ternet site at: http://ww.irs.ustreas.gov/ and its tax year ends at that time for all
prod/tax_regs/comments.htmThe pub- Federal income tax purposes. The sub-
lic hearing will be held in room 2615, In-sidiarys items for the period beginning

ternal Revenue Buildingl111l Constitu- on the day after it becomes a member of
tion Avenue, NW, Washington, DC. the consolidated group are generally in-

: : cluded in the consolidated return of the
Notice of Proposed Rulemaking o FLRTHER INFORMATION CON- group The subsidiars items for the pe-

Notice of Public Hearing TACT: Concerning the regulations, ‘JEfTiOd prior to its becoming a member gen-

Acquisition of an S Corporation m;ystb \r;Ci)S;L;n(SZOti)eizeizgg();:;gﬁ;”éeerally are”igcluded in a separate Ireturn.

i M ) @ A small business corporati@nelection
lc);yroié\/lember of a Consolidated placed on the bw_ldmg access list to attengnder section 1362(a) to be an S corpora-

the hearing, LaNitVan Dyke, (202) 622- tjon terminates under section 1362(d)(2)

REG-106219-98 7180 (not toll-free numbers). if it ceases to be a small business corpora-
tion. A small business corporation cannot
have a corporate sharehalddhus, an S
Backgound corporation election terminates when the
. corporation has another corporation as a
ACTION: Notice of proposed rulemak- Thjs document contains proposedhareholde The termination is féective
ing and notice of public hearing. amendments to the IncenTax Regula- on the day the corporation becomes a

SUMMARY: This document containstl?nhs (26 CF'T part 1) undedr se;:non 15?]§hareholde_ When the termination of an
proposed regulations under section 1507, the “T“er”a Revenue Co eo 1986 (thg corporation election becomeffeetive
consolidated return regulations). Then any day other than the first day of the

The proposed regulations provide specific .
proP J P PEe Emendments apply to acquisitions by gaxable yeg the taxable year in which the

rules that apply to the acquisition of theconsolidated roup of at least eighty perterminati ; S S

stock of an S corporation by affikiated group ghty peftermination occurs is an termination
. O . cent of the stock of an S corporationyear under section 1362(e)(4Jhe S ter-

group of corporations that joins in the f||—When a consolidated group acquires an Ginati . . fash

ing of a consolidated returnrhese rules corporation, the interagtionpof tr?e consoli oo |s.compr|sed oratio qrt o

eliminate the compliance burdens assocl: P ' : able year for which the corporation is an S

dated return regulations and the subchaporporation (the portion of the S termina-

ated with filing a Sep?ra‘?‘ return. for thefer S rules requires the filing of a separatgon year ending on the day before the ter-
day that an S corporation is acquired by a

) - return for th f th isition. Inminati
consolidated group Additionally, the eturn for the day of t e acquisition. Inminating event occurs, or S short year)
- - most situations, complying with thi®r and a short taxable year for which the cor-
proposed regulations clarify that uirement results in an unnecessady a ion i i i
§1.1502—76(c) continues to provide ruleg poration is a C corporation (the remainder

for the filing of the separate return for aninistrative burden for taxpayers. _ of the S termination yegor C short year).
The proposed regulations also clarify ynder section 1362(e)(6)(D), if there is

corporations items for the period not in- he i g : \
- - .. the impact of the 1994 revisions tog change in ownership of 50 percent or
cluded in the consolidated returThis i ; X
- - .81.1502-76(b) T.D. 8560, 1994-2 C.B. more of the stock in a corporation during
document also provides notice of a publi 00) The 1994 revisions providedxta o . .
hearing on these proposed regulations. : P the S termination yeaitems of income,
payers greater certainty and prevented igmin, loss, deduction, and credit must be

DATES Written comments must be re-consistent allocations qf items between gjjocated between the S short year and the
ceived by March 10, 1999. Outlines of€Parate and a consolidated refuiie ¢ short year on the basis of the corpora-
topics to be discussed at the public heaProPosed regulations clarify that the dugon's normal method of accounting, as
ing scheduled for March 31, 1999, at 1§até for the filing of the separate returjjetermined under section 446 (also re-
a.m. must be received by March 17, 199dor the period not.mcluded in the consolifarred to as a closing of the corporation
ADDRESSES: Send submissions todated return continues to be governed bfYooks) as of the close of the S shortryea

AGENCY: Internal Revenue ServiceSUPPLEMENTARY INFORMATION:
(IRS), Treasuy.

CC:DOM:CORP:R (REG—106219—98),{he rules in 81.1502-76(c). rather than a daily proration or other
room 5226, Internal Revenue SerViceAcquisition of an S Corporation method The S short year and the C short
POB 7604, Ben Franklin Statioklyash- year are treated as two separate taxable

ington, DC 20044. Submissions may be Section 1.1502-76(b)(1)(i) providesyears for most purposes. Separate returns
hand delivered Monday through Fridaythat a consolidated return must includare required for the S short year and the C
between the hours of 8 a.m. and 5 p.m. the common pareid items of income, short yea and the due date for the S short
CC:DOM:CORP:R (REG-106219-98),gain, deduction, loss, and credit for thegear return is the date by which the C
Courie’s Desk, Internal Revenue Serconsolidated return year and each sulshort year return must be filed.

vice, 1111 Constitution Avenue, NV, sidiarys items for the portion of the year When an S corporation becomes a
Washington, DC Alternatively, taxpayers for which the subsidiary is a membe member of a consolidated group, the in-
may submit comments electronically viaGenerally under 8§1.1502—-76(b)(1)(ii)(A),teraction of the consolidated return regu-
the Internet by selecting thddx Regs” a subsidiary becomes a member of thiations and the subchapter S rules results
option on the IRS Home Page, or by sulsonsolidated group at the end of the daiy the corporation having three taxable
mitting comments directly to the IRS In-on which its status as a member changgseriods for the year of the acquisition for
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which Federal income tax returns are dusection 1362(d)(2) continues to becomat the end of the day on which its status as
(1) an S short year that ends on the daffective on the day of the acquisitiona member changes, and its tax year ends
before the acquisition by the consolidatetioweve, because the consolidated returat that time for all Federal income tax pur-
group, (2) a C short year consisting solelyegulations create a separate taxable ygamses. Section 1.1502—76(b)(2)(i) gener-
of the day of the acquisition, and (3) dor the corporation, the first day of whichally provides that the returns that end and
short taxable year (included in the consoks the day on which the S corporatiorbegin with a subsidiary becoming (or
idated return) for any items occurringelection terminates, there is no S terminaeasing to be) a member of the consoli-
after the day of the acquisitiollthough tion year within the meaning of sectiondated group are subject to the rules of the
three separate taxable periods are created62(e)(4). Consequentl section Internal Revenue Code applicable to short
when an S corporation becomes a men:362(e) technically does not apply to theeriods, as if the subsidiary ceased to
ber of a consolidated group, existing rulegorporation. exist on becoming a member (or first ex-
preclude an allocation of items properly Notwithstanding that there is no there idsted on becoming a nonmember). cSe
attributable to either the C short year ofo S termination yeathe proposed regula-tion 1.1502-76(c) provides rules for the
the consolidated year to the S shortryeaions provide rules similar to those thafiling of the separate return for the period
for example, through a daily proration ofyould have applied under section 1362(ejhe subsidiary was not included in the
the items attributable to the year of the agjnder the proposed regulations, as undepnsolidated group.
quisition. Section 1362(e)(6)(D). section 1362(e)(1)(A), the S corporaten The IRS ad Treasury are concerned
The IRS ad Treasury have determinedghort taxable year ends at the end of ttibat a broad application of the provisions
that the compliance burdens associatqﬁy preceding the date of the acquisitiodf §1.1502—-76(b) could be construed to
with filing a separate return for the dayrhe Federal income tax return for the finalequire an accelerated filing of the sepa-
that an S corporation is acquired by a cofgyxaple year of the S corporation will beate return by the fifteenth day of the third
solidated group are not necessary tQue at the earlier of: (1) the date the S comonth following the end of the short tax-
achieve the separate goals of sectiofyration return would have been due if theble year that resulted from the corpora-
1362(e) and the consolidated retum regyaxaple year of the S corporation did notion joining or leaving the consolidated
lations The proposed regulations will gng or (2) the date the consolidated gtsupgroup  This interpretation would, infe
eliminate this requirement in Most U ety for the taxable year that includes thégct, override the provisions in §1.1502-
tions, while preserving the purpose and efyoqyisition is due. 76(c) concerning the due date for the fil-
fect of the rules under section 1362(€). These proposed regulations also prang of a separate return.
These proposed regulations will not appl ¢, the availability of ratable allocation The IRS ad Treasury did not intend to
howeve, if an S corporation becomes ,qer §1.1502-76(b)(2)(ii) and (iii) in Modify the due date for the separate re-
member of a consolidated group in a qual,qer 1o achieve the same results thaern for the period not included in the
ified stock purchase for which an electior\1NOuld have obtained if section 1362(e)consolidated return by the changes in
under section 338(g) is made. If the co )(D) had applied Accordingy, if an S §1.1502-76(b) (as amendeg B.D.
mon parent of the consolidated group anti, ., 4tion joins a consolidated group an8560) This proposed regulation clarifies
the shareholders of the S corporatiog}, .. proposed regulations appthen that §1.1502-76(c) continues to provide
jointly make a section 338(h)(10) electionyi ¢ st be allocated between the twiiles for the filing of the separate return.

the administrative_relief_ provided by thes%hort taxable years that begin and end wi
proposed regulations is unnecessary b e corporation joining the consolidate

f;uztectgf cs)rgii)cr)%o(;?)ignniet(::%r:njt;hesoé roup on the basis of a closing of the books The amendments relating to the acqui-
5 19338 (h)? 10)-1(e)2)(v) " T rather than a ratable allocation of the typsition of a corporation that, immediately
Under the probosed r'e ulations. an ?at would have been available under sepefore becoming a membéiad an elec-
corporation wﬁl bgcome a?nember ’of th?Ion 1362(e)(2) (in the case of the termination under section 1362(a) irffect, are
. - ion of an S corporation election) orproposed to apply to transactions aecu
gggsggifgugé‘e’:ar?et t;‘fqﬂ?g;inonr:”%g;tngl.lsoz—m(b)(z)(ii) and (iii) (in the casering after the date final regulations are
tax year will end for all Federal ,incomeOf a corporation becoming or ceasing to bpublished in the~ederal Registe. The
tax purposes at the end of the day precea_member of a consolidated group). amendments relating to the clarification

ing the acquisition Thus, instead of three pf the due_ date for_the separate return for
shgort taxable years, the corporation W”Pue Date for Separate Retum items not included in the return of a con-
have two short taxable years as a result of Section 1.1502-76(b) provides guid-Solidated group are proposed to apply to
the acquisition: (1) the period ending ornce regarding the items to be included ifOrPorations that became or ceased to be
the day before the S corporation joins tha consolidated return. Items for the por€mbers of consolidated groups on or
consolidated group, which will be treatedion of a year not included in the consoli&fter January 1, 1995, théfective date of
as a taxable year in which the corporatiodated return must be included in a sep&€ 1994 amendments to §1.1502-76(b).
was an S.corporation, aqd (?) the periothte ret_urn. ) Special Analyses

during which the corporation is a member Section 1.1502-76(b)(1)(ii)(A)

of the consolidated groupThe termina- vides that a subsidiary becomes (or ceaseslt has been determined that this notice

tion of an S corporation election undeto be) a member of the consolidated groupf proposed rulemaking is not a signifi-

roposed Effective Date
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cant regulatory action as defined in EO A period of 10 minutes will be allotted 6. New paragraph (b)(2)(v) is added.
12866 Therefore, a regulatory asses to each person for making comments. 7. Paragraph (b)(5) is redesignated as
ment is not required. It is hereby certified An agenda showing the scheduling oparagraph (b)(6).

that these regulations will not have a sigthe speakers will be prepared after the 8. Paragraph (b)(4) is redesignated as
nificant economic impact on a substantiafleadline for receiving outlines hasparagraph (b)(5).

number of small entitiesThis certifica- passed. Copies of the agenda will be 9. New paragraph (b)(4) is added.

tion is based upon the fact that the prcavailable free of chrige at the hearing. 10. Newly designated paragraph (b)(5)
posed regulations will provide adminis—Draftin Information is amended_as follows:

trative relief to small entities by removing 9 a. The first sentence of paragraph
the administrative burden of filing a sepa- The principal author of these regul (P)(5) Example ) is revised.

rate one-day return currently required fofions is Jérey L. Vogel of the @fice of _ P- The second sentence of paragraph
certain acquisitionsTherefore, a Regula- the Assistant Chief Counsel (Corporate),(b)(s)v Example &:) is revised.

tory Flexibility Analysis under the Regu- |RS. Howeve other personnel from the c. Example7 is added to paragraph

latory Flexibility Act (5 U.S.C. chapter 6) IRS ard Treasury Department partic (b)(5).
1

is not required. Pursuant to sectiomated in their development. 1. Newly designated paragraph
7805(f) of the Internal Revenue Code, (b)(6)(i) is revised. N
th|s notice Of proposed ru'emaking W|” be *ok ok k% The revisions and add|t|0ns rea.d as fOI'

submitted to the Chief Counsel#@dvo-  proposel Amendments to the Regulationd®"'
cacy of the Small Businefdministra-

tion for comment on its impact on small Accordingly, 26 CFR part 1 is pro-
business. posed to be amended as follows:

§1.1502—-76Taxable year of members of
group.
* * * * *
Comments and Public Hearing PART 1—INCOME TAXES
) ) ) (b) ***(1)***

Before these proposed regulations are Paragraph.1The authority citation for (i) ***(A)*** ( 1) In general If a
adopted as final regulations, consigler part 1 continues to read in part as follows;ooration (S), other than one described
tion will be given to any comments that Authority: 26 U.S.C. 7805 * * * in paragraph (b)(1)(ii)(A%), becomes or
are submitted timely (a signed original Section 1.1502-76 also issued under 28,55e5 to be a member during a consoli-

and eight (8) copies) to the IR8Il com- U.S.C. 1502.* * * ) dated return yeait becomes or ceases to

ments will be made available for public P& 2. Section 1.1362-3 is amendegle 3 member at the end of the day on

inspection and copying. by adding a sentence to the end of pargsich its status as a member changes, and
A public hearing has been schedule@raph (a) to read as follows: its tax year ends for all Federal income

for March 31, 1999, at 10 a.m. in r00Msq 1362—3reatment of S termination ~ {@X PuUrposes at the end of thay.da* *

2615, Internal Revenue Building111 yea. (2) Special rule for former S corpora-

ConstitutionAvenue NW, Washington, tions If S becomes a member in a trans-

DC. Due to building security procedures, (a) In general * * * See, howeve action other than in a qualified stock pur-
visitors must enter at the 10th Street er§1.1502-76(b)(1)(ii)(A)(2) for special chase for which an election under section
trance, located between Constitution andiles for an S election that terminate838(g) is made, and immediately before
Pennsylvara Avenues, NV. In addition, under section 1362(d) immediately beforecoming a member an election under
all visitors must present photo identificathe S corporation becomes a member ofsection 1362(a) was irffect, then S will

tion to enter the building. Because of acsonsolidated group (within the meanindecome a member at the beginning of the

cess restrictions, visitors will not bel-a of §1.1502-1(h)). day the termination of its S corporation
mitted beyond the immediate entrance e x r ox = election is Hective. Ss tax year ends for
area more than 15 minutes before the all Federal income tax purposes at the end
hearing starts. For information about pg. 3. Section 1.1502-76 is amende@' the preceding da This paragraph
having your name placed on the buildings follows: (b)(2)(ii)(A)(2) applies to transactions oc-

access list to attend the hearing, see the1. The text of paragraph (b)(L)(ii)(A) is CUTing after the date that final regulations
“FOR FURTHER INFORMATION redesignated as paragraph (b)(l)(ii)‘:"re published in thEederal Registe.
CONTACT" section of this preamble. (A)().
The rules of 26 CFR 601.601(a)(3) 2. A paragraph heading for newly des-
apply to the hearing. ignated paragraph (b)(1)(ii)(A)) is  (2)***
Persons that wish to present oral comadded. (v) Acquisition of S corporatian If a
ments at the hearing must submit written 3. The first sentence of newly desig-corporation is acquired in a transaction to
comments (a signed original and eight (8)ated paragraph (b)(1)(ii)(A){ is re- which paragraph (b)(1)(ii)(AR) of this
copies) by March 10, 1999The outline vised. section applies, then paragraphs (b)(2)(ii)
of topics to be discussed and the time to 4. Paragraph (b)(1)(ii)(A%) is added. and (iii) of this section do not apply and
be devoted to each topic must be received5. Paragraph (b)(2)(v) is redesignatedems of income, gain, loss, deduction,
by March 17, 1999. as paragraph (J(vi). and credit are assigned to each short tax-

* k*x Kx * %
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able year on the basis of the corporasontions becoming or ceasing to be membe
normal method of accounting as deteref consolidated groups on or after Janua
mined under section 446This paragraph 1, 1995.
(b)(2)(v) applies to transactions occurring
after the date that final regulations are
published in the Federal Registe Robert EWenzel,

* * % * *x Deputy Commissioner of
Internal Revenue.

* Kk * *x %

(4) Determination of due date for sepa-
rate return. Paragraph (c) of this section(gieq by the d@fice of the Federal Register on De-
contains rules for the filing of the separateéember 16, 1998, 8:45 a.m., and published in tt
return referred to in this paragraph (b). lissue of the Federal Register for December 17, 19¢
applying paragraph (c) of this section, th&3FR- 69581.)
due date for the filing of 'S separate re-
turn shall also be determined without re-
gard to the ending of the tax year under
paragraph (b)(1)(ii) of this section or the
deemed cessation of its existence under
paragraph (b)(2)(i) of this section.

* K* * *x %

(5)***

Example 6 Allocation of partnership items. * * *

(b) Analysis. Under paragraph (b)(2)(vi)(A) of
this sectionT is treated, solely for purposes of de-
termining T's tax year in which the partnerstsp
items are included, as selling or exchanging its en-
tire interest in the partnership as okRBale 6 T
stock. * * *

(c) Contolled partnership* * * Under para-
graph (b)(2)(vi)(B) of this section,’J distributive
share of the partnership items is treated’a items
for purposes of paragraph (b)(2) of this section. * * *

Example 7 Acquisition of S corporatian(a)
Facts Z is a small business corporation for which
an election under section 1362(a) wasffea at all
times sine Year 1 At all times, Z had only 100
shares of stock outstanding, all of which were
owned by individubA. On July 1 6 Year 3,P ac-
quired all of the Z stockP does not make an elec-
tion under section 338(g) with respect to its pur-
chase of the Z stock.

(b) Analysis As a result of B acquisition of the
Z stock, Zs election under section 1362(a) térm
nates. See sections 1361(b)(1)(B) and 1362(d)(2).
Z is required to join in the filing of th€ consoli-
dated return. See 8§1.1502-75's Zax year ends for
all Federal income tax purposes on June f3%ear
3. If no extension of time is sought, Z must file a
separate return for the period from January 1
through June 30fdrear 3 on or before March 15 of
Year 4. See paragraph (b)(4) of this section. Z will
become a member of tifeconsolidated group as of
July 1 d Year 3. See paragraph (b)(1)(ii)(&)(of
this section. P groups Year 3 consolidated return
will include Zs items from July 1 to December 31
of Yea 3.

(6) Effective date-(i) General rule.
Except as provided in paragraphs
(b)(1)(i)(A)(2) and (b)(2)(v) of this sec-
tion, this paragraph (b) applies to corpora-



