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Dear

This letter responds to a letter dated April 19, 2001, and
earlier correspondence, subnmtted on behalf of X, requesting a
ruling under 8 1362(f) of the Internal Revenue Code.

The information submtted states that X was incorporated
under the laws of State on DI. X elected to be an S corporation
effective DL. The current sharehol ders of X are Trust 1, Trust
2, AL B, C D E and E. On D2, B transferred shares of X to
Trust 1 and Trust 2. B, X' s chairman/secretary, represents that
Trust 1 and Trust 2 were intended to be qualified subchapter S
trusts ("@QSSTs"). However, X and Trustee (who was responsible
for determ ning the required paperwork) were not aware of the
requirement to file a QSST el ection on behalf of the trusts. No
QSST el ection was tinely filed on behalf of Trust 1 and Trust 2.
Therefore, X' s S election term nated on D2.

On D3, Trustee attended a Trust sem nar which discussed the
requi rements for QSSTs. Follow ng the sem nar, Trustee
di scovered that no QSST el ection had been filed for Trust 1 and
Trust 2. Additionally, Trustee discovered that the current
i ncone beneficiaries had not reported X s itens of income or
deduction properly.

B represents that the circunstances resulting in the
termnation of X's S corporation election were inadvertent. X
and its sharehol ders have agreed to nmake such adjustnents
(consistent with the treatnent of X as an S corporation) as may
be required by the Secretary.

Section 1362(a) provides that, except as provided in
§ 1362(g), a small business corporation may elect, in accordance
with the provisions of § 1362, to be an S corporation.

Section 1361(a)(1l) provides that the term"S corporation”
nmeans, with respect to any taxable year, a small business
corporation for which an election under 8 1362(a) is in effect
for such year.

Section 1361(b)(1)(B), as in effect for taxable years
begi nning on or before Decenber 31, 1997, provided that a "small
busi ness corporation” cannot have as a sharehol der a person
(other than an estate, and other than a trust described in
8 1361(c)(2)) who is not an individual.

Section 1361(c)(2)(A) (i) provides that for purposes of
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8§ 1361(b)(1)(B), a trust all of which is treated (under subpart E
of part | of subchapter J of Chapter 1) as owned by an individua
who is a citizen or resident of the United States may be a

shar ehol der.

Section 1361(d)(1) provides that in the case of a qualified
subchapter S trust (QSST) with respect to which a beneficiary
makes an el ection under 8§ 1361(d)(2), such trust shall be treated
as a trust described in § 1361(c)(2)(A) (i) and, for purposes of
§ 678(a), the beneficiary of such trust shall be treated as the
owner of that portion of the trust which consists of stock in an
S corporation with respect to which the el ection under
§ 1361(d)(2) is made.

Section 1361(d)(2)(A) provides that a beneficiary of a QSST
(or his legal representative) may elect to have § 1361(d) apply.
Section 1361(d)(2) (D) provides that an el ection under
§ 1361(d)(2) shall be effective up to 15 days and 2 nonths before
the date of the election.

Section 1.1361-1(j)(6)(ii) of the Incone Tax Regul ations
provides that the current income beneficiary of the trust nust
make the el ection under 8 1361(d)(2) by signing and filing with
the service center with which the corporation files its incone
tax return the applicable formor a statenent including the
information listed in 8§ 1.1361-1(j)(6)(ii)-.

Section 1362(d)(2)(A) provides that an el ection under
8§ 1362(a) will be term nated whenever (at any tine on or after
the 1° day of the 1° taxable year for which the corporation is
an S corporation) such corporation ceases to be a small business
corporation. Section 1362(d)(2)(B) provides that the term nation
shall be effective on and after the date of cessation.

Section 1362(f) provides that if (1) an el ection under
§ 1362(a) by any corporation (A) was not effective for the
t axabl e year for which made (determ ned without regard to
§ 1362(b)(2)) by reason of a failure to nmeet the requirements of
8§ 1361(b) or to obtain sharehol der consents, or (B) was
term nated under 8§ 1362(d)(2) or (3), (2) the Secretary
determ nes that the circunstances resulting in such
i neffectiveness or term nation were inadvertent, (3) no |ater
than a reasonabl e period of tine after discovery of the
circunstances resulting in such ineffectiveness or term nation,
steps were taken (A) so that the corporation is a small business
corporation, or (B) to acquire the required sharehol der consents,
and (4) the corporation, and each person who was a sharehol der in
the corporation at any tine during the period specified pursuant
to § 1362(f), agrees to make such adjustnents (consistent with
the treatnent of the corporation as an S corporation) as may be
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required by the Secretary with respect to such period, then,
notw t hst andi ng the circunmstances resulting in such

i neffectiveness or term nation, such corporation shall be treated
as an S corporation during the period specified by the Secretary.

Based solely on the representati ons made and the information
subm tted, we conclude that X' s S corporation election term nated
on D2, under § 1362(d)(2) of the Code, because the respective
beneficiaries of Trust 1 and Trust 2 failed to tinely file an
el ection under § 1361(d)(2).

We further conclude that the termnation of X' s S el ection
was an inadvertent termnation within the nmeaning of 8§ 1362(f).
Accordingly, pursuant to the provisions of 8§ 1362(f), X will be
treated as an S corporation effective D2 and thereafter, provided
X' s election to be an S corporation was not invalid and provi ded
that the election was not otherwi se term nated under 8§ 1362(d).
In addition, from D2 and thereafter, Trust 1 and Trust 2 will be
treated as (QSSTs described in 8 1361(d)(3), and the respective
beneficiaries of Trust 1 and Trust 2 will be treated, for
pur poses of 8 678, as the respective owners of the X stock held
by Trust 1 and Trust 2, provided that the respective
beneficiaries of Trust 1 and Trust 2 file a QSST el ection
effective for D2 for each Trust with the appropriate service
center within 60 days followng the date of this letter. |If
Trust 1, Trust 2, X, or its shareholders fail to treat X as
descri bed above, this ruling shall be null and void.
Furthernmore. A copy of this letter should be attached to the
QSST el ections.

Except as specifically rul ed above, we express no opinion
concerning the federal tax consequences of the transactions
descri bed above under any other provision of the Code, including
whet her Trust 1 and Trust 2 are, or ever were QSSTs under
8§ 1361(d)(3). This ruling letter is directed only to the
t axpayer who requested it. Section 6110(k)(3) of the Code
provides that it may not be used or cited as precedent.

Si ncerely yours,
J. THOWVAS HI NES
Chi ef, Branch 2
Ofice of the Associate
Chi ef Counsel
(Passt hroughs and
Speci al I ndustries)
Encl osures: 2
Copy of this letter
Copy for 8 6110 purposes



