A
have no additional gain upon the sale of stock to B, and
have a cost basis in the stock purchased from A

Exanple 2. (i) On April 1, 1998, A and B, U S. persons,
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formX, a foreign eligible entity. X is treated as an

associ ation under the default provisions of paragraph (b)(2)(i)
of this section, and X does not nake an election to be classified
as a partnership. A subsequently purchases all of B s interest
in X

(i1) Under paragraph (f)(1) of this section, X continues to
be classified as an association. X, however, can subsequently
el ect to be disregarded as an entity separate fromA. The sixty
nonth Iimtation of paragraph (c)(1)(iv) of this section does not
prevent X from making an el ection because X has not nmade a prior
el ection under paragraph (c)(1)(i) of this section.

Exanple 3. (i) On April 1, 1998, A and B, U S. persons,
formX, a foreign eligible entity. X is treated as an
associ ation under the default provisions of paragraph (b)(2)(i)
of this section, and X does not nake an election to be classified
as a partnership. On January 1, 1999, X elects to be classified
as a partnership effective on that date. Under the sixty nonth
limtation of paragraph (c)(1)(iv) of this section, X cannot
elect to be classified as an association until January 1, 2004
(i.e., sixty nonths after the effective date of the election to
be classified as a partnership).

(ii) ©On June 1, 2000, A purchases all of B's interest in X
After A's purchase of B's interest, X can no |onger be classified
as a partnership because X has only one nenber. Under paragraph
(f)(2) of this section, X is disregarded as an entity separate
fromA when A becones the only nenber of X X, however, is not
treated as a new entity for purposes of paragraph (c)(1)(iv) of
this section. As a result, the sixty nonth limtation of
paragraph (c)(21)(iv) of this section continues to apply to X, and
X cannot elect to be classified as an association until January
1, 2004 (i.e., sixty nonths after January 1, 1999, the effective
date of the election by X to be classified as a partnership).

(5) Effective date. This paragraph (f) applies as of

Novenber 29, 1999.

(g) Elective changes in classification--(1) Deened treatnent

of elective change--(i) Partnership to association. |If an

eligible entity classified as a partnership el ects under
paragraph (c)(1)(i) of this section to be classified as an
associ ation, the followng is deenmed to occur: The partnership

contributes all of its assets and liabilities to the associ ati on
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I n exchange for stock in the association, and i nmedi ately
thereafter, the partnership |iquidates by distributing the stock
of the association to its partners.

(i1) Association to partnership. |If an eligible entity

classified as an associ ation el ects under paragraph (c)(1)(i) of
this section to be classified as a partnership, the following is
deened to occur: The association distributes all of its assets
and liabilities to its shareholders in liquidation of the

associ ation, and imedi ately thereafter, the sharehol ders
contribute all of the distributed assets and liabilities to a
newy fornmed partnership

(ii1) Association to disregarded entity. |If an eligible

entity classified as an associ ation el ects under paragraph
(c)(1)(i) of this section to be disregarded as an entity separate
fromits owner, the following is deenmed to occur: The

associ ation distributes all of its assets and liabilities to its
single owner in liquidation of the association.

(iv) Disregarded entity to an association. |If an eligible

entity that is disregarded as an entity separate fromits owner

el ects under paragraph (c)(1)(i) of this section to be classified
as an association, the following is deened to occur: The owner
of the eligible entity contributes all of the assets and
liabilities of the entity to the association in exchange for
stock of the association.

(2) Effect of elective changes. The tax treatnent of a

change in the classification of an entity for federal tax
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pur poses by el ection under paragraph (c)(1)(i) of this section is
determ ned under all relevant provisions of the Internal Revenue
Code and general principles of tax law, including the step

transacti on doctri ne.

(3) Timng of election--(i) In general. An election under
paragraph (c)(1)(i) of this section that changes the
classification of an eligible entity for federal tax purposes is
treated as occurring at the start of the day for which the
election is effective. Any transactions that are deenmed to occur
under this paragraph (g) as a result of a change in
classification are treated as occurring i nmedi ately before the
cl ose of the day before the election is effective. For exanple,
If an election is made to change the classification of an entity
froman association to a partnership effective on January 1, the
deened transactions specified in paragraph (g)(1)(ii) of this
section (including the |iquidation of the association) are
treated as occurring i mredi ately before the cl ose of Decenber 31
and nust be reported by the owners of the entity on Decenber 31.
Thus, the |l ast day of the association' s taxable year wll be
Decenber 31 and the first day of the partnership s taxable year
wi |l be January 1.

(i1) Coordination with section 338 election. A purchasing

corporation that makes a qualified stock purchase of an eligible
entity taxed as a corporation my nake an el ecti on under section
338 regarding the acquisition if it satisfies the requirenents

for the election, and may al so make an el ection to change the
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classification of the target corporation. |If a taxpayer makes an
el ection under section 338 regarding its acquisition of another
entity taxable as a corporation and nakes an el ection under
paragraph (c) of this section for the acquired corporation
(effective at the earliest possible date as provi ded by paragraph
(c)(1)(iii) of this section), the transactions under paragraph
(g) of this section are deened to occur imediately after the
deened asset purchase by the new target corporation under section
338.

(ii1) Application to successive elections in tiered

situations. Wen elections under paragraph (c)(1)(i) of this
section for a series of tiered entities are effective on the sane
date, the eligible entities may specify the order of the

el ections on Form 8832. If no order is specified for the

el ections, any transactions that are deenmed to occur in this
paragraph (g) as a result of the classification change will be
treated as occurring first for the highest tier entity’s
classification change, then for the next highest tier entity’s
classification change, and so forth down the chain of entities
until all the transactions under this paragraph (g) have
occurred. For exanple, Parent, a corporation, wholly ows all of
the interest of an eligible entity classified as an associ ation
(S1), which wholly owns another eligible entity classified as an
associ ation (S2), which wholly owns another eligible entity
classified as an association (S3). Elections under paragraph

(c)(1)(i) of this section are filed to classify S1, S2, and S3



- 24 -
each as disregarded as an entity separate fromits owner
effective on the sanme day. |If no order is specified for the
el ections, the follow ng transactions are deened to occur under
this paragraph (g) as a result of the elections, with each
successive transaction occurring on the sanme day i nmedi ately
after the preceding transaction: Sl is treated as |iquidating
into Parent, then S2 is treated as |liquidating into Parent, and
finally S3 is treated as liquidating into Parent.

(4) Effective date. This paragraph (g) applies to el ections

that are filed on or after Novenber 29, 1999. Taxpayers may
apply this paragraph (g) retroactively to elections filed before
Novenber 29, 1999 if all taxpayers affected by the deened

transactions file consistently with this paragraph (g).



(h) Effective date--(1) In general. Except as otherw se

provided in this section, the rules of this section are

applicable as of January 1, 1997.

* * % * *

Deputy Conm ssioner of Internal Revenue

Appr oved:

Assi stant Secretary of the Treasury
(Tax Policy)



