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)SUMMARY This document contains
hefmal regulations for S corporations anc
Ithe|r shareholders relating to the defini
tions and the special rule provided ir
section 1377 of the Internal Revenue
Code. The final regulations reflect
changes to the law made by the
Subchapter S Revision Act of 1982 anc
the Small Business Job Protection Ac
of 1996. These final regulations are
forecessary to provide guidance for tax
agayers to comply with the law.

EFFECTIVE DATE: These regulations
are effective January 1, 1997.



FOR FURTHER INFORMATION CON- August 20, 1996, the Small Busines®f an S corporation in a transaction to
TACT: Laura Howell, (202) 622—-3060 Job Protection Act of 1996, Public Lawwhich section 381(a)(2) applies. Several
(not a toll-free number). 104-188, 110 Stat. 1755, was enactedommentators requested clarification
. Sections 1306 and 1307 of the Smaltoncerning whether the example results

SUPPLEMENTARY INFORMATION: Business Job Protection Act of 1996n a termination under section 1362(d)
Paperwork Reduction Act amended section 1377 of the Codeof the corporation’s election to be an S
i , i After consideration of all comments re-corporation or merely the cessation of

The collection of information con- cejved. and the changes to section 137the S corporation’s taxable year. The
tained in these final regulations has beegy the Small Business Job Protectioriinal regulations clarify that, pursuant to
reviewed and approved by the Office ofact of 1996, the proposed amendmentthe rule in section 1377(b)(1), a PTTP
Management and Budget in accordancgre adopted as revised by this Treasurgrises the day after the last day that an
with the Paperwork Reduction Act (44 gecision, S corporation was in existence if a C
U.S.C. 3507) under control number . - corporation acquires the assets of an S
1545-1462. Responses to this collectiokxplanation of Provisions corporation in a transaction to which

of information are required to verify theDays on which stock has not beersection 381(a)(2) applies. Changes to

event giving rise to the making of an. /- section 1377 made by the Small Busi-
election under section 1377(a)(2) by an ness Job Protection Act of 1996.
S corporation. Section 1366(a)(1) requires a share-

An agency may not conduct or spon-holder of an S corporation to take intoAgreement to Terminate Year
sor, and a person is not required taccount the shareholder’s pro rata share ] .
respond to, a collection of informationof the corporation’s items of income, Section 1306 of the Small Business
unless the collection of information dis-loss, deduction, and credit. SectiondOP Protection Act of 1996 amended
plays a valid control number. 1377(a) provides that, except in the casgection 1377(a)(2) to provide that only
The estimated annual burden per reef an election under section 1377(a)(2)the affected shareholders and the corpo-
spondent varies from .2 hour to .5 houreach shareholders’s pro rata share of arf@tion must consent to an election to
depending on individual circumstancesitem for any taxable year shall be thelféat the corporation's taxable year as
with an estimated average of .25 hoursum of the amounts determined withfWO taxable years in the event of a
Comments concerning the accuracy ofespect to the shareholder by assigningemplete termination of a shareholder’s
this burden estimate and suggestions fan equal portion of such item to eacHnterest in the corporation. In addition,
reducing this burden should be sent talay of the taxable year, and then byhe terminating election under section
the Internal Revenue Service Attn: dividing that portion pro rata among thel377(2)(2) applies only to the affected
IRS Reports Clearance Officer, T:FPshares outstanding on such day. Thghareholders. H.R. Conf. Rep. No. 104—
Washington, DC 20224, and to th@f- proposed regulations provide that solely’ 37, 104th Cong. 2d Sess. 222 (1986).
fice of Management and BudgetAttn: for purposes of determining a shareholdJhe term affected shareholderss de-
Desk Officer for the Department of theer’s pro rata share of an item, an gined as the shareholder whose interest
Treasury, Office of Information and corporation’s taxable year does not iniS terminated and all shareholders to
Regulatory Affairs, Washington, DC clude any day on which the corporationvhom the shareholder has transferred
20503. has no shareholders. shares during the taxable year. If the
Books or records relating to this col- One commentator suggested that §hareholder has transferred shares to the
lection of information must be retainedperson who beneficially owns the corpo-forporation, affected = shareholdersin-
as long as their contents may becomeation should be treated as a sharehold&fude all persons who are shareholders
material in the administration of anyof an S corporation for any day onduring the taxable year. The final regu-
internal revenue law. Generally, tax rewhich the corporation has assets antftions reflect these changes made to
turns and tax return information areconducts business, but has not issuetfction 1377(a)(2) by the Small Busi-
confidential, as required by 26 U.S.Cany stock. The final regulations revise"€SS Job Protection Act of 1996.
6103. the rule concerning no shareholder day
and provide that, solely for purposes o
determining a shareholder’'s pro rata

On July 12, 1995, the IRS publishegshare of an item for a taxable year section 1307(a) of the Small Business
in the Federal Register a notice of under section 1377(a), the beneficiahop Protection Act of 1996 expands the
proposed rulemaking (PS-268-820wners of the corporation are treated agefinition of PTTP under section
1995-2 C.B. 491) containing proposedhe shareholders of the corporation fon377(h)(1) to include the 120-day period
amendments to the Income Tax Regula@ny day on which the corporation hageginning on the date of any determina-
tions (26 CFR part 1) under sectionnot issued any stock. tion pursuant to an audit of the taxpayer
1377 of the Internal Revenue Cod§phen a Post-Termination Transition Pelhat follpws the t_ermination of the S
(Code). These amendments were projng Arises corporation’s election and that adjusts a
posed to conform the regulations to the subchapter S item of income, loss, or
addition of section 1377 to the Code by The proposed regulations provide thatleduction of the S corporation during
section 2 of the Subchapter S Revisiom post-termination transition periodthe S period. In addition, the definition
Act of 1982, Public Law 97-354 (PTTP) arises following the terminationof determinationis expanded to include
(1982-2 C.B. 702, 710). Written com-under section 1362(d) of a corporation’sany determination under section 1313(a).
ments responding to this notice wereS election. By example, the proposedrhe effect of this change is to expand
received. No public hearing was heldregulations state that a PTTP arisethe definition of determinationto in-
because no hearing was requested. Gmhen a C corporation acquires the assetdude a final disposition by the Secre-
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tary of a claim for refund and certain Special Analysis (iv) Coordination with election under

agreements between the Secretary and . . section 1377(a)(2).

any person relating to the tax liability of ulrtyh;escig?c?nn igerfggglg?gnmg;r}thIrSeng:?: e x

the person. The final regulations reflec . : . " Par. 3. Section 1.1368-1 is amended

inese changes made to secton 15778 200 92 Sefnes 1 £O Lon0y

?gbsgfggétiﬁoz\c? fofthl%956mall Busmessrequired. It has also been determine )1' Revising the heading for paragraph
| that section 553(b) of the Administrative 92' Revisi h 1

Coordination With Other Provisions and Procedure Act (5 U.S.C. chapter 5) does 2- R€VISing paragraph (g)(1).

e ; ~ 3. Adding paragraph (g)(2)(iv).
Other Clarifying Changes not apply to these regulations, and be The revisions and addition read as

In response to comments, the finafause Fhe notice of pro.posed f“'ema"'”gmws;

regulations add cross-references an@f€ceding the regulations was issue

make certain clarifying revisions. TheP'or to March 29, 1996, the Regulatorys 1 13681 Distributions by S corpora-
proposed regulations coordinate the ag-€XiPility Act (5 U.S.C. chapter 6) does%ions.

plication of the terminating election un-Not apply. Pursuant to section 7805(f) o o % % %

der section 1377(a)(2) with the electiont® Intérnal Revenue Code, the notice of _ _
that may be made under § 1'1:\,)68Jg)roposed rulemaking preceding these (g) Special rule—(1) Election to ter-

1(g)(2) when there is a qualifying dispo_regulations was submitted to the Smalminate year under § 1.1368-1(g)(2f.

sition by: (i) removing the section 1377Business Administration for comment onan election is made under paragraph

reference in § 1.1368-1(g)(1) becauslS Impact on small business. §lge)§)wz2r:hgﬁefee?§°; qtgalgi?;irr?g;nzip(tg?
all of the rules for a section 1377(a)(2)Draftina Information , . ) . ) -
terminating election are now entirely 9 tion, this section applies as if the taxable

stated in these final regulations; and (i) The principal author of these regula-year consisted of separate taxable years,
amending § 1.1368-1(g)(2) to providetions is Laura Howell, Office of Assis- the first of which ends at the close of
that a qualifying disposition electiontant Chief Counsel (Passthroughs anthe day on which there is a qualifying
cannot be made if a transfer results in &pecial Industries). However, other perdisposition of stock.

termination of the shareholder’s entiresonnel from the IRS and Treasury De- (2) * **

interest as a shareholder. partment participated in their develop- (iv) Coordination with election under
The proposed regulations provide thafent. section 1377(a)(2)If the event resulting

a section 1377(a)(2) terminating election e x w in a qualifying disposition also results in

must contain the written consent of each a termination of a shareholder’s entire

shareholder. The final regulations revisé\doption of Amendments to the Reguldhterest as described in § 1.1377-

the shareholder consent rules by remowions 1(b)(4), the election under this para-

ing the written consent requirement for graph (g)(2) cannot be made. Rather, the

Accordingly, 26 CFR parts 1, 18, andelection under section 1377(a)(2) and

each shareholder. The final regulation%02 are amended as follows: § 1.1377-1(b) may be made. See

merely require an S corporation to in-

clude a statement by the corporation thaPART 1—INCOME TAXES § 1.1377-1(b) (concerning the election
each affected shareholder and the corpo- o under section 1377(a)(2)). Par. 4. Sec-
ration consent to the election. Paragraph 1. The authority citation fortions 1.1377-0, 1.1377-1, 1.1377-2, and

In response to comments, the finaPart 1 is amended by adding an entry i1.1377-3 are added under the
regulations clarify that a shareholdershumerical order to read as follows: undesignated center heading “Small
entire interest in an S corporation is not Authority: 26 U.S.C. 7805. * * * Business Corporations and Their Share-

terminated if the shareholder retains Section 1.1377-1 also issued under 2Bolders” to read as follows:

ownership of any stock, including anU.S.C. 1377(a)(2) and (c). * * *
interest treated as stock under § 1.1361— Par. 2. Section 1.1368-0 is amende§ 1.1377-0 Table of contents.

1(l), that would result in the shareholdefy: The following table of contents is
continuing to be considered a share- 1. Revising the entry for paragraphsprovided to facilitate the use of
holder of the corporation for purposes of(@) and (g)(1) of § 1.1368-1. §§ 1.1377-1 through 1.1377-3:
section 1362(a)(2). In addition, the final 2. Adding an entry for paragraph

regulations clarify that a shareholder(g)(2)(iv) of § 1.1368-1. § 1.1377-1 Pro rata share.

whose entire interest in an S corporation The revisions and addition read as
is terminated in an event for which afollows:
terminating election was made is not

(@) Computation of pro rata shares.
(2) In general.

required to consent to an election undef 1.1368-0 Table of contents. (2) Special rules.
section 1377(a)(2) for a subsequent ter- R, _ () Days on which stock has not been
mination of another shareholder within issued. o
the taxable year unless the shareholdey 1.1368-1 Distributions by S corpora-_(!) Determining shareholder for day
is an affected shareholder with respegions. of stock disposition.
to the subsequent termination. (b) Election to terminate year.
: oox o (1) In general.

Effective Date (g) Special rule. (2) Affected shareholders.

These regulations apply to taxable (1) Election to terminate year under (3) Effect of the terminating election.
years of an S corporation beginningg 1.1368-1(g)(2). (@) In general.
after December 31, 1996. (2) *** (i) Due date of S corporation return.
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(i) Taxable year of inclusion by (ii) Determining shareholder for day effect of a distribution. An S corporation

shareholder. of stock dispositionA shareholder who that makes a terminating election must
(iv) S Corporation that is a partner indisposes of stock in an S corporation isssign items of income (including tax-
a partnership. treated as the shareholder for the day afxempt income), loss, deduction, and

(4) Determination of whether an Sthe disposition. A shareholder who diexredit to each deemed separate taxable
shareholder’s entire interest has termiis treated as the shareholder for the dayear using its normal method of ac-

nated. of the shareholder’s death. counting as determined under section
(5) Time and manner of making a (b) Election to terminate year(1) In 446(a).

terminating election. general.If a shareholder’s entire interest (ii) Due date of S corporation return.
(i) In general. in an S corporation is terminated duringA terminating election does not affect
(ii) Affected shareholders required tothe S corporation’s taxable year and thé¢he due date of the S corporation’s

consent. corporation and all affected shareholderseturn required to be filed under section
(i) More than one terminating elec- agree, the S corporation may elect unde8037(a) for a taxable year (determined

tion. section 1377(a)(2) and this paragraplvithout regard to a terminating elec-
(c) Examples. (b) (terminating election) to apply para-tion).

o _. graph (a) of this section to the affected (iii) Taxable year of inclusion by
§ 1.1377-2 Post-termination transitionspareholders as if the corporation’s taxshareholderA terminating election does

period. able year consisted of two separataot affect the taxable year in which an
(a) In general. taxable years, the first of which ends agffected shareholder must take into ac-
(b) Special rules for post-terminationthe close of the day on which thecount the affected shareholder’s pro rata
transition period. shareholder’s entire interest in the Share of the S corporation’s items of
(c) Determination defined. corporation is terminated. If the eventincome, loss, deduction, and credit.
(d) Date a determination becomes eftesulting in the termination of the share- (iv) S corporation that is a partner in
fective. holder’s entire interest also constitutes @a partnership.A terminating election by
(1) Determination under sectionqualifying disposition as described inan S corporation that is a partner in a
1313(a). § 1.1368-1(g)(2)(i), the election undermartnership is treated as a sale or ex-
(2) Written agreement. § 1.1368-1(g)(2) cannot be made. An Ehange of the corporation’s entire inter-
(3) Implied agreement. corporation may not make a terminatingest in the partnership for purposes of
election if the cessation of a shareholdsection 706(c) (relating to closing the
§ 1.1377-3 Effective date. er’s interest occurs in a transaction thapartnership taxable year), if the taxable

§ 1.1377—1 Pro rata share results in a termination gnder sec@ioryear of the p.artnershi.p end; after the
: : 1362(d)(2) of the corporation’s electionshareholder’s interest is terminated and
(a) Computation of pro rata shares to be an S corporation. (See sectionithin the taxable year of the S corpora-
(1) In general. For purposes of 1362(e)(3) for an election to have itemdion (determined without regard to any
subchapter S of chapter 1 of the Internahssigned to each short taxable yeaerminating election) for which the ter-
Revenue Code and this section, eactnder normal tax accounting rules in theminating election is made.
shareholder’'s pro rata share of any $ase of a termination of a corporation’s (4) Determination of whether an S
corporation item described in sectiorelection to be an S corporation.) Ashareholder’s entire interest has termi-
1366(a) for any taxable year is the sumerminating election is irrevocable and isnated. For purposes of the terminating
of the amounts determined with respeceffective only for the terminating eventelection under section 1377(a)(2) and
to the shareholder by assigning an equdbr which it is made. paragraph (b) of this section, a share-
portion of the item to each day of the S (2) Affected shareholdersFor pur- holder’s entire interest in an S corpora-
corporation’s taxable year, and then diposes of the terminating election undetion is terminated on the occurrence of
viding that portion pro rata among thesection 1377(a)(2) and paragraph (b) oény event through which a shareholder’s
shares outstanding on that day. Sethis section, the termaffected sharehold- entire stock ownership in the S corpora-
paragraph (b) of this section for rulesers means the shareholder whose intetion ceases, including a sale, exchange,
pertaining to the computation of eachest is terminated and all shareholders tor other disposition of all of the stock
shareholder’s pro rata share when awhom such shareholder has transferredeld by the shareholder; a gift under
election is made under sectionshares during the taxable year. If suclsection 102(a) of all the shareholder’s
1377(a)(2) to treat the taxable year of ashareholder has transferred shares to tlsock; a spousal transfer under section
S corporation as if it consisted of twocorporation, the ternaffected sharehold- 1041(a) of all the shareholder’s stock; a
taxable years in the case of a terminaers includes all persons who are shareredemption, as defined in section
tion of a shareholder’s entire interest inholders during the taxable year. 317(b), of all the shareholder’s stock,
the corporation. (3) Effect of the terminating elec- regardless of the tax treatment of the
(2) Special rules—(i) Days on which tion—(i) In general. An S corporation redemption under section 302; and the
stock has not been issue®olely for that makes a terminating election for adeath of the shareholder. A shareholder’s
purposes of determining a shareholder'taxable year must treat the taxable yeagntire interest in an S corporation is not
pro rata share of an item for a taxableas separate taxable years for all affectegtrminated if the shareholder retains
year under section 1377(a) and thishareholders for purposes of allocatingwnership of any stock (including an
section, the beneficial owners of theitems of income (including tax-exemptinterest treated as stock under § 1.1361—
corporation are treated as the shareholihcome), loss, deduction, and creditl(l)) that would result in the shareholder
ers of the corporation for any day onmaking adjustments to the accumulatedontinuing to be considered a share-
which the corporation has not issueddjustments account, earnings and profiolder of the corporation for purposes of
any stock. its, and basis; and determining the tasection 1362(a)(2). Thus, in determining
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whether a shareholder’s entire interest in Examfple 1. Stha;regolder_? pro rfatat shk?;eg] thesaﬁh day oft thehfirst fdeemec:] tgxablef )t/ﬁar,f_ B’ts
; ; ase of a partial disposition of stocki) On aily pro rata share for each day of the firs
an S Corporr?.tllc(;nb hars] behen :]erlrgmatecghnuary 6, 1997, X incorporates as a calendar yedeemed taxable year is $500 ($1,000 per day x
any _mtereSt € y t _e sharenho _er as @Brporation, issues 100 shares of common stock t80%). Thus, B’s pro rata share of the $200,000 of
creditor, employee, director, or in anyeach of A and B, and files an election to be an Sonseparately computed income for the first
other non-shareholder capacity is disresorporation for its 1997 taxable year. On July 24deemed taxable year is $100,000 ($500 per day x
garded 1997, B sells 50 shares of X stock to C. Thus, in200 days). B must report this amount for B’s
" . 1997, A owned 50 percent of the outstandingaxable year with or within which X’s full taxable
(5)_ Tlme and _man_ner of maklng ashares of X on each day of X’s 1997 taxable yearyear ends (December 31, 1997).
terminating election—(i) In ge_nergiI.An B owned 50 percent on each day from January 6, (iv) C's pro rata share of the $520,000 of
S corporation makes a terminating elec1997, to July 24, 1997 (200 days), and 25 percentonseparately computed income for the second
tion by attaching a statement to itsfrom July 25, 1997, to December 31, 1997 (160deemed taxable year is determined by assigning
timely filed original or amended return 352 e © BENS 2 FHIC dave). T “ lo.each day of the second deemed taxable year
requwed to ,be filed under section (i) Because B's entire interest in X is not ($520,000/160 days = $3,250 per day). Because C
6037(a) (that is, a Form 1120S) for theerminated when B sells 50 shares to C on Juljield 50% of Xs authorized and issued shares on
taxable year during which a sharehold24, 1997, X cannot make a terminating electioreach day of the second deemed taxable year, C's
er's entire interest is terminated. Aunder section 1377(a)(2) and paragraph (b) of thidaily pro rata shares for each day of the second
. . = ection for B's sale of 50 shares to C. Althoughdeemed taxable year is $1,625 ($3,250 per day x
single election St.atement may be f.”e 's sale of 50 shares to C is a qualifying50%). Therefore, C's pro rata share of the
by th_e S corporation for all terminating gisposition under § 1.1368-1(g)(2)(i), X does not$520,000 of nonseparately computed income is
elections for the taxable year. The elecmake an election to terminate its taxable yea$260,000 ($1,625 per day x 160 days). C must
tion statement must include— under § 1.1368-1(g)(2). During its 1997 taxablereport this amount for C’s taxable year with or
(A) A declaration by the S corpora- year, X has nonseparately computed income ofvithin which X's full taxable year ends (December

ti that it i lecti d ti $720,000. 31, 1997).
lon at 1t I1s elecling unaer section (iii) For each day in X's 1997 taxable year, As

1377(a)(2) and this para_graph (b) tQiaily pro rata share of X's nonseparately compute§ 1.1377—2 Post-termination transition
treat the taxable year as if it consistedhcome is $1,000 ($720,000/360 days X 50%)yperiod.

of two separate taxable years; Thus, As pro rata share of X's nonseparatel

(B) Information setting forth when Cgr(;‘p‘éted)mcgneéo.rl 1997 is $t360'ﬂ00 ($1f,0(;<qx (a) In general. For purposes of
. . ays). S al ro rata share O S
and how the shareholder’s entire intere Onsepgratew Com%ut%d income is $1.0o¢uPchapter S of chapter 1 of the Internal

was terminated (for example, a sale 0[$720,000/360 x 50%) for the first 200 days ofR€venue Code (Code) and this section,

gift); X’s 1997 taxable year, and $500 ($720,000/360 #he termpost-termination transition pe-
(C) The signature on behalf of the Sé?%) for the LOHOW"f]nglGO days in 1|997. ThUS,é’iOd means—

corporation of an authorized officer of oo frgrtalggiries gzgosyoggn(s(g‘i%ggez fggqg;;es (1) The period beginning on the day

the corporation under penalties of pers (500 x 160 days)). C's daily pro rata share o fter the last day of the corporation’s

jury; and X's nonseparately computed income is $50dast taxable year as an S corporation and
(D) A statement by the corporation($720,000/360 x 25%) for 160 days in 1997. Thusending on the later of—

i 's pro rata share of X’s nonseparately computed (i) The day which is 1 vear after such
that the corporation and each affectedf® b2 {818 S $80,000 ($500 X 160 days).las(t)day. or y y
shareholder consent to the S corporation Example 2. Shareholder's pro rata share when ;

making the terminating election. an S corporation makes a terminating election (1) The due date for filing the return
(i) Affected shareholders required tounder section 1377(a)(2)i) On January 6, 1997, for the last taxable year as an S corpora-
consent. For purposes of paragraph_x incorporates as a calendar year corporationtion (including extensions);
(b)(5)(i)(D) of this section, a shareholderSSues 100 shares of common stock to each of A (2) The 120-day period beginning on
. and B, and files an election to be an S corporanonh d f d S
of the S corporation for the taxable yeakor its 1997 taxable year. On July 24, 1997, glN€ date of any determination pursuant
is a shareholder as described in sectioslls B's entire 100 shares of X stock to C. Withto an audit of the taxpayer which fol-
1362(a)(2). For example, the persorhe consent of B and C, X makes an electiorlows the termination of the corporation’s
who under § 1.1362-6(0)(2) must con30e seeion 13710 ne paagiy ) o election and which adjusts a subchapter
sent _to a qorporatlon_’s S election Inarising from B’s sale of 100 shares to C. As aS item of mc_ome, I.OSS’ or deductlon of
certain special cases is the person wh@sult of the election, the pro rata shares of B an&he_ corporation arising d}Jrlng the_ S
must consent to the terminating election¢ are determined as if X's taxable year consisteperiod (as defined in section
In addition, an executor or administratorf éWO S‘ap?razti ti‘gg?'ethyezrst' tg? f'rstt. °f."¥h'°h}368(9)(2)); and
of the estate of a deceased affectef{" t0 .Y = (e date B entire INterest (3) The 120-day period beginning on
"I X terminates. Because A is not an affected - -
shareholder may consent to the terminakharenolder as defined by section 1377(a)2)B%he date o'f a determination that the
ing election on behalf of the deceasednd paragraph (b)(2) of this section, the treatmerOrporation’s election under section
affected shareholder. as separate taxable years does not apply to A4.362(a) had terminated for a previous
(i) More than one terminating elec- (i) During its 1997 taxable year, X has taxaple year.
tion. A shareholder whose entire interesﬂonseparately computed income of $720,000. Un- (b) Special rules for post-termination
h : . . h . er X's normal method of accounting, $200,000 of S p . p .
inan S Corporat|0n IS term|nated N anhe $720,000 of nonseparate|y computed income iHanS”]On perIOd. Pursuant to section
event for which a terminating electionallocable to the period of January 6, 1997, througl377(b)(1) and paragraph (a)(1) of this
was made is not required to consent to é#'y 24, 1997 (the first d_eem”ed t%fable Br/]eaf)' andection, a post-termination transition pe-
terminating election made with respect’® "émaining $520,000 is allocable fo the periodiy arises the day after the last day that
. L of July 25, 1997, through December 31, 1997 (the . - : X
to a subsequent termination within th&econd deemed taxable year). an S corporation was in existence if a C
same taxable year unless the shareholderiiy B's pro rata share of the $200,000 of COrporation acquires the assets of the S
is an affected shareholder with respeotonseparately computed income for the firsicorporation in a transaction to which
to the subsequent termination. Sheeefgggotgégbg %%ifséz a?ztteelg/mg‘;gpg%’e assigningection 381(a)(2) applies. However, if an
(c) Examples. The foIIpyvmg €X- 1o each day of the first deemed taxable yea corporation acquires the assets of
amp_les illustrate the provisions of thisg200,000/200 days = $1,000 per day). Because gn(_)ther S corporation in a transaction to
section: held 50% of X's authorized and issued shares otvhich section 381(a)(2) applies, a post-
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termination transition period does not

arise (See § 1.1368-2(d)(2 for the

treatmen of the acquisition of the assets
of an S corporation by anothe S corpo-
ration in a transactio to which section
381(a)(3 applies) The speci treatment
unde section 1371(e)(} of distributions
of money by a corporation with respect
to its stok during the post-termination
transition periad is availabke only to

those shareholdes who were sharehold-
ers in the S corporatio at the time of

the termination.

(c) Determination defined For pur-
poses of sectim 1377(b)(3 and para-
graph (a) of this section the temm dete-
mination means—

(1) A determinatio as defined in
sectin 1313(a);

(2) A written agreemen betwea the
corporation ard the Commissione (in-
cluding a statemeh acknowledgig that
the corporations electilm to be an S
corporation terminatel unde section
1362(d) tha the corporation failed to
qualify as an S corporation;

(3) For a corporatimmn subje¢ to the
audit and assssnent provisions of
subchapte C of chapte 63 of subtitle A
of the Code the expiratian of the period
specified in sectim 6226 for filing a
petition for readjustmen of a final S
corporation administative adjustrrent
finding tha the corporation failed to
qualify as an S corporation provided
tha no petition was timely filed before
the expiratian of the period and

(4) For a corporatiommn not subje¢ to
the audt and assessménprovisiors of
subchapte C of chapte 63 of subtitle A
of the Code the expiratian of the period
for filing a petition unde secti;m 6213
for the shareholdgs taxabke yea for
which the Commissione has mace a
finding tha the corporatiomn failed to
qualify as an S corporation provided
tha no petition was timely filed before
the expiratian of the period.

(d) Date adeterminatiom becoms ef-
fective—(1) Determination unde section
1313(a) A determinatio unde para-
graph (c)(1) of this sectim becomes
effective on the dake prescribe in sec-
tion 1313 ard the regulatiors thereunde

(2) Written agreement A determina-
tion unde paragrap (c)(2) of this sec-
tion becoms effective when it is signed
by the district directa having jurisdic-
tion over the corporation (or by another
Servie official to whom authoriy to
sign the agreemenis delegateyl and by
an officer of the corporation authorized
to sign on its behalf Neithe the request
for a written agreemennor the ternms of

the written agreemen susped the run-
ning of arny statue of limitations.

(3) Implied agreement A determina-
tion unde paragrap (c)(3) or (4) of this
section becoms effective on the day
after the dak of expiratian of the period
specifiel unde sectim 6226 or 6213,
respectivel.

§ 1.1377-3 Effectiwe date.

Sectiors 1.13774 ard 1.1377-2 ap-
ply to taxabk yeass of an S corporation
beginnirg after Decembe 31, 1996.

PART 18—TEMPORARY INCOME
TAX REGULATIONS UNDER THE
SUBCHAPTER S REVISION ACT OF
1982

Pa. 5. The authoriy citation for part
18 continues to rea as follows:

Authority: 26 U.S.C 7805.
Sectim 18.13774 [Removed]
Pa. 6. Sectio 18.13774 is removed.

PART 602—OMB CONTRCL NUM-
BERS UNDER THE PAPERWORK
REDUCTION ACT

Pa. 7. The authorily citation for part
602 continues to rea as follows:

Authority: 26 U.S.C 7805.

Pa. 8. In § 602.101 paragrap (c) is
amended as follows:

1. Removing the following entry
from the table:

§ 602.1A OMB Contol numbers.

* * * * *

(C * * %
CFR patt or section Current
where identified and OMB
described contrd No.
* * * * *
18.13774.......... - 1545-0130
*_| *_| *_| *_| *

2. Adding an entty in numericé order
to the table to read as follows:

8 602.1 OMB Contol numbers.

(C) s **_| *_| *_| ~kﬂ *
CFR patt or section Current
where identified and OMB control
described No.
* * * * *
1.13774........... - 1545-1462
*_| *_| *_| *_| *

Margarg Milner Richardson,

Commissioneof Internd Revenue.
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Approved Novembe 1, 1996.

Donald C. Lubick,
Acting Assistah Secetary
of the Treasuy.

(Filed by the Office of the Federa Registe on
Decembe 20, 1996 8:45 a.m, and publishel in
the isste of the Federa Registe for Decembe 23,
1996 61 F.R. 67454)




